
Many banks are trying to transform them-
selves for the digital age but few have gone 
as far as Poland’s BRE Bank, which re-
booted earlier this year by scrapping its 
traditional brand and redesigning itself 
from scratch.

BRE, which launched in Poland in the 
1980s and later became a strategic invest-
ment of Commerzbank, first tested Internet 
services by launching mBank, a pure-play 
online bank in 2000. As an Internet-only 
bank, mBank rose rapidly to become Po-
land’s biggest online bank and its third larg-
est retail bank and then expanded into the 
Czech Republic and Slovakia.

Today mBank is so successful that BRE, 
the parent company, has decided to change 
its name to that of its Internet subsidiary. 
The commercial bank and its two retail 
brands will soon be using the name mBank. 

The “m” signifies not only that the bank has 
incorporated mobile but that it has under-
gone a true metamorphosis.

“It took courage to rebuild the bank,” says 
Michal Panowicz, who spent three years at 
Harvard Business School and five years at 
Microsoft in the U.S. before becoming man-
aging director of the mBank project. Pano-
wicz was brought on board to spearhead 
the radical transformation because BRE 
Bank determined that Big Data analytics, 
social networking and mobile are not just 
nice-to-have add-ons — these technologies 
need to permeate everything it does.

Change is necessary because interoper-
ability and hyperconnectivity are allowing 
customers to switch providers easily. Peer-
to-peer services and social network referrals 
and critiques are changing how relation-
ships and trust are built. What’s more, there 
is a shift from a high-value low-frequency-
based revenue model to one based on very 
low value but extremely high frequency, 

with micro-fees providing recurring rev-
enue, undercutting the traditional banking 
margins and fees. Options for banks include 
unbundling the current model and excel-
ling in one specific area, transforming into 
long-tail business model organizations or 
partnering with newcomers in the business.

“Our industry is being challenged by ag-
gressive newcomers who are experimenting 
with creative strategies and dramatically 
different business models,” says Peter Van-
der Auwera, co-founder of Innotribe, the 
innovation arm of SWIFT, the financial 
services organization that each day han-
dles wire transfers for over 10,000 banks. 
Vander Auwera is also the architect and 
content curator of Innotribe at Sibos, an 
annual banking conference which is organ-
ized by SWIFT and takes place this year in 
Dubai on September 16th-19th. “The focus 
of the Innotribe sessions at Sibos 2013 will 
be on preparing banks for a very different 
kind of future, one which will be centered 

around big data analytics, mobile, and social 
and which will require new tools, capabili-
ties, and non-linear ways of thinking,” says 
Vander Auwera.

The new mBank online service, which 
was opened to customers in June of this year 
and won FinovateEurope’s Best of Show, 
gives a glimpse of what’s to come. mBank 
offers a state-of-the-art interactive user 
interface; a search engine that allows both 
commercial and retail customers to view 
their real-time transaction history as easily 
as using Google to look up something on 
the Internet; money transfers using phone 
numbers or social network connections in-
stead of account numbers; personal finance 
management services which clearly explain 
when money was spent and on what and 
forecasts overall spending by the end of the 
month; video banking — an online, secure 
video stream connection to bank advisors to 
authenticate contracts and transactions; and 
gamification to encourage smart spending 
and saving. Within three months the new 
services have attracted over a million cus-
tomers and accolades from banking industry 
observers. mBank is “the first bank-invented 
mobile social solution I’ve seen that even 
comes close to delivering the new retail 
bank reality,” banking industry expert Chris 
Skinner, a scheduled speaker at Sibos, said 
in a blog posting.

Skinner, the author of a book scheduled 
to be released at Sibos called Becoming a 
Digital Bank — Strategies for Success, con-
siders that and other developments as an 
encouraging sign.

“I am pleased to say that in 2013 banks 
have woken up to the 21st century chal-
lenges of banking,” he said in an interview 
with Informilo.

 The Polish bank took action because “the 
‘barbarians’ are at the gate,” says Panowicz, 
referring to start-ups offering innovative, 
cheaper, more efficient ways to move, man-
age and exchange money. “The last thing 
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While many retail banks are still trying 
to layer basic digital services on top 
of clunky legacy systems Moven has 
moved into the market. The digital-only 
bank is attracting young customers by 
using mobile phones as primary pay-
ment devices, replacing credit cards, 
debit cards and cash; offering its cus-
tomers an innovative way of tracking 
their spending by categorizing transac-
tions and creating a purchasing behav-
ior profile that allows for adjustments; 
and granting its customers the ability to 
improve their financial health by bring-
ing in friends from social networks. 
There is also a Weight Watchers-like 
system of rewards and bonuses for good 
financial behavior.

Given its global ambitions and its ini-
tial target customer base — the over 80 
million millennials in the U.S. who are 
expected to become a driving force in 
the economy within five years — it is not 
surprising that Moven, which launched 
a beta product into the market in April of 
this year, was able to raise an additional 
round of venture capital last month. (In 
August 2012, Moven announced $2.41 
million in seed round funding from An-
themis Group and Raptor Ventures.)

The new investor is Life.SREDA, a 
venture fund owned by a group of eight 
Russian commercial banks, marking the 
first time that any of the digital-only neo-
banks have raised money from a tradi-
tional bank.

It is unlikely to be the last. “I would 
definitely expect more traditional banks 
looking to make digital investments,” 
says serial entrepreneur Scott Bales, 
Next Bank’s Singapore-based director 
of user strategy innovation and a Moven 
board member. “Many of the traditional 
banks are already very aware of the be-
havioral shift driven by digital. So I’d ex-
pect them to make strategic investments, 
if not acquisitions, in the digital space.” 
(See the story about banks partnering 
with payment and foreign exchange 
start-ups on pages 4 and 5.)

While digital interlopers like Moven 
were at first ignored or greeted with 
skepticism by traditional banks, this is no 
longer the case. Some banks have already 
started copying their best-of-breed ser-
vices. BNP Paribas, for example, recently 
launched a standalone digital mobile 
bank, Hello Bank!, in Belgium, Germany 
and France, with plans to open in Italy 
in October, to counter competition from 
digital-only banks.

Billed as a ‘native mobile bank,’ Hello 
Bank! accounts can be opened in just four 
steps from an Android or Apple smart-

phone or tablet or over the Internet. The 
digital-first approach is backed by a team 
of staff working extended hours six days 
a week to answer queries via chat, email, 
tweet and phone. Hello Bank! users also 
have access to BNP Paribas’s extended 
branch network and online brokerage 
via Cortal Consors in Germany. BNP 
Paribas has said it hopes to attract 1.4 
million customers for the service over 
the next five years.

Ease of use, an engaged customer base, 
differentiated distribution (no branches) 
and strong digital (mobile and Web) 
support are all the rage, but it is a new 
approach to the basic day-to-day bank 
account that is resonating with digital 
natives, Brett King, Moven’s founder and 
CEO, explains in a blog post.

Among the neo-banks only Germa-
ny’s Fidor Bank has a banking license. 
Others like Simple and Finland’s Holvi 
rely on the back offices of traditional 
banks. Although they are proving at-
tractive to digital natives the neo-banks 
remain niche players. Some may end up 

licensing what they do best to traditional 
banks, says Uday Goyal, a co-founder 
at Anthemis Group, an investment and 
consulting group specializing in 21st-
century financial services. Anthemis is 
an investor in Simple, Moven and Fidor 
Bank and recently revealed that it has 
raised an undisclosed amount of invest-
ment from Life.SREDA.

But not all neo-banks are ready to 
content themselves with just a slice of 
the market. “I think in the short term 
digital-only banks will start with suc-
cess in one product vertical, but quickly 
diversify to other verticals as they scale, 
just like Amazon did, starting in books, 
and spreading to all online retail,” says 
Bales, who is also a scheduled speaker at 
Sibos. “Right now there are key engage-
ment verticals in which the neo-banks 
are finding success, and in time that suc-
cess is only going to grow, fast.”

Digital Interlopers
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Vince Voron, a scheduled speaker at 
Sibos in Dubai, has more than 20 years 
of design experience at two of the 
world’s most iconic brands: Apple and 
Coca-Cola. He recently took on a job as 
Vice President of Dolby Labs, leading a 
marketing team which includes design, 
brand management, digital/experiential 
marketing, content, production and the 
Dolby Theater. Voron has an engineer-
ing degree from Pennsylvania State, an 
MBA from San Jose State and a human 
ecology degree from the University of 
Paris. While at Apple he lived in Cali-
fornia, Singapore, Ireland and France 
and was the senior industrial design 
manager up until 2006. He then joined 
Coca-Cola as head of design, a position 
he held until earlier this year. Voron 
recently spoke to Informilo Editor-in-
Chief Jennifer L. Schenker about how 
design thinking can transform any busi-
ness — including banks.

Traditional banks are being 
told they need to be more like 

Apple. On a practical level how can 
bureaucratic, staid organizations 
like traditional banks make such a 
leap? What specifically can they 
learn from Apple?

It is not really how can a bank be 
like Apple but how can companies 

large and small learn from any myriad of 
industries and how the role of the creative 
designer should change: how she or he 
can inspire other folks in the organiza-
tion. One of the things we did at Apple is 
we actually spent time working with our 
designers and building cross-functional 
capabilities. We taught designers about 
finance and actually sent the designers 
out of the design studio into the organi-
zation. We had to prove that we could 
be accountable and we understood how 
financial decisions were made in order 
to show the company how they got value 
from design. 

We brought the leaders, the directors 
into the design studio. It was an interest-
ing experience observing finance leaders 
coming into the design studio and uncom-
fortably mixing with colleagues that not 

only dressed differently but were operat-
ing effectively in an environment of loud 
music and dynamic surroundings. It was 
equally enlightening to observe senior 
design leaders maneuvering awkwardly 
in the boardroom. This has been a key 
to Apple’s success and it was something 
that when I moved over to Coke I took 
very seriously. 

At Coca-Cola, over a period of seven 
years, the design team came to be viewed 
as business drivers. We talked to people 
about the value of art and beauty and its 
ability to increase customer allure and 
make the product more efficient. We were 
able to build these metrics into the deci-
sion process and convince an unlikely 
group of individuals to work together and 
behave in a very different way.

How do you plan to apply 
design thinking at Dolby?

One of the reasons I came to Dolby 
is that it is something so different 

from Apple and Coca-Cola. Dolby is an 
engineering-driven company with a 
global brand; an ingredient brand. We are 
beginning to use design thinking at Dolby, 
a type of pinball strategy. It is really about 
taking an idea, bouncing it to a partner 
and having them bounce it to someone 
else. As the idea bounces like a pinball it 
is growing and has the ability to scale. It 
is called open innovation. This can be 
really valuable for an organization but it 
is scary for the banking industry or any 
industry because playing pinball risks 
exposure to new ideas.

Design thinking is a term that 
is in vogue now. But what 

exactly does a bank have to 
incorporate into its business model, 
its strategy and its management 
team to truly embrace it?

Until recently there had not been 
much academic research relative to 

design but an academic dialogue has been 
opened up with businesses at Stanford and 
other prominent business schools so today 
top-notch MBA students take design think-

ing classes that will include collaborative 
prototyping and idea generation. The idea 
is that everyone is a designer — it is not 
about having a degree in design — it is an 
approach to problem solving and how you 
integrate brand, products and services. As 
large financial institutions begin hiring 
these young MBAs this thinking will start 
to be incorporated.

If you were hired by any of the 
big traditional banks 

tomorrow what is the first thing 
you would do? 

Cut my hair. No, I probably wouldn’t 
do that. One of the first things I did 

at Coke when I was hired was to help lead 
one of the largest R&D innovation projects, 
helping Coca-Cola Freestyle transform 
soda fountains in restaurants globally and 
make this new brand alluring to teens. One 
of the key things I did was to go around the 
company and asked all the executives what 
was the most memorable experience they 
had with Coke when they were a teenager. 
They spoke about the Coke Machine — the 
buttons, the lights — and I realized that 
interaction with a particular machine was 
their first retail experience with Coke — 
the first time they were spending their 50 
cents without their parents. I took that 
back and we spent significantly more than 
we planned on the design overlay. 

If I were going about this for the bank-
ing industry I would start by asking what 
is my big task: to redefine how certain 

types of data are collected and used, how 
teams are built, how consumers are en-
gaged? I would sit down with the top lead-
ers and ask them targeted questions about 
their experience — as a consumer or as an 
employee — and then try to pull from them 
an unanticipated solution and take that 
back to them to show them that they had 
the answer — they just didn’t realize it. 
When designers are empowered to go 
beyond traditional boundaries a lot of 
amazing things can happen.

What is your advice  
to bankers?

One of first things I would chal-
lenge them to do is to emulate my 

experience at Apple and Coke and reach 
out into other parts of the organization 
to really learn about what drives them 
and makes them successful. If you look 
at polar opposites within an organization 
and take the time to understand what they 
do you can identify an underlying thread 
that will help them both achieve their 
goals. One other thing which is really, 
really important is to try to make other 
individuals successful on your agenda. 
It is something that has taken me about 
25 years to figure out. Check your own 
ego — forget about getting credit — take 
your idea on to the organization and bring 
your dream to life.
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Thinking Could 
Transform Banking
An Interview With Vince Voron
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Square, the first start-up to enable 
self-employed professionals and small 
merchants to accept card payments via 
smartphones and tablets, processed 
payments of over $10 billion in 2012. 
Its phenomenal success did not escape  
the attention of Banco Santander, the 
leading bank in the Eurozone by market 
cap and the largest financial group in 
Spain and Latin America.

But the bank, which also has a sig-
nificant presence in the UK, Portugal, 
Germany, Poland and the northeast U.S., 
did not try to develop a competing system 
in-house. Instead, it invested in and part-
nered with iZettle, a Square competitor. 
Such alliances are part of a growing trend: 
banks are realizing that they can’t do it all 
and if they are to retain the millennium 
generation as future customers they will 
have to partner with nimbler start-ups in 
order to develop the types of services that 
are attractive to digital natives.

While the small army of fast-growing 
start-ups across the payments and for-
eign exchange (FX) landscape isn’t yet 
a significant threat to financial services 

institutions, there’s little doubt that they 
will forever change the nature of bank-
ing. For example, Google Wallet, which 
enables customers to send money using 
Gmail to friends and family in the U.S., 
and Dwolla, which replaces “hidden” 
bank transaction charges with low, flat 
fees, are gaining traction with consumers. 
So are a growing number of consumer 
mobile payments services such as Square, 
iZettle, Stripe, mPowa, SumUp, payleven 
and others which target small and me-
dium-sized businesses.  Cross-border 
payments companies such as Transfer-
Wise, a peer-to-peer service that allows 
people to transfer money more cheaply; 
B2B international transfer services like 
The Currency Cloud and Earthport; as 
well as direct debit processor GoCardless, 
which enables smaller merchants to set 
up interbank transfers for customers, are 
also disrupting the market.

By forging strategic partnerships with 
such start-ups financial institutions are 
hoping both to piggy-back on start-up 
innovation and to counter the threat to 
their future market share.

“The model of the market used to be hi-
erarchical so the payments systems were 
part of the hierarchy — they were like 

building blocks and owned by the same 
people: the banks,” says economist and 
technologist JP Rangaswami, chief scien-
tist at Salesforce.com.” But now there are 
new entrants in their market, doing things 
[the banks] used to do, faster, cheaper, 
better. Before our eyes the hierarchy is 
morphing slowly into a much more adap-
tive ecosystem, into a network of small 
pieces, loosely joined, and not all those 
pieces will be [controlled by the banks]. 
The way you deliver a service now is not 
by full vertical integration, but by the right 
partnerships and alliances — and we’ve 
only seen the beginning of that trend.”

As Square, PayPal and other U.S. com-
panies gear up to expand internationally, 
iZettle announced, in February, a strategic 
investment of €5 million ($6.6 million) 
from Banco Santander. The deal enables 
self-employed professionals and small 
merchants to accept card payments via 
smartphones and tablets using iZettle’s 
Chip & PIN reader.  For Banco Santander 
the interest is clear: in Spain alone there 
are more than one million self-employed 
professionals and micro-companies that 
need an option that is more flexible than 
conventional card terminals, according 
to the bank.

Others have announced similar ar-
rangements. In October 2012, UK-based 
mobile payments firm mPowa signed a 
deal to supply its devices and payments 
infrastructure to First National Bank in 
South Africa. It has also signed an agree-
ment with Portugal Telecom. mPowa’s 
CEO Dan Wagner says further, similar 
deals will follow. “We’re in negotiations 
with many banks and telcos around the 
world right now and we have plenty of 
opportunities that are under negotiation 
globally,” he reveals. Meanwhile, another 
Square competitor, SumUp, which ena-
bles merchants to take debit and credit 
card payments with their smartphones 
or tablets, announced a Series B invest-
ment round led by American Express and 
Groupon in May. That was followed by 
news, in July, that BBVA, which provides 
financial services in more 30 countries, 
had also invested in SumUp to help the 
company’s planned rollout into the South 
American market.

 “All the banks have checked the box 
for things like mobile apps and P2P but 
there is a difference in checking the box 
and truly living and dying it and putting 
your resources behind it,”  says Jay Reine-
mann, executive director at California-
based BBVA Ventures, which recently 
announced that it has set aside $100 mil-
lion to take minority stakes in start-ups 
in payments and other related spaces. So 
far the bank has invested in two venture 
funds and four start-ups. Looking ahead, 
he says, the bank plans “to rely on the 
start-up community to help us to bridge 
the gap in product or marketing in any 
areas they can help.”

It’s taken start-ups to shake up the 
industry because banks have plainly had 
no incentive to disrupt themselves, says 
Tyler Sosin, a London-based associate 
with venture capital firm Accel Partners. 
Sosin works closely with the GoCardless 
team, in which Accel led a $1.5 million 
investment round last year. “It’s one of 
these innovator dilemma issues: why 
would you disrupt an existing business 
model that’s worked so well for you?” 
he asks. “The new players in the space, 
who don’t have the fixed costs of the 
banks, can come in and offer something 
that’s focused on one area and be able to 
provide much better value.”

iZettle’s CEO Jacob de Geer says that 
while banks, such as Santander, have 
been very effective at servicing mid-tier 
and larger companies with payment so-
lutions, they have been rather less adept 
at finding ways to reach merchants and 
more mobile small businesses. “That’s 
where companies like iZettle are really 
disruptive,” he says. “We can reach out 
to these smaller companies. There are 
still 20 million companies across Europe 
which still don’t accept card payments, 
and typically they account for 20%-30% 
of GDP of any given market. Then if you 
look at a market like Mexico, you can see 
almost all companies are SMEs and they 
account for about 70% of all employ-
ment, so they are very significant, but 
very hard and expensive to reach for a 

Sleeping With 
The Enemy

Fearing Market 
Disruption, Banks 
Are Partnering 
With Their 
Nimbler Rivals
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Start-ups — not banks — have come up with ways for self-employed professionals and small merchants to accept card payments via 
smartphones and tablets.  The chip and pin reader featured in this photo is made by iZettle, which recently partnered with Banco Santander to 
roll out its technology in Mexico. Other banks, such as BBVA, are also partnering with start-ups in this space.
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Innovation in the payments space is 
harder than in most markets: it re-
quires pushing boundaries from both 
a technological as well as a regulatory 
standpoint. Naturally, as we look at 
less technologically-oriented compa-
nies (like major banks), this problem 
becomes more pronounced. Because 
they focus on providing services to 
well-established businesses, not a 
fast-moving base of start-up clients, 
they aren’t required to challenge the 
status quo or relentlessly root out 
inefficiencies in existing systems. 

Ironically, while major banks have 
significant clout in discussions with 
regulators, it’s becoming increasingly 
clear that start-ups, not banks, are the 
ones driving changes in regulation to 
accommodate innovative products. 
In 1999, PayPal changed the face of 
online commerce and drove the direc-
tion of much of the online payment 
regulatory landscape. Today small but 
fast-growing companies such as Square 
and my own, Stripe, are challenging 
areas traditionally dominated by large 
financial institutions.  

Innovation comes from the ability to 
respond quickly to changes in the mar-
ket and environment. While talking to 
companies in the collaborative con-
sumption space, we learned that much 
of their operational overhead came not 
from accepting payments, but from 
disbursing funds to the supply side of 

the marketplace: Lyft, a ridesharing 
app, needed to send funds to drivers, 
while Postmates, a mobile delivery 
app, wanted to send money to couri-
ers. So in less than four months, we 
developed and launched our Payouts 
product. Rather than undergo a time-
consuming and error-prone process 
of sending manual payments through 
their banks, marketplaces could now 
manage multi-party payments with a 
few lines of code. 

Banks have seemed wanting in 
agility and innovation in financial 
technology, especially when it comes 
to that used by sellers. Why is this? 
We think these banks are in the dol-
drums thanks to a lack of emphasis 
on technical expertise (including 
reliance on outsourced technology). 
They are ignoring the very telling 
leading edge of the market and failing 
to empower the types of people who 
drive progress. 

Stripe has benefited from living 
directly in the center of a generation 
of entrepreneurs, who are pushing 
technology boundaries. In order to 
understand the developments of the 
market and build products that solve 
needs and drive change, you need two-
way interaction with fellow disruptive 
businesses. By narrowly focusing on 
existing big players and large accounts, 
banks have lost the connection with 
those who inspire innovation.

traditional bank, given their set-up and 
sales methods.

“So why this cooperation is so excit-
ing for Santander, and us, is being able to 
reach out to a totally new target group in a 
very cost-efficient way. It’s also a fantastic 
way for them to leverage their installed 
base of issued cards in the markets. The 
infrastructure’s already there and they 
can boost their revenue by bringing more 
acceptance devices to the markets.”

Besides, legacy businesses, such as 
banks and telcos, find it hard to inno-
vate, argues de Geer. Their scale, his-
tory, heritage and hierarchical systems 
all mitigate against rapid technological 
change. “[Innovation] is not really in their 
DNA,” he claims. “It’s extremely hard to 
innovate from within an organization. 
The payments industry right now is being 
disrupted from many angles. Every part 
and aspect of banking will be challenged 
in the next few years; just look at what 
[online social trading and investment 
network] eToro’s done for trading — it 
gives a pretty good indication of what’s 
to come in banking services. So the com-
bination of the incumbent and innovator 
is extremely dynamic.”

Another underlying reason for banks 
partnering with start-ups is speed. In an 
age of disruption, says mPowa’s Wag-
ner, first-mover advantage is critical. 
“[Banks] recognize that market entrants 

could come into their space and cap-
ture a large chunk of customers before 
they’ve had a chance to get their act 
together. That gives an opportunity to 
new market entrants like us, who are 
providing a service to them, to say you 
don’t need to build this yourself, we’ll 
build it for you. In fact we’ve already 
built it for you, we just need to integrate 
it into your ... infrastructure and then 
you’re off to the races.”

In FX, too, start-ups, including Trans-
ferWise, which strips out the hidden 
fees banks and others levy, and the 
cloud-based cross-border payments 
service Earthport, which enables us-
ers to pay money into almost any bank 
account in the world — are snapping at 
incumbents’ heels. “The banks have two 
choices,” says Hank Uberoi, Earthport’s 
executive director and a scheduled 
speaker at Sibos 2013 in Dubai. “Either 
they can try to do everything themselves, 
in which case they’ll never be able to 
solve [the challenges they face] because 
they can never move fast enough relative 
to other nimble players. Or a solution 
like ours will allow banks to solve a dif-
ficult problem, and then they can focus 
their efforts on what the consumer and 
their clients actually want, in which case 
they can move pretty fast.”

FX companies are, in fact, already 
forging strategic partnerships with 
banks. The Currency Cloud, for exam-
ple, has already done deals with Fidor 
and Sofort banks in Germany and CEO 
Mike Laven says the company is cur-
rently in discussions with three other 
medium-sized European banks. “Our 
thesis is that in the cross-border pay-
ments area, people pay too much and 
it’s too difficult. Our intention is make 
it easier and cheaper — and if we can 
help a bank to do that instead, then in 
some ways we’ve achieved our purpose 
as well.”

Accel’s Sosin foresees a landscape in 
which banks and start-ups operate along-
side one another. “Banks and start-ups 
will be able to coexist, but banks will just 
not be able to generate as much profit 
on some of these smaller customers, like 
SMEs and consumers, as they have in the 
past,” he says. “They will be important 
providers in the space, they’ll still work 
with much larger businesses and their 
FX needs, and they’ll still be partners 
to a lot of these end FX companies, in 
terms of providing them liquidity in the 
market. It’s just that instead of the banks 
dealing with end consumers, companies 
like TransferWise and [Accel-backed] 
OzForex will aggregate a lot of demand 
and be able to negotiate better with the 
banks and go into the exchanges with a 
lot more leverage.”

Jennifer L. Schenker contributed  
reporting to this story.

Stripe Co-Founder  
John Collison On Why 
Banks Are Not Leading 
In Payments
Stripe, whose investors include Peter Thiel, Max Levchin, 
Elon Musk, Sequoia Capital and Andreessen Horowitz, is 
available in the U.S., Canada and the UK and is in private beta 
in Ireland and France.

The model of the market used 
to be hierarchical and the 
payments systems were part 
of the hierarchy — they were 
like building blocks and owned 
by the same people: the 
banks,” says economist and 
technologist JP Rangaswami, 
chief scientist at Salesforce.
com.” But there are new 
entrants in their market, 
doing things [the banks] used 
to do, but faster, cheaper, 
better. Before our eyes the 
hierarchy is morphing slowly 
into a much more adaptive 
ecosystem, into a network of 
small pieces, loosely joined, 
and not all those pieces will 
[be controlled by the banks]. 
The way you deliver a service 
now is not by full vertical 
integration, but by the right 
partnerships and alliances 
— and we’ve only seen the 
beginning of that trend.

John and Patrick Collison, 
co-founders of consumer  
mobile payments 
company Stripe.
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For Renaud Laplanche, it began with a 
bank statement — or a pair of statements. 
Laplanche, then an executive at Oracle, 
was reading the fine print on his bank-
issued credit card statement and another 
for his savings account and compared 
the two. If he didn’t pay off his credit 
card, the monthly interest on what he 
owed would be 18.99%. Meanwhile, his 
interest rate on his savings was a mere 
1%. “That’s a big spread,” he says. So, 
he started making calls and talking to 
people in the industry to find out why.

“It became quickly apparent that most 
of the spread comes from cost and inef-
ficiencies in the banking industry,” says 
Laplanche, who figured there had to be a 
better way. The result was Lending Club, 
which was launched in 2007 and is now one 
of the world’s leading peer-to-peer lending 
platforms. Lending Club — which is backed 
by Google — has more than doubled its an-
nual loan volume each year since launching 
in 2007 and expects to extend more than $2 
billion in personal loans this year.

Services from companies like Lending 
Club allow consumers to bypass banks 
and borrow money from other individu-
als. They aggregate supply and demand 
in a more cost-efficient way than banks; 
the savings allow them to offer borrowers 
loans at lower interest rates than banks 
while offering investors who choose to 
lend a higher rate of return — typically 
6% or higher.

 Laplanche keeps checking his state-
ments to see if his bank is catching up. 
“I don’t think the banking industry has 
really embarked on any massive cost re-
duction that would help lower the spread, 
which is why we are growing so fast,” 
he says. “We’re really capturing market 
share from the credit card issuers and the 
larger banks.”

Following the financial crisis banks 
have retreated from the unsecured loans 
market and requirements that they hold 
more capital against riskier forms of lend-
ing. U.S. peer-to-peer lending platforms 
have filled the gap: this new industry is 
on track to loan out $3 billion in 2013, ac-
cording to Ron Suber, the head of global 
institutional sales for Prosper Market-
place, the second-largest American peer-
to-peer lending platform. Suber released 
his forecast at Lendit, the sector’s first 
conference in New York in June. Pros-
per saw its fifth consecutive month of 
record growth in July with more than $30 
million in loans – more than double the 
amount the loans it made possible a year 
earlier. As of July, Prosper had originated 

loans of more than $580 million since it 
began in 2006.

The total market opportunity is about 
$85 billion a year, Suber said, based on the 
most creditworthy borrowers served by the 
credit card industry. But online P2P lending 
platforms don’t have to be competitors.

 Lending Club’s message to banks at-
tending Sibos is, “partner with us,” says 
Laplanche. “We have proven we can 
originate loans at a lower cost than the 
banks. The banks should benefit from it 
and become investors in our platform and 
capture the extra spread.”

U.S. lenders Titan Bank (based in Min-
eral Wells, Texas)  and Washington, DC’s 
Congressional Bank have already signed on 
to offer consumer loans through Lending 
Club. “This is the future of bank lending,” 
Titan Bank Director Jonathan Morris said 
when the deal was announced.

The banks benefit not only from the 
lower costs of finding and vetting loans 
but also from the diversity of loans. In the 
U.S., Laplanche says, Lending Club allows 
regional banks like Titan to lend beyond 
their traditional local territory. Lending 
Club, meanwhile benefits from the banks’ 
low-cost access to capital. 

“To combine the banks’ low cost of 
funds with our low operating costs, you 
create the lowest possible cost structure 
and that really helps us deliver lower inter-
est rates and better service to customers,” 
Laplanche says, adding that Lending Club 
is in discussion with other banks.

Lending Club’s message to 
banks attending Sibos is, 
“partner with us,” says CEO 
Renaud Laplanche. “We have 
proven we can originate loans at 
a lower cost than the banks. The 
banks should benefit from it and 
become investors in our platform 
and capture the extra spread.”

 
BY  D’ARCY DORAN 

Peer-to-Peer 
Lending Platforms 
Begin Partnering 
With Banks

LENDING CLUB: 
PURPOSE OF U.S. 
P2P LOANS 

Credit Card Pay Off
Medical ExpensesHome Improvement
Moving ExpensesOther
VacationBusiness
BusinessMajor Purchase

Car Financing Learning & Training

Wedding Expenses

Green Loan

VALUE OF 
FUNDING 
CIRCLE LOAN 
ORIGINATION 
BY YEAR 
(MILLIONS)

2010 
(Aug-Dec)

2011 2012 2013  
to date

£4
9M

£1
7M

£2
M

£6
4M

Source: Funding Circle



0716-19 | SEPTEMBER | 2013
INFORMILO.COM 

07

THE HYPERCONNECTED ECONOMY:
HOW TECHNOLOGY WILL RADICALLY  
TRANSFORM BANKS AND THE FUTURE OF MONEY

16-19 | SEPTEMBER | 2013

It’s a model that is being watched closely 
by online lending platforms and banks over-
seas. For example, Banco Santander, the 
Eurozone’s biggest bank by value, has begun 
initial talks with the UK’s Funding Circle 
about collaborating. Funding Circle Chief 
Executive Samir Desai told The Daily Tel-
egraph in August that although talks were 
in early stages, it is a sign that social lending 
was “transitioning to the mainstream.” The 
talks follow the British government giving 
Funding Circle a vote of confidence by al-
locating £20 million (about $31 million) to 
be loaned through its platform.

And Funding Circle, a  British peer-to-
peer lender focused on lending to small 
companies, says it has had some informal 
discussion with banks. The U.S. model is 
“certainly a blueprint for how it could be 
working in the UK,” says Funding Circle 
spokesman David de Koning.

In Britain, the peer-to-peer business 
lending market has the potential to grow 
more than ten-fold to £12.3 billion ($19 
billion) in annual loans within a decade, 
according to Nesta, a British charitable 
enterprise that promotes and fosters in-
novation and invention. Seventy-seven 
percent of borrowers interviewed by 
Nesta said they would return to a peer-
to-peer service for their funding needs.

De Koning says Funding Circle’s plat-
form is better for growing businesses be-

cause it can provide a loan within a week, 
whereas at a bank it could take 15 to 20 
times longer. “What they need is actu-
ally someone who can provide them with 
the finance and enable that business to 
continue with the full momentum and 
growth,” de Koning says. “What they find 
with a bank is the process just stops them 
dead in their tracks.”

Online lending platforms are dis-
rupting the banking industry the way 
iTunes reshaped the music industry, 
de Koning says. “At first, the Sonys and 
Universals of this world rejected the 
model and said, ‘it doesn’t work, we’re 
completely against it,’” he says. “Then 
in time, slowly you had U2 started to 
release an album through iTunes and 
then you had publishers who were get-
ting onboard and partnering. Nowadays 
everyone uses iTunes and it accounts 
for 50% of the market.”

The banking industry is going through 
a similar process with peer-to-peer lend-
ing platforms, says de Koning. “Now we’re 
in the middle stage where a lot of people 
are embracing it as the future and a much 
better way to do finance. You’re getting 
businesses, institutions and banks looking 
at it and saying, ‘Okay that’s interesting. 
It’s here to stay. Is there a way we could 
possibly partner with it? Or is there a way 
we could cohabit?’”

Banks can find comfort in the fact that 
although peer-to-peer lending platforms 
do not need to hold reserves because 
individual investors carry the risk, their 
business model depends on strict risk 
management, Laplanche says. Lending 
Club’s Chief Risk Officer Chaomei Chen 
previously oversaw all risk management 
for JPMorgan Chase’s WaMu credit 
card portfolio.

“As we get more data, our risk models 
are becoming more sophisticated and we 
have better risk management now than 
when we started; but the objective has 
always been the same — to deliver a low-
volatility product to the investor base,” 
Lending Club’s Laplanche says. “A lot of 
our investors are investing through a re-
tirement account so it’s really important to 
make sure we deliver a predictable return.”

Like other investors, banks that part-
ner with Lending Club choose how ac-
tively they select loans from the platform, 
Laplanche says. Banks can set their own 
criteria or superimpose their own credit 
policy on Lending Club’s and choose a 
subset of loans that meet their guidelines. 
Automated loan management options can 
help banks further cut costs and benefit 
from economies of scale, he adds.

It’s inevitable that more banks will 
partner with online lending platforms, 
says Peter Renton, co-founder of the 
LendIt conference and CEO of Lend 
Academy, which teaches peer-to-peer 
investment strategies. “These online plat-
forms have discovered a way to profitably 
pursue borrowers with loan amounts of 
less than $50,000, something that banks 
have not figured out how to do other than 
with a credit card,” Renton says. “In the 
long term, I expect to see banks become 
more heavily involved in online lending 
by either buying existing platforms or 
launching their own.”

PEER-TO-PEER 
LENDING IN THE U.S. 
REACHES $2 BILLION
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With a fair wind blowing for P2P lending, providers like Lending Club are inviting banks to come on board.

It’s inevitable that more banks 
will partner with online lending 
platforms, says Peter Renton, co-
founder of the LendIt conference 
and CEO of Lend Academy, which 
teaches peer-to-peer investment 
strategies. “These online 
platforms have discovered a way 
to profitably pursue borrowers 
with loan amounts of less than 
$50,000, something that banks 
have not figured out how to do 
other than with a credit card,” 
Renton says. “In the long term, 
I expect to see banks become 
more heavily involved in online 
lending by either buying existing 
platforms or launching their own.”
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Building An Early Warning  
System For The Global Economy
Combining big data, news streams, scenario thinking and network insights could help financial institutions stay ahead of the curve

Just as Sibos delegates gathered in 
Vienna in September 2008, Lehman 
Brothers filed for bankruptcy, sending 
shockwaves through the global financial 
system. “There’s no point refining our 
existing risk models,” Till Guldimann, 
then Senior Vice President of Strategy 
at Sungard Capital Corporation, told fel-
low attendees as they questioned how 
the world’s biggest institutions failed 
to see it coming. “We were all looking at 
the nodes,” Guldimann said, “when the 
problem was the network.”

The finance world won’t fail to see the 
network for the nodes again. Institutions of 
all sizes, from the smallest local bank to the 
United Nations, have devised new ways 
to handle the sea of data that is growing 
at exponential rates. There is a “recogni-
tion that we now live in this hyper-con-
nected world where information moves 
at the speed of light, and a crisis can be 
all around the world very, very quickly,” 
Robert Kirkpatrick, the director of Global 
Pulse, the Big Data research agency the UN 
established as a result of the crisis, told the 
International Peace Institute.

This year big data is once again at the 
forefront at Sibos, as experts discuss what 

has changed in five years and how better 
data, better algorithms and better analysis 
could help banks create early warning sys-
tems that could prevent another meltdown.

When Lehman Brothers collapsed, 
everybody was without a map,” explains 
Kimmo Soramäki, the founder and CEO 
of Financial Network Analytics, or FNA, a 
scheduled speaker at Sibos 2013, an annual 
conference that gathers over 8,000 banks 
from around the world. After 15 years in 
policy-making and multidisciplinary re-
search at several central banks, including 
the European Central Bank and the Federal 
Reserve Bank of New York, Soramäki now 
calls himself a financial cartographer. His 
job is to help central banks and other large 
institutions make sense of the oceans of 
information they collect by mapping the 
data and creating visualizations.

“When you have a map you’re going to 
make different decisions and you’re going to 
communicate, as a central bank, differently 
about how you’re proceeding,” Soramäki 
says. “The banks would also better know 
what their actual risk positions are and so 
forth. There was a lot of uncertainty before 
because there wasn’t the data. No one knew 
the data and no one had the connections.”

Post-financial crisis, the focus particular-
ly among large institutions and regulators 
has been on how big data can spot problems 

and weaknesses, Soramäki says. “They are 
interested in managing risks. They are fo-
cusing by design on the downside.”

But big data can also be a powerful tool 
for spotting opportunities. “If you’re a 
commercial bank, or someone active in 
the financial markets, these maps can 
provide you with information others don’t 
have,” Soramäki says. “They can show 
you things that others haven’t spotted yet. 

That’s the idea with the correlation maps 
that we do. We put a lot of data into one 
visualization so that a trader can quickly 
spot opportunities, like when some assets 
are in locations where they shouldn’t be. 
That’s a trading opportunity.”

The potential for big data to improve 
our understanding of the world by un-
covering hidden connections is only 
beginning to become apparent. Mobile 
phone data can predict household in-
comes, within 90% accuracy, based on the 
amount people use their phones; credit 
card companies can predict unemploy-
ment from looking at changes in when 
drivers routinely fill up their cars with 
fuel; and payments data has the potential 
to help predict GDP in real time.

SWIFT, a global organization that each 
day handles financial transactions, such 
as wire transfers, for over 10,000 banks, is 
using big data to look at payment flows so 
they can give an early indicator for GDP 
(see illustration). “There are lots of op-
portunities like that to create information 
products from the big data that banks and 
infrastructure operators have,” says FNA’s 
Soramäki.

One of the best-known big data pro-
jects is Google’s Flu Trends, which uses 
anonymized, aggregated web search key-
words to display near real-time estimates 
of flu outbreaks. But trying to identify the 
early symptom of a financial crisis to build 
an early warning system for the global 
economy is a lot more complex, says Daniel 
Erasmus, the founder of the Digital Think-
ing Network, or DTN, which works with 

This year big data is once 
again at the forefront at Sibos, 
as experts discuss what has 
changed in five years and how 
better data, better algorithms 
and better analysis could help 
banks create early warning 
systems that could prevent 
another meltdown.

The OECD SWIFT Index — monthly 
indexed payments volumes — and 
their year-on-year growth rates. 
Published monthly, the SWIFT Index 
gives an early and reliable  
indication of economic activity 
based on the volume of SWIFT 
customer payment 

messages. The SWIFT Index is a 
reliable barometer of the Gross 
Domestic Product (GDP) evolution of 
OECD countries. This prime indicator 
is used by analysts, economists and 
decision makers within financial 
institutions, corporates, government 
institutions and academia.

OECD SWIFT INDEX 
YEAR ON YEAR
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institutions to work out scenarios and ana-
lyze data on a web scale.

“You have much looser problem sets 
out there,” Erasmus says, comparing the 
challenge of tracking financial contagion 
versus something like a flu outbreak. “It is 
much more philosophy than it is program-
ming. How you think about the problem is 
really important and how you approach the 
problem is really important.”

“An early warning system is really a set 
of insights, a set of eyes and it’s a set of ac-
tions,” he adds. “It is the brain, eyes, hands. 
You’ve got to know what you’re looking 
for, you’ve got to be able to look for it and 
you’ve got to act based on that.”

To better detect the unpredictable 
and the unknown, Erasmus, a scheduled 
speaker at Sibos 2013, and his colleagues 
have spent nearly a decade developing a 
system called NewsConsole that monitors 
hundreds of thousands of news sources.

“We started asking the question of ana-
lyzing all the news in the world — and I 
mean all the news in the world, not just 
a subset, not just the financial press, but 
really bringing all of that together and be-
ing able to analyze specific patterns that 
emerge and being able to indicate early on 

that we’re moving in one scenario direction 
or another,” he says.

“A blogger in India might have very 
interesting things to say about what’s hap-
pening in the gold market in India, much 
more than The Economist at a certain 
point in time. There’s no newspaper that 
can cover the world in the level of granu-
larity than the whole of the Web does,” 
Erasmus adds.

For an early warning system, the chal-
lenge is to create a system that matches the 
qualitative and quantitative data flowing 
in against scenarios to generate crucial 
insights, Erasmus says.

His team has already had success with 
building scenarios. In 2006, NewsCon-
sole helped them construct a scenario that 
foretold the U.S. sub-prime mortgage crisis 
for a large Dutch financial institution and 
a sequel scenario detailing how the U.S. 
situation could lead international banks 
to retreat to more conservative territory 
within national borders. 

“In the scenario, we described four 
causes that could lead to a financial crisis 
and any combination of them would result 
in a financial crisis ... one of them was the 
high levels of debt which were being held 

in the U.S.,” Eramus says. “So we walked 
through the steps, the initial issues, the 
responses and, then finally, a much less 
globalized, much more inward-looking 
society that would emerge in political and 
possibly economic realms. We’re certainly 
seeing the outlines of that in European poli-
tics in the past three years.”

But a blanket tracking of keywords based 
on scenarios of what might happen would 
not be enough to constitute an early warn-
ing system, he stresses. Computers, for 
now, would not be able to effectively find 
strong correlations.

“You need a social technical system: 
something in which people are somewhat 
involved in working together with techni-
cal capabilities, on the one hand, and on the 
other hand, you need a system which is able 
to understand at some level.”

Financial Network Analytics’s So-
ramäki says the red flags for an eventual 
early warning system could lie in the net-
works themselves. FNA’s Chief Scientist 
Samantha Cook was previously a member 
of the Google Flu Trends team and now 
works on problems such has predicting 
the magnitude of disruption a bank failure 
would have on payment systems. Soramäki 

believes monitoring key data like payment 
timings — late payments in particular — 
could underpin an early warning system.

“A lot of these maps we create are de-
signed to detect anomalies, detect outli-
ers; you can start to see things out of place 
once you see how that map of that data set 
should normally look like, you’re very quick 
to spot there’s something odd here so they 
alert you to take a look,” Soramäki says.

But for now, Soramäki agrees comput-
ers alone can’t provide an early warning 
defense system for banks. “Intuition is 
very important here. Intuition is a very 
specific skill, you can only have intuition 
about things you know very well. People 
who are familiar with the data that is being 
visualized immediately see things: some 
(of the data) is familiar which lets them 
know the map is correct, some information 
is new,” he says. Those in the know will 
immediately ask: What is this doing here?

In sum, “the more you’re tracking, the 
likelihood that you as an organization are 
going to be better prepared is certainly 
going to be higher,” concludes Erasmus.

LEHMAN 
COLLAPSE

Kimmo Soramäki, the founder and CEO of Financial 
Network Analytics, calls himself a financial 
cartographer. His job is to help central banks and 
other large institutions make sense of the information 
they collect by mapping the data and creating 

visualizations. The snapshots below come from FNA’s 
visualization of the international impact of Lehman’s 
Collapse. Readers can find the interactive version 
at http://trunk.fna.fi/fna/data/kimmo/charts/public/
lehman-correlation-tree-sliding.html

The visualization shows backbone monthly correlations between daily returns 
of a wide range of assets two months around the collapse of Lehman Brothers 
on 15 September 2008. Each node is an asset. A long link between two assets 
marks a low correlation and a short link a high correlation. The size of the nodes 
scales with volatility of returns during the month. The assets are colored by class:

Government bond yields
Corporate bond spreads
Currency exchange rates
Equity indices

Source/Credit: FNA

  AFTERWARDS  
  (OCT 17 - NOV 15, 2008)  

  BEFORE   
  (JULY 16 - AUG 14, 2008)  

  COLLAPSE  
  (SEPT 16 - OCT 15, 2008)  
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In its earliest days, when it was based 
above London’s Smithfield meat-market 
and opposite the huge Fabric nightclub, 
UK cyber security start-up Digital Shad-
ows had a hard time establishing cred-
ibility with banks, an important part 
of its target customer base. “When we 
were in Smithfields they were literally 
power-washing the blood off the streets 
in the morning,” says Peter Jaco, an an-
gel investor, entrepreneur and now the 

company’s commercial director. “We 
used to get some [banking] people vis-
iting us in those offices, and they didn’t 
look too comfortable there to be honest.”

The start-up’s relocation to Level39 
— which bills itself as Europe’s largest ac-
celerator for finance, retail and future cities 
technologies — not only transformed the 
way Digital Shadows is perceived; it helped 
the company land contracts with three 
Tier-One banks and raise new funding.

Opened in March of this year, Level39, 
a Canary Wharf-based fintech accelerator, 
has rapidly established itself as a fixture of 

London’s fast-growing tech scene. With 
29,000 square feet of space, hosting 30 
resident start-ups as of September, Lev-
el39’s purpose is to create a much-needed 
nexus between start-ups, investors and 
the big banks, in the heart of one of Eu-
rope’s key financial districts. According 
to TheCityUK (a membership body that 
promotes the financial sector), financial 
services (and related professional services) 
account for nearly 14% of UK GDP. Yet de-
spite this, fintech companies in particular 
have not had a clear leader to champion 
them to the wider industry. Eric Van der 
Kleij, Level39’s head and a former CEO 
of Tech City — the government-backed 
organization charged with boosting East 
London’s growing cluster of tech start-
ups — spied a glaring gap in the market 
and decided to fill it.

“We want to help the fintech sector 
stake its rightful claim on the world stage,” 
says Van der Kleij. “By making such a size-
able investment and creating the largest 
accelerator space of its kind in Europe, 
our goal is to give the fintech industry a 
clear sense of direction.”

Level39 was full just 15 weeks after 
opening. After receiving more than 280 
enquiries, this summer the accelerator 
decided to open a ‘high-growth floor’ cov-
ering the entire 42nd floor of the build-
ing. When start-ups outgrow the early, 

hot-desk phase, they can move upstairs to 
scale up in the same building, he explains. 
“We weren’t sure, when we started, what 
the uptake would be but the sheer volume 
of enquiries that we’ve had has blown us 
away,” says Van der Kleij.

One of the first companies to take up 
Level39’s offer to move upstairs is Digital 
Shadows, which was founded in 2011 and 
counts the UK Government among its 
clients. The company originally moved to 
One Canada Square because it had won 
a place in Accenture’s new accelerator 
program known as the FinTech Innova-
tion Lab London, a collaboration between 
Accenture, 12 of the biggest banks, the 
Mayor of London, the City of London 
and the Technology Strategy Board. Ac-
centure was Level39’s first corporate resi-
dent and Digital Shadows its first resident 
start-up. “Being the first occupants of 
Level39 was fantastic because we had 
subsidized space from January to March 
and we got to trial our technology with 
four of the Tier One banks,” says Digital 
Shadows CEO Alastair Paterson. “Three 
of them ended up in commercial relation-
ships with us off the back of the program 
— and a big part of that was becoming part 
of Level39; we got on so well here that 
we’ve decided to stay.”

The move to Canary Wharf has also ena-
bled the company to host events that would 

Fintech-Start-up Nexus

With 29,000 square feet of space, hosting 30 resident start-ups as of September, Level39’s purpose is to create a  
much-needed nexus between start-ups, investors and big banks in the heart of one of Europe’s key financial districts.

 
BY  JAMES SILVER 

Alastair Paterson (left), and James Chappell (right), co-founders of UK cyber-security start-up Digital Shadows.
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Innotribe, the innovation arm of SWIFT. 
Innotribe organizes financial services 
start-up competitions around the world 
in order to spur better collaboration with 
the banking community.

  PINSTRIPES MEET   
  SANDBOX IN THE SKY 

Over the summer Informilo was invited 
to an executive breakfast of fruit, croissants 
and coffee at Level39. Attended by a small 
gathering of bankers and other financial 
services executives, the event was entitled, 
“The 3D FinTech Challenge 2013” and 
sponsored by Dassault Systèmes, a French 
software company.

The purpose of the breakfast, which 
was held under Chatham House rules, was 
two-fold: first, executives from financial 
institutions could discuss industry-wide 
challenges in neutral territory to further 
thinking about the future of financial ser-
vices regulation.

The other goal was to kick off a start-up 
challenge focusing on giving banks, which 
have a hodgepodge of 30 or 40 legacy sys-
tems, a single three-dimensional view of 
clients so that they can more proactively 
develop tailored financial services and 
improve risk assessment.

Dassault Systèmes, which specializes 
in developing such systems for various 
industries, has created a fully-regulated 
platform for the financial services industry. 
It is opening that platform to start-ups 
that can develop services on top while re-
taining their intellectual property. “The 
accelerator program will allow start-ups 
to stand on the shoulders of a big brother 
to help them get into the market,” says 
Van der Kleij.

Participating start-ups can either use 
Dassault’s technology platform or take 
an independent market entry approach. 
“The prize for the start-ups is traction and 

access to financial services customers,” 
says Van der Kleij.

One perennial challenge that start-ups 
face, and that Level39 (which does not take 
equity in the companies in its program) 
has already gone some distance towards 
solving, is the brick wall encountered by 
young companies trying to land meetings 
with decision-makers in large financial ser-
vices institutions. Van der Kleij recalls that 
with his own fintech start-up, Adeptra, it 
would sometimes take six months to set up 
a meeting with a bank. “But, here, you find 
CEOs will pop in at lunch time to mentor a 
start-up and that’s happening almost every 
day now,” he says. Chance encounters are 
boosted by “huddle rooms” and sandboxes, 
spaces where hackathons and coding days 
are held. The Club39 Executive Lounge and 
boardroom for mentors and investors also 
helps keep corporate foot-traffic levels high. 

Once visitors take an express elevator 
to the 39th floor their first stop can be the 
coffee bar; they can use an iPad to person-
alize their java orders or use one of the old 
phone booths that have been updated to 
allow privacy while Skyping. The space 
includes a ‘technology tunnel,’ capable 
of showing live data and incorporating 
interactive technology prepared by Lev-
el39 companies. The tunnel leads to a new 
200-seat event space for hosting regular 
industry meetings and demonstration days.

“I’ve been in start-ups for 15 years and 
I’ve seen a lot of these innovation  pro-
grams come and go,” says Jaco, Digital 
Shadows’ commercial director. “Some of 
them think, ‘let’s create a cool space and 
put a pool table, dartboard and a funky 
coffee machine in.’ But the successful ones, 
like Level39, really add something else. 
[For them] it’s more about the network.”

Digital Shadows should know. The start-
up, which was just closing a funding round 
at the time Informilo went to press, met 
two potential investors at Level39. One was 
introduced personally by Van Der Kleij. The 
other was rather more down to serendip-
ity. Paterson spoke at the recent WIRED 
Money conference, hosted by Level39, and 
got talking to an investor at the networking 
event afterwards. “I can’t be specific about 
the amount or source, but I am prepared 
to say that we are lucky enough to have 
received term-sheets from several well-
respected venture capital firms,” says Pat-
erson, Digital Shadows’ CEO. “This round 
will enable us to make a number of key hires 
to accelerate our growth into 2014.”

The accelerator has also helped create 
encounters with potential clients, he says. 
“We keep bumping into people from banks 
here which really helps. They’re in our 
office, you see them getting a cup of tea, 
you go over and have a chat, you bump 
into them in the lift. I really believe in all 
those interactions,” says Paterson. “If we 
were shut away somewhere else, they just 
wouldn’t happen.”

Jennifer L. Schenker contributed  
reporting to this story.

have been unthinkable at their previous 
premises, says Paterson. “There’s a group 
of the banks who share information on 
cyber threats. They had their second-ever 
chapter meeting in Europe recently, and 
we were able to host it at our offices. That’s 
a fantastic thing for a small company. It 
allows you to punch above your weight.”

The Digital Shadows experience ad-
ditionally helped to formalize the rela-
tionship between Level39 and Innova-
tion Warehouse, the Smithfield incubator. 
The two enterprises now have a friend-
ship agreement in place that gives their 
respective start-ups reciprocal rights to 
each other’s lounges. More importantly, it 
provides Innovation Warehouse’s fintech 
start-ups with a path to move on to Level39 
when they’re ready to grow.

For Tom Gatten, CEO of another Lev-
el39-based start-up called Growth Intel-
ligence, which tracks the performance and 
activity of businesses in real time for sales-
people, being based in the same building 
or across the street from Tier One banks 
ensures that bankers will often come to 
them.  “We had a meeting with two people 
from HSBC, who were one level below 
the global CEO, and we were able to have 
that in our boardroom, here at Level39, 
which was very impressive,” he says. “[Be-
ing based here] puts you on the same page 
as the people you are selling to.”

One of the great disadvantages of work-
ing in a small company is that the power 
differential is very stark, says Gatten. “If 
you want to do business with a big firm, 

you are physically handicapped, because 
you are a long way away, and you are hand-
icapped in prestige, because your offices 
are so different. One way to get around 
that is to pretend [the differential] is not 
there, and a good way to do that is to have 
really good-looking offices. It sends a re-
ally clear signal about how you want to be 
perceived,” he says.

Van der Kleij knows all about that 
problem first hand. He founded Adeptra 
(formerly Realcall), a technology company 
that pioneered the automation of credit 
card fraud detection and alerting. The en-
trepreneur raised seed, angel, and venture 
capital finance and moved the business 
to the U.S. before the company was suc-
cessfully sold to FICO for $115 million in 
August 2012. Getting to an exit took over 
10 years, in part because it was so difficult 
to connect with big players in the financial 
services industry, he says.

Level39’s differentiator is that it is 
providing space for the two sides to work 
together on an on-going basis, says Van 
der Kleij. “London can become a global 
leader in fintech,” he says — that is one 
of the goals. “We want to help the sector 
transform, and in some cases reset, and 
help it find the right kind of innovation.”

Level39 hopes to attract big corpora-
tions which want to either connect with 
outside innovation or “supercharge” their 
own internal R&D outside the strictures of 
company headquarters.

Along with Accenture, SWIFT, the 
global organization that organizes Sibos 
and each day handles financial transac-
tions such as wire transfers for more 
than 10,000 banks, has signed a partner-
ship agreement with Level39. “Level39 
is an important catalyst for innovation in 
the financial industry and is instrumen-
tal in positioning London as the hotbed 
of new and strategic initiatives,” says 
Nektarios Liolios, Innovation Leader of 

Sandbox In The Sky: The view from accelerator Level39’s  spacious quarters.

The Level39 coffee bar, where 
start-ups can use an iPad to 

personalize their java orders.
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To identify the most promising financial services companies across the globe, Informilo asked some of the most active investors in the 
sector to nominate and evaluate 10 companies outside their own portfolios. The other 15 companies are the finalists in a competition 
organized by Innotribe, the innovation arm of SWIFT, the global financial services provider.  The start-up challenge aims to link decision-
makers in banks with entrepreneurs with creative ideas.  The 15 Innotribe finalists are split into two categories: start-ups (marked with 
an asterisk) and innovators (later-stage companies, marked with two asterisks). All have been invited to present at Sibos, an annual 
conference organized by SWIFT which gathers banks from around the world, which this year is taking place in Dubai, September 16th-
19th. Some of the companies on the list are well established, others are below the radar but unlikely to stay there for long.

THE CURRENCY CLOUD

(WWW.THECURRENCYCLOUD.COM)
LONDON, UK
What it does: Makes international payments 
and transfers simple.
Why it’s hot: The Currency Cloud’s service 
enables businesses to send, receive, track and 
automate their cross-currency payments 
process, significantly lowering costs and 
reducing expensive payment failures while 
increasing control and transparency. Over 
250,000 businesses and consumers have 
access to the company’s cross-border payment 
capabilities through 100 application partners 
and financial institutions. 

BETTERMENT

(WWW.BETTERMENT.COM) 
NEW YORK, NY, U.S.
What it does: Goal-based online investing 
tailored to individuals’ needs.
Why it’s hot: Founded in 2008, Betterment 
simplifies the process of investing and the 
presentation of information on how consumers’ 
investments perform. The company is backed 
by $13 million in funding from Bessemer 
Venture Partners, Anthemis Group, Menlo 
Ventures and angels, and now has more than 
$135 million in assets under management for 
more than 30,000 users. Its unique selling 
proposition: every one of its employees, 
including the CEO, takes customer calls.

SIGNIFYD

(HTTPS://SIGNIFYD.COM)
SANTA CLARA, CA, U.S.
What it does: Fraud protection for e-commerce.
Why it’s hot: Signifyd calls itself the first fraud 
prevention company to incorporate social graph 
data into its platform. Founded in 2011 by a 
team from PayPal, Fraud Sciences, Fedex, and 
JPMorgan Chase, Signifyd helps online businesses 
better control fraud and abuse. In December 
2012 the company raised $2 million in funding 
from Andreessen Horowitz, Data Collective,  
IA Ventures, QED Investors, and others. In beta 
testing with online retailers the company cut the 
amount of time spent on manually reviewing 
transactions by 60% in some cases and increased 
the fraud catch rate by 20% or more.

OPENCOIN

OPENCOIN.COM / RIPPLE.COM
SAN FRANCISCO, CA, U.S.
What it does: Virtual currency and distributed 
payments system.

Why it’s hot: OpenCoin has developed a new 
infrastructure for banks, individuals and 
companies to send money. Its Ripple network 
enables free instant transfers in any currency 
to any other currency.The company also 
aims to offer a cheaper, more efficient way 
of handling merchant payments, direct 
consumer payments, wire transfers, and 
remittances. In April, OpenCoin received 
funding from Andreessen Horowitz, FF 
Angel IV, Lightspeed Venture Partners, Vast 
Ventures and Bitcoin Opportunity Fund. 
Google Ventures and IDG Capital Partners 
joined as investors a month later. In July 
OpenCoin announced a “BitCoin Bridge,” 
allowing Ripple to make Bitcoin payments 
directly from the Ripple client. 

STRIPE

(HTTPS://STRIPE.COM)
SAN FRANCISCO, CA, U.S.
What it does: Online payments platform 
targeted at developers.
Why it’s hot: Enables websites to accept payments 
online quickly and easily through its API. 
Thousands of sites of all sizes use its services, 
from start-ups to large companies, including 
Foursquare and Boxee. The company has 
raised close to $40 million from Sequoia 
Capital, Redpoint Ventures, and angels Peter 
Thiel and Elon Musk, and is currently valued 
at an estimated $500 million. In March 
Stripe launched a beta service in the UK, the 
company’s second foray outside its U.S. base 
(Canada launched last year). More countries are 
coming online throughout the year.

SQUARE

(WWW.SQUAREUP.COM)
SAN FRANCISCO, CA, U.S.
What it does: Free credit card reader for the 
iPhone, iPad, and Android devices, allowing 
anyone to accept credit cards anywhere, anytime.
Why it’s hot: Over two million individuals 
and businesses can now accept credit and 
debit payments using Square. The company 
is processing over $10 billion in payments 
on an annualized basis. Closed a Series D 
financing round in September 2012 (investors 
included Starbucks), and recently expanded 
into Canada. In June Square launched an 
online marketplace called Square Market to 
enable local businesses to sell more goods and 
services. Square will face some competition 
in Europe from the likes of Adyen, SumUp 
and iZettle, which is currently in seven 
European markets and has nearly $50 million 
in investment from American Express and 
MasterCard. 

TRANSFERWISE

(WWW.TRANSFERWISE.COM) LONDON, UK
What it does: Foreign currency transfer services.
Why it’s hot: TransferWise keeps currency 
transfer costs down by using the real exchange 
rate and charging a low service fee. Taavet 
Hinrikus, a co-founder, was one of Skype’s first 
employees, and calls TransferWise “the Skype 
of money transfers.” The company says it has 
helped its customers to make foreign exchange 
transfers totaling a combined £125 million so far, 
half of which were made in the past six months. 
TransferWise plans to double the number of 
currencies it supports, to 20. The company is 
backed by IA Ventures, Index Ventures, Kima 
Ventures, Seedcamp and The Accelerator 
Group. In May, Valar Ventures, Peter Thiel’s VC 
fund, led a $6 million round for TransferWise, 
bringing the total raised to $7.35 million. 

ETORO

(WWW.ETORO.COM)
TORTOLA, BRITISH VIRGIN ISLANDS
What it does: Social investment network.
Why it’s hot:  3 million traders in more than 140 
countries have placed more than 50 million trades 
through eToro’s award-winning OpenBook 
and WebTrader platforms since January 2012. 
Traders can learn from each other, share live 
trading  information and use their collective 
trading power. Received Best of Show at 
FinovateFall for its Social Trading Index, which 
enables traders to create their own indices and 
make them available to the eToro investment 
network. In July eToro added fractional stock 
investment to its platform, enabling users to invest 
in the shares of large brands.

OPENGAMMA

(WWW.OPENGAMMA.COM)
LONDON, UK
What it does: Creators of the first open-source 
analytics and risk management platform for 
the financial services industry.
Why it’s hot: OpenGamma aims to become the 
new standard for Quantitative Finance, radically 
democratizing the financial services industry and 
making it more transparent. The company has 
raised a total of $23.35 million from Accel Partners, 
Euclid Opportunities, FirstMark Capital, and 
ICAP, and has roughly 10 commercial clients, 
mainly hedge funds and proprietary traders, 
Platform 2.0 was launched in July, and is expected 
to attract additional users. Demand for lower-cost 
risk analysis tools like OpenGamma’s is growing 
rapidly with increased regulation and rising data 
volumes; the company is well-positioned and 
well-funded to take advantage of market trends.

DWOLLA

(WWW.DWOLLA.COM)
DES MOINES, IOWA, U.S.
What it does: Online payment system.
Why it’s hot: Dwolla takes no percentage by fees; 
it charges 25 cents per transaction over $10, 
and transactions under $10 are free. Dwolla’s 
mission: allow anyone [or anything] connected 
to the Internet to move money quickly, safely 
and at the lowest cost possible. Dwolla has 
raised $22.5 million from investors so far, and by 
year-end should have processed more than $1 
billion for 250,000 consumers and businesses, 
online and on mobile.

AZIMO*

(AZIMO.COM)
LONDON, UK
What it does: Social and mobile migrant 
remittance network.
Why it’s hot: The first player to enable individuals 
to make direct money transfers between 
international bank accounts via Facebook. 
The company calls its solution, “a digital wallet 
within your Facebook profile.” The $500 billion 
remittance market is dominated by large players 
that charge 10-20% per transaction; Azimo 
offers a lower-cost social solution in more than 
100 countries. The company raised a £300,000 
angel round in January to expand its operations. 
Committed to “ethical trading,” Azimo plans to 
donate 10% of its profits to charity.

GIEOM**

(WWW.GIEOM.COM)
BANGALORE, INDIA
What it does: Helps businesses simplify their 
view of their operating models.
Why it’s hot: Established in 2008, GIEOM offers 
applications to help businesses improve their 
way of working and decision making. GIEOM 
claims to help customers increase revenues 
and profits; create new business areas; and 
reduce operational waste and error. Today over 
30,000 users from seven banks operating in 35 
countries use the GIEOM software product.

THE TOP 25 
FINANCIAL SERVICES 
START-UPS
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GROWTH INTELLIGENCE*

(GROWTHINTEL.COM/)
LONDON, UK
What it does: Real-time-data sales tool.
Why it’s hot: Growth Intelligence automatically 
generates qualified time-sensitive sales leads. 
It tracks the performance and activity of every 
business in the UK economy in real time. It 
claims the result is highly-accurate real-time 
sales recommendations and 250x times fewer 
wasted sales calls. Clients include BP, IBM, 
and Google. In July Google’s Hal Varian joined 
Growth Intelligence as an advisor. Growth 
Intelligence recently went through Accenture’s 
FinTech Innovation Lab, and is now based in 
the Level39 accelerator. Today, 75% of the UK’s 
retail banks are in or about to launch pilots with 
the company.

P2P CASH*

(WWW.P2PCASH.COM)
ROSWELL, GA, U.S.
What it does: Worldwide mobile financial 
transactions.
Why it’s hot: P2P Cash is working with partners, 
including the World Bank, to create and 
propagate mobile banking standards to 
enable three billion consumers worldwide 
to access low-cost financial services via 
their cellphones. Instead of competing with 
others’ mWallets, P2P provides the clearing 
and settlement between all the various 
proprietary mWallets. The company’s 
Trusted Agent Network enables any 
authorized agent or retailer, on behalf of a 
business or consumer, to send and receive 
cash payments. P2P Cash has projects in 
process in Africa, Asia and the Caribbean.

KLICKEX*

(WWW.KLICKEX.COM)
AUCKLAND, NEW ZEALAND
What it does: Regulated, real-time clearing 
service.
Why it’s hot: In June 2013 KlickEx acquired 
PassportFX to bolster its global services. 

PassportFX was a Y-Combinator start-up 
based in California, with global, institutional 
services. KlickEx is a currency exchange 
service, where users avoid paying bank fees 
by exchanging with other people. KlickEx 
is currently ranked as the top cross-border 
mobile money platform in Asia by IFAD & the 
World Bank, in terms of cost and in-country 
distribution, and is growing quickly. The 
company serves over 25 million customers at 
over 7,000 branches worldwide.

POCKETBOOK*

(WWW.GETPOCKETBOOK.COM)
SYDNEY, AUSTRALIA
What it does: Makes personal finance simple. 
Why it’s hot: Pocketbook offers a free service and 
app that enable Australian consumers to see all 
their financial information in one place. They 
help users budget, manage bills, and reduce late 
fees/payments. The app is currently ranked 
second in the finance apps category of Apple’s 
Australian App Store. Launched just over a year 
ago, the company is in the process of closing an 
initial round of up to $A700,000. Pocketbook’s 
ambition is to be Australia’s Mint.com. 

QUANTUM4D**

(WWW.QUANTUM4D.COM)
SAN FRANCISCO, CA, U.S.
What it does: Goes beyond data visualization.
Why it’s hot: Quantum4D is an interactive 
‘knowledge utility’ platform that delivers 
knowledge in a visual way. The company’s 
stated mission is to “open the bandwidth 
between minds and machines.” The software 
turns data from various data feeds, databases 
and other information sources into moving 
visual representations that reveal trends, 
anomalies and relationships in real-time 
data. In-Q-Tel invested approximately $1 
million in 2008. Customers include Global 
Capital Compass, SWIFT, and the Bank for 
International Settlements.

REALTY MOGUL*

(WWW.REALTYMOGUL.COM)
BEVERLY HILLS, CA, U.S.
What it does: Crowdfunding for real estate 
purchases.
Why it’s hot: Realty Mogul is a marketplace for 
accredited investors to pool money online 
and buy shares of pre-vetted investment 
properties. The site launched in March 2013, 
after incubation at the Founder Institute 
and the Microsoft/TechStars Accelerator 
in Seattle. So far it’s raised a $500,000 seed 
round from several high-profile angels; raised 
more than $3 million through crowdfunding; 
is working with more than 1,000 investors, 
and has invested more than $250,000. 
The company plans to grow quickly but 
conservatively, and to offer incredible 
customer service; it aims to be the Zappos of 
real estate.

THE ENTREPRENEURIAL FINANCE LAB**

(WWW.EFLGLOBAL.COM)
CAMBRIDGE, MA, U.S.
What it does: Credit scoring service.
Why it’s hot: EFL’s mission is to bridge the SME 
finance gap by helping financial institutions 
identify high-potential, credit-worthy 
entrepreneurs. Its service combines non-
traditional data (such as questions based on 
psychometric principles) with sophisticated 
analytics and modeling techniques to deliver 
a highly predictive credit score via a scalable 
technology platform. The platform supports 24 
languages, is available in 20 countries, and has so 
far processed more than 60,000 applications.

TWIKEY (PAYMANDATE)*

(WWW.TWIKEY.COM/)
BRUGES, BELGIUM
What it does: Efficient eMandate and eContract 
management.
Why it’s hot: Twikey aims to help companies 
avoid manual admin work. Its initial focus is 
on a solution for the 500,000 companies in 
Europe that need to deal with SEPA Direct 
Debit changes. Twikey offers an efficient way 
to manage those agreements and interact with 
banks and software providers. Twikey also 
enables a seamless interface with third-party 
CRM & ERP packages and is works with 
internal mandate management systems.

VIRTUAL PIGGY LTD.**

(WWW.VIRTUALPIGGY.COM/)
HERMOSA BEACH, CA, U.S.
What it does: A safe environment for kids to 
shop and save.
Why it’s hot: Virtual Piggy is an e-commerce 
solution that aims to help kids and teens manage 
and spend their money online within parental 
controls. The company’s platform enables 
online businesses to function in a manner 
consistent with the Children’s Online Privacy 
Protection Act in the U.S. The Virtual Piggy 
shop currently features around 40 brands. The 
company is aiming for one million users by the 
end of 2013.

V-KEY**

(WWW.V-KEY.COM)
SINGAPORE
What it does: Mobile app security.
Why it’s hot: Mobile devices and applications 
are the fastest-growing targets for new cyber 
attacks. V-Key’s guiding philosophy is to 
secure mobile apps, rather than the mobile 
device itself. The company’s multi-layered 
security mechanisms ensure companies can 
achieve high levels of mobile security without 
compromising the user interface. V-Key 
has roughly 15 government and enterprise 
customers today, mainly in Asia; it’s now 
looking to connect with financial services and 
e-commerce players outside the region.

WARATEK**

(WWW.WARATEK.COM)
DUBLIN, IRELAND
What it does: Brings virtualization to Java 
Virtual Machines (JVM).
Why it’s hot: Waratek’s CloudVM provides Java 
with features normally associated with the 
cloud, including elasticity and multi-tenancy. 
This can lead to reduced infrastructure 
requirements, lower development costs, 
and improved speed-to-market for Java 
applications. The company is backed by 50 
investors from around the globe; the largest is 
Mangrove Capital Partners. Waratek took part 
in the FinTech Innovation Lab London in 2013. 
Its solutions are being considered for use in six 
of the world’s top ten banks.

XYVERIFY CORP.*

(WWW.XYVERIFY.COM)
NEW YORK, NY, U.S.
What it does: Mobile payment authentication.
Why it’s hot: XYVerify delivers “Fourth Factor” 
authentication, adding both ‘where you are’ 
and ‘who you are’ credentials. Fraud risk is 
significantly reduced based on authenticating a 
mobile device’s distance from a point of sale or 
other business, home or postal shipping address 
location, without any mobile app or download. 
The geolocation verification service could well 
become an essential part of the way people make 
and accept trustworthy mobile transactions.

Z-CRD*

(WWW.Z-CRD.COM)
SINGAPORE
What it does: Modernizes the credit card 
system.
Why it’s hot: Z-CRD provides an international 
payment transaction system that competes 
with Visa, MasterCard and American Express. 
The company claims to cut out middlemen, 
enabling merchants to activate its payment 
system through a simple plug-in download 
that works for almost all modern point-of-sales 
systems. The credit card payments market 
is currently worth $6 trillion; this solution 
threatens to turn the industry on its head.

THE TOP 25 
FINANCIAL SERVICES 
START-UPS
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Going Mobile
Eric Schmidt, executive chairman of 
Google, was recently quoted as saying, 
“everything significant we are work-
ing on is around mobile.” Banks and 
financial services companies would 
do well to consider a similar position.

According to a study released by 
the Board of Governors of the Federal 
Reserve in March 2013, the ubiquity 
of mobile phones is changing the way 
consumers access financial services in 
the U.S. :
•  28% of all mobile phone owners had 

used mobile banking in the 12 months 
to November 2012, up from 21% in 
December 2011;

•  48% of smartphone owners had used 
mobile banking in the previous 12 
months, up from 42% in December 2011;

•  10% of those mobile phone users not 
using mobile banking thought that 
they would probably use it within the 
next 12 months.
Juniper research predicts that more 

than one billion mobile phone users will 
be using their mobile devices for banking 
purposes by the end of 2017, compared 
to just over 590 million this year. In its 
recent report, “Mobile Banking: Handset 
and Tablet Market Strategies 2013-2017,” 
the researcher says that by 2017 15% of 
the global mobile subscriber base will 
be using handsets for banking activities.

In a June 2013 report research firm 
Gartner Group forecast that worldwide 
mobile transaction values will reach 
$235.4 billion this year, up 44% from 
2012. Gartner expects to see 245.2 mil-
lion worldwide mobile payment users by 
the end of this year, up from 200.8 million.

While it’s still comparatively early 
days for share trading on mobile devices, 
usage is increasing rapidly. Social invest-
ment network eToro, a Top 25 Financial 
Services Start-up for two years running, 
has provided Informilo with some in-
sight into the use of mobile devices 
among its investing community. (Please 
see the infographic.) eToro has more 
than three million traders in more than 
140 countries; they’ve performed more 
than 50 million trades since January 
2012. Growth in mobile usage is consist-
ent with industry trends. There’s little 
doubt that the use of mobile devices will 
only increase as users demand anytime, 
anywhere access to all services, includ-
ing banking and finance.
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Disrupting financial services has be-
come something of a habit for entre-
preneur Chris Larsen.

Connecting people who need capital 
with loans? Larsen’s first two start-ups 
e-LOAN and peer-to-peer lending plat-
form Prosper offer consumers easier, 
cheaper alternatives. E-LOAN, which 
was founded in 1997 then listed on the 
stock market before being bought in 
2005 by Banco Popular, a bank with 
operations in Puerto Rico and the U.S, 
was the first company to give U.S. con-
sumers free access to their credit scores. 
Prosper, founded in 2005, has facilitated 
more than $500 million in loans between 
private individuals. Lenders get a higher 
interest rate than they would by invest-
ing in a savings account and borrowers 
pay less interest than they would to a 
bank for a personal loan. While still rela-
tively small compared with the overall 
loan market, peer-to-peer lending (see 

the story on pages 6 and 7) is growing 
quickly and is eating into banks’ fee-
generation businesses.

Now Larsen is out to disrupt the 
industry again. OpenCoin, a start-up 
created with co-founder Jed McCaleb 
to develop a new infrastructure for 
banks, individuals and companies to 
send money, will be in the spotlight at 
Sibos, an annual conference that gathers 
more than 8,000 banks from around the 
world. International money transfer is 
one application, but OpenCoin also aims 
to offer a cheaper, more efficient way 
of handling merchant payments, direct 
consumer payments, wire transfers, and 
remittances.

While financial services have evolved 
with the Internet, the process used for 
sending money has remained largely 
unchanged. For example, a transfer of 
€50 from a bank in France to a dollar ac-
count at a bank in the United States can 
take several days or more to clear and will 
likely rack up hefty fees on both sides as 
it passes through several intermediaries. 

In a bid to alter that scenario and mod-
ernize other banking functions, OpenCoin 
built Ripple, a network that allows for free 
instant transfers in any currency to any 
other currency.

“Finance is such a big part of peo-
ple’s lives, but it has not seen the same 
changes as other sectors and I think 
there is still some good stuff we can do 
there,” says Larsen. “Financial services 
are ripe for innovation and solutions that 
improve efficiency.”

OpenCoin goes further than just offer-
ing a cheaper way to transfer money: it 
also is proposing an alternative electronic 
currency called the ripple. Ripple, along 
with Bitcoin and Ven, is shaping the fu-
ture of money and widening the way the 
world determines and trades value. Rip-
ples can already be used by consumers to 
pay for goods at thousands of merchants 
around the world. They can be used any-
where that Bitcoins are accepted but rip-
ples are more versatile as any currency 
can be used on the Ripple network.

Money can also be directly transferred 
between consumers that have Ripple elec-
tronic wallets.

To withdraw ripples users must turn to 
what is called a gateway, a company that 
charges a fee to move the dollars, euros, 
yen or other currencies from a Ripple 
account to a traditional bank account. 
SnapSwap, one such gateway, charges 
a set-up fee, a yearly fee and then a 1% 
transaction fee.

“Banks are the best gateways and we are 
working hard to attract them,” says Larsen.

Like a growing number of start-ups 
OpenCoin wants to partner with banks. 
“You absolutely still need the banks,” 
says Larsen. “They are going to take a 
conservative view, but they’re intrigued 
by Ripple because it could help their busi-
ness. I think it will be a process; they have 
to get comfortable with the technology.”

When Informilo went to press Ripple 
was still in beta though Larsen says the 
end of the beta period is imminent and 
that it will likely coincide with the pay-
ment system becoming open source. At 
that point anybody will be able to access 
the code and create a gateway, which will 
likely lead to a drop in the gateway fees.

OpenCoin has received an undisclosed 
amount of angel funding since April from 
an impressive list of first rate investors 
including Andreessen Horowitz, FF Angel 
IV, Lightspeed Venture Partners, Vast 
Ventures, Bitcoin Opportunity Fund, 
Google Ventures and China-based IDG 
Capital Partners.

But “Ripple needs to create trust with 
multiple partners to succeed,” says Yann 
Ranchere, finance director at Anthemis 

Group, an investment and advisory com-
pany focused on reinventing financial 
services for the 21st century. “Impact can 
go from very high, i.e., replacing some of 
the current payment protocols and bank 
infrastructure, to very limited because not 
enough partners will contribute.”

At the launch of the Ripple payment 
system, OpenCoin established that 100 
billion ripples would be created. While 
that number will not change, the value 
of the ripple fluctuates against all other 
currencies. The value of a ripple can be 
volatile and during the month of August 
a U.S. dollar bought at various moments 
between 149 and 380 ripples.

Three-quarters of the ripples created 
are being distributed through giveaways 
and other methods to promote the service. 
OpenCoin, for example, is giving people 
1,500 ripples when they verify their bank 
account with SnapSwap.

OpenCoin kept 25 billion ripples, a 
quarter of the total created, for itself. 
So far about three billion ripples have 
been distributed, with OpenCoin sell-
ing about $1.5 million worth to cover its 
operating costs including salaries for its 
15 employees. A majority of all ripples 
(abbreviated as XRP, like USD) will be 
distributed to users.

OpenCoin argues that banks, money 
transfer services, credit cards compa-
nies and others will benefit from using 
Ripple. “Ripple follows in the footsteps 
of http and smtp to build an Internet 
protocol for money — a digital payments 
system that can support and partner 
with existing banks, money transfer 
companies, and merchants to make 
sending money as easy as sending an 
email,” says Larsen.

Serial Disrupter

Chris Larsen, founder of e-LOAN and peer-to-peer lending platform Prosper, 
and now co-founder of OpenCoin.
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Finance is such a big part of 
people’s lives, but it has not 
seen the same changes as 
other sectors and I think there 
is still some good stuff we 
can do there,” says Larsen. 
“Financial services are ripe for 
innovation and solutions that 
improve efficiency.
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Prior to the financial crisis of 2008, the 
world was dominated by big banks and a  
top-down hierarchical style of banking. 
It took the shock of a cataclysmic event 
to shake the foundations.

It was not just a loss of confidence 
in traditional institutions that has ac-
celerated the pace of change but some 
fundamental changes in the world we 
live in. The information age brought in 
its wake unprecedented connectivity 
and networks. The ability of the average 

consumer to have instantaneous access 
to vast amounts of data and to communi-
cate in real time with others has been an 
absolute game changer. Social network-
ing and peer-to-peer networks complete 
the picture, disrupting both traditional 
forms of distribution as well as product 
development cycles.

It is against this backdrop that we need 
to consider the future of banking. Heavy 
and costly marketing and sales structures 
for customer acquisition and building 

trust characterized old school banking. 
Bank branches were often modeled as 
“cathedrals of money” to give custom-
ers a sense of safety and security. Once 
a customer was locked in, switching was 
often difficult due to artificial barriers 
placed by both regulators and the banks 
themselves. Institutions developed mass-
market products with little thought for 
the use cases or indeed the end user. 
Customization was available only to the 
privileged few. The model relied on a 
large up-front investment in acquiring 
customers with an annuity-type revenue 
stream over the lifetime of the customer 
through transaction fees as well as fees 
based on assets under management. Be-
hind all of this was a vast investment in 
branches, back offices, compliance and 
regulation and sales forces.

The old school banking system bun-
dled a number of different elements:

•  an infrastructure business run as a utility;
•  a high-value, high cost-customer re-

lationship business focused on turn-
ing knowledge of the customer into 
custom services; and

•  a product innovation business with its 
entrepreneurial culture, innovation 
and related R&D costs.
Over time, most institutions have 

converged on this same strategy. As a 
result, innovation in the industry has 
been virtually non-existent. When 
an industry sells the same product to 
the same customer base, the products 
themselves become a commodity; this 
is where we are today. Competition has 
led to eroding margins (particularly in 
a low-interest-rate environment) while 
legacy costs remain the same. These 
low margins led to banks speculating 
to improve their bottom line, and we all 
know where that ended up.

The good news is that a new wave of 
early-stage companies has emerged, and 
thrived, taking advantage of the disloca-
tion caused by the financial crisis. We at 
Anthemis have been fortunate to back 
many of these pioneers, including Sim-
ple, Moven and Betterment. These new 
companies have three things in common:
•  the lack of costly legacy infrastructures;
•  a focus on customers when designing 

products; and
• low-cost digital distribution. 

On the latter point, I always liken this 
to what Amazon did to the book-selling 
model, by initially using a digital distribu-
tion model for a physical product and then 
digitizing the product itself so that the 
requirement to have a physical infrastruc-
ture disappears. What is fascinating is that 
financial institutions have traditionally 
used a physical distribution infrastructure 
to distribute entirely digital products!

Many of these companies leverage exist-
ing legacy infrastructure and innovate on 
top. For example, even though Simple and 
Moven own the customer and take deposits 
from them, the deposits themselves sit with 
regulated banks. This allows them to con-
centrate on the customer and the distribu-
tion layer while outsourcing the regulated/ 
infrastructure pieces to traditional players. 
This is essentially an unbundling of the 
traditional banking structure; now different 
parts of the value chain are run by distinct 
organizations working together.

A number of additional factors have 
contributed to this rapid change. Increas-
ing interoperability and hyper-connec-
tivity are allowing customers to switch 
providers easily and therefore disrupt 
the original model of high acquisition 

Udayan Goyal, who has completed over 200 deals in the fintech space, is founder of Anthemis group, a 
company focused on reinventing financial services for the 21st century. He was formerly the managing director 
and global head of financial technology advisory at Deutsche Bank in the London-based global Financial 
Institutions group. Prior to that, he had specific responsibility for developing the pan-European specialty 
finance practice of Credit Suisse, with a focus on financial technology.

Coping With Change
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Image: Bank branches were often modeled as 
“cathedrals of money” to give customers a sense 
of safety and security. Once a customer was 
locked in, switching was often difficult due to 
artificial barriers placed by both regulators and 
the banks themselves. 

costs with long payback periods. There-
fore today’s competitors need to acquire 
customers cheaply in order to survive. 

Peer feedback and referrals are chang-
ing how “relationships” and trust are built, 
replacing the need of costly marketing, 
branding and relationship managers. This is 
now spilling over to the corporate banking 
world as the use of networks to compare 
and contrast has moved into the realms of 
SME and large corporate customers.

The revenue model itself has started 
to shift from high-value low-frequency 
to very low value but extremely high fre-
quency, with micro-fees providing recur-
ring revenue, undercutting the traditional 
banking margins and fees.

Technology is also displacing the need 
for proprietary high-cost networks, dra-
matically lowering the barriers to entry. 
So, the differentiator is no longer going to 
be the infrastructure a customer has access 

to (this becomes a given due to the ubiquity 
and availability of underlying infrastruc-
tures) but the product itself and how this 
product fits the customer’s needs. Indeed, 
the real innovation happening today is the 
creation of a data-centric customizable 
product that relies on technology and not 
human intervention to serve a customer. 
The advantage is that this shifts traditional 
high-cost infrastructures to low-cost mod-
els where the marginal cost of production 
tapers off rapidly.

So what does that mean for traditional 
institutions? One only needs to look at in-
cumbent models that have been disrupted 
by new models (book-selling, photogra-
phy, etc.) to see what happens if incum-
bents do not evolve. First and foremost 
has to be an unbundling of the current 
model with a focus on part of the value 
chain, be that infrastructure, distribution, 
or product innovation. Indeed we have al-
ways argued that these businesses need to 
be separate as the returns on capital em-
ployed are dramatically different for the 
three pieces. For example, infrastructure 
businesses require significant investment 
and should be stable and low risk and 
provide utility-like returns — in practice 
low double-digit returns on capital em-
ployed. On the other hand distribution 
and product innovation are inherently 
riskier businesses and therefore should 
provide venture-like returns. So incum-
bent institutions need to pick their spot.

Ultimately this specialization will see 
some institutions becoming infrastructure 
players with scale, stability and security at 
the heart of their proposition, while others 
will choose to become product factories 
with significant R&D spend, and still oth-
ers will focus on distribution and the cus-
tomer interface. A few players may be able 
to compete in multiple parts of the value 
chain but the vast majority of the industry 
is likely to have to choose where to play. 

Innovation in the industry has 
been virtually non-existent. 
When an industry sells the same 
product to the same customer 
base, the products themselves 
become a commodity; this is 
where we are today. Competition 
has led to eroding margins 
(particularly in a low-interestrate 
environment) while legacy costs 
remain the same. These low 
margins led to banks speculating 
to improve their bottom line, and 
we all know where that ended up.

underlying infrastructure. Ultimately this 
behavior will be driven by harsh econom-
ic realities – you need to feed the machine 
for it to survive.

None of this philosophy is particu-
larly new to Anthemis. When we set up 
in 2009, we saw the traditional vertically-
integrated banking structure stratifying 
into distinct horizontals (in much the 
same way the IT “stack” has now strati-
fied into hardware, software, connectiv-
ity, etc.) with different people playing at 
different levels financed by appropriate 
risk capital. We are now starting to see a 
real movement in this direction as severe 
economic conditions start to pinch the 
incumbents. We do not see a Kodak-like 
demise for the incumbents. But we do 
expect a relatively rapid retooling and 
repurposing by organizations to embrace 
this new paradigm. It will be those with 
the gumption to go out and really adapt 
their models to reflect the change that 
will reap the greatest rewards and steal 
a march on their competitors.

Underlying this theme is the concept 
of true “coopetition” where institutions 
may both cooperate and compete with 
each other. For example, incumbent in-
stitutions may have selective distribution 
of their own while partnering with other 
companies to give them access to their 
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If you’re thinking the study of happi-
ness and well-being seems flaky, you’re 
missing a major trend that’s beginning 
to influence a number of global econo-
mies, argues John Havens, a scheduled 
speaker at Sibos 2013, an annual event 
that brings together around 8,000 banks 
from around the world.

A study by Jeffrey Sachs, the renowned 
economist from Columbia University who 
edited the first World Happiness Report 
for the United Nations, found that gross 
national product is not a reliable measure 
of happiness because too much emphasis 
on boosting the economy can be detri-
mental to people’s sense of well-being.

Scientists and other experts have start-
ed providing hard data that supports a 
balanced approach to happiness rather 
than too singular a focus on money or 
self. The H(app)athon Project, which 
Havens founded, will attempt to help 
people do just that. The project’s stated 

goal is to “give big data a direction” and 
help people leverage the mobile sensors in 
their smartphones to identify what brings 
meaning to their lives and improve their 
sense of well-being.

The H(app)athon Project plans to use 
answers to a survey, a method used for 
years by the United Nations and other or-
ganizations that have attempted to meas-
ure happiness, coupled with smartphone 
data, to come up with a person’s Personal 
Happiness Indicator (PHI) score. Ac-
cording to the Project website, the score 
is” a representation of their core strength 
much like a Myers-Briggs personality 
description.”

The idea is to then use the PHI data 
to match people with an activity or vol-
unteer organization that will make them 
happier (Havens notes that studies show 
action and altruism increase happiness).

“We’re not focused on rainbows and 
unicorns but rather objective data,” says 
Havens, a former public relations execu-
tive and the author of Hacking H(app)
iness, which is due out next year. “Our 

ultimate goal, which is quite economic, is 
to show people they’re worth more than 
wealth and that there are other ways to 
measure happiness then just seeing how 
much somebody earns and how much 
stuff they have.”

The H(app)athon Project has attracted 
some heavy hitters: its advisory commit-
tee includes individuals from The World 
Economic Forum, MIT, salesforce.com, 
Microsoft, the United Nations, and the 
University of Cambridge, as well as more 
than a dozen emerging media experts in 
the fields of quantified self, data science, 
and mobile technology.

Havens is confident he can convince 
the cynics, including the bankers among 
them, not only that measuring happiness 
can be more precise than it has ever been, 
but that it can also be good for business.

The H(app)athon Project officially 
launched on March 20th, the UN’s first 
International Day of Happiness, with an 
initial version of the survey. One of its 
most important takeaways was that 90% 
of respondents filled in the text boxes 
of open-ended questions that let people 
define what well-being means to them 
and what brings them happiness.

 “My team told me to keep it to multi-
ple-choice questions and not to include 
open text boxes for responses because 
people hate those when they take a sur-
vey,” says Havens. “But we had the open 
text boxes and the very high response rate 
infers people don’t get enough chances 
to talk about what brings them a deeper 
sense of purpose and meaning to their 
lives. I don’t think people are given per-
mission or allow themselves to reflect on 
their lives because we’re so focused on 
being productive at all costs.”

An updated version of the survey will 
be used in a pilot project later this year 
involving two cities in Massachusetts: 
Somerville and New Bedford.  Somerville 
claims to be the first American city to 
implement Happiness Indicator metrics 
with a sitting government. “Our hope is 
that by adding sensor data into the mix 
we can gain critical insights to help with 
transparent city planning that improves 
citizens’ well-being,” says Havens. He 
plans to turn measuring happiness into 
a consultancy business that can pay the 
handful of H(app)athon Project staff 
members.

For now, the app (for Android de-
vices and the iPhone) that smartphone 
users will install is being built in hack-
athons running up to the two Massachu-
setts pilots. The goal is to use the data 
from the pilots to create a finalized app 
that can be launched on or near March 
20th, 2014, the date of a planned confer-

ence in New York City focused on the 
H(app)athon Project.

The plan is for the app to collect in-
formation on a person’s heart rate and 
stress. An accelerometer in the phone 
will measure movement, i.e., running or 
walking. Mood will be gleaned by meas-
uring vocal tone and the GPS will track a 
person’s location to determine mood (a 
zoo may indicate happiness and a hos-
pital sadness). “Happiness as a mood is 
ephemeral and highly subjective,” says 
Havens. “And yet by looking at certain 
data, for example your heart rate, your 
stress level measured through your per-
spiration and the physical locations where 
these measurements were taken, I can 
get a sense about your emotions at that 
particular moment.”

To allay fears about the loss of privacy, 
the app is being built using Open Mustard 
Seed, a platform that allows people to lock 
away their data and share only what they 
want when they want. The data can be 
deleted at any time by the user of the app.

“If we do this well we’ll be giving may-
ors a tool they can use to better under-
stand what brings their citizens increased 
well-being and happiness,” says Havens. 
“The nature of the tool is also to increase 
transparency between citizens and their 
local government so if people have issues 
with their communities, mayors and their 
staff will get to know that as well as posi-
tive feedback.”

So far more than a dozen H(app)
athon workshops have taken place in 
cities around the world. A workshop, 
led by Havens, is also scheduled at the 
Sibos Conference in Dubai, September 
14th-16th.

The Happiness Economy

John Havens, the author of Hacking H(app)iness, and the founder of The H(app)athon Project.
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John Havens, the author of 
Hacking H(app)iness, and the 
founder of The H(app)athon 
Project, is confident he can 
convince the cynics, including 
the bankers among them, not 
only that measuring happiness 
can be more precise than it has 
ever been, but that it can also 
be good for business.

Creating a New View of Value Beyond GDP
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When people use pension funds to tuck 
away money for their retirement their 
savings gets sucked into a kind of giant 
global casino. They have little choice or 
visibility on what the money is being 
invested in and the money will most 
likely not be applied to projects in their 
own communities.

But what if the average person could 
have a real say in what happens to the 
vast pools of capital in pension funds? 
What if they could use the power of 
the Internet and social media to de-
cide what they want to improve in 
their own communities and elsewhere 

and could make it happen with money 
they already own? That’s the thinking 
behind Investment Management 2.0, 
a scheduled topic at Sibos, an annual 
conference that attracts over 8,000 
banks that this year is taking place in 
Dubai September 16th to 19th.

Stephen Richards, an Australian fund 
manager who is scheduled to co-lead 
the Sibos session along with Smarter-
Companies’ Mary Adams, is out to cre-
ate an alternative structure that oper-
ates in a more democratic, participatory 
and transparent manner. “Rather than 
dealing with the day-to-day minutiae of 

managing money we should focus people 
on the governance, the purpose and the 
objectives,” Richards said in an interview 
with Informilo. “Leave all the weeds to 
the fund managers. We need to reinvent 
fund governance. People should be able 
to determine how their money is invested 
and in what and align that to some sort of 
North Star vision of the world we want 
to create.”

Richards foresees a global social 
movement that would attract people to 
invest their savings into a new type of 
social-minded, socially-led investment 
fund rather than in financial instruments 
managed by traditional institutions. “It 
will be online and it will probably use 
some of the existing intermediaries the 
current systems uses but how it is going 
to be designed is still a work in progress,” 
says Richards, who wants to recruit peo-
ple with skill sets in banking and finance 
to help him realize his vision.

Richards is CEO of an Australian fi-
nancial product innovation firm called 
Ability Capital, operating in both main-
stream and ‘New Economy-focused’ seg-
ments of the investment management 
industry. Ability Capital has designed 
and implemented an Australian equities 
fund delivering free downside protection 
for institutional superannuation funds 
and their members.

Now Ability Capital, together with a 
range of multi-disciplinary global and 
Australian institutions, wants to lever-
age progressive 21st Century technolo-
gies such as those used by online activist 
networks Avaaz, Peers.org and Getup! 
to integrate consumer and investor ad-
vocacy in an integrated fashion and at 
massive scale.

The goal of this new movement is to 
incorporate social factors into invest-

ment. It might follow the example of 
Buycott, which enables people to scan 
the barcode of a product and trace the 
ownership and the structure of the com-
pany that produces the product and then 
link eventual purchases to a set of causes 
that they care about. The new movement 
could adapt that idea, allowing consum-
ers to scan products and encourage them 
to only buy a product if it is in their in-
vestment portfolio — not just to maxi-
mize the profits of the companies they 
invest in but because all of the companies 
they invest in will be linked to causes 
they believe in.

What’s more, the new movement 
could act to transform the centralized, 
highly-globalized system that today 
defines the current form of capitalism 
and help rebalance it to create resilient, 
local economies. “We already have 
these vast pools of institutional pension 
funds but none of the capital gets used 
on community-oriented investments,” 
says Richards. Under a new structure a 
percentage of the pension funds could 
be used for locally-owned enterprises. 
“This will enable communities to come 
together and decide what they want to 
do and make it happen with their own 
money,” he says.

“I see myself as an activist,” says Rich-
ards. “There are deep, deep problems 
in the financial system and a lot of them 
relate to profit maximizing. The objective 
of the investment management industry 
is to suck as much money out of the value 
chain as possible — basically a ‘pigs at the 
trough’ mentality. I participated in it so 
I know the game. What I am trying to do 
now is to make a difference at the global 
level to the problems the world is facing 
and make the finance industry part of the 
solution. I want to re-imagine how pen-
sion fund capital can be used to accelerate 
the transition to a new economy.”

Like it or not change is coming. “Capi-
talism is in a crisis,” says Richards. “It is 
part of its model to be in a crisis periodi-
cally and then go reinvent itself — that 
is what capitalism does and we are now 
in the midst of a transition to the next 
capitalist organizing principle.”

The old models are already crumbling. 
Fund managers are used to earning a 
fixed percentage of a large asset base as 
revenues but the business model is vul-
nerable to fixed-cost pricing innovation. 
“It is already happening so the challenge 
to the mainstream providers is they have 
got to think about how they are going to 
adapt,” he says.

Real change will only come when 
customers start voting with their feet. 
“We have to create a new, credible viable 
platform or process that attracts their 
customers and then traditional finan-
cial institutions will stand up and take 
notice,” says Richards.

Stephen Richards of Ability Capital foresees a global social movement that would attract people 
to invest their savings into a new type of social-minded, socially-led investment fund.

 
BY  JENNIFER L. SCHENKER 

What if the average person 
could have a real say in what 
the vast pools of capital in 
pension funds are being 
invested in? What if they  
could use the power of the 
Internet and social media 
to decide what they want 
to improve in their own 
communities and could 
make it happen with money 
they already own? That’s the 
thinking behind Investment 
Management 2.0, a scheduled 
topic at Sibos, an annual 
conference that attracts 
over 8,000 banks that this 
year is taking place in Dubai 
September 16th to 19th. 

Investment 
Management 2.0
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Enterprises and organizations of all 
kinds — banks and financial services 
companies among them — are finding 
they have to innovate more to keep up 
with changes in the turbulent external 
business environment. They also need 
to adapt their internal organizational 
structures to deal with this.

However, very few organizations 
grasp the full extent of change facing 
them. We have heard for a long time 
about an increased pace of change but 
that has been a nebulous idea. We can 
now make it more concrete.

Today digital technology  permeates 
life. It affects our social and domestic 
lives faster than it does business, leaving 
companies with the task of catching up 
with their frustrated employees. Digital 
technology arrives as mobile technol-
ogy and apps; big data and analytics; 
social media and social business; and 
changed relationships — people have 
far more control.

But the technologies we see today are 
only the start. Before we have absorbed 
this phase of digitization we will enter 
the machine-to-machine (M2M) phase, 
with interconnection between devices 
of all types. iBeacons from Apple, which 
enable microlocation, will connect peo-
ple and devices in a very precise way. 
M2M is also already changing the way 
we pay for goods and services.

The scale of today’s technology plat-
forms — what some call web scale — 
means we can now support vast peer 
ecosystems. For example, Google’s 
investment in Lending Club could al-
low the search engine giant to enable 
mutual lending between many millions 
of people.

Coming fast on the heels of digital 
technology is the Maker movement, 
which is supported by new low-cost 
design tools and manufacturing tech-
niques such as 3-D printing. Larger 
companies will struggle to retain rel-
evance unless they can adapt to an 
ultra-low-cost environment and the 
commerce associated with it.

At the same time, we’re seeing new 
ways of funding change. The success of 
crowdfunding sites like Kickstarter and 
Indiegogo shows that members of the 
public want to be involved in product 
development, at a certain level of risk. 
That willingness is leading companies 
to think more deeply about how they 
can make use of the crowd to validate 
product ideas.

In response to this, companies in the 
digital domain, and those with strong 
technology cultures, are adapting 
through three main strategic avenues: 
radical adjacency, externalization and 
fluid core philosophies.

  RADICAL ADJACENCY 

Over the last 30 years companies have 
been discouraged from taking what be-
came known as adjacency moves. They 
were told to stick to the core and improve 
core competency. That is now changing.

Companies are making radical adja-
cency moves to liberate themselves from 
market compression in the core and, in 
the process, to change organizational 
structure and culture. IBM periodically 
transforms in this way.

In 1991 IBM was a $64.8 billion com-
pany, of which less than $6 billion was 
derived from non-maintenance services. 

Ten years later, information technology 
services alone generated more than 40% 
of IBM’s $86 billion in sales and had be-
come the single largest source of revenue 
in IBM’s portfolio. IBM is a go-to case 
study of a large hardware-dominated 
organization transforming itself into a 
services behemoth.

  EXTERNALIZATION 

Companies that manage radical ad-
jacencies well often externalize large 
parts of their processes. Externalization 
is a very important element of creating a 
more adaptive, elastic enterprise.

CAD/CAM specialist Autodesk, for 
example, has developed a huge exter-
nal community of 120 million consumer 
users of its software and services. The 
company regularly taps into this crowd 
to learn about next-generation enter-
prise needs, based on the principle that 

consumers want what the enterprise of 
tomorrow wants. Note that Autodesk is 
not outsourcing its community develop-
ment; it is successfully inserting itself 
into an ecosystem of consumer users. 

  FLUID CORE 

Together these trends are leading to 
the development of a fluid core compe-
tency. This fluid core is not a denial of 
core competency but a recognition that 
it needs to be adaptive and under the 
control of executives rather than being 
a fixed entity. Today online storage com-
pany Box.net sees its core as engineering. 
But CEO Aaron Levi sees a day when the 
core will be marketing.

  THE RISE OF SYSTEMATIC INNOVATION 

These new concepts are both cause 
and effect in the proliferation of inno-

 
BY  HAYDN SHAUGHNESSY 

Innovation 
Models For  
The Digital Age

GUEST ESSAY

Haydn Shaughnessy has been working on enterprise innovation for the past 25 years. He writes 
the popular Re:Thinking Innovation column at Forbes.com, which is read by over half a million 
people monthly. Haydn has spent the past four years thinking how innovation works, research 
that resulted in his book The Elastic Enterprise and in a series of papers on new decision-making 
requirements for firms. He will be leading two sessions decision-making in finance projects during 
Sibos, an annual conference that gathers over 8,000 banks from the around the globe.



2116-19 | SEPTEMBER | 2013
INFORMILO.COM 

21

THE HYPERCONNECTED ECONOMY:
HOW TECHNOLOGY WILL RADICALLY  
TRANSFORM BANKS AND THE FUTURE OF MONEY

16-19 | SEPTEMBER | 2013

vative activity in the modern organiza-
tion. Now that proliferation needs to 
be managed.

Two systematic innovation methods 
have emerged in the past five years to 
deal with the complexities of scaling in-
novation. I call them “computational in-
novation” and “algorithmic innovation.” 
They both imply systematic step-by-step 
procedures. The difference between the 
two is simple. In the first, the develop-
ment process is more flexible and defined 
by the project. The latter is more like 
following a decision tree.

Algorithmic innovation is also re-
ferred to as “TRIZ,” a Russian acronym 
that stands for “theory of inventive prob-
lem-solving.” Although TRIZ emerged 
in the 1950s it is now enjoying a revival 
and has been adopted by U.S. giants like 
Intel in the past few years. TRIZ consists 
of a number of tools that innovators can 
use to simulate options. It may seem ar-

chaic to think of innovation in terms of 
structure and rules. However Genrich 
Altshuller, the inventor of TRIZ, real-
ized that most people approach problem 
solving with an inert mind-set, or at best 
based on what they already know. He 
wanted to give people ways to broaden 
their access to ideas and solutions.

These two methods allow companies 
to run multiple projects, at relatively 
low cost, with different techniques for 
product validation. In computational 
innovation the customer validates the 
product; in TRIZ, the algorithm solves 
the problem of innovation.

Google and Samsung provide good 
examples of these approaches.

  COMPUTATIONAL INNOVATION 

At its core Google is an ads business 
but it seeks to insulate itself against risk 
by promoting a wide range of alterna-

tive revenue sources. One of these is 
Google Glass.

Glass is a heads-up display, rendered 
as a pair of ordinary-looking glasses; it’s 
one of the innovation stories of 2013. To 
develop and launch it Google offered the 
prototype to developers and to members 
of the public — at a price of $1,500. The 
proviso is they had to have a good idea 
of what to do with it.

Then Google teamed up with two ven-
ture capital firms, KPCB and Andreessen 
Horowitz, to fund the Glass ecosystem. 
So you have a product that isn’t yet a 
product and VCs backing an ecosystem 
that doesn’t yet exist.

In computational innovation it is im-
portant to solve a problem, and typically 
that problem will relate closely to market 
acceptance. How would a market react to 
a heads-up display for everyday use? The 
first principle in solving that problem is 
to create a minimum viable product or 
prototype that people can actually use, 
and from which the innovator can begin 
to start testing.

The second principle is to collect data, 
to establish feedback loops so that the 
product specification and design grow 
in response to real users. Google is doing 
that. All of the Explorer edition of the 
Glass products are connected to its data 
centers. It will know precisely how they 
have been used over what period of time, 
as well as relying on first-hand accounts. 
It will have some science to use to make 
decisions, but it will also have a broad 
assembly of data that will need creative 
interpretation.

  ALGORITHMIC INNOVATION 

Since the 1960s companies in the 
visual content business such as TV, and 
latterly computing, have dreamed of flat 
screens. By 1977 the Japanese dominated 
LCD. And in the 1990s the Japanese sub-
contracted some of the manufacturing 
of LCDs to Korean companies Samsung 
and LG.

This turned out to be a dangerous 
move. From the outset Samsung looked 
for ways around Japanese patents. To 
support that work it began hiring Rus-
sian innovation experts who had studied 
and worked with Altshuller.

Samsung had been reliant on Six 
Sigma as its development methodology. 
This approach is almost wholly incre-
mental. Samsung sought out advantages 
by adopting other companies’ innova-
tions and looked for minor changes that 
it could patent. It had a reputation as a 
fast follower.

Although the company continued 
to use Six Sigma it began to use TRIZ 
as well, for conceptual development 
work — that is, for the ingenuity and 
“imagineering.” Drawing on the TRIZ 
framework of possible solutions it used 
an iterative approach, running through 
a formalized analysis of solution models, 
to create its market-leading AMOLED 
(active matrix, organic light emitting 
diodes) products. OLED is becoming a 

display of choice for high-end phones; 
it can lead to thinner phones and longer 
battery life. And Samsung is now a world 
leader in display technology.

Although TRIZ is very programmatic, 
it represented a fundamental shift for 
Samsung, away from incremental gains 
to its emergence as a conceptual innova-
tor capable of taking new technologies 
through a varied and complex develop-
ment cycle.

  A NEW WAY OF MAKING DECISIONS:  
  THE ECOSYSTEM APPROACH 

Innovation is extremely important to 
every organization but it is shifting from 
a purely executive strategy concern to an 
everyday event. In the chaos of the Web 
world small companies continue to be at 
an advantage over larger entities simply 
because they can access decision support 
more easily. That support comes infor-
mally from the companies and peers that 
they interact with, and from a peer-like 
approach to potential customers. The 
computational approach to innovation 
mirrors that small company process. It 
revolves around collecting data, either 
through interaction or through devices 
that customers use, but its principles 
reflect what you can do if you think small 
and big at the same time. Integral to that 
process, more and more, is some form of 
crowd behavior — crowdsourced and 
increasingly crowdfunded.

And a form of algorithmic innovation, 
not as prescriptive as TRIZ but nonethe-
less thorough, lies at the heart of many 
technology companies whose engineer-
ing cultures seek out, first, the best use 
cases of a technology, and then, all the 
incremental improvements available 
once the use cases are decided.

Social decision models introduce new 
demands for managers. For a product 
or service to benefit from new innova-
tion models, ideally, it means that the 
enterprise needs to learn how to attract 
resources rather than just provide invest-
ment. This ability to attract and retain 
audiences willing to invest in your future 
is a new management skill many will 
need to learn.

In sum, innovation is about the broad-
est possible constituency (expert groups, 
web-based data, big data, and crowds) 
yet it has to remain, at some point, a 
closed loop. Perhaps the most difficult 
aspect of change for enterprises to grasp 
is that it also requires different decision-
making processes. That is the challenge 
for banks. And the opportunity.
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bankers want to lose is account relation-
ships and payment relationships. I think 
that what we are showing is that if you 
integrate innovative technologies and can 
pull it off then banks, with all their assets 
and trust and relationships, can deliver 
way more than start-ups. We just need 
to change.”

Other banks are coming to the same 
realization. “To change our organization 
we need to figure out a way to be more 
nimble in product creation, to be more of 
a consumer Internet company and less of 
a bank,” says Jay Reinemann, executive di-
rector at California-based BBVA Ventures, 
the bank’s $100 million fund to invest and 
partner with start-ups. To that end, BBVA, 
which provides financial services in more 
than 30 countries, has invested in Square 
competitor SumUp, which enables mer-
chants to take debit and credit card pay-
ments with their smartphones or tablets. 
The idea is to use SumUp’s technology in 
BBVA’s planned rollout of such services in 
the South American market.

A number of other banks have begun 
pioneering cutting-edge services, either 
by partnering with start-ups or developing 
them in-house.

In February, Banco Santander an-
nounced a strategic investment of €5 mil-
lion ($6.6 million) into another Square 
competitor called iZettle. The deal enables 
self-employed professionals and small mer-
chants to accept card payments via smart-
phones and tablets using iZettle’s Chip & 
PIN reader. Like BBVA, Banco Santander 
wants to target a new range of customers. 
In Spain alone there are more than one 
million self-employed professionals and 
micro-companies that need an option that 
is more flexible than conventional card 
terminals, according to the bank.

For its part, BNP Paribas recently 
launched a stand-alone digital mobile 
bank, Hello Bank!, in Belgium, Germany 
and France, with plans to open in Italy in 
October, to counter competition from digi-
tal banks like Fidor Bank, Holvi and Moven. 
BNP Paribas has said it hopes to attract 1.4 
million customers for the service over the 
next five years.

In India ICICI Bank has launched an 
array of offerings on Facebook — a bank 
account app, money personality app, deal-
of-the-day section, offers on banking prod-
ucts/services and a service called iWish 
which allows people to save money to fulfill 
a specific wish and solicit funds from fam-
ily and friends. All customer grievances 

are integrated at the back end in a CRM 
module built especially for Twitter and 
Facebook. Launched in February 2012, 
ICICI Bank achieved a million likes in the 
first 10 months and more than double that 
after 15 months.

The impact of social media engagement 
has resonated with the bank’s clientele. In 
January 2012, before using Facebook for 
customer engagement, 24% of the online 
mentions about the bank were negative and 
only 19% positive. As of April of this year 
49% of online mentions were positive and 
just 6% negative.

In Turkey Garanti Bank and mobile 
operator Turkcell have teamed up with 
MasterCard to launch a prepaid SIM called 
Cep-T Paracard which combines mobile 
and banking services. Turkcell customers 
can access payment systems offered by 
Garanti Bank without being a direct bank-
ing customer. With the launch of this new 
prepaid card service Garanti says it hopes 
to attract 1.5 million unbanked customers 
within three years.

The Commonwealth Bank of Australia 
has also introduced a number of digital 
innovations. The bank has worked with 
software provider Pegasystems to use 
case management and predictive ana-
lytics to improve the bank’s response to 
complaints and to customers’ changing 
needs. It is generating mortgage leads via 
a mobile property guide application that 
combines mobile augmented reality with 
licensed information on actual property 
selling prices, closing dates and estimated 
current values to help homebuyers in their 
search. And its “Kaching” mobile payment 
app allows customers with iPhones to make 
multiple types of payments — including 
transfers between a customer’s own ac-
counts, transfers to other accounts, bill 
payments through Australia’s BPay service, 
MasterCard PayPass payments at the point 
of sale, payments to friends through email 
addresses and mobile numbers, and pay-
ments through Facebook.

  THE FORCES OF CHANGE 

Banks are beginning to launch cutting-
edge services because changes are com-
ing at warp speed. Société Générale told 
a banking conference in June that it took 
10 years to get 20 million contacts per 
month through Internet banking but 
only 18 months for the bank to do the 
same via mobile.

People born in 1998 who never knew 
life without Google will establish their first 
bank relationship by 2014 while those born 
in 2007 — the year the first iPhone was 
launched — will begin opening their first 
bank accounts in 2024, so banks had bet-
ter get prepared for a future that will have 
to be far more digital and mobile-centric, 
says serial entrepreneur Scott Bales, the 
Singapore-based director of user strategy at 
Next Bank and a board member of Moven, 
a digital-only bank which is targeting the 
millennials and has global ambitions. (See 
the story about Moven and other digital 
interlopers on page 2.)

Over 80 million strong, millennials rival 
baby boomers in their numbers. Their pur-
chases already account for a little over one 
out of every five dollars spent on consumer 
goods and services, according to Moven. 
And in just over five years they will hit their 
peak and become a defining force.

For banks the impact has so far been 
minimal, but that is about to change. The 
rise of mobile applications has fundamen-
tally redefined how millennials find, select 
and purchase services. Traditional banks 
are missing this shift towards “appifica-
tion,” where constant experimentation 
and innovation are the new norm. Moven 
argues that banks would do well to take the 
following to heart:
•  Without a streamlined mobile account 

signup, the app discovery and trial behav-
iors that millennials love is impossible;

•  Millennials look to their friends and peer 
groups for recommendations and are 
quick to share when pleased. If getting 
an app takes minutes, it’s far easier to 
champion the brand. The best apps go 
further, creating shareable moments that 

complement millennials’ own personal 
social brands;

•  When it comes to making money deci-
sions, giving people their balance isn’t 
enough. Millennials want instant insights 
into their spending patterns and person-
alized suggestions about how to improve 
their financial health; and

•  The increasing appeal of prepaid cards 
signals millennials’ willingness to 
choose consistency and transparency 
over hidden fees and the temptation 
of greater debt.

  A FRESH APPROACH TO  
  BANKING SERVICES 

As banks focus on current cash cows 
and struggle to add basic digital services 
on top of their legacy systems digital-only 
neo-banks have rushed to cater to digital 
natives who expect to be able to do their 
banking anywhere, anytime, on any type 
of device and are looking for much more 
than just online access to a plain vanilla 
bank account. 

Take the case of Finland’s Holvi, which 
will present at an Innotribe session at Si-

CONTINUED FROM FRONT COVER

Michal Panowicz announces BRE Bank’s re-branding as the 
new mBank, at a June 4th press conference in Warsaw.

The bank is now generating 
mortgage leads through 
a mobile property guide 
application that combines 
mobile augmented reality 
with licensed information of 
actual property selling prices, 
closing dates and estimated 
current values to help 
homebuyers in their search. 

–  Commonwealth  
Bank of Australia

In January 2012, before 
using Facebook for 
customer engagement, 24% 
of the online mentions about 
the bank were negative and 
only 19% positive. As of April 
of this year 49% of online 
mentions were positive and 
just 6% negative.

–  ICICI Bank, India

It took 10 years to get 20 
million contacts per month 
through Internet banking. It 
took 18 months for mobile.

–  Société Générale, France
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bos. It is piloting a service in Berlin, Dublin 
and Amsterdam which allows customers 
to easily create an account online and do 
most of what you’d expect with a normal 
bank account plus send invoices, add com-
ments or tag transactions, manage tasks 
and budgets, automatically build financial 
reports and even set up an online shop and 
accept credit card payments directly into 
their Holvi accounts. The target audience 
includes freelancers, small businesses and 
event organizers. Holvi, which plans to 
expand across Europe, has a 10-person 
team, including an iPhone developer and 
a video content blogger. Tellingly, none of 
the start-up’s employees come from the 
traditional banking sector.

Meanwhile other start-ups are revolu-
tionizing payments and currency exchange, 
often offering customers the ability to do 
things far more quickly and cheaply.

“Any industry where the middle man 
makes significant amounts of money will 
be called into question between now and 
2020,” says Bales. That is particularly 
true in banking. “The legacy transactional 
banking and distribution infrastructure, 
supported by outdated metrics, budget-
ing processes and organization charts has 
over time built up into an unsustainable 
operating model,” Brett King, CEO and 
founder of digital-only neobank Moven, 
said in a recent blog posting. “While regula-
tory imperative has significantly increased 
operational costs, we’ve ended up simply 
adding complexity and inefficiency on top 
of the old system, rather than rebuilding 
the underlying bank and its processes.”

While banks are aware that they have to 
adapt and have a bigger IT spend than any 
other industry sector, they don’t exactly 
move at Internet speed.

“Most start-ups can do in three days 
what banks can’t do in six months,” says 
Bales. “Banks will spend tens of millions of 
dollars building a project on the assump-
tion that ‘if we build it people will come.’ 
Start-ups remove the assumptions from the 
solutions and get a higher rate of adoption 
and also a reduced rate of failure.”

As banks begin to acknowledge that they 
can’t do it all alone they are turning to start-

ups for help. Life.SREDA, a venture fund 
owned by a group of eight Russian com-
mercial banks, has just invested in Moven; 
other banks are acquiring stakes or part-
nering with start-ups that are pioneering 
new approaches to payments and foreign 
exchange. (see the story on pages 4 and 5).

  ALTERNATIVE CURRENCIES 

Start-ups are not just disrupting bank-
ing — they are also impacting the future of 
money. Alternative currencies such as the 
Ven and Bitcoin are already going main-
stream and in this area too there are oppor-
tunities for banks to partner with start-ups. 
“The genie is out of the bottle. People have 
figured out to how to do this. It is a weird 
and exciting but scary time — everyone 
has to come to a realization that this exists 
now — so the question is how do we all 
deal with it?,” asks Patrick Murck, Bitcoin 
Foundation’s general counsel. “There is 
a culture clash here — there is no doubt 
about that. At times I feel like there is a 
new counter-culture with the technology 
sector moving to radical openness, trans-
parency and sharing. It is a challenge for 
banks because all of this is totally counter to 
their thinking. Today it is about individual 
responsibility and individual control, that 
is where everything is heading right now.”

The time is ripe for banks and Bitcoin 
to seek common ground, says Murck, a 
scheduled speaker at Sibos. “The big op-
portunity is to work where traditional 
finance and banks can’t — there is a large 
unbanked and underbanked population 
in the world and they can benefit from a 
system that doesn’t have barriers to creat-
ing a bank account and participating in 
the global financial system,” says Murck. 
What’s more, there is an opportunity for 
banks to run high-performance Bitcoin/
dollar exchanges for merchants to cash out. 
The message to banks is “don’t be afraid, 
Bitcoin is not scary and is very interesting 
and there will be plenty of opportunity,” 
he says. “You have expertise in certain 
things and there are plenty of innovators 
that would love to work with you. We can 
help each other out.”

  PREPARING FOR A  
  VERY DIFFERENT FUTURE 

As start-ups offer new technologies and 
new models for collaboration “there is fi-

nally a recognition that the business model 
has to change thanks to the technology, and 
banks are realizing that the last century 
model, where a bank manages the complete 
end-to-end delivery to the customer, is no 
longer relevant or appropriate in 2013 and 
beyond,” says Skinner.

Indeed, resilience and adaptability are 
key for any organization or business to 
sustainably succeed in the information 
economy of the 21st century, says Sean 
Park, a founder of The Anthemis Group, 
which has invested in Simple, Moven and 
Fidor Bank. “This creates a new paradigm 
for banks, one where the bold and forward-
looking incumbents unbundle their value 

chain and take a hard, honest look at where 
in the ‘business stack’ they have a real com-
petitive advantage, be it infrastructure, 
distribution, research or product innova-
tion and build on that, instead of clinging 
to the monolithic, vertically-integrated 
models, optimized for a 20th century in-
dustrial economy. The ‘mainframe’ era of 
banking is past.”

In the coming years, the most success-
ful incumbents and new entrants will be 
those that let go of their mutual wariness 
and create networks of collaboration and 
commercial partnerships that harness and 
play to each other’s expertise and strengths, 
says Park. “The disruptors are unencum-
bered by legacy infrastructures, are agile 
and most importantly, in phase with their 
customers...their entire business models are 
often fundamentally different and natively 
adapted to the new, emerging technologi-
cal, economic and cultural environment 
of the information age. But there are still 
many facets of the banking industry where 
the incumbents ... can maintain and even 
grow further great, sustainable businesses 
so long as they recognize where their true 
competitive advantages lie in this new land-
scape and act deliberately to transform 
their businesses to play to these strengths 
and let go of historical assumptions as to 
what it means to be a bank.”

The bank has launched a 
standalone digital mobile bank, 
to counter competition from 
digital-only start-ups like Fidor 
Bank, Holvi and Moven. The 
hope is to attract 1.4 million 
customers for the service over 
the next five years.

– BNP Paribas

With the launch of a new 
prepaid card service, which 
combines mobile with 
banking, the bank plans to 
gain 1.5 million additional 
unbanked customers within 
the next three years.

–  Garanti Bank, Turkey




