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Introduction
The strategic challenges for banks and credit unions can be
divided into two groups—the challenges they know about and
those they don’t.
The first group isn’t easy by any means. There are difficult
challenges facing US financial institutions, from margin
compression to the dizzying pace of digital banking adoption.
These are tough, but they can be addressed.
The truly hard challenges are in the second group. They are
difficult because, as the old saying goes, you don’t know what
you don’t know. These are the challenges that don’t get debated
in boardrooms or inquired about in earnings calls. They can
simmer silently for years, or even decades, before boiling over.
And when they boil over, that’s when you see sudden, massive,
and irreversible disruption.
FICO recently commissioned a research report from
Cornerstone Advisors—Americans’ Shadow Financial Lives:
The Mobile Apps Banks Don’t Know They Use—to explore a key
strategic challenge that most US banks and credit unions don’t
realize they have.
The report analyzes the emergence of shadow banking
providers—fintech startups, large technology companies,
merchants, and others—that are increasingly acquiring the
attention, engagement, and money of financial services
customers, in ways that are meaningful but extremely difficult to
detect or quantify.
Our goal in commissioning the research was to illuminate these
shadow banking behaviors and provide a roadmap for financial
institutions to respond to these subtle, yet deeply important
disruptive trends.
This white paper will summarize the strategic imperatives for
US banks and credit unions in crafting that roadmap.
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Americans’ shadow financial lives

34% of Americans have at
least one shadow financial
account or engage in a
shadow financial activity.

According to Cornerstone Advisors, 34% of Americans have
at least one shadow financial account or engage in a shadow
financial activity. Nearly half (47%) of Millennials and a little
more than a third (36%) of Gen Zers and Gen Xers engage in
shadow financial activities.
These activities run the gamut of financial services and
products, from checking accounts (where neobanks like Chime
are making significant inroads) to wealth management (where
roboadvisors and automated savings tools are increasingly
popular).
The key, across all products and services, is that these activities
frequently do not show up in the traditional metrics used by
banks and credit unions to measure their performance or the
performance of their competitors. Attrition doesn’t appear to be
going up significantly because, increasingly, customers aren’t
closing their existing accounts; they’re just opening up new
ones and shifting their transactions over. Fintech startups don’t
appear to be gaining market share because their growth isn’t
captured in government reporting; their partner banks are the
ones reporting.
But just because a financial institution can’t see this activity
doesn’t mean it isn’t happening or it isn’t having a significant
impact. US banks and credit unions need to take action now
in order to stem the tide of this shadow banking activity and
ensure they are in a position to continue earning the trust and
business of their customers moving forward.
The following 5 Strategic Imperatives are based on key findings
from the research and represent a starting place for every bank
and credit union looking to take action.
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#1: Steer payments back inside your walls.
What the research says:
Across mobile payments, merchant mobile apps, cryptocurrency exchanges, and “buy now, pay later” loan providers, a quarter of a
trillion dollars—$252 billion—is estimated to be shadow payments.
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What it means:

How your organization should respond:

Payment transaction volume—across debit, credit, and
ACH—is being siphoned off, in greater and greater volumes,
by emerging payment alternatives. This shift can be
extremely hard to detect at first because the decrease in
volume typically happens gradually and can be hard to
distinguish from normal volume fluctuations. The longerterm concern is that these emerging alternatives will take a
larger share of payment transactions as the channels that
these alternatives are associated with (e-commerce, most
significantly) continue to grow.

Start by identifying existing customers that may have begun
to shift their payment behavior over to emerging alternatives.
Segment these customers by lifetime profitability and
likelihood to attrite. Then build and execute proactive
marketing campaigns for each segment, designed to regain
default status for your preferred payment card or account.
Tailor the offers to the merchants and activities your
customers care about (e-commerce, media streaming, etc.)
Be generous in the offers to your most valuable customers.
Shock them into switching.

© 2021 Fair Isaac Corporation. All rights reserved.

4

Out of the Shadows

Customer Development

#2: Build a truly comprehensive view of your customers.
What the research says:
Increasingly, Americans’ financial account activity and behavior is “off the radar,” i.e., not reported by governmental agencies or credit
bureaus or tracked by traditional means. As a result, financial institutions have a limited view of consumers’ financial relationships
and true activity. And contrary to what many financial institutions would like to believe, consumers highly value the shadow banking
providers that facilitate these activities.

Checking Account Value Ratings
On a 10-point scale, how would you rate the value you get from these companies?
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What it means:

How your organization should respond:

Designing competitive products and experiences for
customers is, practically speaking, impossible without
a comprehensive understanding of those customers’
preferences, behaviors, and goals. This data is fragmented,
not only within internal silos, but increasingly across a
diverse ecosystem of bank and nonbank providers.

Start by continuing to break down internal silos and creating
a unified view of your customers across all products and
services. This is both a technical and political challenge,
particularly within larger organizations, but it is table stakes
in today’s competitive environment. Then focus on acquiring
additional data. Get creative. Enlist the customer (data
aggregation via providers like Plaid can work both ways).
Build new opportunities for customer engagement, which
will generate proprietary customer data, which can be used
to train machine learning algorithms.
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#3: Invest in an exceptional digital account opening experience.
What the research says:
Between July 2017 and July 2020, digital banks’ share of checking account applications tripled from 6% to 18% and megabanks’ share
jumped from 36% to 51%. Regional banks, credit unions, and community banks all lost market share.
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What it means:

How your organization should respond:

The common denominator for companies that gained
checking account market share between 2017 and 2020 is
an exceptional digital account opening process. This isn’t
a coincidence. Digital account opening has empowered
consumers to experiment with new financial services
providers by lowering the “costs” associated with opening
a new account. By making the process faster and easier,
megabanks and digital banks increase the return on their
customer acquisition investments (which are already
substantially higher than those of smaller banks and
credit unions).

Start by digitizing the account opening process for every
product you sell. If it’s not entirely digital, you’re not in a
position to compete. Then continually iterate on those
processes until they are truly best in class. Begin with the
end in mind. Which customer segments are you trying to
acquire? Which segments are you OK losing? Precisely
tailor the friction in your digital account opening process (no
process is frictionless, despite what vendors claim) to appeal
to your target customers. Embrace transparency and selfservice. Ensure your customers know exactly where they are
in the process and empower them to quickly resolve
any problems.
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#4: Automated savings tools are the new interest rate. Plan accordingly.
What the research says:
A new breed of fintech gaining traction with consumers: automated savings tools. These tools analyze consumers’ income,
savings, and spending and make recommendations on how much consumers should save—or increasingly, automatically move
the money to an account. Above and beyond their existing level of savings, consumers save on average between $475 and $1,000
per year using these tools.
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What it means:

How your organization should respond:

Consumer interest in automated savings tools
illuminates a fundamental truth—when it comes to savings,
interest rates aren’t the only thing that your customers
value. In addition to getting a good rate of return, customers
also want help setting money aside for savings that will
help them achieve their long-term goals. In a low rate
environment, this need becomes of paramount importance.

Start by building a strategy for engaging your customers in
documenting their financial goals. This enables you to gather
important insights into their future financial needs and
provides a foundation for the development of an automated
savings solution. Then start building that goal-based savings
solution. Focus on simplicity and ease of use. Even basic,
rule-driven automation can deliver tremendous value over
time. And ensure you are constantly communicating to the
customer the progress they are making toward their goals
and use that progress (where appropriate) to trigger relevant
and personalized marketing offers.
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#5: Focus on agile execution in the face of disruption.
What the research says:
The driving force behind the acquisition of new financial products and services, with younger consumers in particular, isn’t the search
for a new primary bank. Customers don’t think that way anymore. They’re looking for specific features, functionality, and benefits like
personal financial management tools or early access to their paycheck.

Reasons Consumers Have More Than One Checking Account
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Better personal financial management tools
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Better debit card rewards
Wanted a bank whose values better aligned with mine
Liked the brand of the provider I opened account with
Friends/family convinced me to
Wanted early access to my paycheck
Wanted early access to stimulus check or tax refund
Bad customer service experience with other provider
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What it means:

How your organization should respond:

The easier it becomes for customers to open new accounts
(thanks to digital account opening), the more the features,
functionality, and benefits of specific products will matter
(for both acquisition and retention). Fintech companies, due
to their size and software mindset, tend to excel at rapid
product innovation and partnerships. This is a significant
competitive advantage over banks.

Start by identifying the “long poles in the tent” when it comes
to agile product development and partnerships within
your organization. These will likely be a mix of process,
technology, and risk management constraints. Then invest
in ameliorating those constraints. Think in terms of building
blocks. You can’t eliminate the need for compliance or
credit and fraud risk management (obviously), but you can
streamline the development of new offerings by creating
reusable “decision assets” for common tasks—KYC basic
credit eligibility, application fraud detection. You can also
streamline the deployment of new rules, models, and other
assets by leveraging a common set of software tools across
your design and execution environments.
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Don’t wait
Disruption doesn’t require your permission or, indeed,
awareness. Your customers are already experimenting with
new products and services from a huge variety of shadow
providers. Many of these products and services are delivering
significant value to them and eroding your margins and longterm competitive position in the market.

Additional Questions?
The time to take action is now. FICO is ready to help.
Contact us at +1 888 342 3663.

www.fico.com

About FICO
FICO (NYSE: FICO) powers decisions that help people and businesses around the world prosper. Founded in 1956 and based in Silicon Valley, the company is a
pioneer in the use of predictive analytics and data science to improve operational decisions. FICO holds more than 195 US and foreign patents on technologies
that increase profitability, customer satisfaction, and growth for businesses in financial services, telecommunications, healthcare, retail, and many other
industries. Using FICO solutions, businesses in more than 120 countries do everything from protecting 2.6 billion payment cards from fraud to helping people get
credit to ensuring that millions of airplanes and rental cars are in the right place at the right time.
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