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The financial-services industry 
is in the middle of a storm and fac-
es pressure from many sides. Ex-

pectations and impacts from the following 
groups become increasingly demanding:

t�$VTUPNFST
t�3FHVMBUPST
t�4IBSFIPMEFST
t�)VNBO�UBMFOUT
t�.BDSP�FDPOPNJD�DPOEJUJPOT
t�&NFSHJOH�UFDIOPMPHJFT
t�/FX�DPNQFUJUPST��F�DPNNFSDF�CJH�EBUB�

and fintech firms,
t�*ODSFBTFE�SJTLT��DZCFS�BUUBDLT�BOE�JOGPS-

mation risks,
t�1VCMJD�QFSDFQUJPO�

Since the financial crisis, the pace of new 
regulations has dramatically increased, 
and new published regulations have tri-
pled. The cost of regulatory fines in the last 
10 years is estimated to be $300 billion.

Banks are under attack from two sides. 

How Can 
Regtech Make 
Bank Clients 
Happy Again?
(Regtech Is More than 
Just the New Fintech)

Big-data companies such as Amazon, 
Google, Facebook and eBay have creat-
ed new ways of doing business and in-
creasingly integrate basic financial services 
into their value chains, e.g. payments and 
commercial loans. Moreover, new financial 
technology (fintech) players are acting like 
piranhas nibbling away high margins from 
profitable businesses. 

How to meet the regulatory 
challenges and turn them into 
advantages
Despite new technological and intellectual 
capabilities, banks are only slowly changing 
their way of doing business. Why aren’t they 
moving faster? Some reasons are the cultur-
al differences and dominating mind-sets in 
incumbents’ organisations. As seen else-
where, technology is not the real challenge, 
but overcoming the resistance to change and 
changing mind-sets and execution is. This 
requires a willingness and openness to leave 
well-trodden paths and even exit or give up 
control of business lines.

Regulations and compliance topics are bor-
ing for many and hated by even more peo-
ple. Compliance tasks are time-consuming 
and often done manually by literally com-
pleting tick-the-box exercises; they do not 
improve the service quality and even de-
crease client satisfaction.

What has made the situation more chal-
lenging in recent times is the fact that fi-
nancial service providers (FSPs) are no 
longer the technology leaders they once 
were decades ago. This role is now taken 
by big e-commerce and social-media com-
panies such as Amazon, Alibaba, eBay, 
Google and Facebook. They collect mas-
sive volumes of data in real-time and on a 
global scale. Their data-management ca-
pabilities require an intelligent workforce 
who make these skills scarce elsewhere, 
including amongst the FSPs. Banks are no 
longer the magnet for talents. Young talents 
search for work with technology companies 
and startups; also, an increasing number 
of senior talents are leaving banks to gain 
back freedom and thrive in an entrepre-
neurial environment.

Customer centricity and regulatory 
compliance
“Finance is the only industry where the leg-
islator orders the operators to know their 
clients.” (Hamberg, 2017)

Fintechs focus on customer value by na-
ture; whereas banks, complex organisa-
tions with long decision-finding processes, 
often don’t have the client in mind. Their 
priority is compliance whatever the mar-
keting promises are. Fintech start-ups fo-
cus on user-driven applications and deal 
with regulation in a second step. Banks, 
given their risk aversion, often don’t even 
get started with innovative new client func-
tions because of perceived risks, poten-
tial conflicts with regulatory compliance 
or unknown territory requiring structural 
changes. How can customer centricity and 
compliance be brought together?

Let’s look at the example of a digital-wealth 
advisor. Three conditions need to be met to 
live up to client expectations:
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Three types of regulation:

t�/PO�GJOBODJBM�SFHVMBUJPO
t�'JOBODJBM�SFHVMBUJPO��DPNQMJBODF�

in trading, risk and capital ade-
quacy, financial and regulatory 
reporting,

t�$PNQFUJUJPO�BOE�NBSLFU�SFHV-
lation.

After the financial crisis, new laws 
and rules were mainly non-finan-
cial regulations. These are rules 
regarding conduct, consumer pro-
tection, compliance with proce-
dures and laws, including op-
erational risk measures such as 
employee misconduct and consum-
er-protection measures. Exam-
ples include the European Union’s 
Market Abuse Directive (MAD) 
and General Data Protection Reg-
ulation (GDPR), the United States’ 
Foreign Account Tax Compli-
ance Act (FATCA) and global an-
ti-money laundering (AML) and 
enhanced Know Your Customer 
(KYC) regulation.

1. Suitability check for investment products 
at the time of decision-making and con-
tinued monitoring/adjustments;

2. Multidimensional risk management; 
3. A human touch for the social aspects of 

the client relationship.

Digital processes mean that the client is en-
tering his data by himself. Whenever possi-
ble, fintechs allow users to reuse their own 
data from other platforms, e.g. LinkedIn or 
Facebook. The output is then created by the 
software application and can be reviewed 
by the client and the service provider.

As banks cannot sell their data, they have 
to use it themselves. Re-using this data 
could improve client services and satisfac-
tion. Even more, staying one step ahead 
of their clients by automatically predict-
ing their clients’ individual behaviours and 
needs, they can offer products and servic-
es that a client wouldn’t typically associate 
with a bank but rather with a fintech.

Open banking is the new paradigm 
The new European Payment Services Di-
rective (PSD2) will allow anyone in the 
Single Euro Payments Area (SEPA) ac-
cess to the banking data. Banks that are 
not ready to improve their client-services 
risk by being separated from their clients 
will ultimately lose out. In a disaggregat-
ed financial market, banks may offer their 
“backbone” for new services arranged for 
specific client groups. A successful collab-
oration should increase transaction vol-
ume and profitability. New coordinating 
functions including integration technology 
will be required. Standard interfaces such 
as Application Programming Interfaces 
(APIs) enable open banking via an Internet 
of Things-like approach. 

Examples show that a digital transfor-
mation is possible. Digital banking mat-
ters for several reasons. Digital banks 
have emerged from nowhere in a relative-
ly short period of time; most are two years 
old—or younger. Many of the digital banks 
use innovative technology to confirm the 
identities of clients and meet Know Your 
Customer (KYC) requirements. In theory, 

digital banks could radically transform the 
financial-services landscapes in the mar-
kets in which they operate. 

How can regtech make a 
difference?
Banking has to happen wherever the cus-
tomer is. To win back the client game, 
banks have to adapt to the new realities. 
Regulatory compliance must become a 
largely automated and recurring process.

Many new regulations issued in the last 
10 years force banks to perform pre-trans-
action activities, e.g. client and product 
suitability checks, obtaining an extend-
ed range of credit-risk information. This 
has led to countless new internal proce-
dures and a massive increase in manual 
and time-consuming efforts, often sup-
ported by external service providers. The 
internal-compliance organisations now 
dominate “business as usual”, and they 
have become bureaucratic; quite the op-
posite of what stakeholders expect from 
a slimmer and more cost-efficient organ-
isation. As a result, client service has not 
improved, and overall client satisfaction 
has even decreased.

“ Banking has to happen wherever the customer 
is. To win back the client game, banks have to adapt 
to the new realities. 

”
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SHORT-TERM BENEFITS 
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... ttt . .. 
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Reduced �cost�of�compliance,

simplifying�and�TUBOEBSEJTJOH�

compliance �QSPDFTTFT��

4VTUBJOBCMF� and� scalable� TPMVUJPOT�

allowing� GPS�GMFYJCJMJUZ�and�growth�

BT� business� OFFET� change.�

"EWBODFE�data�analytics,�

examining�regulatory�information�

JO�various�ways.�

Risk�BOE�control�convergence,�

linking�control�BOE�risk�

frameworks�seamlessly.�

LONG-TERM BENEFITS  

Positive�customer�FYQFSJFODF�

driven�CZ�platforms�such�BT�

robust� GSBVE�EFUFDUJPO��

*ODSFBTFE�market�stability�fostered

UISPVHI�technologies�UIBU�protect�

UIF� financial�health�PG� institutions.�

Improved�governance�XPO�by�

providing�greater�DPOGJEFODF�

in�NFFUJOH� the�board's�BHFOEB��

Enhanced�regulatory�reporting�

BDIJFWFE�UISPVHI�data�activities�

BOE� submissions� UP�authorities.�

Source:�EY�2016

SHORT-TERM BENEFITS 

ttt ... . .. 
... t� ... 
... ttt . .. 

0101 
0101 
0101 
0101 

Reduced �cost�of�compliance,

simplifying�and�TUBOEBSEJTJOH�

compliance �QSPDFTTFT��

4VTUBJOBCMF� and� scalable� TPMVUJPOT�

allowing� GPS�GMFYJCJMJUZ�and�growth�

BT� business� OFFET� change.�

"EWBODFE�data�analytics,�

examining�regulatory�information�

JO�various�ways.�

Risk�BOE�control�convergence,�

linking�control�BOE�risk�

frameworks�seamlessly.�

LONG-TERM BENEFITS  

Positive�customer�FYQFSJFODF�

driven�CZ�platforms�such�BT�

robust� GSBVE�EFUFDUJPO��

*ODSFBTFE�market�stability�fostered

UISPVHI�technologies�UIBU�protect�

UIF� financial�health�PG� institutions.�

Improved�governance�XPO�by�

providing�greater�DPOGJEFODF�

in�NFFUJOH� the�board's�BHFOEB��

Enhanced�regulatory�reporting�

BDIJFWFE�UISPVHI�data�activities�

BOE� submissions� UP�authorities.�

Source:�EY�2016

Compared to other industries, the entry 
barrier into banking is much higher and 
requires substantial efforts to establish a 
sustainably profitable business. Observers 
of the rapidly changing financial-servic-
es landscapes can easily see that new en-
trants are especially successful if they are 
not overburdened by time-consuming reg-
ulatory requirements. This is demonstrat-
ed in basic banking services, e.g. payments, 
current accounts, retail cross-border pay-
ments. Incumbents fear that this will cre-
ate a disadvantage for them.

Many higher-margin businesses, e.g. 
wealth management and structured fi-

nance, require extended and complicated 
compliance efforts. This is where finan-
cial-services providers with their knowhow 
and experience can make a difference. 

Making it happen
Banks need to radically rethink their ser-
vice and product strategies. A holistic-solu-
tion approach to regain the overview re-
quires the following elements:

t�4USBUFHZ��TFSWJDF�BOE�QSPEVDU�SPBENBQ
t�(PWFSOBODF�PG�QSPDFTTFT�EBUB�JOGSBTUSV�

cture, integration,
t�1BSUOFS�TUSBUFHZ��SFHUFDIT�GJOUFDIT�UFDI-

nology, integration partners.

Banks have to ask their clients what they 
really want of a digital bank:

t�"SF�DMJFOUT�QSJNBSJMZ�MPPLJOH�GPS�MPX�DPTU�
solutions and benefits from the branch-
less nature of digital banks?

t�"SF�DVTUPNFST�MPPLJOH�NBJOMZ�GPS�B�VTFS�
experience that is only possible with cut-
ting-edge technology?

Whatever the answer, the new value propo-
sitions for products and services need to in-
tegrate compliance requirements as service 
elements, not just with a compliance but 
also with a client satisfaction goal in mind. 
The redefined strategy shall be outlined in 
an implementation roadmap.

BENEFITS OF REGTECH
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Examples and proof points of 
way forward:

t�&MFDUSPOJD�JEFOUJGJDBUJPO�	F*%
��
The verification of eIDs is seen 
as one of the most potent and in-
stantly useful services, e.g. for 
account-opening, KYC and an-
ti-money-laundering purposes.

t�*OWFTUPS�SJTL�QSPGJMJOH�BT�B�TFS-
vice can increase client satisfac-
tion and open new ways of doing 
business. A user-centric mod-
el would allow banks to focus 
on data validation and suitable 
product offerings.

t�3FHUFDI�VUJMJUJFT�
- A KYC registry: an indus-

try utility to share Know Your 
Customer (KYC) data between 
institutions would bring  big 
cost-savings potential.

- Credit-risk data aggregation: 
The regulator could system-
atically monitor credit-risk 
changes across the sector; 
banks would benefit from a 
level playing field. 

- Capital and liquidity data ag-
gregation: required reporting 
and stress testing; currently 
inhibited by legacy informa-
tion-technology infrastructure 
and alignment issues.

t�3FHVMBUPSZ�4BOECPYFT��F�H��UIF�
Financial Conduct Authority 
(FCA) and the Monetary Author-
ity of Singapore allow banks and 
technology companies to test 
new services.

Tips on how to choose a 
regtech solution:

t�8IBU�QBJO�QPJOU�EPFT�UIF�TPMV-
tion solve? How quickly will it 
bring results?

t�*T�UIF�UFDIOPMPHZ�QSPWFO �+VTU�
having potential is not enough.

t�)PX�FBTJMZ�DBO�JU�CF�JNQMFNFOU-
ed? The solution must be adapt-
able and allow a rapid integration 
into existing workflows. 

t�)PX�TIBMM�UIF�UFDIOPMPHZ�CF�
used? As an internal software, or 
as a web-based service?

The conventional approach of developing 
and integrating individual or standard soft-
ware into existing technical and operation-
al environments is not just time-consuming 
but also continues the way of doing busi-
ness as before. Traditional FSPs are often 
in a patchwork of solutions, each one aim-
ing to tackle one specific regulation. Infra-
structure challenges (architecture; redun-
dant data; inefficient, manual and/or faulty 
processes) cannot be solved in the required 
time to market. This will most certainly lead 
to increased costs of legacy infrastructure 
without innovating the client experience.

To implement the new strategy, banks need 
to take another route by either collabo-
rating with fintech and regtech firms or 
building new technology following a “green 
field” approach. As the latter path won’t be 
desired by most banks, the focus will most 
probably be on collaboration.

Collaboration is key
For buyers and sellers alike, technology is just 

an enabler. The requirements and precondi-
tions for successful collaboration of banks 
with regtech firms are often neglected. There 
has to be more than just the desire to imple-
ment a software solution in a complex techni-
cal and organisational environment. 

Fundamentally changing processes is 
prone to resistance from staff, customers 
and regulators. Despite obvious ration-
al reasons for and advantages of regtech, 
there are many soft factors that can easily 
become “hard” stumbling blocks for tech-
nology implementation:

t�.JOETFU�GPS�PQFOOFTT�BOE�DIBOHF
t�*OOPWBUJPO�ESJWJOH�MFBEFSTIJQ
t�5BMFOU�TVQQPSU
t�&OWJSPONFOU�PG�NVUVBM�USVTU�

Only by combining technology with a 
change in mindset will banks realise the 
full potential of regtech.

Conclusion
Regulatory compliance must become a 
largely automated and recurring process; 
collaboration with regtech firms is key—its 
success, though, depends on various fac-
tors. Given that the preconditions are met, 
they can fulfil the promises and require-
ments of the regulator and financial-ser-
vices provider alike.

And, after all, happy customers will help to 
change the banks’ public perception.
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“ Consumers are willing to allow a company to 
track their activities if they see a benefit in a more 
customised experience. 

” Urs Bolt
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