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Foreword

Widespread smartphone usage has put digital payments at the fingertips of a growing
number of consumers. Mobile applications are empowering them to complete financial
transactions with retailers, restaurants, entertainment vendors, healthcare providers,
educational institutions, insurance providers, and more.

Behind the scenes of surging mobile transactions are newly formed partnerships between
the banking and telecommunications industries. Early accomplishments include delivering
banking services to people in rural and remote areas of the world where traditional banking
services may not be easily accessible.

These financial inclusion initiatives have set the stage for banks and communications service
providers (CSPs) to combine their capabilities for future cooperative endeavors. This report,
Telecoms and banks connect—written in collaboration with experts from J.P. Morgan
Payments—explores the opportunities including:

— Enhancing customer experiences. CSPs and banks can team to provide a more seamless
and integrated experience for customers accessing banking services through their
mobile phones, making transactions and financial management more convenient.

- Promoting digital payments. Collaboration can support development and promotion
of digital payment methods, such as mobile wallets and contactless payments. These
tools help reduce the reliance on cash transactions and encourage adoption of digital
payment systems.

— Enabling innovative financial products and services. By pooling resources and expertise,
CSPs and banks can develop leading-edge financial products and services that cater to
the evolving needs of customers. Examples include microloans, insurance, and savings
products tailored to specific demographics or regions.

— Strengthening cybersecurity. As both industries deal with highly sensitive customer
information and transactions, they can share best practices and work together to develop
robust security protocols, helping better protect customer data, reduce cyberthreats,
and prevent fraud.

As the synergy between CSPs and banks continues to grow, the benefits to their customers
promise to be significant. At the same time, both industries gain advantages in their
increasingly competitive markets. We are pleased to join with the IBM Institute for Business
Value and J.P. Morgan Payments in outlining the steps leaders can take to advance creative
mobile finance solutions.

Global Head of IoT, Identity, and Big Data
GSMA
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Mobilizing telecoms
and banks for growth

This surge of digital financial services presents an urgently needed opportunity for the
telecommunications industry to extend into new markets and generate additional
revenue streams. Some communications service providers (CSPs) have transformed
landscapes with mobile money in emerging markets, including countries across
Africa.? Others are exploring an Economy of Things, where IoT devices complete
transactions.® Yet some have been taking a wait-and-see approach to mobile financial
services.

The waiting period is over. Fast-moving fintechs and startups can gain the edge if CSPs
don’t move quickly. Enterprise telecom customers are also enamored: nearly two in
three (63%) said they are interested in payment solutions from their CSPs in recent
research from the IBM Institute for Business Value (IBM IBV).* This is unsurprising
given the brand trust with CSPs.

But CSPs cannot deliver these solutions alone. They must partner with banks,

which can help ensure mobile transactions are seamless, secure, and successful (see
Perspective, “Banks as payments playmakers”). The growth of technologies such as
cloud and open application programming interfaces (APIs) clears the way for banks
and CSPs to collaborate and create real-time financial solutions.

Inthis report, we look first at four pillars of potential opportunities; then why

CSPs and banks are natural partners; and finally, three critical steps for successful
revenue-generating partnerships. We end with a detailed action guide offering specific
measures that telecom executives can pursue.



Pillars of potential

CSPs can plug into the four pillars of

embedded finance to build new revenue-generating

solutions that enhance customer loyalty.
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Embedded payments allow customers to complete transactions seamlessly without
leaving a platform’s website or mobile application. These types of simplified buying
experiences can build customer loyalty and deepen CSP-consumer relationships.®
Forinstance, CSPs can partner with consumer electronics retailers to offer rebates to
their customers. In this case, the CSP customer gains added benefits and offers through
the CSP ecosystem.

Embedded banking solutions are integrated into nonfinancial applications and
platforms and enable businesses to provide slimmed down banking services to
customers in asingle client experience. A popular example is Lyft Direct, which offers
a checking account and linked debit card exclusively to Lyft drivers. Drivers can
immediately access their earnings after every trip, improving the overall worker
experience and promoting loyalty to the brand.®

Embedded lending solutions are designed to offer consumers more seamless access
to financial products and services that enable a purchase through apps, websites, orin
store. One example: buy-now-pay-later (BNPL) options from providers such as Klarna
or Clearpay are prevalent across ecommerce sites.

These services permit a company to have a fully integrated card-acquiring
solution, offering credit card processing for payments. Payment solutions in this
space offer business management tools to help small businesses get up and
running as well as take payments for their services. An example is Toast, which
provides a single platform combining many of the systems needed torun a
restaurant, including point-of-sale, payment processing, and online ordering.”

How might these embedded finance pieces come together? Consider smart home
products and services, an area in which telecom consumers are keenly interested,
according to an IBM IBV survey.® A CSP could build a digital marketplace to meet
this demand, enabling consumers to pay or finance their purchases, as well as add
insurance or extended warranties, all without leaving the platform. For smart
home service/product providers, the platform could include payment processing,
currency conversion, credit checks, and other banking services.



Where banking and telecom
Industries intersect

Each industry brings individual and shared advantages to the drawing board, including
high-speed connectivity, consumer app development experience, trusted brands,
troves of data, and secure banking services (see Figure 2).

Combining data insights is one nexus. CSPs have network and call-detail information,
customer service usage and payment histories, plus detail from billions of IoT devices.
Banks have information on consumers’ buying behaviors, spending patterns, credit
scores, loan details, and more. Robust analyses of these unique types of data can
uncover customer struggles, needs, and opportunities to spark imaginative service
ideas.

CSPs and banks bring individual and shared
advantages to new financial solutions.

- Large customer bases

— Volumes of consumer data ((( ))>
— Consumer credit ratings é
— Consumer loyalty

Banks - Trusted brands CSPs
— Security focus

— Pervasive network coverage
— Mobile payment platforms
— Network security

— Data privacy

— Consumer app development
— Licensed banking services

— Regulatory knowledge

— Bank-grade security

— Technology investments

— Global scale




Both industries also have steadfast customer bases and trusted brands.
Inrecent IBMIBV research, 80% of global banking consumers said they
prefer to deposit their salary and keep their savings in a traditional bank
versus a branchless, fully digital option.® Similarly, an IBM IBV survey
showed that telecom consumers are mostly loyal, satisfied, and trusting of
their CSPs. 73% had been with their mobile provider for more than two
years, 62% were either satisfied or extremely delighted with their
provider, and 74% had moderate or complete trust of their provider.1°

Combining their assets positions CSPs and banks for productive
partnerships. And banking executives are willing: respondents in a recent
IBM IBV banking survey ranked telecoms as a top five partner for
embedded finance opportunities.!?




Perspective

Banks as payments
playmakers??

A less-than-optimal payments experience can be devastating,
which is why businesses building these experiences need banks
and financial service providers to act as “payments playmakers.”
Rather than playing a starring role in online commerce, such
playmakers serve as referees to make sure good transactions get
through and service standards live up to consumer expectations.

To deliver friction-free payment experiences at scale, telecom
enterprises need to partner with financial services providers that can
handle the payment administration required—including collecting
card details, enabling refunds, and facilitating cross-border transac-
tions. The regulations and technologies—and the pace at which they
change—are demanding, but the right partnerships put the critical
details in the hands of the experts and lead telecom businesses down
the path to seamless payment solutions.




Three steps to successtul
telecom-banking partnerships

CSPs and banks must align on their approach to solution innovation,
which includes three critical steps (see Figure 3). This section
discusses insights and best practices for each step.

FIGURE 3

Telecom-banking partnerships
require collaboration across three areas.

1 / 3

Start with Design a Build a
a business complementary foundation for
strategy data framework open innovation




It’s unlikely organizations can build a one-size-fits-all
payment solution. Different geographical markets
present different opportunities based on cultural
preferences, customer expectations, connectivity
access, regulations, and even national

digitalization strategies.

Successful telecom-banking partnerships must
begin with a carefully considered business strategy
based on which solution is the most feasible and can
have the biggest payoff. The key to success is
understanding that markets matter. For example,
there can be intense geographical differences: in
Japan, only 7% of consumers reported having a
primary account with a branchless neobank versus
29% of consumers in Brazil.3

IBMIBV analysis has pinpointed other digital
payments divides too. In major advanced economies
and EU member states (as defined by the
International Monetary Fund), consumers said they
prefer traditional payments such as plastic cards and
direct debits, with digital wallets starting to make
inroads. In advanced and emerging economies,
mobile wallets were the preferred method for
in-person purchases and are in-line with cards and
debits for paying bills.*
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Otherresearch indicates that digital payments will
grow at the fastest pace in the Asia Pacific region over
the next five years. This is being fueled by increasing
adoption of smartphones and contactless and
real-time payments plus government initiatives to
boost development of digitalized payment platforms.*®

In choosing a strategy, CSPs should keep a steady
eye on the long term, since co-creating with other
industry players often requires a significant
investment of time and resources. At the same time, it
can be useful—and valuable—to generate near-term
wins too. Embedded payment solutions are often
simpler and faster to implement, integrating
payments infrastructure to enable commerce now.
Another ripe area is social commerce, which targets
transactions on social networks and digital media
(see Perspective, “The social commerce shopping
revolution”). Early gains can reinforce a developing
telecom-banking alliance.



Perspective

The social commerce
shopping revolution

With more than 60% of the world on social media, the typical person
spends about 2.5 hours a day on these platforms.¢ Rather than drive
users elsewhere to make a purchase, a well-designed payment
experience can turn them into a captive shopping audience. The
potential isimmense: social commerce sales are projected to grow to
$1.2 trillion by 2025.Y7

Forward-thinking CSPs will embed finance and payment links within
posts and ads on social media. Digital wallets will allow consumers to
store preferred payment information. And businesses can apply

analytics on a consumer’s purchases across sales channels to curate
ads and recommendations on social channels.

11



CSPs and banks have a wealth of consumer data that
can be tremendously valuable. Credit ratings,
payment histories, and service usage can reveal
what’s important to consumers and who are strong
candidates for different types of financial offers.

Value is amplified when adding the data of other
industries that are part of the solution. For example,
patterns in retail buying or electric vehicle charging
can be combined with mobile phone location
information within advanced analytics tools to
identify opportunities for captive moments for
engagement. Data-driven hyper-contextualized
experiences can impact buying behavior.

But obstacles exist—practical, regulatory, and
brand-related. CSPs, banks, and any other partici-
pating industry must partner to define their priorities
and a data framework that addresses processing,
analytics, and packaging of the results.’® They must
also consider what data is worth sharing and what can
be shared. Data ownership and privacy issues can put
hard-earned consumer trust at risk. While embedded
financial services offer the advantage of increased
security because consumers do not need to store
sensitive information themselves, solutions must
have robust data security built in.??

CSPs and banks also need to tackle data governance

to help ensure high-quality data feeds their solutions.
And finally, they must decide how to share the data—

which leads us to step three.
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To build real-time, cross-industry financial services
that compel consumers, organizations must embrace
openinnovation. Recent IBM IBV research has shown
that ecosystem-driven innovation practices drive
better business outcomes than traditional, internally
driven ones.?°

Openinnovation demands open technology, yet both
banks and CSPs have been on a perpetual journey to
modernize their infrastructure. In an IBM IBV study,
70% of North American telecom and banking
executives said they operate disparate systems on
old technologies and tools. And 73% said that many
of their applications are slow and inflexible and need
to be modernized.?*

The obvious solution is hybrid cloud, which can
provide the foundation for advanced technologies
and API development to support collaborative
financial services solutions. With the flexibility,
agility, and scalability of hybrid cloud in place,
telecom-banking partners can implement a data
architecture, such as a data mesh or data fabric, to
strengthen governance capabilities and enable
secure data sharing within and outside the organiza-
tions. They can add the advanced technology layers,
including blockchain for heightened security and
transparency across cross-industry ecosystems, as
well as traditional and generative Al for deeper
analysis, insights, and automation.



CSPs and banks with hybrid cloud capabilities can take an API-first
approach to application development, allowing ecosystem partners to
access, consume, and share data and services more easily. But a lack
of API standardization—protocols, formats, data dictionaries, security
features—blocks progress, particularly in cross-border payment
systems.?2 An IBM IBV survey on embedded finance found more than
half of banking executives cited insufficient API standards and
modaularity as top challenges.?

But some banks are breaking down these barriers. For example, J.P.
Morgan Payments has started to open their developer portal to those
who want to view the API protocols. Access to technical documen-
tation, specifications, and a sandbox environment for trying APIs now
extends beyond only bank customers. J.P. Morgan Payments engineers
are also contributing open source code through platforms such as
GitHub and openly engage with developer communities to create new
embedded finance products.?

The need for open collaboration can’t be underestimated. In the
telecom industry, the GSMA Open Gateway initiative aims to
standardize how services are delivered through open APIs.?* In
banking, countries and government bodies are engaging in varied ways
with the concept of open banking—where third-party developers
create applications and services based on banking data using APIs.
Some are being more prescriptive with standards, such as the UK and
Brazil, while others have been more hands off, such as Chinaand the
US.2¢ As CSPs identify banking partners, they will need to factor in
these differences.

13



Action guide

Telecom executives can take the following specific
steps to lay the groundwork for game-changing
financial services partnerships.
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Create a culture of entrepreneurship by
empowering employees to try a fail-fast approach
that also extends to working with external
partners.

Build a checklist with your legal, intellectual
property, and security teams to address ethics,
privacy, and security requirements of internal
teams engaged in open innovation.

Establish a multidisciplinary team with your
banking partner and use the Design Thinking
method to generate ideas for new solutions,
define success criteria, and build minimum viable
products (MVPs) for evaluation. Include
representatives from engineering, marketing,
sales, legal, finance, customer experience, and
data science.

— Use shared data to identify friction in customer
interactions and discern customer needs.

— Convene customer panels and perform surveys to
research needs, opportunities, and constraints of
different geographic markets.

— Conduct a competitive analysis of existing mobile
financial solutions as well as a market gap study
to identify new opportunities and requirements.

— Institute a Cloud Center of Excellence to
orchestrate development of interoperable
systems.

— Assess existing cloud and data infrastructure to
evaluate your ability to integrate data and
solutions with business partners.

— Engage with the GSMA Open Gateway initiative to
ensure APIs are standardized for sharing.



Expert Insights represent the opinions of
thought leaders on newsworthy business
and related technology topics. They are
based on conversations with leading subject-
matter experts from around the globe. For
more information, contact the IBM Institute
for Business Value at iibv@us.ibm.com.

Fortwo decades, the IBM Institute for Business
Value has served as the thought leadership think
tank for IBM. What inspires us is producing
research-backed, technology-informed strategic
insights that help leaders make smarter
business decisions.

From our unique position at the intersection of
business, technology, and society, we survey,
interview, and engage with thousands of
executives, consumers, and experts each year,
synthesizing their perspectives into credible,
inspiring, and actionable insights.

To stay connected and informed, sign up to
receive IBM IBV’s email newsletter atibm.com/
ibv. You can also find us on LinkedIn at https://
ibm.co/ibv-linkedin.

At IBM, we collaborate with our clients, bringing

together business insight, advanced research, and

technology to give them a distinct advantage in
today’s rapidly changing environment.

J.P. Morgan Payments combines our treasury
services, trade and working capital, card, and
merchant services capabilities to help clients pay
customers or employees, in different currencies,
around the world. We process nearly $10 trillion
payments daily, operating in over 160 countries and
over 120 currencies, and are number one in USD
payments volume.

At J.P. Morgan, we think differently about the power
of payments. Sign up for THE MONTH IN at https://
www.jpmorgan.com/payments/solutions/newsletter
to stay informed on the latest insights on digital
payments innovation, industry trends, and more.

For more information on J.P. Morgan Payments, visit
our website at https://www.jpmorgan.com/payments
or find us on LinkedIn at https://www.linkedin.com/
company/jpmorgan/about/.

The GSMA is a global organization unifying the
mobile ecosystem to discover, develop, and deliver
innovation foundational to positive business environ-
ments and societal change. Its vision is to unlock the
full power of connectivity so that people, industry,
and society thrive. Representing mobile operators
and organizations across the mobile ecosystem

and adjacent industries, the GSMA delivers for

its members across three broad pillars: Industry
Services and Solutions, Connectivity for Good,

and Outreach.
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