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Agenda

● How banks can get in shape for the battle ahead

● IBM Smarter Banking
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Financial Collapse of 2008 – 2009
– #1 Reason: Poor Risk Management

Toxic Assets in the System
● Governments worldwide have spent 

more than $10T to rescue the 
financial sector

● IMF has estimated the global toxic 
assets to be ~$3T5
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FDIC-insured “Problem Institutions”
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Thousands of regulations 
worldwide; Hundreds more 
being added.4

Governance, 
Compliance

Billions of market trades each 
day: global trading systems are 
under extreme stress with limited 
insight into the risk assumed3

Operational Risk

Millions of electronic attacks, 
yearly, focused on the finance 
sector2

Financial Crimes

80% of firms don’t have integrated 
risk processes1

300% rise in FDIC bank closures

Financial Risk

Risk

Source: : 1 Governance, risk and compliance in financial services, The Economist June 2008, IBM CRO Survey; 2 IBV analysis; 3 “The Smarter 
Financial Services Industry: Forging a path to smarter financial services growth, stability and resiliency”,  4 IBM "Navigating the Compliance 
Labyrinth: The Challenge for Banks 2007" (Deloitte) , IBM Forecast; 5. IMF GFSR Sept 2009
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Bankers remain uncertain of their business model

Note: Question asked: (1) What keeps you up at night?; 
Source: (1)  IBM / EIU survey 2008; IBM Institute for Business Value analysis

What Keeps you Awake at Night 1?
(Percentage of Executives Interviewed)

Restoring 
balance sheet 
health

n=100

Business 
model 

uncertainty

Business Models

IBM Banking Study - 2009

IBM Institute for Business Value
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Profit pools within the eco-system are shifting 
with the Universals losing most ground

Notes Size of ball reflects revenue. 1: Pre-tax margin calculated as ((Pre-tax Profit) / (Net Interest Income + Non Interest 
Income)); Revenue assumed to grow at a rate of 0% for 2009, and 50% of the avg.2003-8 growth rates for 2010 and 2011 
respectively, Further, 10% reduction in cost and loan loss provision is assumed between 2009 -11. Insight specialist sample 
includes the merged entity Thomson Reuters Corporation in 2008,; Source: IBV Analysis; See appendix for list;  3 
http://www.swift.com/sibos2009/news/new_normal.page; 3 Sep 09

Pre-tax Margin vs. Revenue Growth
2007-8

Pre-tax Margin vs. Revenue Growth
2009-11E2

Networks

Revenue Growth – CAGR (2007-08)
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Pre-tax Margin vs. Revenue Growth
2003-6
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“ Those profits from the past were 
not real profits 3”
Franco Passacantando, M.D., Central Banking, Banca
d’Italia at Sibos Sept 2009
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Note: Question asked: For each product, which type of firm will be best able to meet clients’ needs in the future? 
Source: IBV/Economist Intelligence Unit Banking Survey 2008; IBM Institute for Business Value analysis

58% of executives believe specialists will 
outperform large universal banks in better 
meeting clients needs over the next 3-5 years

Customers perceive bank services as commodity and 
are looking elsewhere for more sophisticated needs

Customers preferences for providers of 
financial products and services
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�Approach : Enable use of available 
infrastructure (mobile phones) to transact 
payments and access banking services.  
Tapping informal, cash economies with limited 
infrastructure.  Has reduced merchant fees.

�Impact :  
�Mobile transactions will total $22B by 2011

�P2P mobile payments are driving rapid 
adoption in the developing world

�Contactless payments, key in mature 
markets, will be used by 52mm by 2011

Delivery
(Mobile Payment Providers)

Specialists are delivering increasing customer valu e through innovation

�Approach : Provide 24X7 community forums 
for making person to person, small business 
and real estate loans, offsetting risk and 
providing access to the underbanked. 

�Impact :  

�Peer-to-peer lending sites claim over 
500,000 members and $300mm in loans

�Growing use of Internet tools and delivery 
among the world’s 7.000 micro lenders 
and 16mm micro borrowers

Service
(Peer-to-Peer Lenders)

�Approach : Give customers access to web 
sites that help them manage their finances.  
Enable knowledge sharing among 
communities of consumer investors

�Impact :  

�44% of Internet users in US report getting 
financial advice or information online

�Unique visitors to finance web sites are 
growing at about 10% per year

Advice
(On-line Communities of Advice)

Source: Company web sites; Grameen Bank; Juniper Research; Pew Trust;  
comScore Media Metrix; IBV interviews; IBM Institute for Business Value analysis, 
No Bank is an Island

Bullpoo.com

Specialization is a winning theme  

Specialists have been cherry-picking select custome r 
segments – 28% of executives mentioned online and mo bile 
players as potential threats
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� ING Group established ING Direct in 1997 as a 
direct banking subsidiary targeting Europe, North 
America and Australia, offering:
- A few simple financial products

- High savings rate

- Direct distribution exclusively

- Major marketing spending

� Other banks had embraced direct banking 
previously, but the ING Direct significantly disrupted 
major markets by:
- Clearly differentiating from competitors by offering a 

simple, compelling proposition

- Marking locally, within a common global message

- Providing simple design, and flexible, reusable 
operational architecture

� By 2008, ING Direct had 21.5 million customers 
globally, including 6.5 million in the US1

� Since 2005, ING has experienced more intensive 
competition from HSBC, Citi and others, but remains 
a formidable competitor

� Late 2007, ING Direct USA acquired ShareBuilder
(7th largest US online broker), with a view to 
expanding its offering, and disrupting further

ING Direct 

ING Direct Number of Direct Accounts 2

ING Direct Annual Pre-tax Profit 2

Slowing profit 
growth reflects 
closing of 
competitive 
gap after initial 
disruption

Stable account 
growth

“I'm actually surprised it took five years [for Citi and HSBC to 
enter the direct banking space] … we don't worry about having a 
number of competitors. I think they have a real handicap – in 
that they are big traditional banking institutions”

Arkadi Kuhlmann, ING Direct, CEO3

1 http://home.ingdirect.com/about/about.asp, May 2008; 2 Forrester, The Sources of ING Direct’s Success (2007), ING Infiltrates the Brokerage Market with 
ShareBuilder (2008); IBM analysis  3 http://www.paymentsnews.com/2006/04/ing_direct_ceo_.html
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Banks in emerging markets
have improved their cost structure over the last two years

Cost: Income ratio vs. RoA
2003-6

Notes: Cost is defined as operating expenses, including depreciation but without provisions; Income ass the sum of net interest income and non-interest income. 
Return on assets is calculated as: (Pre-tax Profit) / (Total Assets). Size of bubble represents average size of assets. EU* = European Union, Norway, Switzerland 
and Turkey; Emerging Markets include Asia (excluding Japan & China), Brazil, Russia and South Africa. n= The Top 200 banks as ranked by thebanker.com on the 
basis of Tier 1 Capital.                            
Source: thebanker.com, IBV Analysis

Business Models

Cost: Income ratio vs. RoA
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� In April 2005, Credit Suisse announced its One 
Bank initiative by merging the Credit Suisse 
private and retail bank, and CSFB investment 
bank and asset management functions1

� Credit Suisse also decided to strategically 
expand its Asian operations in Singapore, HK, 
China and elsewhere2

� IT, HR and other functions are now managed 
globally, with specific activities and functions 
sourced from Centers of Excellence in Pune, 
India and elsewhere

� Despite current problems with a slowing global 
economy and problems sub-prime exposure 
experienced by some key competitors, Credit 
Suisse remains committed to the One Bank 
concept and the efficiencies and benefits it is 
expected to deliver4,5

� Centralization of some processes also support 
efforts underway to normalize cultures across 
geographies and LOBs

Credit Suisse and “One Bank”

“Our strategy of a globally positioned and integrated bank, 
combining investment banking, private banking and asset 
management, is working well even in difficult market conditions”

Walter Kielholz, Credit Suisse, Chairman6
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Note: Question asked: Which financial services capabilities become more/less important to you in the next 3-5 years?  Rank 1-6. How much would 
your clients be willing to pay over existing rates to ensure that you deliver on specific factors, Select 0%, 5%, 10%, 15% or more, don’t know.  
IBV/Economist Intelligence Unit Banking Survey 2008; IBM Institute for Business Value analysis

Banks & Customers Have Different Values

Disconnects: Client Vs. Provider Perceived Value an d Premiums
(Percentage of Survey Respondents)
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Branch

Online Website
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Advisor 

ATM / Kiosk

Phone / Call
Center

Mobile Device

Online
Community
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Traditional Service
Expectants
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Channel Usage Vs. Variance From Average
(Next 5 years, by segment. Percentage of Survey Respondents)

Look at Who Values What

Clients

N=7343

Note: Question asked: What will be your preferred channels for buying financial services over the next 5 years? Scale of 1-6 where 1=Not important 
and 6=Very important. Source: IBM Institute for Business Value Banking Survey 2008
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Steps to Financial Success

Become a Smarter Bank                          

● Revitalize the balance sheet / restore shareholder value

● Simplify processes

● Invest in higher-value services

● Understand customer values

● Rebuild customer trust

● Manage holistic risk, manage governance and compliance 

● Reform culture for making risk-based decisions
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Agenda

● How banks can get in shape for the battle ahead

● IBM Smarter Banking
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$1,264 trillion
The value of global assets3 will 
quadruple by 2025 – calling on 
a vibrant global financial 
system to intermediate and 
manage.

Half the world is unbanked. 
Just over half of world’s 
adult population do not use 
formal financial services to 
save or borrow.2

2.5 billion
Growth in world GDP1 from 
2010 thru 2025 will put the 
current crisis in context. 

5.8% CAGR

1 - Nominal 
2 - http://financialaccess.org/sites/default/files/110109%20HalfUnbanked_0.pdf
3 - Assets = deposits, equity and fixed income 

Reasons to be optimistic
There is an extraordinary opportunity !
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Develop enterprise 
wide capabilities to 
enable informed 
judgment, client-
centricity and 
profitable growth

Achieve compliance 
objectives while 
mitigating operational 
risk, fighting crime and 
optimizing financial 
returns

Drive a simplified and 
streamlined agile 
enterprise that 
balances growth,  
efficiency and 
business resiliency

Integrate risk 
management

Develop new 
intelligence

Rethink the 
business model

Growth requires smart institutions to 
think and act in new ways
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Smarter banking solutions have a 
common set of attributes

INTERCONNECTED INTELLIGENT

Financial products are 
decomposed and 
managed at the atomic 
level, allowing the 
participants to 
measure, control, 
sense and respond 
quickly and precisely 
based on a “single 
source of truth.”

A smart bank is built 
on systems that 
advance processing to 
better automate 
transactions with 
counterparties, 
partners and suppliers 
to enable innovation 
across the value chain.

A smart bank enables 
the rapid, intelligent 
analysis of a vast mix 
of structured and 
unstructured data to 
improve insight, 
enable informed 
judgment and fight 
abuse.

INSTRUMENTED

+ =+

SMARTER BANKING

A smart bank 
anticipates client 
needs and delivers 
innovative products 
more quickly and 
consistently than the 
competition. It can 
respond nimbly to 
changes in market 
conditions.
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Banking Industry Imperatives - 2010

Macro
§ Changing economic 

conditions
§ Globalization

§ Risk management

Consumer
§ Empowerment
§ Changing preferences

Emerging technology
§ Technology innovation
§ Pervasive connectivity

Competitive
§ Consolidation
§ New business models

Improve customer care and 
insight

Manage governance, risk and 
compliance

Increase operational efficiency
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IBM Smarter Banking Insights

Bank location

ATM

Point 
of sale

Mail

Web

Phone

MICROFINANCE

POINT OF SALE AS ATM

MOBILE BANKING

SOCIAL NETWORKING

• Banks want a 360° view of their customers
• Banks want their customers to have an unified experience at every touch point

“Drawing on marketplace 
insights and engaging 
customers as co-developers, 
a smart financial institution 
tailors products and services 
on demand and delivers 
them through an ever-
evolving and increasingly 
interconnected set of 
channels.”
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The IBM Banking Framework

● Banking solutions address the diverse 
business and IT needs of our clients 
through integrated IBM offerings

● Applications are provided by IBM best-in-
class independent software vendor (ISV) 
business partners

● Software that supports banking solutions 
is delivered by the IBM Banking Industry 
Framework

● Services help clients maximize their 
investments, decrease costs, and realize 
value more quickly

● Technology , including hardware and 
storage, supports flexible and scalable 
solutions in a dynamic infrastructure
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The IBM Banking Framework – 4 solution areas

The framework provides a banking-
specific software platform with…

● Banking extensions and pre-built 
solution accelerators to speed 
deployment

● Best practices and business-
specific usage patterns to lower risk

● Support for adoption of open and 
industry standards

● A choice of business applications 
from IBM business partners

● An approach to align technology 
with business needs

The framework gives you speed, flexibility 
and choice in deploying solutions while 

reducing cost and risk!

Integrated Risk
Management

Customer 
Care and 
Insight

Integration
Optimization

Analytics
Collaboration

Security
Resiliency

Core Banking 
Transformation

Payments
and

Securities
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Lotus is a key enabler for Customer Care and 
Insight

23

� Customer Segmentation and Profitability 
� Campaign Management 
� Marketing Communication 

� Common Channel IT Architecture 
� Channel Renovation (including Internet, Mobile, 

Teller and Branch, Contact Center, ATM and Kiosk)

� Customer Analytics 
� Business Insight 
� Search & Discovery Analytics 
� Threat & Fraud Intelligence 

� Cross Sell / Up Sell 
� Lending Optimization 
� Dynamic Product Bundling 
� Customer Onboarding (aka Account Opening) 

� Case Management 
� Contact Center Optimization 
� Disputes
� Event-Based Decisioning 

� Customer Data Integration 
� Common Data Warehousing and Models 
� Enable Information as a Service (SOA Foundation and Infrastructure) 

� Customer Preferences 
� Know Your Customer

Customer 
Care and 
Insight

Customer 
Information 
Optimization

Compliance 
Process 

Optimization

Customer 
Insight 

Optimization

Multi-Channel 
Transformation

Sales 
Process 

Optimization

Service 
Process 

Optimization

Marketing 
Process 

Optimization

Integration
Optimization

Analytics
Collaboration

Security
Resiliency

Customer 
Care and 
Insight
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Legal Disclaimer
© IBM Corporation 2010. All Rights Reserved.

The information contained in this publication is provided for informational purposes only. While efforts were made to verify the completeness and accuracy of the information contained in this publication, it is provided 
AS IS without warranty of any kind, express or implied. In addition, this information is based on IBM’s current product plans and strategy, which are subject to change by IBM without notice. IBM shall not be responsible 
for any damages arising out of the use of, or otherwise related to, this publication or any other materials. Nothing contained in this publication is intended to, nor shall have the effect of, creating any warranties or 
representations from IBM or its suppliers or licensors, or altering the terms and conditions of the applicable license agreement governing the use of IBM software.

References in this presentation to IBM products, programs, or services do not imply that they will be available in all countries in which IBM operates. Product release dates and/or capabilities referenced in this 
presentation may change at any time at IBM’s sole discretion based on market opportunities or other factors, and are not intended to be a commitment to future product or feature availability in any way.  Nothing 
contained in these materials is intended to, nor shall have the effect of, stating or implying that any activities undertaken by you will result in any specific sales, revenue growth or other results. 

If the text contains performance statistics or references to benchmarks, insert the following language; otherwise delete:
Performance is based on measurements and projections using standard IBM benchmarks in a controlled environment.  The actual throughput or performance that any user will experience will vary depending upon many 
factors, including considerations such as the amount of multiprogramming in the user's job stream, the I/O configuration, the storage configuration, and the workload processed.  Therefore, no assurance can be given 
that an individual user will achieve results similar to those stated here.

If the text includes any customer examples, please confirm we have prior written approval from such customer and insert the following language; otherwise delete:
All customer examples described are presented as illustrations of how those customers have used IBM products and the results they may have achieved.  Actual environmental costs and performance characteristics 
may vary by customer.

Please review text for proper trademark attribution of IBM products.  At first use, each product name must be the full name and include appropriate trademark symbols (e.g., IBM Lotus® Sametime® Unyte™).  
Subsequent references can drop “IBM” but should include the proper branding (e.g., Lotus Sametime Gateway, or WebSphere Application Server).  Please refer to http://www.ibm.com/legal/copytrade.shtml for guidance 
on which trademarks require the ® or ™ symbol.  Do not use abbreviations for IBM product names in your presentation. All product names must be used as adjectives rather than nouns.  Please list all of the trademarks 
that you use in your presentation as follows; delete any not included in your presentation.
IBM, the IBM logo, Lotus, Lotus Notes, Notes, Domino, Quickr, Sametime, WebSphere, UC2,  PartnerWorld and Lotusphere are trademarks of International Business Machines Corporation in the United States, other 
countries, or both.   Unyte is a trademark of WebDialogs, Inc., in the United States, other countries, or both.

If you reference Adobe® in the text, please mark the first use and include the following; otherwise delete:
Adobe, the Adobe logo, PostScript, and the PostScript logo are either registered trademarks or trademarks of Adobe Systems Incorporated in the United States, and/or other countries.

If you reference Java™ in the text, please mark the first use and include the following; otherwise delete:
Java and all Java-based trademarks are trademarks of Sun Microsystems, Inc. in the United States, other countries, or both.

If you reference Microsoft® and/or Windows® in the text, please mark the first use and include the following, as applicable; otherwise delete:
Microsoft and Windows are trademarks of Microsoft Corporation in the United States, other countries, or both.

If you reference Intel® and/or any of the following Intel products in the text, please mark the first use and include those that you use as follows; otherwise delete:
Intel, Intel Centrino, Celeron, Intel Xeon, Intel SpeedStep, Itanium, and Pentium are trademarks or registered trademarks of Intel Corporation or its subsidiaries in the United States and other countries.

If you reference UNIX® in the text, please mark the first use and include the following; otherwise delete:
UNIX is a registered trademark of The Open Group in the United States and other countries.

If you reference Linux® in your presentation, please mark the first use and include the following; otherwise delete:

Linux is a registered trademark of Linus Torvalds in the United States, other countries, or both.

Other company, product, or service names may be trademarks or service marks of others.

If the text/graphics include screenshots, no actual IBM employee names may be used (even your own), if your screenshots include fictitious company names (e.g., Renovations, Zeta Bank, Acme) please update and 
insert the following; otherwise delete:
All references to [insert fictitious company name] refer to a fictitious company and are used for illustration purposes only.


