

















Developing the Products That Will Retain
Customers

The utility of an integrated payments infrastructure such as the one
shown in Figure 2 is that it can serve as a platform for building new
products that are not constrained by the traditional boundaries of the
product groups. In addition, it can form a basis for integrating with
areas outside of payments, principally lending. For example, instead of
requiring a corporate customer to deal with separate ACH and wire
systems, a financial institution can present a unified payments front
end, or a bulk file utility that takes an undifferentiated payment
instruction stream and intelligently routes each instruction to the most
appropriate processing system. Rather than duplicate exception
handling and fraud management systems, a financial institution can
take advantage of best practices and reuse high-performing
components, focusing custom development efforts on those elements
of each payment system that are unique.

Going beyond existing products, many financial institutions are
already marketing enhanced payment services such as electronic
invoice presentment and payment (EIPP), which allows businesses to
receive and pay invoices from tier 2 suppliers electronically. The
information retained from the invoice stream can later serve as a basis
for offering supplier or buyer financing, or even outsourcing the entire
account payables function for a corporate customer. Even at its most
basic level, the EIPP service binds a corporate customer to the
financial institution in the same way that electronic bill presentment
and payment (EBPP) binds a retail customer, by building a knowledge
base that would be time-consuming to rebuild if the customer were to
switch to another institution. The connections to suppliers can in turn
lead to new business, and ultimately to other buyers and suppliers,

extending the reach of the institution beyond its geographic boundaries.

Having built the ability to handle multiple data formats and messaging
types for its own internal purposes, the bank can now leverage the
same investment to support new revenue opportunities. Such products
turn the open marketplace into an advantage rather than a threat.

Of course, developing such products can be expensive and difficult,
particularly when organizational barriers are taken into account. For
this reason, many financial institutions may wish to consider banding
together into consortia or partnering with a "payment utility," a
financial institution-owned third-party organization that provides a
basic product that multiple institutions can build on and customize.
Utilities are particularly well-suited for corporate applications, where
the ability to leverage a large buyer-supplier community is an
advantage.
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BENEFITS

The wholesale payments market is moving to a "winner take all"
model, where some financial institutions will capture a
disproportionate share of the business on the basis of their low pricing,
superior customer service, or innovative product set. As their market
share grows, these institutions will become more profitable, enabling
them to lengthen the lead over their competitors.

The enterprise payments infrastructure proposed in this paper has
several direct benefits to banks seeking to play predator in this new
environment:

® Quicker and cheaper customer onboarding, since customer data
formats can be accommodated without extensive custom coding

e A single pipe through which all payment and other financial
transactions can be routed, regardless of format, purpose or
destination — "one-stop shopping"

e (Customer-centric solutions that provide superior value over
traditional products

e Better customer information, allowing better pricing and customer
service

e Ability to compete anywhere in the world, regardless of branch
presence

Rapid customer onboarding, in particular, will be critical to encourage
switching and ensure that it actually takes place. If customers are
forced to wait too long, their existing banks may find a way to keep
them, or they may look at alternatives. In addition, the speed with
which corporations switch may be much quicker than current bank
onboarding processes are designed to accommodate; an institution that
is unable to bring on new customers at the same rate as its competitors
will likely find itself at a permanent disadvantage.

CONSIDERATIONS

Succeeding with this strategy will require committed involvement
from the CEO and CIO, since the lines of business will have
conflicting short-term incentives. It will be necessary to provide
offsetting incentives at a higher level, such as operating subsidies or
exemptions to normal business plan approval standards, to enable
individual lines of business to make the necessary investments and
sacrifices to drive the larger strategy. Executive compensation plans
will have to be rewritten to reward success at the level of the customer
relationship, rather than the product relationship, and management
structures will have to be reorganized around customer segments
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rather than products. This can be seen as a natural extension of the
customer relationship management initiatives of the late 1990s and
early 2000s, only applied to the wholesale bank rather than the retail
bank. Clearly, such an effort will require the deepest commitment from
senior management and should not be undertaken without it. The
stakes — literally the loss of the entire corporate banking relationship
— are so high that such a level of commitment is warranted.

CONCLUSION

In short, we are entering an era in which the corporate banking market
will be increasingly scale-driven and competitive, with customers
enjoying new freedom to switch and consolidate banking relationships.
In order to grow and thrive in this new environment, financial
institutions will have to switch from a product-oriented marketing
approach to a customer-oriented approach, based on highly integrated,
customizable solutions. Such integrated financial solutions will require
a level of cooperation between product groups that cannot be achieved
by surface measures but must involve integration at the middle-office
level, using a full-featured payment hub and a payments database.
Service-oriented architecture technologies have made this sort of
integration more feasible than it was in the past, but it will still require
commitment and perseverance from the top levels of the financial
institution, since the individual product groups will not necessarily
have the proper incentives under their current management structure.
For those financial institutions that are able to meet this challenge, the
opportunity exists to do more than survive; instead, they can return to
a time of record growth and profits, freed up by the elimination of
barriers that once held them back.
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