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Abstract

Banks have been going through difficult times since the global �nancial crisis of 

2008. Scarce economic progress has decelerated their growth prospects, with 

investors and shareholders witnessing low return on equity (ROE). Banks have 

been striving to cut costs, and improve efficiencies to address challenges of the 

current market environment. This paper delves into what banks can do, over and 

above their current attempts to drive sustainable operations. It particularly 

assesses the business models of banks and how they may be transformed from a 

traditional one-sided platform structure to banking-as-a-service on a multi-sided 

platform, and its potential impact on key business metrics.
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Reflecting on Banking Industry Concerns
The banking industry is yet to recover completely from the global economic crisis. The ROE for an investor 
in a bank is far lower now than what it was before the crisis, and the global economic growth outlook has 
not improved despite efforts made by central banks globally. There are really very few options for banks, 
except to reduce cost by rationalizing their products, services, and channels. They have been compelled 
to source externally from the best vendors to offer best-in-class services to customers, and invest in 
flexible IT solutions and digital offerings for increased agility and business scalability. This is no game-
changer, however, and banks have been doing some of this since the crisis. 

What the banks have been unable to adequately complete so far, is a reassessment of their existing 
business model. This is necessary to help them understand how the business model and associated 
operating models could be modified to respond to emerging opportunities and threats in the 
marketplace. Banks need to look into all parts of their business model canvas—revenue and cost 
structure, partner ecosystem, customer segments, value proposition, and resources channel—and must 
source from the best providers to usher transformational changes in the business model.

Analyzing the Maze of Challenges
The banking business model has remained stable and well-regulated by and large, with banks owning 

1almost all parts of their value chain. Of the three value disciplines —operational excellence, product 
leadership, and customer intimacy—banks have outsourced operational excellence by allocating 
responsibilities of IT and business process operations to vendors. However, product leadership and 
customer intimacy are still mostly insourced. Traditionally, banks have created their own products and 
services related to deposit and lending, marketed them, and established relationships with customers. 
However, if the bank’s portfolio has limitations and customer preferences are not aligned to it, banks can 
lose clients. Imperfect products also damage relationships with valued customers. 

An experienced banker would argue that banking is a business of relationships and indeed it is. Banks 
have deep relations with their customers, whether on the retail, commercial, or wholesale side. However 
product leadership has been a debatable area and banks have been trying to streamline performance to 
achieve objectives in this sphere. Should the banks only take their own products to customers? Or should 
they offer customers the best suited product, even if that is not from the bank’s own portfolio? This is 
what customer intimacy at the next level should be for banks. Clearly, the current banking business 
model does not allow this. As a result, customers are likely to switch to banks that offer them the most 
suitable offerings. This is very prominent in retail banking, but can also happen in the commercial and 
wholesale areas. It increases competition among banks, leading to lower interest and fee income. Current 
banking business models do not help address these challenges.

5

1 Harvard Business Review, Customer Intimacy and Other Value Disciplines (January-February 1993), Accessed on 31 March 2016, 
https://hbr.org/1993/01/customer-intimacy-and-other-value-disciplines 
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Changes in the regulatory landscape have also impeded the performance of global financial institutions. 
The Independent Banking Commission in the United Kingdom and the Dodd Frank Act in the US 
recommend separating banking business units to mitigate systemic risks in the event of large-scale 
financial failure, similar to the financial crises of the past. This requires banks to reassess their operating 
models and rethink their strategy of creating shared service across business units, which is a norm now. It 
is quite likely that a reverse movement may start in the future, going from shared services back to 
dedicated business units. This would take away some of the efficiency gains made over the last few years.

Banking-as-a-Service (BaaS): Moving Beyond 
Efficiency Wars
The world is moving towards ‘as-a-service’ business models, broadly referred to as everything-as-a-service 
(XaaS). IT vendors have started offering banking on the cloud, where the core banking platform is offered 
as software-as-a-service (SaaS) and BPS vendors can potentially offer business-process-as-a-service 
(BPaaS) on top of that. A full service IT-BPS player can potentially offer both. However, this only addresses 
the operational excellence value discipline through a more efficient sourcing model. What if a bank wants 
to offer products and services to its customers beyond its current portfolio? Creating its own product for 
the same market will only increase competition and reduce either interest margin or fee income, or both. 
Also, there is a cost associated with new product development, servicing, sales, and channel 
management, and all this will escalate operating expenses. 

To develop impactful BaaS from the investor and shareholder perspectives, the current business model of 
banking needs to change. Unless there is a clear understanding that there will potentially be more 
savings and a higher ROE, the wheels will not turn for BaaS. Currently, all assets (for instance loans) and 
liabilities (such as deposits) are in the bank’s book. Most banks develop, and market their own products 
and services irrespective of whether these offerings are the best in the market or not. Banks have always 
believed that product leadership is one of their core competencies along with customer intimacy. 
However, experience with payment systems challenges the notion of product leadership. The rise of 
innovative payments systems providers and easy acceptance of their systems is forcing traditional banks 
to realize their limitations. While banks are improving efficiency incrementally with various tools, 
techniques, and technology like Lean Six Sigma, robotic automation, business process management, and 
service-oriented architecture, it is unlikely to produce any transformational change unless business 
models are overhauled. With the same business model in place, there can only be improved sourcing 
efficiency and marginal gains in the cost efficiency ratio, achieved by reducing cost per transaction, fixed 
cost, and moving into the pay-per-use model. However, banks need to do more to remain attractive to 
investors and shareholders, especially when there is scarcity of economic growth in all major markets.
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Multi-sided Platforms: Transforming the Banking 
Business Model
Banks usually have a one-sided business model, where they take deposits as liability on their books, and 
lend and profit from the differential interest and fees from various services rendered. Currently, if a 
product or service is not available from a bank, the only way to access it is to open an account with 
another bank that offers it. This is one of the reasons for customer churn, increased competition, and 

2lower banking income. A multi-sided platform  is usually where two or more parties of a particular 
business are present and they can do business with each other, adhering to certain common rules and 
binding contracts. It is popularly known as a Digital Market Place in other industry contexts. Banks 
moving to a multi-sided platform should not ideally face problems as they will be able to offer third party 
products and services without customer churn. However, this business model has not been adopted in a 
popular way, because of the conventional nature of this business. While traditional bankers would see this 
as setting the cat among the pigeons, this kind of a platform is already being leveraged in various parts of 
the banking landscape, especially in the payments area. Peer-to-peer (P2P) financing is another example 
of the new business model that could be a game-changer for the entire banking industry. 

A multi-sided platform model provides two additional cost savings over the traditional one-sided 
business model—optimized search cost and shared transaction cost. For customers, it makes it easier to 
find suitable products and services within the bank’s platform. For example, if a customer is looking for a 
specific loan product not supported by the bank but made available from one niche financing provider 
(for instance, a loan against a specific asset as collateral) with the provider participating in the platform, 
the search cost for the customer and the provider would be reduced. Similarly, the transaction cost for 
processing the loan would be lower as the data and customer and credit worthiness could be checked 
with the bank, and the processing cost could be shared between the bank and the niche financing 
provider. 

These two additional cost savings, over and above what banks are trying to achieve, could be a game 
changer for the bank’s chief executive officer (CEO) and the Board. However, the implementation of the 
new approach could generate a lot of turbulence in the current operating model of banks. These financial 
institutions need to work on a new target operating model (TOM) to enable such changes enterprise-
wide, impacting people, business processes, and IT systems. It is strange but true that current regulatory 
directions offer some tailwind for this. Regulators want to decouple different banking units to reduce the 
risk of systemic failure, and the multi-sided platform model would also require decoupling.

3When we look at the Banking Industry Architecture Network (BIAN) Service Landscape v4.0 of banks , 
large universal banks typically operate all lines of business. The most common structure for large banks 
present in multiple jurisdictions is typically a holding company owning all the services in the various 
jurisdictions. There could be elements of cross-holding among entities and subsidiary structures for 

2 Harvard Business School, Multi-Sided Platforms: From Microfoundations to Design and Expansion Strategies by Andrei Hagiu (2007), Accessed on 31 
March 2016, http://www.hbs.edu/faculty/Publication%20Files/07-094.pdf
3BIAN (Banking Industry Architecture Network), Accessed on 31 March 2016, https://bian.org/
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various entities. However, all services in operation and execution (for instance, in the product-specific 
fulfillment domain this would include loan and deposit, cards, consumer services, investment 
management, wholesale banking, and so on) are highly coupled, and share cross-product operations 
(such as payments, collateral administration, and so on) and corporate functions (marketing, risk and 
compliance, IT, and others). It is this gigantic tightly linked structure the regulators want to de-risk to 
avoid systemic failure.

Gaining from an Innovative Business Model
A multi-sided platform would be owned by a bank and host services provided by multiple providers, 
whether owned by the bank or by a third-party, and be accessed by customers, whether of the bank or 
other institutions. This would reduce the search cost for customers (by making the best offerings 
available) and banks (as customers would be onboarded whether they have an account with the bank or 
a third-party). Since this multi-sided platform would serve as an aggregator, increased volumes would 
drive down the unit transaction cost. Therefore, with banks switching to multi-sided platform business 
models, they can expect further improvements in the cost efficiency ratio. It can also boost the fee 
income for banks, reduce the fixed cost of owning everything, and hence lower the burden (the amount 
of non-interest expenditure not covered by the non-interest income). It can also potentially increase 
income per customer, as the bank's clients may not mind paying an additional fee while saving on the 
search cost and effort. Coming back to the investors of the bank, the equity capital would be more 
productive due to additional cost savings (both fixed and variable cost), and increments in fee income. 
Additionally, the bank's valuation could potentially increase on account of so many parties from all sides 
on the new platform. Banks could potentially also gain from the data of all parties and transactions 
performed on the new platform. Finally, this could potentially improve the ROE of banks from the current 
level.

Looking Ahead
Banking-as-a-service with the multi-sided platform business model has a lot of potential. However, it is 
not an easy transition. It is likely to disrupt a lot of existing players, but as experience in other industries 
shows, the first mover will always have an advantage. Banks’ IT systems are complex and with annual 
spending cuts, the IT department may not be ready to provide such a platform for banks. However, the 
good news is that banking industry forums such as BIAN have taken a lot of initiative to drive the 
standardization of the banking service landscape. Though we are still a ways off from declaring a 
standard service interface specification, the hope of interoperability among multiple banking systems is 
only increasing. Banks should partner with large scale global IT-BPS full service vendors to embark on this 
journey.
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Contact

For more information about TCS’ Business Process Services Unit, visit: www.tcs.com/bps 
(http://www.tcs.com/bps) 
Email: bps.connect@tcs.com 

About TCS' Business Process Services Unit

Enterprises are looking to drive sustainable growth and profitability, and stay relevant to their 
customers in increasingly regulated, competitive, and global markets. TCS fosters proactive and 
strategic partnerships with its clients to achieve these goals.

TMOur ValueBPS  approach helps enterprises achieve significant and sustained business outcomes by 
TMleveraging our deep domain expertise and operations redesign methodologies such as FORE . Our 

approach also encompasses robotic process automation (RPA), analytics and insights, our unique IT-
BPS synergy, Business Process as a Service (BPaaS) models, and business process management 
(BPM). 

TCS' Business Process Services include core industry-specific processes, analytics and insights, as 
well as enterprise services such as finance and accounting, HR, and supply chain management. Our 
cross-industry solutions ensure faster realization of business value. TCS has consistently been 
recognized as the leader in various service lines by leading analyst firms.
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