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Fit, focused and
ready to fight
How banks can get in shape for the battle ahead
The battle ahead
Overview
Many banks appear out of shape and
unhealthy as they emerge from the global
financial crisis. As they recover from this
experience, they must embark on a new
fitness regimen that includes tighter
regulations and increased oversight.
Battling toward a healthy future, banks
must act today to redefine their business
models, restore client trust and
understanding, and reform their risk
management culture.

As the world recuperates from its recent economic malaise, bankers face
numerous challenges to sustainable profitability. Banks must simultane
ously focus on strengthening their balance sheet and raising capital.
However, investors are wary of weakness in banks’ loan portfolios, and
equity markets are constrained by an overall decline in public wealth.
Further, current bank business models include operational and regional
silos that are cost intensive and misaligned with the needs of the
emerging financial order.
With all this in mind, how can the industry regain its stride and restore
prosperity? Banks should begin by radically reducing costs and seeking
sustainable new revenues. Specifically, we believe banks need to:
• Significantly transform existing business models to focus on select areas
of specialization
• Restore client relationships
• Reform the risk management culture.

Business model innovation
Our analysis of 139 financial institutions worldwide confirms what past
IBM Institute for Business Value studies have indicated: that business
model specialization is a winning theme within the ecosystem.1 In the
post-crisis environment, banks must rethink their business models to
identify select areas where they can excel and outperform the competi
tion. Banks should then focus on these areas and target their efforts on
those customers, markets, products and distribution channels they can
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manage effectively and efficiently. To fill gaps in product range, market
reach and distribution, they should consider strategic alliances with
other financial institutions.
As banks seek to achieve scale advantage, we will see an acceleration
of mergers, acquisitions and divestitures. For example, a small bank
might be acquired by a bank seeking better operational efficiencies,
improved economies of scale and higher profits. At the same time,
many large banks, whose size has created extreme complexity, will
divest noncore and low-performing divisions to regain their focus and
fitness. Regulators may mandate some divestitures as part of the
emerging financial order.
While banks in emerging markets are likely to return to historic profit
levels through economic growth, banks in mature markets will need to
service future growth from radically lower cost structures. These banks
should lower operating costs through business model changes that are
supported by long-term savings initiatives in areas such as IT, shared
services and front/back office integration.

Client insight
Based on surveys of 7,000 clients in 13 countries, our research indicates
a clear trust gap between banks and their clients. Clients overwhelm
ingly believe banks operate primarily in their own interests rather than
those of their clients – and, surprisingly, many bankers agree! To close
this trust gap, banks must gain a deeper understanding of clients.
Through surveys, we analyzed the value attributes and premium
potential of various aspects of the relationship between a bank and its
clients. Our analysis reveals significant disconnects that indicate banks
do not know their clients nearly as well as they should. In general,
bankers tend to overestimate clients’ willingness to pay premiums for
services offered by banks.
By segmenting clients based on attitudes and values, banks can more
effectively determine price sensitivity and potential for premiums.
Grouping our client survey respondents into six segments reveals a
much clearer picture of preferences and willingness to pay. For exam
ple, the traditional service expectants segment tends to value most
aspects of its banking relationship highly but is less inclined to pay a
premium, while the convenience desirers segment is more willing to
pay a premium for various products and services.

Risk management
Recent failures in the banking industry have underscored the need for
improved risk management techniques. Many risk professionals agree
that traditional models tend to underestimate the frequency of extreme
events and the risk arising from such events. However, we believe these
models are only part of the problem.
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The difficulty in making good judgments based on the information
available is another significant area of concern. We believe two main
issues contribute to this difficulty: silo implementation of risk manage
ment techniques and a weak systemic view of risks across the banking
ecosystem. To combat this, banks must implement an integrated,
enterprise-wide risk management framework. Banks should:
• Interconnect the numerous risk silos to better comprehend the full set
of risks and opportunities
• Instrument the organization to detect and intercept risky events
• Intelligently anticipate and mitigate potential risk from failed internal
processes, people or systems
• Be smart in complying with regulations while strengthening competi
tive position.

Are you fit, focused and ready to fight?
There are great opportunities ahead for the banking industry. To seize
them, banks must work to ensure they are fit, focused and ready to fight
and overcome the challenges ahead. By working toward improved
fitness in their business models and renewed focus on customer insight
and risk management, banks can help secure a strong, healthy future.

How can IBM help?
With a wide range of services and technologies, we are a flexible
partner ready to help you:
• Assist in developing client insights that can aid in designing new
products and services
• Simplify and streamline operations to reduce costs and become more
agile
• Achieve smarter integrated risk management, optimizing financial and
operational risk and meeting compliance needs.
To request a full version of this paper, e-mail us at iibv@us.ibm.com
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