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COVID-19 and the resulting digital acceleration is causing the very fabric of the
banking ecosystem to reorganize around digital experiences more than ever.
Definitions for ‘table stakes' features within digital banking products are shifting
rapidly, and competition is converging in search of profitable primary relationships.

Across all age groups, interaction preferences were
shifting quickly towards digital before COVID-19 and
have only accelerated since, with digital experience
now the primary driver of attrition and a major factor
when choosing a primary bank.

Traditionally, digital has sought to replicate in-person
interactions but a frictionless and emotive digital
experience is now quickly becoming the core of the
bank's value proposition.

Competitors have recognized this shift and are
investing heavily to address existing pain points with
new entrants in particular accelerating the innovation
tempo. We believe six product features

will become table stakes over the next 12 months,
with further differentiation focused on specific

customer segments and their unigue needs.

Establishing primacy is the focus for these new
entrants, as digital-only challenger banks are often
still only used as secondary accounts. Today, half or
more of digital-only banks’ clients are unprofitable,
and deposit profitability is further challenged by
low rates. But as digital native challengers evolve
their product offerings to include lending and fee-
generating products, they are likely to win a larger

share of customers' banking business.

In delivering a compelling, emotive digital experience,
banks typically struggle with two major challenges.

First, banks struggle to design unique, meaningful,
and emotional experiences for their customers.
Customer-centricity is often not at the center of how
banks approach offer development and go-to-market
strategy design. Experience design and development
capabilities are nascent, and banks tend to focus on
superficial customer needs to ensure relevance for
their entire customer base instead of differentiating
by addressing unique needs of priority segments.

The second major challenge is delivery, with digital
transformations complicated by a set of common
internal and external challenges (e.g., constraining
investor expectations, lack of FinTech enterprise
readiness, etc.). We've learned from what has and
hasn't worked, and have identified nine principles
which unpderin successful transformations. These
include a continuous focus on momentum via
test and learn and establishing self-funding
mechanisms among others.
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New digital
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g channel preferences are shifting towards digital
than ever due to COVID-19. For those Americans that
still preferred in-person channels in 2020, the new norm of

social distancing and quarantining created a forced-adoption
effect. Temporary bank branch closures and fear of high-contact
surfaces have pushed this group to online or mobile banking. This
acceleration towards digital will create long-term industry impacts
more radical and transformative than many first imagined. The
foundation of the banking ecosystem has greater incentive now
more than ever to reorganize around digital.

Accelerating towards
digital channels

Prior to the emergence of COVID-19, the US retail
banking landscape was already seeing a dramatic
shift in channel preferences towards digital. Across
all age groups, branch usage declined on average -35
percent over the previous five years, and the number
of digital interactions rose by 15 percent. This change
was most pronounced within the youngest age
cohort of 18 to 24-year-olds, where branch usage
dropped by nearly half".

This shift accelerated during the pandemic. Across all
age groups, the share of Americans who did not use
financial services online fell by over 30 percent. From
simple payment transactions to obtaining advice on
their finances, all types of services began to be used

online for the first time by many Americans?.

% CHANGE IN QUARTERLY

CHANNEL USAGE BY AGE GROUP

(2015 -2020)

Age

-34%

-44%

-48%

Branch Digital

19%

15%

11%

13%
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USE OF SERVICES BEFORE AND DURING THE COVID-19 CRISIS
(2019 - 2020)
Payment transaction 82% - 9% | 9%
Taking out a consumer loan 48% ] 16%77 36%
Taking out a mortgage 38% . 15% | 47%
Pensions 62%— | 11%» 27%

Securities investments 56% a 14% 30%

Obtaining advice on a bank product 49%—*“ “*” 15% 36%
Obtaining information on a bank product 67% - 13% 1 20%
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Used this service online before the crisis Used this service online for the first time during the crisis

Do not use this service online

Digital experience (or the lack thereof) is now the primary driver of attrition. In
a 2020 survey of 2,000 Americans designed to measure the change in banking
preferences as a result of the pandemic, we found that the most important
driver of a client’s likelihood to switch during COVID-19 is a poorly designed

mobile platform, as opposed to other traditional top factors like poor customer
service and high prices.

Not only are poorly designed digital experiences now driving more attrition,

but they are also one of the most important factors consumers consider when
switching primary banking providers. Over 50 percent of those surveyed indicated
a well-designed banking app is a primary consideration factor when choosing a
bank?. The propensity to switch banks is significantly weighted towards customers
with high future earnings potential, often with an above college education,
underscoring how banks are at risk of losing valuable customers.
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Digital laggards show strongest shift in behavior

Partially driving this acceleration has been the "catching-up" of those with lagging preferences. For individuals who
used legacy payment methods, the new norm of social distancing and quarantine has had a forced-adoption effect.
Temporary bank branch closures and fear of high-contact surfaces have pushed this group to move online (or to their
phones) for their banking and payment needs. The effects are here to stay, even as parts of the country lift restrictions

on social distancing.

The more analog the payment method, the greater the adoption of digital. For example, individuals who primarily wrote
checks are adopting mobile payments the quickest, even faster than consumers who primarily use cards. Only 13
percent of check users don't plan to use digital payment tools at all in the future, compared to 20 percent of card users*.
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Digital laggards aren't the only segment quickly
changing preferences. Communities whose health
has been disproportionately impacted by COVID-19
are also quickly and permanently adapting. Diverse
communities (e.g., Black/African Americans, Hispanic/
Latinx Americans, etc.) are 50 percent more likely
than the average American to increase adoption of
mobile or digital tools as a result of the crisis®. Those
living in cities/urban areas are 63 percent more likely.
These groups have witnessed COVID-19's impact
firsthand in their communities and are changing
payment preferences as a result.

While these findings may not necessarily come as a
surprise, we believe these shifts are likely to be real
and permanent. The pandemic has changed the

medium of customer interactions, and preferences

will continue to evolve the longer this crisis unfolds.
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Designing meaningful
experiences

ambitions for digital experiences have traditionally
been to replicate in-person interactions, making purchasing
and servicing journeys available online. This ambition missed a
broader opportunity to make banking more human, and banks
are now moving beyond product enablement to deliver a digital
proposition that elicits trust through intimacy, relevance, and
perceptiveness. Digital channels are quickly moving beyond
being simply another channel to becoming the core of banking
value propositions.

Over the past decade, banks focused on making in-person purchasing and servicing journeys
available through digital channels in order to deliver convenience to customers and cost

B efficiencies to the bank. This approach delivered an experience familiar to what clients

' /\ were used to in branches but lagging other industries, which used digital to re-imagine the
experience. Today, in comparing their banking experiences to industries like tech, fitness,

and mobility, customers experience a common set of pain points. We've identified these pain

points as consistent themes across our ethnographic research with Americans.
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Common customer pain points

Inconvenient self-admin tools

as customers can't update/manage their personal
information without calling or visiting a branch and
don't have the tools to delegate permissions to others.
One FinTech is solving this with a robust cybersecurity
system, that offers biometric ID if customers cannot
recall their password for all banking activity.

Out-of-sync information

on their accounts can cause customers to misspend
as the finances/transactions don't update in real
time, which one FinTech has solved for its customers
through real-time tracking of account balances

after each transaction.

Disorganized personal finances

as Americans continue to manage their money on
spreadsheets, as banking apps don't make it easy
for consumers to organize and manage their money.
One FinTech bank offers "spaces": personalized sub-
accounts that accept instant transfers from users to
help visualize savings and track financial goals.

Rudimentary notifications

offered by financial institutions don't really help, as
customers want to be notified whenever they make
a transaction and when there are offers suited

for them. Fixing this, one super regional bank's

Al assistant monitors accounts and automatically
notifies customers about suspicious charges, free
trials, and balance charges.

/

Generic insights lacking guidance

as banks have always offered experiences and
solutions that are not customized per customer
relationships. To address this, one universal bank
launched a digital and automated financial coach that
helps customers buy a home or save for retirement
through a mobile experience.

Fragmented experience across channels
with no connection between the user self-service
and employee channels. To make the experience
more integrated, one universal bank provides
payment confirmations through all digital channels
and trains representatives to handle calls from
digital-first customers.
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Many incumbent and FinTech competitors recognize these pain points and are working to address them as described
above. This is particularly true of digital-only challenger banks who are accelerating the innovation tempo. For
example, the onboarding process for incumbents is on average twice as complex as those of challengers (37 vs. 72
clicks to open an account digitally), leading to increased attrition®. The average rate of customer attrition due to issues
with the digital onboarding experience ranges from around 25 percent to 40 percent, and 26 percent of all customers

surveyed say that an easy enrollment and login process is most important when choosing a digital bank’.

As a result of these pressures and in recognition of these common pain points, over the following 12 months, several
product features will become table stakes. Americans expect their banks to minimize the mundane and deliver

convenient experiences in everyday activities.

Table stake digital banking features

\ Real-time spend notifications

as transactions occur that can be

personalized as needed

Quick and seamless onboarding .

driven by touchless technologies,
including face scanning and -
document recognition, done end L7

to end in 3-5 minutes ,

' Integrated management tools

backed by dashboarding capabilities on

Goal-based sub-pockets web and mobile apps, giving a full view of

that allow customers to organize customers' finances

their money as they wish

Basic spend insights

offered via spend analytics dashboards

N . Advanced access and security
that are intuitive, customizable, and easy

to use for personal finances to help prevent lockouts and aid in easy

recovery via biometric login features
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Differentiating digital banking in 2021 and beyond

To differentiate beyond these table stakes features, banks will need to maximize the meaningful, providing

deeper solutions to top-of-mind issues. This could include:

Help me set and achieve my

financial goals

Customize the pricing and
rewards of your products to me

and my situation

Provide me insights on how | can
change my spending patterns

to save more

Allow me to start something on
my app and finish it in a branch

Nudge me in the right direction,
giving me notifications | didn't even

know | needed

Provide me with personalized
recommendations at my moment

of financial need

Through our work with clients, we've observed 40+ different product features being tested in segment-specific

propositions and organized these around eight general needs:

As a retail banking customer, | want my bank to help me...

Learn

Plan

Manage

...learn what to do with
my money to ensure
long-term success

Potential features:

+ Collaborative goal setting
+ Al-powered financial coach
+ Community boards

+ Educational material

+ Next best action rule-set

...pick the right products
and services for my
financial situation

Potential features:

+ Omnichannel onboarding

+ Customizable products

+ Customizable rewards

+ Easy alert and funding setup

+ Build credit profile
and history

...budget wisely, but still
be able to “treat” myself
on occasion

Potential features:

+ Customizable sub-accounts

+ Spend and budgeting insights

+ Premium financial
assessments

+ Scenario planning

+ Integration with product
affordability tools

...stay up-to-date with
my progress towards
achieving my goals

Potential features:

+ Event and location
based nudges

+ Progress trackers

+ Real-time notifications on
progress towards goals

+ Customizable dashboards

+ Milestone benefits

...worry less about
whether or not | paid my
bills this month

Potential features:

+ Automated cash sweeps

+ Digital invoice/bill
management

* Omnichannel servicing

+ Real-time fund movement

+ Rules engine

...celebrate successes and
reap the rewards | deserve

Potential features:
+ Dynamic relationship pricing
+ Seamless account graduation

+ Earn rewards based on
achieving milestones

+ Third-party partnerships
rewards

+ Offers engine
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Secure

...feel safe from fraud and be
secure in case of emergency

Potential features:

+ Customizable notifications
when purchases are made

* Emergency savings accounts
+ Fraud insurance

+ Permissions and entitlement

...give back to the social
causes | care about

Potential features:
« Connect to causes that matter
+ Seeimpact of donations

+ Receive auto-generated
donation tax form



The degree to which individuals experience these needs varies across different financial life stages, and each of these

40+ features is being positioned in products targeted at a specific segment. There is no “one-size-fits-all” solution to

the unique needs of individuals. Winning firms create unique, tailored, and distinctive segment-specific experiences.

High
A
Learn ®
@
Plan <
g =
g Manage @ ® e
2
E
e
%
Low Student Young professional Starting a family Mid-life Retiree
c * Beginning to think + Experiencing * “Frenzied” years: + Making tradeoffs + Metality of “itis
-‘% about finances independence focus on kids, to make it work what it is”
,g + Lack of consistent * Retirement not home, career + Forward-focused: * Most go from save
= source of income on radar + Want to preserve serious about to spend
& - .
[ + More emphasis on Wzlslgy e AR + Try to preserve
= consuming vs saving IR U9 MEMEY lifestyle
§ + Checking accounts + Auto loans + Joint bank accounts + Investment accounts  * High yield savings
(<] . . . . )
‘;3 + Credit cards + Lines of credit * Mortgages * Retirement planning * Reverse mortgages
2  ° Studentsloans + Savings accounts + Child education + Tax advisory services  + Estate planning
£ accounts

We've anchored these differentiation features against a traditional life stage view because our clients are often
segmented this way, however, there are new tools to help banks understand their customers. While life stage is

a meaningful predictor of need, our clients are increasingly looking for a sharper picture of customers and asking
themselves “how do we detect, respond, proactively address, give comfort/confidence to those who need it?” In order
to help answer these questions, Deloitte developed the "Values Compass," a proprietary tool that gets to the bullseye
of what matters most to humans—the things that truly motivate our feelings and actions. The Values Compass maps
cardinal human values—ambition, curiosity, belonging, and certainty—along with corresponding intermediate points
to provide a visual reflection of a customer's values in aggregate. We defined four cardinal human values rooted in a
sense of personal achievement (Me), belonging (We), curiosity (Unknown), and control (Known).
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ideas unproven

Unknown

A

CURIOSITY

TRYING NEW THINGS

-
e ~

myself

achievememfi N P
LEARNING NEW THINGS
CONTROL
A 4
Known
routine certainty

Legend

Trusts in... Motivated by... Finds joy in...

Perhaps knowingly or unknowingly, banks attract different types of
customers based on their brand and value propositions. Bank A's
customer base skews towards the top right "Sharing with others"
dimension. Bank A's Cafés have reimaged the in-person banking
experience through a shared community space that is warm, inviting,
and inclusive to all. The strong communal aspect provided through
free working spaces, happy hours, and money workshops appeals to a
customer segment that values sharing with others.

Attracting clients of the opposite dimension, Bank B's purpose-driven
mission to reduce economic mobility barriers is demonstrated through
free financial literacy programs and a wealth of tips, tricks, and guides
targeted to customers at any point of their financial journey. The
strong emphasis on providing education has attracted a customer
segment that values learning new things.

The values compass can be a powerful tool to better understand
clients. If you'd like to learn more, we encourage you to read Deloitte
Digital's report "We're only human: Exploring and quantifying the

human experience, 2019."

creativity

SHARING WITH OTHERS

// \\
/ \
challenge | Me AvBITION SNEERTITEERI BELONGING SESTE
\ /
\ /

CARING FOR OTHERS

trust

Bank A

tribe

acceptance

teamwork

Note: The Values Compass is Deloitte's proprietary asset based
on data from 200K unique respondents across 1,018 variables.

Bank B
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Delivering

experiences
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> out of 10 banks experience issues related to
al transformation, with efforts complicated by a set of
common internal and external challenges (e.g., constraining

investor expectations, lack of FinTech enterprise readiness,
etc.)®. Learned from what has and hasn't worked, we have
identified nine principles of success, which underpin any
successful transformation.

Common digital transformation challenges

INTERNAL CHALLENGES

W R

Investor expectations
for financial institutions
constraining investments
in digital transformation

Inconsistent data

regimes restrict financial
institutions' ability and
appetite to generate value

Lack of enterprise readiness
by FinTechs limit the ability
for partnerships

with incumbents

Prescriptive and/or outdated
regulations constrain
large-scale digital
transformation initiatives

1

ei & W N =

Evolving talent models
force financial institutions to
re-think the workforce of
the future

Lack of enterprise agility
and coordination for
activating partnerships

Traditional risk-conscious
culture clashes with

an appetite for

pursuing innovation

Ambition to meet short-
term targets misaligned
with longer-term
transformation needs

High regulatory-driven
change burden leaves
insufficient resources
for transformation
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Architecting the technological and
operational transformation needed

to deliver these next generation
experiences has proven challenging
for many incumbents. In our research,
we've found that nine common
challenges impede experience
transformation efforts °.

These internal and external challenges
are often interlinked, and as such, there
is no single panacea or formal playbook
for overcoming them: one size does
not fit all.

But in reflecting on our experience
as transformation architects, we
have identified nine principles which
consistently underpin success. These
nine principles are anchored around
three broad themes of:

"getting it," "owning it,"
and "doing it."



When undertaking transformations, incumbents often do not
spend enough time upfront getting alignment around the need
for change, causing projects to go long or fail. Successful firms

demonstrate three principles to make sure the organization "gets it."

PRINCIPLE #1:

Leaders are aligned around a common vision and are measured on shared goals,
where desired business outcomes are brought to life in measurable objectives
that guide the transformation

Detailing the winning ambition with measurable operational objectives and outcomes
allows leaders to clearly understand trade-offs between options and make better
decisions. It also allows everyone within the organization to understand and appreciate
what success looks like. Examples of this could include: improve customer satisfaction
scores by 30 percent, reduce response time by 40 percent, or reduce manual
processes by 50 percent.

PRINCIPLE #2:

An end-to-end view is taken and capabilities leveraged from outside
of the firm’s four walls

In many cases, the levers for realizing most of a transformation’s benefit targets are
outside the control of a single business function and can only be captured

with complete buy-in and engagement from elsewhere in the organization or external
partners. Leveraging capabilities from the broader ecosystem can promote benefit
realization, particularly if the functions are non-core capabilities to the business. This is
particularly true as industry players are developing Al-driven centers of excellence around
given processes, and offering those processes “as a service” to others.

PRINCIPLE #3:

Operational risks related to workforce engagement and adoption are mitigated
by communicating often and appropriately

Identifying and communicating with the full spectrum of stakeholders, early and often,

is critical to establishing and maintaining momentum, performance, and results. This
starts with building awareness and bringing employees along the transformation

journey by letting them know of upcoming changes. It also means minimizing the anxiety
that prevents adoption by continuously clarifying how employees will be impacted by

the program. Communicating early and often is critical to the success of large-scale
transformations. Finally, successful banks establish a disciplined communication program
that uses data analytics to measure and report impact and effectiveness.
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Case study: Large national
bank stakeholder alignment

Challenge

A large national bank had undertaken a
transformation, but lack of leadership
and stakeholder alignment was stalling
the program and deployment of a target
operating model.

Solution

Leveraged interactive forums for
organizational debate and productive
decision making, with goals to:

+ Jointly define the vision and guiding
principles for the program
Obtain buy-in from stakeholders across
the organization

Provide a view of the future-state
experience for internal and
external customers

Impact

+ Helped align, commit, and mobilize a $200
million operating model transformation
program with clearly identified sponsors
and drivers

Accelerated the high-level design
phase and garnered buy-in from 75 key
stakeholders in record time

Tackled an ambitious implementation
timeline, despite the size, complexity, and
autonomy of the businesses




Banks who successfully transform also empower individuals
within the organization to own the change. They have
strong champions, detailed bottoms-up roadmaps, and
build the right skills and training for employees.

PRINCIPLE #4:

A realistic roadmap is developed to aggressively manage interdependencies,
understanding and deconflicting critical path/resource demand

Case Study: Enterprise-wide
digital upskilling

Transformations need roadmaps and business cases, and in order to develop realistic

ones, successful firms start with thorough process examination. Process taxonomies give Challenge

you confidence that no stone is left unturned, and starting with banking value chains and The client needed to formulate a

progressive, enterprise-wide strategy to
grow digital capacity via continuous learning

operational value maps can help bankers identify where the opportunities are and how to
sequence activities in order to realize benefits.
and a capabilities-driven talent strategy

PRINCIPLE #5:

Having a charismatic, risk-tolerant champion spearhead the transformation
initiatives allows for that individual to serve as an agent of change for the firm
and speed up decision making

A strong change approach goes beyond developing key messaging and identifying critical
stakeholders—it also needs a strong change leader. As digital transformation is a cross-
functional undertaking, the primary stakeholder championing the change can come from
one of many traditional internal verticals. Depending on where in the organization they
come from, these champions will typically have a set of characteristics that are essential
to implementation. These are:

« Secures the mandate for change * Knows when to be persistent and

« Curates early success stories when to be patient

* Proactively manages outcomes * Builds a culture of trust

* |s collaborative and advocates co-creation

PRINCIPLE #6:

Employees are empowered to own their future by building the skills and talent
to support the future operating model

Work performed in the back office will evolve along with modernized processes and
enabling technologies, which in turn will require new skills and new ways of continuously
growing capabilities. Doubling down on your commitment to elevating the human
experience at work through integrated talent processes can reinforce the vision and
purpose of your transformation. Focus on the workforce of the future and identify skills,

gaps, and pathways to develop their talents and further their careers.
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Solution

Developed a firm-wide capabilities
and skills framework aligned with the
client’s vision for a digital future, client
experience, and domain knowledge

Employed an iterative process to define
the key capabilities and skills of the
future and develop an approach to
broad adoption

Developed an impact measurement
framework to evaluate progress against
digitalization goals

Impact

Designed capability and skills
framework to align business units

and talent processes on workforce
requirements to enable associates to
adopt consistent, progressive, and agile
behaviors and mindsets

Created a consistent set of expectations
around digital, from acquisition to
learning to succession planning

Aligned leadership to a single vision for a
digital learning organization




Even with alignment and empowerment, momentum
can run out without sustainable funding and quick wins.
Successful banks find ways to start and sustain the
transformation, underscored by three principles.

PRINCIPLE #7:

Execution has occurred from the get-go with initiatives managed in a portfolio
approach, through piloting sprints to generate momentum and increase
confidence in the transformation

Nothing builds momentum like a real, successful example. Focus on your sphere of
control to identify business processes and willing owners as a basis for a prototype
initiative to generate excitement and confidence. Ideation sessions and rapid prototyping

can help quickly drive alignment and jumpstart a transformation.

PRINCIPLE #38:

Execution discipline and accountability are keys to success through an effective
cost transformation office with strong leadership and governance and an M&A
deal-like rigor and focus

Stand up and run a transformation office with a structure that facilitates the program
visioning, alignment, and decision making. A transformation office structure can also be
designed to ensure rapid decision making, issue resolution, and right engagement of key

stakeholders and corporate functions.

PRINCIPLE #9:

Funding is allocated wisely through a self-funding model, by releasing only for
value-add and foundational capabilities setting up a challenge forum to
make funding decisions

Build a set of foundational capabilities to generate cost savings, and establish a self-
funding model by using rapid cycles of prototyping and re-investing benefits from

quick wins. The savings generated from each initiative, through rapid assessment and
prototyping, can continue to grow and fund future projects. This approach can enable
the incremental transformation of a bank's technology and operations, while promoting
sustainability through new capabilities.
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Conclusions

While several uncertainties about the future remain, the outline for how the future of financial services will
look post COVID-19 is starting to emerge. Over the next 6 to 12 months, banks have the unique opportunity to
reimagine their retail banking offering in order to build trust and loyalty among customers, through frictionless
and emotive digital propositions that elevate the human experience. This will require banks to move beyond
thinking of digital as a tool to simply reduce cost, and to start imagining what a banking value proposition that
has digital at its core will look like. The digital business model transformation journey will not be easy, as the
challenges that need to be overcome are plentiful.

But every bank is unique, and there is no standardized playbook that can be followed. Some of the nine principles
success we identify in this report will be more relevant for some than others. The first step is knowing where to
start, and prioritizing the actions and journeys that yield the highest return. And with digital transformation no
longer being optional, there is really no reason not to start sooner than later.
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