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On the planet to perform

Jupiter Market Comment by Guy de Blonay, Fund Manager,

Jupiter Global Financials Fund

Financial Innovation: US banks steal a lead on

European, Asian peers

In recent years, technological developments, new regulations and the rise of digital
savvy millennials have combined to form an irreversible trend towards innovation in the
global financial sector. While banks remain best placed to dominate the industry in the
future, they need to keep up with the fast-paced digital revolution if they are to withstand
disruption. US banks are leading the way, but European and Asian banks have been
slower at increasing their IT spending to meet the challenges of the fintech age.

Technology is at the heart of the structural changes occurring in the
global financial sector. Banks have already drastically changed the way
they deliver products and services. After all, they must meet customers’
ever-changing needs. However, lower barriers to entry mean that a flood
of new financial technology companies is entering the market. They offer
a wide range of innovative products and services and pose a serious
threat to banks.

With established customer bases, licences and brands, traditional banks
should be best positioned to dominate the industry in the future.
Nevertheless, their complex structure means they must allocate huge
amounts of capital to IT legacy systems and maintenance, often limiting
available budget for innovation. In fact, partly due to their legacy-free IT,
financial technology companies can now offer services up to 50%
cheaper than banks.® With such fierce competition, banks must therefore
take the lead in developing and adopting new technology if they are to
stand any chance of defending or growing their market share.

US banks are leading the way

What % of total IT spend s devoted to ‘change the bank’ initiatives?
Banks inthe 100bn-1tra:

While banks globally are allocating
increasing capital to technology
and innovation, on average they
spend only 10% of their revenues,
and 15% of their total costs, on IT.
Furthermore, just 36% of total IT
spending is devoted to front office
and initiatives that will change the
bank. The rest is spent on back
office and regulatory or
compliance requirements.?
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$5bn of this year's budget will be

spent on new technological developments.® In part, US banks have been st

g Banks’ technology spending and will
S|gn|f|cantly across geographies. According to Morgan Stanley’s research, t
generally been the most willing to adopt new technology, with US large cap:
JPMorgan, for example, has grown its tech budget from $9.5bn in 2017 to $
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with regulators generally treating fintech companies in the same way as established financial
institutions. This enables banks to compete on an equal playing field and therefore potentially keep up
with the pace of the sector’s digital transformation.

In contrast, the European banking sector appears to be most at risk of disruption (with Nordics being
the exception). Due to the burden of years of negative interest rates, European banks have generally
underinvested in technology, as low rates have eaten into their profit margins. Unlike in the US,
regulators across Europe have generally been more welcoming to new financial technology entrants,
meaning that the continent’s banks have struggled to keep up with the pace of innovation. For
example, the PSD2 EU directive enables bank customers to use third-party providers to manage their
finances, opening the door to fintech companies wanting to offer financial services solutions.

Asian banks have some of the lowest overall IT spending globally (as a percentage of revenues and
costs). However, Asia (excluding Japan) is now spending the most on innovative technology as a
proportion of overall IT spend (i.e. non-maintenance IT). Over the longer run, this investment in
innovation could have a significant impact: according to the Monetary Authority of Singapore, banks
could cut their costs by as much as 30% if they leverage fintech in areas such as automation of
banking functions and artificial intelligence, representing 10% to 20% of Asian banks’ operating
income.*

Despite posing some threat to traditional financial services companies, fintech companies can also
bring many growth opportunities to the banking sector. Banks are increasingly looking to adopt the
services of fintech through partnerships, investments or incubators, with only 7% preferring to develop
all technological solutions internally.> With a record $58bn invested over 875 fintech deals in the first
half of 20188, banks know they must embrace change and evolve their businesses or else face
significant disruption from new entrants.

Investing in innovation

Innovation in the financial sector has opened new opportunities for investors. These broadly fall into
two camps: the technology ‘adopters’ among the sector’s established banks and financial firms, and
fintech firms or ‘enablers’ of financial innovation, which provide a wide range of services and solutions
across the financial technology spectrum. The services being offered are vast: From data analytics to
security and mobile payments. This means that fintech companies can sell to banks from a variety of
different angles, and most have the potential for significant growth. If banks are willing to keep up with
the fast-paced innovation, these fintech companies could be enormously beneficial to the traditional
banking sector.
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Important information

The information contained in this press release is intended solely for members of the media and should not be relied upon by
private investors or any other persons to make financial decisions.

This communication, including any data and views in it, does not constitute an invitation to invest or investment advice in any
way.

This document is for informational purposes only and is not investment advice. Market and exchange rate movements can cause
the value of an investment to fall as well as rise, and you may get back less than originally invested.

The views expressed are those of the Fund Manager at the time of writing, are not necessarily those of Jupiter as a whole and
may be subject to change. This is particularly true during periods of rapidly changing market circumstances.

Holding examples are for illustrative purposes only and are not a recommendation to buy or sell.

Every effort is made to ensure the accuracy of any information provided but no assurances or warranties are given.

Jupiter Asset Management Limited is authorised and regulated by the Financial Conduct Authority and its registered address is
The Zig Zag Building, 70 Victoria Street, London, SW1E 6SQ, United Kingdom.

No part of this commentary may be reproduced in any manner without the prior permission of Jupiter Asset Management
Limited.

@ ] J[%TER



