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Corporate governance is an important pillar in the defence mechanism of the banking 
sector due to the multiple stakeholder interests and the need to ensure stability of the financial 
system. The board of directors is expected to set the right tone, develop strategy and focus on 
innovation based on its appetite for risk, keeping in mind that the capital at risk does not belong 
only to shareholders but to depositors as well. Therefore, before delving into innovation in the 
banking sector it is important to understand the capability of those in charge of governing these 
institutions and learn from the root causes of past failures.

The financial crisis during the recent past clearly shows that boards of directors of banks 
and related institutions did not fulfil their duty in managing risk and setting the right strategy 
and tone at the top. Consequently, they were unable to exercise effective control over senior 
management and to challenge the measures and strategic guidelines that were submitted to them 
for approval. Poor quality decision-making and poor oversight of risk in many cases resulted in 
banks having to face commercial and regulatory pressures to improve their governance. Several 
reasons contributed to the failure of the boards to identify and mitigate the risk exposure. The 
key reasons were that :

  
•	 Directors did not have an adequate knowledge of the complex and innovative products 

that were being sold and did not understand the associated risks.
•	 They could not ensure that a proper risk management framework was in place due to  lack 

of knowledge 
•	 Non-executive directors devoted neither sufficient resources nor time to the fulfilment of 

their duties. In most instances it was reported that the non-executive directors were unable 
to object or even question transactions due to a dominant CEO coupled with their lack of 
technical expertise. 

•	 The nomination and remuneration committees’ actions were deficient in ensuring the 
quality of appointment of directors, composition and setting the method of incentives to 
recognize long term sustainability of the institution.

With hindsight it can be said that innovation in the banking sector has to be managed with 
the goal of creating financial stability and long-term economic growth. If innovation, governance 
and technology do not support stability and growth, it could lead to a crisis.

Traditional banks focused on creating customer experience with their brick and mortar 
networks are now being challenged by the mobile and digital channels. It is said that one in 
three people in the developed world carry smartphones. In the US, a large number use their 
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smartphones to make payments. Unfortunately, banks do not control many of these transactions 
as they use mobile apps controlled by online-payments specialists and digital merchants. Tech 
companies are better positioned to benefit from such a digital relationship when compared to 
banks.

Thus, many disruptive innovations are reshaping banking, globally. Technology and 
consumer demand has enabled non-bank players to provide services that are affecting banks’ 
traditional markets, such as payment systems and peer-to-peer lending websites for cheap loans. 
Smartphones have become mobile wallets, enabling them to be used for a variety of banking 
transactions.

Demographical changes are also driving the digital battle. It is generally accepted that millennials 
are showing higher adoption of digital engagement and lower brand loyalty. This is another 
cause for traditional banks losing business to technology-focused vendors and other new 
entrants. However, banks have an opportunity to leverage their unique position to get out of 
their comfort zone and get into the digital battle. 

KPMG carried out a web based survey in 2012 among technology industry leaders 
from 10 countries from people at different levels in organisations to identify future disruptive 
technologies within a two to four years period. The survey recognized that mobile commerce 
ecosystem was changing at a fast pace. One of the questions was: Which industry players will 
lead the mobile payments market share over the next two to four years?  50% indicated that 
internet and tech companies will lead the market and this trend has proven to be true.

Source: KPMG Technology Innovation Survey 2012

real time banking challenge

Real-time, digital and point-to-point technologies have emerged as transformational forces. 
Faster Payments will continue to move the banking industry into the 21st century. Multiple 

countries have mandated real-time payments, and global interest continues to grow. Banks will 
need to prepare a strategy to ensure they are not marginalized by non-traditional players that 
are looking to capitalize on first mover advantage.

While the banking sector continues to debate about making transactions happen in real 
time throughout the system, BBVA Compass, a subsidiary of the Spanish multinational BBVA, 
announced a partnership with Dwolla. The $76 billion-asset BBVA Compass is the largest bank to 
partner with Dwolla, a startup based in Iowa. Dwolla is an e-commerce company that provides an 
online payment system and mobile payments network. Dwolla allows instantaneous transactions 
instead of the typical 2–3 day of the Automated Clearing House (ACH) transactions. Dwolla is 
a digital payments startup that will most probably process more than $1B in transactions this 
year. Dwolla network has no money but it talks to banks on behalf of members of the network.

United Kingdom launched the Faster Payments System many years ago and now virtually 
all internet and telephone banking payments in the UK are processed via Faster Payments. 
Presently, the FPS processes 100 million payments per month.

Innovations transforming the global banking market 

Mortgage lenders
Big banks in the US are losing out to 

nonbank lenders in mortgages. The increase in 
competition is generally good for consumers. 
Technology is driving this process where non-
bank lenders are using technology to beat the 
banks. The two influencers are the tech savvy 
consumer who likes to transact digitally and the 
need to drive costs down and increase customer 
experience through a digitized process.

In the first quarter of 2012, Wells Fargo was 
originating 28 percent of all new home loans. By 
the first quarter of 2015, its market share had 
shrunk by about half. Among the top 10 lenders, 
nonbanks accounted for over half of originations 
in 2015, up from less than 10 percent in 2010, 
according to Inside Mortgage Finance. Quicken 
Loans which was the fifth-largest loan originator 
in 2012 is now at second spot.

http://www.americanbanker.com/issues/179_173/ready-or-not-real-time-payments-are-coming-1069809-1.html
https://en.wikipedia.org/wiki/E-commerce
https://en.wikipedia.org/wiki/Online_payment_system
https://en.wikipedia.org/wiki/Mobile_payments
https://en.wikipedia.org/wiki/Automated_Clearing_House


27th Anniversary Convention 2015 8927th Anniversary Convention 201588

Peer-to-peer lenders

Peer-to-peer lending is an industry that matches people who have money with people 
who need to borrow money. The P2P lenders have begun to invade the $3 trillion consumer 
debt market, cutting banks out by providing individual borrowers with lower interest rates 
and individual lenders with higher returns than they would receive by parking their money in 
a savings account. The interest rate borrowers pay corresponds with their credit history. The 
better the credit history, the lower the rate they pay.

 
The entire process is online, using technology to lower the cost of credit and pass the 

savings back in the form of lower rates for borrowers and solid returns for investors. In America, 
the two largest P2P lenders, Lending Club and Prosper, dominate with over 95% of the market. 
Big banks and institutional investors have recently begun doing business with P2P lenders, with 
Citigroup, Union Bank, Capital One and Deutsche Bank all buying up loans originated through 
these platforms.

With the launch of Square Cash for the Apple Watch, P2P payments have arrived on 
wearable devices. Users tap dollar bills on the watch until the correct amount is reached to 
make payments. The app also allows exchanging funds with nearby devices using Bluetooth, 
and funds can be accepted with a simple tap.

contactless payments

Contactless payments can be rated as one of the most important innovation to be 
adopted by major card issuers and merchants. Consumer usage in this area has been rising at 
a significant pace. The global payment trends indicate that significant growth is expected, not 
only in volume, but also in value between now and 2020. Significant growth is expected in 
cross border transactions and in the wholesale market. According to a KPMG analysis on World 
Payments (2010), revenue from global payments, including retail payments, was estimated at 
$600 billion in 2010, and it is estimated to grow to $1.6 trillion by 2020. Tech giants like Apple 
and Amazon have released new products, Apple Pay and Amazon Local Register respectively, 
to capitalize on this trend along with startups such as Stripe and ShopKeep continuing to carve 
out market share, challenging older players like PayPal and VeriFone. The proliferation of mobile 
devices in the hands of millennials will have a significant effect on the way we pay in the future. 

The focus on payments by many global players whether in mobile banking, mobile 
marketing or mobile payments is depicted in the box below:

Source: KPMG Global Fintech Forum 2015

The use of contactless cards is in the rise 
in the many sectors, especially as it is invaluable 
for the quick service merchants who have been 
early pioneers –for example, Starbucks, Pret 
a Manger, McDonald’s. The city of London is 
adopting contactless payments for bus journeys 
and cash cannot be used for your fare. They may 
adopt an electronic option like Pingit. Barclays 
Pingit allows holders of any current account in 
the UK to transfer and receive money using any 
Android or iOS device. Small business operators 
and traders can use Pingit to get paid instantly 

by customers. Consumers can transfer cash between friends and family members, split bills in 
restaurants and so on.

The mobile point-of-sale (mPOS) is going to have a huge impact on the                                            
payments-hardware and payments-software industry. Point-of-sale is traditionally the world of 
credit and debit card companies and acquirers. A number of retailers are introducing or have 
introduced new payment options based on mobile phone apps and NFC, including Starbucks in 
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the US and Canada. In the UK, MasterCard recently announced a partnership with Weve (owned 
by Vodafone, Everything Everywhere (EE) and Telefónica UK (O2)) to develop a comprehensive 
contactless mobile payments system. 

Wearable technology, such as wristbands, is brilliant 
for younger users who are more confident with this kind 
of technology. Globally, banks may have just got to grips 
with online and mobile banking, but advances in wearable 
technology - from smart watches to wristbands and even 
Google Glass-style eyewear - could offer quicker and easier 
ways to check account balances or provide alerts and 
loyalty rewards. Most significantly perhaps, the ability to 
make payments via wearable devices using mobile wallets 
such as Apple Pay, and Samsung’s “Gear” means banks can 
play a greater role in financial management and purchasing 

decisions. There’s no more need to carry a wallet - for example, bPay from Barclaycard is a 
pre-paid account that can be linked to a wearable band that allows fast, secure contactless 
payments of up to £20.

The introduction of Touch ID is going to further promote 
mobile banking with younger users, given the safety feature 
of biometric security and the speed and convenience of not 
having to recall elaborate passwords. In early 2015, RBS and 
NatWest became the first major banks to introduce Touch 
ID as an authentication mechanism for their banking apps. 

More recently, Bank of America has updated its mobile 
banking app to allow sign-in using Touch ID. The mobile 
banking app is also compatible with Apple Watch, allowing users to view account balances 
and recent transactions for their linked checking, savings, credit card and investment accounts, 
as well as receive real-time alerts and notifications on their wrist.

attracting small businesses

There is new focus on small and medium scale enterprises (SMEs) in recent times as 
this sector may have been underserved by banks. SMEs make up a large part of Sri Lanka’s 
economy, accounting for around 80 per cent of all businesses. The SMEs play an important role 
in promoting inclusive growth. The focus on SMEs in policy discussions emanates also from 
their role in developing entrepreneurial skills, innovation and promoting economic growth. 
Promoting inclusive growth for economic growth together make a good political agenda for 
promoting social cohesion. Innovation in improving banking services to the SME sector will 
drive economic growth and economic independence of a larger population.

By way of innovation in this space, in the US market two startups serving banks are 
also advancing what banks can offer small business customers: SizeUp and alternative lender 
Mirador Financial.

SizeUp offers business intelligence based on location, to show businesses threats and 
opportunities in their space. Mining information from hundreds of inputs, most publicly 
accessible, SizeUp lets businesses compare themselves to peers and see a revenue heatmap by 
ZIP code, also help businesses determine good locations for additional branches. Wells Fargo 
is already offering the tool, as is Deutsche Bank in Italy, and Ubalde is looking to add SizeUp’s 
service to banks all over the globe. 

Mirador Financial offers banks a platform for quickly and efficiently offering small business 
loans, and was recently endorsed by the Oregon Bankers Association, a group of Oregon-
based community banks. Mirador Financial is only looking to offer its service through banks. 
The experience it allows banks to provide is up to the standard of other alternative lenders: 
fast, intuitive, and convenient.

Innovative ideas in the Sri lankan banks

Sri Lankan banks too are stepping up to the challenges presented within the local market 
and are enhancing both their digital solutions and their traditional customer experiences.  The 
telecom providers too, have been making inroads in to the mobile payment market both 
challenging the banks and enabling the rapid increase of electronic transactions.  The rapid 
proliferation of smart phones in the country has resulted in Sri Lanka having a Smart phone 
penetration of 30% which is one of the highest in the region.  Banks are also using technology 
to drive cost efficiencies and reduce processing times successfully. Though the features are not 
as advanced as indicated above, following are a few examples from the local banking sector:

Commercial Bank of Ceylon has introduced the following process improvements to 
improve customer convenience;
•	 Automated loan approval process by converting all branches into the new automated Loan 

Origination System (LOS) which enables branches to route credit applications through LOS 
and obtain approvals within 2 or 3 days.

•	 Launched an ABC (Automated Banking Center) unit at a branch situated closer to hospitals in 
Colombo aiming at providing 24 hours service. ABC can handle deposits, cash withdrawals, 
access to online banking and also apply for savings account, debit card, online banking, 

mobile banking, loan facilities and credit card.
•	 Launched the first ever Green Banking Channel 
Counter (GBC) which allows to deposit cash without 
filling any credit slips.
•	 Mobile Banking Apps launched on Android and 
iOS phones and hosted on the “Apps Store” & “Play 
Store”. These apps cover functionality from account 

http://9to5mac.com/tag/bank-of-america/
http://9to5mac.com/tag/touch-id/
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inquiry, credit card management, bill payments, fund transfers, mobile reloads etc. Also 
include a Branch/ ATM locator. 

•	 Launch of Cardless ATM Payments.

Sampath Bank has introduced the following innovative products;
•	 Sampath App version 2 - allows for an integrated solution by combining the entire range of 

mobile and tele-banking services. New app also facilitates real-time connectivity to social 
media sites.

•	 Sampath Z reload – convenient and secure method to reload your mobile phone. 
•	 mPOS – with the secure EMV encryption technology. 

Hatton National Bank engaged in the following 
innovations to enhance customer experience?
•	Life Style Mobile App using Augmented Reality, enabling 
customers to check product information, promotions and 
locate branches and ATMs. 
•	Enhanced the E Banking platform facilitating new services.
•	Installed kiosk machines for utility bill payments.
•	Launched their mPOS technology solution branded MoMo.
Seylan bank had also initiated eBanking to carry out a variety 

of banking functions using computers and SMS banking with the use of mobiles.

how can the Banks fight back?

1. Need to be more customer focused - should have a single customer view and the branch 
should be service led branch of the future. There is an opportunity for banks to more 
aggressively leverage smartphones and combine that with big data and social media to 
drive significantly new consumer experiences. JP Morgan Chase has provided a mobile 
application that allows customers and non-customers to better manage their mortgage 

experience, by providing capabilities 
for home search, allowing them to 
rate and compare, take and store 
photos and videos, see neighborhood 
information, keep a journal and 
calculate mortgage payments. This 
is an excellent example of a bank 
expanding well beyond the traditional 
model to provide a full range of 
service to help win new customers.

2. Improve cost efficiency – Should introduce P2P as part of a multi-channel strategy to 
compete with other disruptors. Banks also need to accelerate the digital service model for 
transactional banking that does not need any human input. Payments will be a cornerstone 
in the next phase of digital banking. McKinsey research forecasts that more than 50 percent 
of incremental revenue in almost all banking products in Western Europe will be digital by 
2018. An example of a mobile payment company encroaching into banking space is Square 

Inc,  a financial services, merchant services 
aggregator and mobile payment company 
based in San Francisco, California. Square, 
is transforming retailing which processed 
$1B in payments in 2011 and went to $30B 
in 2014. Square provides an alternative to 
the traditional card companies and has 
now expanded into small business services 
such as Square Capital, a financing program, 

and Square Payroll.

3. Improve agility – Invest in innovation labs and incubators. Can also invest in potential 
competitors disrupting banking operations. Digital Banking startup Simple Bank, before 
being acquired in 2014 by Spanish bank BBVA was processing over $1B in transactions in 
its first year. The company launched in the summer of 2012. By January 2013, the company 
had 20,000 customers and had processed more than $200 million in transactions. By July 
2013, its customers had increased to 40,000 and total transactions values increased to 
greater than $1 billion. At the end of 2013, Simple reported processing on average around 
13 debit transactions per minute with an overall customer balance of $64 million.

4. Improve use of data – look beyond the standard. The fact that data – and more specifically 
the analytics of data – is creating massive value for organizations is irrefutable. Almost 
70 percent of all C-level executives say that data and analytics (D&A) will be important 
to revenue growth going forward and 55 percent say they have already changed their 
business strategy to meet the challenges of big data, in a survey. Like Google and Facebook 
using big data to market the items you search online, the next wave of innovation in finance 
will be around mobile shopping and payments. Using big data and mobiles there is an 
opportunity to transform the buying experience by providing location based marketing and 
incentives to use your bank credit/debit card for payment, in particular stores.

5. Reduce the advantages nonbank digital players enjoy - some important advantages, 
include fewer regulatory constraints, a higher risk appetite and greater understanding from 
customers due to the positive experience they provide. For example though the payments 
business remains mostly within the core bank franchise, internet and tech attackers such 
as Google, Apple, and PayPal threaten critical sources of revenue of banks and have been 
taking away significant portions of it. 

http://www.google.lk/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&uact=8&ved=0CAcQjRxqFQoTCOuaiYfOiMgCFYI4pgodGNgF1A&url=http://www.youtube.com/watch?v=53WkTNqbNgA&psig=AFQjCNGAb3RoTYTgM0sPwisvdLS8mlOJlw&ust=1442941434804312
https://en.wikipedia.org/wiki/Financial_services
https://en.wikipedia.org/wiki/Merchant_account_provider
https://en.wikipedia.org/wiki/Merchant_account_provider
https://en.wikipedia.org/wiki/Mobile_payment
https://en.wikipedia.org/wiki/San_Francisco
https://en.wikipedia.org/wiki/California
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6. Business model needs to be integrated – different to the way banks were dealing with 
Fintech challengers. There should be more collaboration with Fintech providers integrating 
deposits, payments, lending and operations which is bound to improve customer experience. 

Source: KPMG Global Fintech Forum 2015

Innovation across customer service channels means banks have to engage with multiple 
Fintech/IT product vendors and service vendors to deliver the outcome. While having these 
multiple capabilities is critical, in the traditional model these often overlap and lacked integration 
among them. 

7. Finally, foreign currency remittances to the developing world are expected to reach $440 
billion in 2015, and global remittances, including those to high income countries, are 
projected to grow to $586 billion. Foreign remittances from Sri Lankan workers abroad is 
one of the primary sources of foreign exchange for Sri Lanka. Such inward remittances are 
expected to reach US$ 7 billion, in 2015. The volume of informal remittances, that bypass 
the formal financial system, are considered to be as large as formal remittances. Therefore, 
using smart phones to promote mobile money transfer facility will increase convenience, 
make it happen in real time and move customers to the formal system. 

role of governance in innovation

Rapid pace of innovation across technology (mobile, cloud, social, analytics and big data) 
requires an effective risk mitigation policy. If those in governance roles do not understand 
the risks and challenges of digital transactions the banks could face some serious danger. It is 

considered good practice that the board is responsible for both establishing and overseeing 
the bank’s enterprise-wide risk management system and ensuring that it is compatible with 
its strategy and risk appetite, which would include its digital ambition too. Banks should have 
their risk-management and control functions independent of profit centres and the “chief risk 
officer” should be able to report directly to the board along the lines already advocated in the 
OECD Principles.

Another aspect of governance with online transactions where customers have 24/7 access 
is cyber security. Dealing with cyber threat is complex. The risk posed by cyber attackers - from 
individual, opportunistic hackers, to professional and organized groups of cyber criminals with 
strategies for systematically stealing intellectual property and disrupting business is critical. The 
board and management of banks should ensure that the organization understands cyber risks 
and sets the right priorities. Focusing on technology alone to address these issues is not enough, 
banks have to put in place the right governance and the right supporting processes, along with 
the right enabling technology to effectively manage this risk.

The board should have assertive individuals to ensure that it is not blindsided by the success 
of innovative ideas without understanding their risks. When a bank is successful directors should 
not be shy to ask questions and discuss how they’re successful. In such situations, the board 
and management often have stars in their eyes and tend to look the other way. This type of 
culture has led to many large corporate frauds like the Barings Bank, Societe Generale, UBS, etc.

The story of Kweku Adoboli, the rogue trader, who brought the Swiss banking giant UBS 
to its knees with losses of £7.5bn supports the above argument. Adoboli told at his trial “We 
were told to push the boundaries, so we pushed the boundaries. We were told you wouldn’t 
know where the limit of the boundary was until you got a slap on the back of the wrist. We 
found that boundary, we found the edge, we fell off and got arrested”. The prosecuting lawyer 
summed it well, “you played God in that bank, tearing up the rules and doing whatever you 
wanted. Rules were for other people: that was your attitude.” Therefore, governance structures 
and processes are very important when banks innovate for growth and profit.

Another aspect of innovation is that it leads to higher risk due to venturing out of your 
comfort zone. Incentivizing management is a vital component for innovation. One of the reasons 
attributed to the financial crisis is that executive pay arrangements contributed to excessive risk 
taking during the run up to the crisis. The possibility that executive compensation significantly 
contributed to excessive risk taking in the pursuit of extra ordinary profits was taken very seriously 
by the regulators in the US.

The governance of remuneration/incentive systems often failed because boards are unable 
or incapable of exercising objective, independent judgment. In some cases the link between 
performance and remuneration is very weak or difficult to establish. Therefore, if banks were to 
promote innovation and acceptable level of risk taking, remuneration/incentive systems should 
be fixed to eliminate excessive risk-taking incentives which would contribute to maintaining 
financial stability.
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In conclusion, the board has a critical role in supporting innovation. Some of the issues 
encountered by financial services companies could have been prevented with better governance 
processes and risk management. As such regulatory authorities are cautious in establishing 
a regulatory framework that encourages innovation and at the same time safeguards all 
stakeholders. It is a challenge to find the right balance between innovation and security in the 
digital world. Whilst the boards have to ensure innovation does not compromise on security 
aspects, regulations also should not inhibit banks’ forward march towards better efficiencies 
and customer experiences. However, banks will not be able to successfully innovate on their 
own. Partnering with FinTech companies provides a broader range and lower cost access to 
innovation, greater agility, potential investment opportunities and a strategic option for an 
uncertain future, where collaboration will be king.

If Sri Lanka’s aim to be a financial hub is taken seriously, it is also absolutely essential that 
the banks place innovation and investment in technology at the core of their business model. 
The local banks will also have to attract international customers with innovative product and 
service offerings to expand the banking sector in order to become a hub.
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