Daniel Fasnacht

Open Innovation
in the Financial Services

Growing Through Openness, Flexibility,
and Customer Integration

@ Springer



Contents

Introduction.........

Aim of the Book....

Remain Open and Flexible and Succeed in Business .........cccocceiiinniinnnnnnne.
Why the Financial Services Industry? .........ccoceeevnininininininnieinnne,
We Live in a Service ECONOMY .........ccoccoveeviriinviininiiiiiiininineniccieen
Financial Service Firms Are Raising in the Global Market..........................
Heading into a New Business Paradigm ........c.cccccocvnmnnniiniiiiniiiicine
Outline and SIUCLUTE .......c..ooviieiirieit ettt s

The Strategic Value of Growth and Innovation ..............cc.c.coeeevverererennnn.

The Challenges of Growth ...........cociviriiiiriiiinincr e
Understanding Growth..........cccccooniiiniiinnd et et
Profitability Drives Value CIEation.................oo..oovereenrresressesssnssnsssnnssssssenses
The Levers of Value Creation ........c.cecceeeveeeenienerniineniie e sinencsneeceens
In Pursuit of Profitable Growth...........ccccoceevevieniiininiinnicinnccceciniecnns
Strengthening the Domestic Platform Before Going Global.......................
Acquisition and Restructuring Comes Down to Management.....................
How to Become the Largest Wealth Manager in Just 10 Years.....................
Global EXpansion Strate€gies .......c.cccoerueeruereerrene ittt
WHhY SiZ€ MALLErs......c.cooueviiieiiieni sttt
Competitive POSItIONING.......c.ceiverrerieniieiiniieneesiciin i
Learning to Grow with a Chief Growth Officer........ccovvviiniininiiinnn,
Keep Focused and Develop the Brand..........ccccoceovnininiiniininniniciinin,
Leveraging INnovation t0 Grow .........cccceccevveeveeiciniiniiiiiiinciiniinciiciiens

The Power of INNOVALION. ......cccoiviiiciririiirencccecsie e
What Is INNOVAIONT .......ooiiiiiiiiecieetecie st

Invention ............

Value Innovation

p—

—_
U - R N NG N

[onry

17
17
19
21
22
24
25
26
28
30
32
32
34
35
37
37
38
39

Xiii



xiv ‘ Contents

Imitation and Adaptation ............ccccccc.e.. ettt e st et 40
Open Business Models........ooiiiiiieeceeee e 42
Different Types of INNOVAHON ........cocvueviiririiiiiirrerenerterestetsieeeere e seeeeeeneens 43
Innovation in Different Industries ........cocceeevieieineniieiiie e 44
Innovation in the Financial SErvices...........cocveeerrenerrcrnenieneneseeneceeeiens 45
Key Innovations That Changed BUSINESSES .......c...ocevivvivrvenieveeiecienseseenenenns 45
The Characteristics Of SErviCes........cocvverrvrrerrrirennrnrierrerreece e 49
Products and Services in Banking............cccccoiioieivnicnnnnccieee 50
The Product and Service Development Process ......c..ccccoceceeieveiiennicenenceene 51
What Determine Success in Service Innovation? ...........c.ccoecevveveercrnecncennne 53
Is Time to Market a Myth?.........c.ooiiiiirnieneteeteree e 54
CONCIUSION ..ottt sttt e ae st et s e smestesaenenenas 55
INOLES vttt ettt et e ab e s b be s sbesaneeanesrcennesmeesaeenee 56
Leading Through the Changing Business Environment ............................. 59
Radical Versus Incremental Innovation .........c..ccceeeeenivnninnninnennncnienccenenenne 59
Drivers of Strategic Change ........c.ceocveverieverenenniriennesteesieteeeeseseeseesesesnens 61
How Can We Get New Ideas and Improve Businesses?........c.coooveecvecerenceennnnn 62
Market DEVEIOPIMENLS ......cccccvirirreeiiiriinircert et se s 64
GIObAlIZALION.......cveeeeiiecerrircreer ettt e e e e 64
Competition and the European Union............cccceveeveeieninicninncccncnnncnencne 65
The Changing Nature of Demand............ccceceeeiiiiniinneenrneis e eeeeeiennens 67
Demographic Changes Renovate the Financial Services.............cccoeveeviennn. 67
Local Innovations with Global Impact............ccccocveeenivinrinieninceecceieeenn 69
Regulatory and Policy Changes ............ccccceeiciiciicnnnrncnseereeneeensiscsecnanie 72
Do We Need Regulation? ..........coocevviniiiniiiiiiiniinieene e eeccsineescvenees 72
The Swiss Banking Secrecy: A Sacred Cow? ...........cooviiiiviiiniiiniennnnnn, 75
- Regulations Are a Double-Edged SWOId.........cocooenieiecninecinececnninineicennn 77
The Technological IMPErative..........ccoccereerierceiriirierienrnrerereeseesreeeeeeesenanes 79
Implications of the Trends ..........ccccoeevieiniiiininiic et 81
The Challenges for the Financial Services........c.ocecvvernenerinrieneeccererencenenenne 83
INOLES .ttt st s set e r e e r e e s e bt e s e sassas b e e 85
Open Innovation: The New Business Paradigm.................ccccconnin 87
The Banking Industry at the Beginning
of the Twenty-First Century .........c.cccvriieniriineircnieecinenenesesreeesseseene 87
New Forms of Managing INnovation ..........cccceceeeveeierienierncenenneniinceccsnennes 90
Closed Innovation: The Traditional Paradigm............cccocoevvurniiieeiccnccencarenen, 91
The Externalization of Innovation Processes.........cocceveverrirenincnnevennecscrnne. 93
Implications of Collaborative INNOVAtiON ... 95
Open Innovation: The New Paradigm........ccccoooiiiiiiiininicincciiciicneeneee 96
What Does Open Mean? ..........ccocieiriininienirercncninceneereeeeeessestesesee s seeane 96
The Open Model of INNOVAtION........ccccevieeteireeinieieniee et 99



Contents XV

Transition Strategies to Open Innovation...............c.cccocoivevvciininn 103
Offering Best of Breed Products...........coccovieiriciieniiiinniiniiniccccceccienine 103
The Open and Unlimited Product Architecture ........c.c.oeoevvenriiiinniincniinnens 103
What Is in for the Client and the Firm? .........ccccociiniinniiniiininnicncniec 105
Collaboration Between Banking and Post Services........cccccevvniniiecieniins 106
Multi Channel DiStribUtion .........eeeeceeererreresererescresieseresentressesesssessreesensenes 107
Benefits and Challenges of Open Architecture............cooovvrvcecciicininiiinnnnn 110
From Open Architecture to Advanced Open Business Models .................... 112
Sound Client INteZration .........cccccoiveereierienienieereeeretee e e 113
Developing a New Understanding on How to View Clients...........ccccceeeeee. 113
The Quest to Find the Right Service Model ... 115
Needs-Based Client Servicing .........cccooevveveeviniiciiiniiiiininiicen s 117
Increasing Profitability Through Smart Client Segmentation...............c....... 120
Client Integration Means Organization Around Clients ............cooeeeeecninn 122
Creating Organizational Entities for Women if Beneficial ............c.c......... 123
The New Perspective on Product Innovation...........cc.coeevvvinicnniininciinnnnnnes 125
Differentiate Through a Superior Client Value Proposition............cccceevenicnenne 126
Products and Services Are a Compelling Proposition........c..coccevcveincnennne. 126
How Processes Become Services and Add Value...........cooeceeinenicnninnnne. 127
The Impact of Service INNOVAION........c.cceeiriiiiiineniiiiicereecce e 128
Increasing the Client EXperience ..........ccoccovveevvevriiiiiiiiiniinnccncicsicen e, 129
Initiating Process INNOVAtion ..........cc.cocueiereneniniiincniiiecreoen e 133
The Benefits of a Holistic Advise-Focused Business Model........................ 134
Becoming a Trusted AdVISOI ........cccocvireririeneniniecinincrrcencee e 135
The Service BanK.........ccocooeveiinioiniieiecee ettt 136
The Future of Banking: Creating Passionate Clients............coccccveveeinivcvininnnens 138
Accelerating Client INtegration............ccocovererveenineiinincnincersecr e 139
The Flexible ENLerPriSe. ... .ccoccrerieieiieieieniiniee et eess et seeee e sseenesanenene 141
What Do We Mean by Flexibility? ........cccoocviiinniiininninicinicnene e 141
Organizational and Technological Infrastructures ............ccecceceevivrcieiennnnee. 142
The Benefits of a Flexible Service Architecture..........oooevveiciiininninnnen. 143
Service IMPlementation .........ccccoveeirerieenieeeerirecnieteee et 144
Winning Through Competitive Service Architectures...........coeccvverncniee. 145
Learning from the Strategic Transition ..........c.cecevevciniininnin i, 146
Organizational Learning Through Collaboration...........cococceevvneecnniinieniinnns 146
Meeting the Challenges.......c.ccooveriiiiiiirenineeeeee et 148
INOLES .ttt v st et e e e s st e sae e e soe s eme e be s bs s e s a b s e ebesnesase e 149
Developing a Set of New Management Practices ...............coccoovvvuercoirnrnnns 153
Structural and Implementation Requirements ..........ccccoovveeviieirrinennnncncenne. 153
Resources and Capabilities That Meet Open Innovation............ccecvieirinnnnnne 154
Developing New Dynamic Management Practices.........ccovvevvevvinviniicnenncn 154
Redeploy Support Functions in Favor of New Capability Development...... 156

Ambidextrous Thinking: Investing into Multiple Strategic Directions ............ 157



xvi Contents

Exploitation Versus Exploration............ et e sttt b 157
Different Strategies for Different Markets..........cccocoeermeiniicicniienninicnnnns 158
Building the Ambidextrous Organization .........c...eecceverercerninrinercnncneninienns 160
Intrapreneurial Attitude: The Basis for Profitable Growth ............................. 163
What Is an Intrapreneur?..........ccocmvvveniiininnicncenenicncnnanans ettt 163
Creating Value Through an Intrapreneurial Attitude .............cccoeeevvriiincnnne 164
Opportunity-Driven Business Development...........ccccovvciiininininiccnnn, 165
Developing INtrapreneurs........coovcveniernintiineie e 166
Systemic and Holistic View on the Firm: Do Not Think in Silos
and Release Organizational ENergy ..........ccocovveviriiiinnenencnciieniecenieincsnenenae 168
Leveraging Dynamic Capabilities.......c.coccviveecnieinnieiincccnincnncceneeeene 170
INOLES ..ottt eter ettt et et be s s sae e e s nae bk e e sesbemesasaessassassseee 172
Providing a Culture of Open Innovation ... 175
Gaining Maximum Strategic FIeXibility ..........ccoceevcririniciniiiiininrcniiccaen. 175
Integrate or Separate Core Business Divisions? .......c.c.ccccceverirveccernnennnncnae 175
Integration Means Collaboration and Learning ..........ccococevvevriennnnciveninrne 176
Benefits and Challenges from Integration ...........ccccocovvevnniiicnnrnininn 177
What Is the Right Strategic Direction? ..........ccccccereirrrerermnrccnenrenennnenae 178
It Is All About Social Capital.........ccccceveviviriiiceincniiniii e 180
Understanding Social Capital .......c.c.ccocevririeiinninienierencniieni et 180
Why Social Capital Matters.......c.ccevuerierrcreesienieniecieeccreseeneeesnsesenens 181
Social Capital: The Clue and Lubricant for Boosting
Innovation and Growth ...........ccocoiveviiiiiiiinniei e 182
Open Innovation Cultre. ...........covevereeveeiiininnennneec e 184
The Shift in Culture ..o, -184
The Challenges.........ccooeeriereeriieieriienietect st sn et s s 185
LThe Benefits ... 187
INOLES ettt ettt ettt e st be s s e 187
Conclusion ... 189
INAEX ...ttt sttt s s s e e 201



