Claiming Your
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in a Crowded Market
3 Keys to Differentiation
in a Banking Oligopoly
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Struggling to stand out
Five years ago, small
banks were beating up
on the big banks. That is
no longer the case.
Dave Robertson,
managing director, Novantas, Inc.

It’s difficult for regional banks to stand out from their bigger
rivals in the crowded banking market.
The scale of large banks provides them with several
advantages over regionals banks:
• Brand
• Product and service capabilities
• Portfolio and pricing analytics
• Advisory sales tools
• Digital operating model
The advantages large banks gain from their scale are challenging the ability
of regional banks to invest and compete, says Dave Robertson, managing
director of Novantas, Inc. The top four banks control half of all Earnings
Credit Rate (ECR) Demand Deposit Accounts (DDAs) in the United States,
Novantas reports. In fact, the top 20 banks control all but 19 percent of
U.S. ECR DDA.
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Commercial banking units must make hard
strategic choices in the face of significant
challenges and opportunities
Complicated macroeconomics

Disruption

• Compressed spreads and ROA due to low rates

• Emerging global and US TIM / Deposit oligoply
creating scale advantages for largest players

• Over-capacity driving down credit spreads
• Sluggish GDP

• FinTech disruption sparking innovation and 			
disintermediation - and driving commerce flows

• Declining deposit growth with potential
runoff should rates rise

• Digitization and distributed ledger rewriting 		
transactional and relationship pathways

New regulatory economics

Changing customer behaviors and values

• Capital and liquidity regulations rewriting 		
economics

• Payment systems remediating and connecting

• $1T in cash in play due to MMF Reform
• LDT ratios expanding as deposit growth slows
• Deposits at risk under rising rate scenario
• Higher fixed and absolute costs due
to regulations

© DELUXE ENTERPRISE OPERATIONS, LLC. ALL RIGHTS RESERVED.

• Business users demanding intuitive
consumer experience
• Core services commoditizing, value-add
not captured
• Price competition intensifying, even as
switching cost rise
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Challenges and opportunities
Complicating matters, commercial banking units must make hard, strategic choices in the face of significant
challenges and opportunities. Robertson says these challenges and opportunities include:

Complicated macroeconomics
Banks are challenged by compressed
spreads, small returns on assets (ROA) due
to low interest rates, sluggish growth in the U.S. gross
domestic product (GDP), and declining deposit growth
with the potential for runoff as U.S. interest rates rise.
“Customers are looking for banks to take on more risk,
and price it cheaply,” Robertson says.

New regulatory economics
Capital and liquidity regulations are rewriting
the economics of commercial banking.
For instance, $1 trillion may be in play due to
money market fund (MMF) reform. And loan-to-deposit
(LTD) ratios are expanding as deposit growth slows.

Customers are looking for banks to
take on more risk, and price it cheaply.
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Disruption
Innovative financial technology solution providers
(so-called “FinTechs”) are sparking disruption
and disintermediation by diverting traditional
commerce flows. “FinTechs can be a partner
or a competitor,” Robertson notes. Similarly, digitization and
the adoption of distributed ledgers are rewriting transactional
and relationship pathways.

Changing customer behaviors and values
Business users are demanding an intuitive and
better connected experience. “Every bank
is spending money its payments channels,”
Robertson notes. At the same time, core services are
commoditizing with the value-add not being captured, and
price competition is intensifying, even as switching costs rise.
Navigating these challenges and opportunities requires
banks to prioritize their scarce development dollars across
competing objectives and define target solution capabilities
and operating models.
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3 keys to differentiation
It is hard for regional banks to succeed with a ‘me-too’ approach,
Robertson warns.

1

Industry vertical
Banks can differentiate themselves
in an industry vertical with their expertise,
advice frameworks and benchmarks,
ability to diagnose, structure and
manage risks, provide solutions and/or
an implementation and service model
tailored to the needs of the industry
vertical, and integrate with systems
(such as legacy accounting systems)
and processes unique to the industry
vertical. “Products are not the only way
that a bank can differentiate themselves
in a vertical,” Robertson says. For
instance, a bank may be good at
integrating into a general ledger system
that is widely used in a specific industry.
In some industry verticals, banks must
be willing to take on more risk than their
competitors.
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Regional banks can carve out
a distinctive identity and value
proposition by focusing their people
and capital on three key focus areas:

2

Value chain
The value chain includes functions such as cash application and deductions
management. Commercial banking units can stand out in the value chain through
their expertise, solutions capabilities, process excellence, sales advisory services,
ability to integrate with legacy systems and processes, and implementation and
service model. Most importantly, banks must look for ways to help clients solve
their value chain challenges.

3

Customer experience
Commercial banking units can differentiate their customer experience through
their expertise, operating model, digitization, and analytics.
“Banks must uncover their critical success factors: the small set of activities that
will deliver the biggest payoff and make the biggest difference to the business,”
Robertson explains.
Robertson warns that these areas of focus overlap. “An industry may have unique
value chain or customer experience needs.” For instance, property management
companies may want streamlined processes for opening bank accounts, navigating
legal contracts, managing disbursements and expense tracking on
a property level, or enabling renters to pay bills electronically.
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Defining a strategic focus
Banks must identify a holistic approach to focus the limited
resources. Let’s look at how banks can evaluate these three
areas of differentiation to define a strategic focus.

There is not enough money to accomplish everything
a regional bank wants to do, and meet the needs
of all of its different customer segments, some of
which are highly specialized, Robertson says.

Industry verticals
Liquidity management and working capital goals vary
widely by stakeholder and industry vertical.
For instance, treasury is keen on mitigating risk—whether
it involves currencies, interest rates, commodities, or
counterparty transactions—enhancing visibility into financial
information, and streamlining compliance with legal and tax
requirements. Procurement is focused on having a strong
supply chain network, while ensuring that suppliers comply
with acceptable business practices. Accounts payable
must provide accurate reporting and cash forecasting,
while complying with legal requirements. Accounts receivable
must deliver accurate forecasts, mitigate risk and bad debt,
comply with legal requirements, and provide payment terms
that satisfy customers. Logistics must comply with trade
regulations and ensure that suppliers comply with acceptable
business practices.
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These goals vary further by industry vertical. A global
aerospace company may have a wide and diverse supplier
base, a large volume of international payments in local
currencies and through various channels, and multi-site
operations that require the segregation of funds by purpose.
In the energy industry, which is very lax on payment terms,
companies must deal with high volumes of outstanding invoices,
challenging cash forecasting, and cash trapped in countries with
highly regulated industries. Retailers are likely to have a high
volume of payments with a lot of card receipts, payments to
international suppliers, and a wide and diverse supplier network.
Major retailers may offer in-house financing for customers.
An automotive manufacturer may have a high number of
exceptions due to disputes on part shipments and payments
made in different currencies.
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The size and composition of cash and underlying needs
and behaviors also vary by industry vertical.
The variety of stakeholder demands, liquidity and working
capital goals, and underlying cash needs of industry
verticals creates product and service opportunities for banks.
For example, entertainment companies will likely require
flexible access to cash, data integration, and data analytics.
Payment processors need a unique account structure, and
automated reconciliation and controls. Aerospace companies
may need tools for increasing receivables straight-through
processing and mobilizing liquidity. Banks can offer technology
providers capital access and help with global expansion. A
pharmaceutical firm may need a collection strategy and help
migrating to electronic transactions.

The attractiveness of an industry vertical,
for example, may depend on:
• The operational deposits generated by the industry
• The percentage of deposit wallet that is available
• The needs and buying behavior of organizations
in the industry vertical
• The industry’s long-term growth potential
• The costs to switch banks
A bank’s ability to win in an industry
vertical is dependent on its:
• Starting competitive position
• Current portfolio
• Wallet opportunities
• The extend the bank can build on its existing capabilities
“Banks must determine whether there are points of leverage
that it can use to convince a corporate customer to switch from
another financial institution,” Robertson says.

Banks can assess industry verticals and prioritize
opportunities based on market attractiveness,
ability to win, and other strategic considerations,
Robertson says.

The strategic fit of a bank in an industry
vertical is influenced by its:
• Ability to create a sustainable differentiated
value proposition
• Broader objectives to deepen client relationships
and grow the business
“Banks must ask themselves whether they are set
up to serve an industry,” Robertson concludes.
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Value chain
Banks capture less than 15 percent of total corporate spend on
treasury operations, leaving significant “white space” for the
expansion of bank products and services, Robertson says.
The procure-to-pay value chain is one potential area of
opportunity for banks. Businesses face complicated challenges
across the procure-to-pay value chain, particularly with
activities such as invoice processing, dispute management,
disbursements, and reporting and analytics.

If banks do not seize these opportunities, chances are that
the FinTechs will. By some estimates, roughly one-third of
the traditional $13.7 trillion of the total financial services
revenue is at risk of displacement by 2020, Robertson warns.
Twenty-five percent of U.S. middle market lending is now
provided by various shadow banking players. FinTech
solutions now cover the entire financial ecosystem, with
the largest investments directed to payments and consumer
lending, Venture Scanner reports.

Similarly, challenging order-to-cash value chain activities such
as billing and invoicing, dispute management, cash application,
and reporting and analytics offer opportunities for banks.

A Novantas study of more than 350 FinTech firms found that
lending and payment solutions comprise of more than 60
percent of FinTech revenue. Commercial (business-to-business
and consumer-to-business) FinTech solution providers are

Banks also can expand their scope to address liquidity
management value chain activities such as accounts structure
and cash concentration, cash positioning, cash forecasting,
decisioning and policy management, decision execution,
tracking and reconciliation, and reporting and analytics.

largely focused on payment and billing solutions, two areas
where companies spend the most on financial management,
Robertson notes. As an example, Robertson notes that more
small businesses are using FinTech solutions in lieu of products
and services from a bank to execute payments, a situation he
describes as “silent attrition.”

Some banks see FinTechs as a big competitor.
Others don’t.
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Lending and payment solutions comprise
more than 60% of FinTech revenue*
FinTech included in the study received more than $15B in investment funding
Banks can respond to the growth of
FinTech solutions in one of five ways:

Share of FinTech Revenue
by Segment

1. Ignore the FinTechs and allow
them to “cherry pick” attractive
profit pools.

32% Payment Solutions
38% Lending
8%

Investment Management

1%

Trade Solutions

7%

Security

1%

Tech Infrastructure

6%

E-Commerce

7%

Money Transfer

2. Aggregate the processing of FinTech
payments and liquidity at modest
margins and with risk.
3. Defend the banking franchise via
regulations and barriers to entry.
4. Communicate bank solutions to the
broader ecosystem that includes
FinTech solutions, enterprise resource
planning (ERP) platforms, and trading
partner networks, as examples.

Number of Firms

160
140
120
100

5. Launch new solutions, channels or
networks to compete directly with
FinTechs.

80
60
40
20
0

Payment
Solutions

Analytics

Lending

Investment
Management

Trade
Solutions

*Novantas study of 350 FinTech firms.
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FinTechs included in the Novantas study received more than
$15 billion in investment funding. “It is no wonder that
the largest banks have committed more than $3 billion to
technology investments,” Let’s Talk Payments wrote in,
“The Ongoing Debate: Are FinTech Startups Really Disrupting
Banks?” But banks of all sizes are launching accelerators or
incubators, and stepping up technology investments. Within
five years, FinTech investments by banks could total
a staggering $150 billion.
The good news for banks is that specialized, industry-focused
solutions are a sub-segment of commercial FinTechs that can
help banks drive targeted segment growth, Robertson says.
The Novantas study identified FinTechs that offer solutions
with applications for property managers (5 percent),
technology companies (9 percent) and professional services
firms (25 percent).
But meeting the value chain needs of clients will require
focus on the part of regional banks.

Customer experience
Banks are increasingly competing based on customer
experience. Banks must align themselves to the customer
for simplicity, value and advice. “Banks have gone from
competing on products to competing on customer service,”
Robertson says.
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There are five attributes to superior service:
1. Sales advisory: Meeting client needs for simplicity,
accuracy, timeliness, transparency and advice
2. Implementation/onboarding: Offering a digital
experience that is simple, efficient and transparent
3. Relationship management: Providing a high touch advisory/
consultancy experience that includes proactive relationship
management and “white glove” service
4. Transacting: Delivering a digital experience with
mobile, multi-channel and interoperable capabilities
5. Servicing: Including strong analytics, flawless
connectivity, and high functionality and self-servicing

Banks must deploy technology and design processes to
radically enhance the intelligence, convenience and efficiency
of their end-to-end operating models. Next-generation
customer service will include competition based on experience,
advice and value, simplified products that are easy to
understand, buy and use, automated data capture, simplified
interactions and enhanced insights through integrated data,
transparent and economical cross-network solutions, readily
available and parameterized advice, and easily configured and
integrated best-of-breed solutions.
Regional banks must measure their ability to meet these next
generation service demands.
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The bottom line
The attractiveness of any strategic option—whether it is based on an industry vertical, value chain
activity, customer experience or a combination of the three—gets at the heart of a bank’s “DNA.”
When determining the best strategic options, banks must balance critical evaluation criteria such as
industry size and attractiveness, potential risk, time-to-market, and product and service capabilities,
with target priorities, go-to-market strategy, solutions roadmap and governance and metrics.
It is not enough for a bank to declare itself a relationship bank or a “trusted advisor,” cross-sell products
to corporate customers better than its competitors, organize around a wide variety of industry verticals,
or compete based on its experience without defining a unique proposition.
In an increasingly crowded market, a lack of a clear strategic identity is a recipe for failure,
particularly for regional banks. But a strong differentiated identify can scale a defensible franchise.

READY TO CLAIM YOUR STRATEGIC IDENTITY?
Call 866-937-0017 to arrange a meeting with one of our experts to explore
how Deluxe’s best-in-class offerings can help your financial institution stand
out from the crowd.
Visit fi.deluxe.com to learn how our financial services solutions can help
strengthen existing client relationships, increase revenue, attract new corporate
clients, and create a platform for future Treasury Management initiatives.

About Deluxe Financial Services
Deluxe Financial Services is a trusted partner to more than 5,600 financial institutions across North America, including 23 of the top 25 largest treasury management banks. We help our clients succeed in a competitive
landscape through a diverse portfolio of best-in-class financial technology solutions. These solutions help clients target, acquire and retain customers; enhance the customer experience; improve efficiency; and optimize
commercial and treasury operations.
Industry-leading companies rely on Deluxe Treasury Management Solutions to accelerate working capital, improve straight through processing, better serve their customers, control costs and drive profitable growth with
in-house or outsourced offerings for receivables management, remote capture, treasury management onboarding and payment processing services.
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