CELENT

HOW BANKS ARE REDUCING COSTS WHILE
SHIFTING TO THE NEXT PHASE OF DIGITAL
CUSTOMER ENGAGEMENT

Playing Offense in a Recession

Craig Focardi
April 2023

This is an authorized reprint of a Celent blog licensed to Smart Communications. The blog was
written by Celent and was not sponsored by Smart Communications. For more information, please
contact Celent (www.celent.com or info@celent.com).




How Banks Are Reducing Costs While Shifting to the Next Phase of Digital Customer Engagement

CONTENTS

The Shift towards System Consolidation and the Cloud ........ccccoeeeireeiiiiiiieeicreencerencenennens 3
Saving Money While Reducing REAUNAANCY ........uuiiiiiiiiiiieie ettt e e e e e snran e e e 4
Visualizing Enterprise Communications: Structure and Benefits.........ccocceeviviiieciee e, 5
Continue Migrating Customer Communications to the Cloud.........cccccvvieeiiie e 6
SUMMATY @NA OULIOOK ....vviiieiiiiciieeee ettt e e ee et e e e e e eestbaaeeeeeesestbsreeeeeeeesssrasaeeeeeesssraneeeenns 8
Leveraging Celent’s EXPertiSe.....ccccciiiuuiiiiieniiiiieniiiienniiiienneistenseessennesssnsssessssnssssssnnnns 10
Support for Financial INStIEULIONS .......ccoiciiiiiciie et etee e e 10
0] o] oYol ol o] VA =T a o [o] &SNNSR 10
Related Celent RESEArCh ......ccuiieeiiieiiiiiiiiciicrec e e sse e seasesenessssasesenssssnnsssenss 11

© CELENT



THE SHIFT TOWARDS SYSTEM CONSOLIDATION AND
THE CLOUD

For years financial institutions (Fls) have put a priority on technology investments
that improve omnichannel customer engagement and remove friction across the
customer journey, with a view that these are essential elements of growing
customer wallet share and loyalty. Delivering a personalized and easy customer
experience — particularly across digital channels — is a top goal of every financial
institution.

However, financial institution IT spending allocations fluctuate between discretionary/non-discretionary
investments, organic growth versus cost takeout investment, etc. What can FIs do when IT spending
budgets shift or grow more slowly, particularly during challenging economic conditions when CFOs are
asking teams to do more with less? Can they improve customer experience while reducing costs at the
same time? How can Fls build the business case for improving customer experience while driving
efficiency and cost reduction?

Celent has found that when it comes to the area of customer communications management (CCM)
systems, financial institutions can gain business agility, support on-demand digital customer
interactions, and automation batch use cases if they:

. Shift from a line-of-business or single-channel focus to an enterprise customer communications
service across account opening, onboarding and servicing

o Align IT and line of business department goals and incentives to deploy more IT spending toward
system consolidation and enterprise shared services

. Identify cost savings and reduce technical debt by shifting from on-premise to SaaS-based
solutions

Celent reports that IT spending in North America banking will increase 5.1% in 2023 from $82.2 billion in
2022. Software applications account for the largest share of this spending (27%), and Celent identifies
overlapping customer communications management (or CCM) solutions as an area where banks can
reduce licensing fees, integration work, and systems support costs across different lines of business and
processes.



Saving Money While Reducing Redundancy

Most financial institutions inventory their IT assets. However, each varies in how well they analyze their
IT inventory to identify areas of improvement, reduce technical debt, and eliminate redundancy. Fls
need to examine solution functionality, IT architecture, system redundancy, and potential areas of cost
savings to determine where and how they can consolidate overlapping systems.

For example, Figure 1 shows a simplified banking technology stack segmented by channels, core
platform technologies, and common product components for all customer engagement processes. This
illustrative example is for retail lending and shows multiple core retail lending systems.

Figure 1: IT Platforms Are Fragmented With Redundant, Siloed CCM Systems
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Some Fls may originate consumer loans and credit cards on the same system, while others have a
separate system for each loan product type. Large financial institutions may have multiple systems for

the same loan product type due to prior bank acquisitions where a redundant system was retained for
valid short-term reasons but never eliminated.

The first challenge is that Fls have many customer communication channels and individual loan
origination solutions build direct integrations to each channel. They may be efficient APl integrations,
but integration multiplicity makes it harder for FIs to enable customers to switch channels during loan
origination and servicing processes. Moreover, these integrations are costly for IT teams to maintain.

Some large Fls have built a separate channel integration layer, which is an excellent but not inexpensive
architectural solution.



The second challenge is that each of these loan (origination and servicing) systems have unique product
logic specific to the loan type(s) they process. However, the opportunity here is that they also have
common product components, such as data management, document management, rules-based loan
decisioning, credit scoring/analytics, and customer engagement/communications.

Customer communications is highlighted here because it cuts across all customer engagement channels
and lending processes. Customer communications is repetitive within each loan product type. With
multiple communications and systems so prevalent, Fls can improve operating efficiency and realize cost
savings by integrating, consolidating, and eliminating redundant customer communications
management systems.

‘ ‘ The opportunity here is that core loan origination and servicing systems have
common product components, such as data management, document
management, rules-based loan decisioning, credit scoring/analytics, and
customer engagement/communications.”

Celent

While these benefits from reducing CCM systems are conceptually interesting, how will the business and
IT departments work together to identify area of consolidation, move communications from the line of

business level to the enterprise level, and identify the benefits that will be realized to justify funding this
initiative?

Visualizing Enterprise Communications: Structure and Benefits

Figure 2 shows a more typical and comprehensive banking technology stack that illustrates an enterprise
view of common stack components, the core lending (and banking) product solutions shown in Figure 1,
and customer engagement-related enterprise components.



Figure 2: Enterprise CCM in the Cloud Reduces Redundancy and Lowers Costs
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The two main points here are:
. If financial institutions re-architect the enterprise solutions on the right, they can share those

components with multiple core lending and banking product systems.

This typically occurs over multiple, phased projects. Sometimes the benefits will be reduced costs; other
times better communications, or both.

. Fls can analyze, estimate, and present the qualitative and quantitative business and technology
benefits (shown on the left) to meet internal project evaluation, discussion, decisioning, and IT budget
acquisition requirements.

This process does not come without the typical budget priority and allocation tensions between the line
of business and IT leaders. However, the “new normal” in this area is that technology componentization,
cloud computing at scale, and the business imperative for more rapid transformation to compete are all
paving the way to more common ground between business and IT in support of enterprise projects
and/or extinguishing more siloed line of business systems.

Continue Migrating Customer Communications to the Cloud

Decisions about technology architecture are segmented not only by IT stack layers, line of business
systems, and shared enterprise systems and services. On-premise versus off-premise deployment is also
an essential architectural decision. This is a final, critical aspect of the IT stack that helps Fls provide



better customer communications to support better, faster, and cheaper account origination and
servicing transactions.

Cloud computing deployment is generally well known and briefly stated here:

o Cloud computing is the on-demand delivery of compute power, database storage, applications,
and other IT resources via the Internet

. In a private cloud, the infrastructure is provisioned for exclusive use by a single organization
comprising multiple consumers (e.g., business units)

. It may be owned, managed, and operated by the organization, a third party, or some
combination of them, on or off premises

. In contrast, public cloud infrastructure is provisioned for use by multiple organizations and is
managed by a third party

In a September 2022 survey on banking industry trends and priorities, Celent asked Fls which technology
tools they planned to take advantage of in their digital strategy. The top three responses were:

. Leveraging cloud technologies (73%)
. Microservices and component-based architecture (58%)
o Enterprise data strategy (45%)

Celent also asked, “thinking about your cloud strategy, which of the following are your highest
priorities?” The top three responses were:

. Leveraging Saa$S software from vendors (60%)
. Implement cloud-native technologies and software (60%)
. Leverage banking-specific public cloud infrastructure offerings (33%)

Figure 3 depicts a typical on premise/off premise architecture at a financial institution. Most technology
deployments are moving from on premise to off premise to realize the cost and agility benefits of cloud
computing: hyper-scalability, speed of software updates, transaction volume/cost flexibility, and the
outsourcing of IT management.



Figure 3: Modern Financial Institutions Have a Hybrid-Cloud, Multi-Cloud Architecture
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This results in a hybrid cloud computing environment that uses a mix of on-premise, private cloud and
public cloud services, with orchestration across platforms. As shown, this multiplatform management
incurs costs. However, the use cases or applications of more flexible cloud deployment (starting with
Saa$S deployment and potentially expanding to PaaS or managed service deployment) are ideal for
creating and managing customer communications.

The benefits of cloud computing are ideal for customer communications use cases. Frequent
communications during loan and deposit account origination and regular communications for account
servicing activities. In addition, cloud computing better enables updates to channel integrations and
enables personalized communications to be generated and delivered digitally in real time, which
ultimately results in more closed business and customer satisfaction. Moreover, Fls can more quickly
deploy new communications capabilities to gain advantage on the competition or to respond to
competitors.

Summary and Outlook

Celent believes that continuous technology-driven automation can optimize customer communications
management and customer engagement while more effectively managing IT budgets:

. Consolidation of overlapping CCM and related systems (ECM, WCM, etc.) reduces technical debt
and software maintenance costs.



. Utilizing customer engagement related solutions as enterprise shared services also reduces
costs while improving real-time, multichannel customer engagement.

o Shifting more customer engagement software to the cloud improves a financial institutions
competitive advantage by enabling faster system/product updates relative to the competition.

Craig Focardi is a Principal Analyst at Celent and leverages his retail lending and banking industry
experience to advise and consult on business-led technology strategy and investment for financial
institutions, technology providers, and technology investment firms. His expertise includes digital
lending strategy, market sizing, and technology selection across the credit lifecycle for consumer credit
products. Connect with him on LinkedIn



LEVERAGING CELENT'S EXPERTISE

If you found this report valuable, you might consider engaging with Celent for
custom analysis and research. Our collective experience and the knowledge we
gained while working on this report can help you streamline the creation,
refinement, or execution of your strategies.

Support for Financial Institutions
Typical projects we support include:

Vendor short listing and selection. We perform discovery specific to you and your business to better
understand your unique needs. We then create a custom RFI and administer it to selected vendors to
assist you in making rapid and accurate vendor choices.

Business practice evaluations. We spend time evaluating your business processes and requirements.
Based on our knowledge of the market, we identify potential process or technology constraints and
provide clear insights that will help you implement industry best practices.

IT and business strategy creation. We collect perspectives from your executive team, your frontline
business and IT staff, and your customers. We then analyze your current position, institutional
capabilities, and technology against your goals. If necessary, we help you reformulate your technology
and business plans to address your short- and long-term needs.

Support for Vendors
We provide services that help you refine your product and service offerings. Examples include:

Product and service strategy evaluation. We help you assess your market position in terms of
functionality, technology, and services. Our strategy workshops will help you target the right customers
and map your offerings to their needs.

Market messaging and collateral review. Based on our extensive experience with your potential clients,
we assess your marketing and sales materials—including your website and any collateral.
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About Smart Communications
Built to Scale Across Your Financial Services Enterprise

Smart Communications enables banks, lenders and other financial services institutions to transform the way they
engage with customers, employees and business partners to meet the needs of a digital-first world.

Recognized as a market leader for SaaS-based solutions, the Smart Communications Conversation Cloud™ platform
includes the enterprise-scale customer communications management (CCM) power of SmartCOMM™, forms
transformation capabilities made possible by SmartlQ™ and the trade documentation expertise of SmartDX™.

From new account opening and onboarding to account and loan services, the Conversation Cloud platform makes
it easier for financial institutions to deliver a personalized, frictionless experience that's both compliant and in the
right brand and language, whether clients prefer to interact via digital or print channels.

Financial institutions around the world achieve measurable results including increased wallet share and loyalty,
faster time to market, greater efficiency, and reduced compliance risks.

Smart Communications is headquartered in the UK and serves more than 650 customers, including all the top 15
investment banks, from offices across North America, Europe, and Asia Pacific.

Learn more about Smart Communications in Financial Services:
www.smartcommunications.com/industry-solutions/financial-services

Connect with Us

@ www.smartcommunications.com
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