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Introduction

This report summarizes the current state of the mobile banking landscape in the United States
and presents the results of a survey of mobile banking at New England depository financial
institutions (DFI).  The survey was conducted in July of 2008 by the Federal Reserve Bank of
Boston (FRBB) and the New England ACH Association (NEACH), and drew responses from
more than 300 banks and credit unions throughout the region.

Now more than ever, to compete succes$ UOOa wbPDOwUOEEaAazUwWEOOxOI ROw UO
evolving financial services landscape, financial institutions need to understand the state of the

market, specifically here in New England, and also nationally among the market -setting banks.

The survey was designed to help regional banks and credit unions achieve this goal by

providing data about mobile banking services.

This report comprises two major pieces. The first section presents an overview of the domestic
landscape, providing background and contex t on the services, technology, barriers, and risks for
DFls offering or considering mobile banking services. It also presents a summary outlook for
the channel. The second, and primary, section of the report presents and discusses the results of
the joint FRBBNEACH survey.

1 For purposes of this report, the term Financial Institution is used to represent Depository Financial Institutions -
credit unions and all other banks. It does not include Fls such as insurance companies and pension funds, which
were not surveyed.
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|. Context: The Mobile Banking Landscape in the United States

Mobile banking provides a way for DFIs to increase customer value, grow their demand deposit
bases, and satisfy their customers efficiently. Considered a low-cost, broad-reaching channel,
mobile banking represents both an opportunity and a threat to players in the retail financial
services industry.

Many in the payments industry believe that the mobile phone has great potential as a banking
and payments delivery channel. In recent years cell phones have become ubiquitous; handset
and application technology has becomebetter, cheaper, and more available; and banks have
built experience and developed comfort offering services via the Internet channel. By
leveraging the ubiquitous, 7x24 availability of the mobile phone into a new communication
channel, financial institutions can strengthen existing and develop new customer relationships,
increasing their transaction volumes and potentially their revenues.

Mobile Banking Services Offered by DFls

Mobile banking is defined as the use of a mobile device (cell phone or personal digital assistant
(PDA)) to connect to a financial institution and conduct customer self -service banking functions.
These functions include, but are not limited to , viewing account balances, transferring funds
between accounts (within the same FI or between FIs), paying bills, and receiving account
alerts. A mobile payment, which in some definitions is included as a mobile banking service, is
described as using a mobile device to make a purchase or other nonbanking, payment-related
transaction. It also includes use of a mobile device for person-to-person (P2P) payments.

Prevalence and Characteristics of Mobile Banking in the United States

Domestically, many banks and other financial institutions are actively deploying some type of

mobile banking services and applications. All of the largest banks, most regional banks, and

many smaller FIs now offer some type of mobile banking services. Initial services offered are

almost always information -based branch and ATM locators, transaction history, balance
inquiries, etc. Although offered by a number of Fls , mobile payment is considered a2 x T EUI w
U b Gservice.

It is difficult for most Fls to build a solid business casefor mobile banking services because most
do not charge for the services. Currently Fls that offer them appear to be absorbing the expense
for strategic or competitive reasons However, as consumer adoption increases and value-

mm— - DERAL RESERVE - i
— BANK OF BOSTON™ : nez.cl



added features are implemented, banks and credit unions have the opportunity to charge for
selected services.

The technologies and platforms used to support mobile services vary. The large banks offer a

range of technologies, while smaller FIs are more likely to offer one or at most two a lternatives

to their customers. Each platform has its advantages and disadvantages and some mobile

banking functions work better with a particular platform. SMS (short message service)

Ol YIUETT UwUOT 1T wOOEDPOI wxT 001 zUwUI ROwWwOI UUET DOT WEEXEE
and receive simple text messages.WAP (wireless application protocol) leverages the mobile

xT OO0l zUw Pl EwEUOPUTI Uw UOwWEEEI UUw POI OU @EhameOw | UOOU
Downloadable applicationsere developed for consumers to download on their mobile phones to

perform mobile banking functions. NFC (near field communication) is a contactless chip

embedded in the mobile phone or in a sticker on the phone.

SMS requires the least amount of effort and support. It is a good choicefor Fls that want to send
balances and actionable alertsto their customers because itis low risk since no financial or
personal information is included. WAP, which is Internet-browser based, is suitable for a wider
range of financial services, although they must be adapted to meet the requirements of the
mobile phone browser. Standalone, downloadable applications allow a financial institution to
customize applications and offer more robust, secure services. Downloadable applications,
however, increase complexity and support tasks for Fls.2

Nationwide trends for m obile usage are positive. The number of cell phone users and text
message subscribers has increased exponentily over the last five years, giving rise to the
popularity of mobile platforms and applications, and setting the stage for cell phone users to
adopt mobile banking activities.

Banking industry analysts, although they do not agree on the annual growth rates or number of
users by 2011(as shown in Figure 1.1), virtually all predict substantial growth. Therefore , while
consumer acceptanceof mobile phones for banking is still new and volume too small for them
to predict the pace of adoption with any cert ainty, analysts are certain the growth of banking
services will take place.

2 Preparing for the Mobile Banking Er@nline Resources Corporation. 2007.
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Figure 1.1 - U.S. Mobile Banking User Forecast
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Value Proposition for Financial Institutions to  Offer Mobile Banking

Typically , FIs view mobile banking services asan extension of their online banking services
treating the mobile device as a front end to their online banking service. SomeFIs, generally the
largest, also seethe mobile channel as a way to decrease costs by replacingoutine call center
inquiries (for example, balance inquiry) with self -service balance inquiries via mobile phone.3

For other Fls, mobile banking may be anecessary service to maintain a competitive position and
retain existing customers. It can also be an opportunity to acquire new customers, increase
customer convenience, and offer value-added services. Mobile banking may attract new

customer segments, such as Generatios X and Y, who have grown up with mobile phones and

use them for numerous nonbanking purposes.

Some FIs promote mobile banking as a way to increase security and decreasethe risk of
financial loss to the consumer. For example, the mobile phone channel can enhance existing
bank products by offering customers real-time alerts when bills are due or there is suspicious

3 According to research by ORC in 2007, 37 percent of calls to typical bank call centers and voice response units were
made from mobile phones.
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account activity, or by acting as an authentication device for payments. With a mobile phone a
consumer can report and freeze a lost or stolen debit or credit card more quickly and check
funds availability or receive overdraft alerts on a virtually real -time basis. Consumers may be
willing to pay for this type of value -added service.

Mobile banking also appeals to under-banked and unbanked consumers; where Fl efforts to
draw them into the physical branch or the Internet banking channel have failed. Offering
mobile remittance services to the unbanked competes directly with non -bank money
transmitters and gives Fls an opportunity to bring the unbanked into the banking environment
(in addition to other avenuessuch as prepaid cards)

Little hard data exists on the actual extent of consumer adoption of mobile banking services.
Most Fls, if they supply any data at all, present adoption data only as a percentage oftheir total
online banking use. With little industry data to go by, FIs must understand trends and potential
growth opportunities in their regional markets and their own customer demographics and
product use to forecastadoption .

Consumer Education and Security Concerns

Only a fraction of the 30 million potential U .S. mobile banking customers have signed up for
mobile banking services. Consumers need education on theavailable choices and to understand
that not all handsets, applications, and carriers are interoperable. Consumers also specifically
need to understand the benefits and risks of mobile banking and payment services. Although

convenience is a big driver for using such services, customersview security as the main obstacle
to adopting mobile banking and payments. In a 2008 mobile banking study,* 47 percent of
consumers not using mobile banking cited security concerns as the reasoh almost twice the
number who were put off by fees and other costs.Consumers also believed that more serious
threats may occur as mobie banking adoption increases.

Fls canalleviate some of the concernsby implementing tools and technologies like multi -factor
authentication and pin passwords on the cell phone, anti-virus software on the mobile device,
and the issuance of prompt alerts for suspicious activity. Limiting the types of transactions that
consumers can perform (for example, allowing customers to download applications only from

trusted sources), checking to seewhether a customer is using an unknown device, and making
sure stolen phones are reported and deactivaded immediately can also help.

4US Mobile Banking Benchmark Studylavelin Strategy & Research.2008.
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Collaboration between Mobile Participants is needed

Participants in the mobile banking landscape include financial institutions, customers, card
networks (credit card, debit card, ATM/EFT), clearing and settlement organizations, third party
processors and bank technology/core deposit vendors. Wireless carriers (aka mobile network
operators or MNOs) and related technology companies are also major players, both supporting
and competing with financial institutions for customer wallet share.

Potential conflicts exist between MNOs and FlIs because of their different business models,

cultures, transaction types, and customer philosophies. A key source of disagreement is

customer ownership. Although %( UwOP OwUT 1 wEUUUOOI UzvNaed caratg@E D E QwU I
that every consumer has a cell phone and that, therefore, they (the MNOs) should control the

process and receive the revenue Consumer banking relationships, however, are very different

I UOOw E O Oteglationships gith wireless carriers. Control over the transaction payment

process (billing, collection of payments, customer dispute and error resolution, fraud and risk

management) remains an open issue as does thepricing structure between Fls and MNOs .

Nonetheless, the evolution of a broader set of mobile banking services requires cooperation by
Fls and wireless carrierson common standards for interoperability and operating models. Lack
of interoperability is the foremost issue impeding greater adoption of mobile banking. Until
standards and regulations are officially established, various limitations will remain on key
players in the mobile banking landscape. Ultimately, the two industries, carriers and financial
services, must determine what strengths each party brings to the table and how to leverage
these strengthsto createa successful and secure mobile bankingenvironment .
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[I. Mobile Banking in New England: Federal Reserve Bank of Boston -NEACH Survey

The results of this Survey of Mobile Banking Services at New England Financial Institutions
provide a comprehensive picture of the types of mobile banking services offered or planned by
financial institutions in the region , as well asa wealth of information on the approaches that
these Fls are taking in five key areas:

e Products and Services

e Business Strategy

e Mobile Payment Services
e Barriers and Risks

e Technology

The survey also solicited O1 OE 1 U U z w dnEappkopriat® ®leufor the Federal Reserve Bank

banking and payments.

Survey Objectives

A key goal shared by the FRBB and NEACH in developing the survey was to understand what
is taking place in the local market and how the approaches taken by the differentiated base of
commercial, savings, and cooperative banks differ from those of credit unions in the region. At
the same time, the Boston Fed and NEACH wanted to provide regional institutions with
actionable information to use in their channel and payments strategies.

The data presented in this section of the report provide an analysis of current mobile banking
servicesin the region, as well as an indication or projection of how these services are likely to
evolve in the next 12 to 24 months.

Specifically, the survey asked the following questions:

e What types of Fls are offering mobile banking services?

e What are the drivers for banks and credit unions to offer such services?
¢ What market segments are being targeted, by which type of FI?

¢ Do the services offered or planned differ by Fl type, asset size, or bott?
e What are FlIs considering relative to mobile payments?
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Survey Methodology

The survey was conducted during the four weeks from July 15to August 15, 2008. The survey
instrument was mailed to almost 900 CEOsat all banks and credit unions in New England | 891
recipients. Three hundred and fourteen (314) Fls responded, a35 percent response rate. Many
banks completed the survey online but the majority, 210 FIs or 67 percent, returned the
hardcopy survey. (All data were entered online for analysis.)

Not all responsesfrom financial institutions included the title of the submitter . However of the
132 that did, 13 percent of respondents were presidents/CEQOs, 24percent were COQOs or senior
vice presidents, 33 percent were vice presidents or assistant vice presidents, 8percent were
CFOs, and 6percent were CIOs| indicating that 84 percent of respondents were executives or
senior managers. CEO respondents were most common among smaller banks and credit
unions; in particular , those that were not planning to implement mobile banking services in the

next two years.

Some Caveats

Institutions that did not plan to offer mobile banking services within a 24 -month horizon ( that
is, by year end 2010) were instructed to complete only the demographic questions and were
exempted from the detailed questions in the body of the survey. Most of the data in the report,
therefore, is based on asample of 172respondents. The number of respondents toeach question
is shown below each slide.

Respondent Characteristics / Demographics

According to 2008 FRBB and FDIC? data, there are 319 banking firms and 517 credit unions
(CUs) in New England, totaling 836 financial institutions (FIs) -- the majority being community

banks and credit unions.® The FRBB categorizes a ammunity bank as having assetsof one
billion dollars or less. Eighty-six percent of all banks in the region have assetsof less than $1
billion and 91 percent of New England credit unions have assetsbelow $250 million.”

Because ofmergers and acquisitions over the past decade, onlyfive national banks continue to
have a significant presence in New England: Bank of America, Citizens Financial Group,
Sovereign Bank, TD Bank, and State Street Bank & Trust Company. There are approximately 40
mid -sized banks and credit unions, defined as having assets between $1 billionand $10 billion.

5 http://www.FDIC.gov

®The discrepancy between the number of financial institutions that received surveys and the number of FIs in New
England based on FRBB/FDIC data may be attributed to multiple bank locations/ABAs for the same bankdue to
mergers and acquisitions listed in ou r mailing database.

7 http://www.ncua.gov/DataServices/IndexCUQuery.aspx
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The remaining approximately 800 financial institutions are relatively small, making the New
England region atypical because of the large number of small FIs concentrated in a relatively
small geographic region.

The 314 respondentsrepresented a mix of banks and credit unions (see Figure Il.1). One
hundred and fifty -two respondents, 48 percent of the total, were banks, including commercial

banks, savings banks, and thrifts, and 162 (52 percent) were credit unions. Respondent FIs were
primarily smaller banks and credit unions : the majority (71 percent) had assetsbelow $500
million. This group is representative of the overall mix of New England financial institution sin
terms of asset sizein New England.

The way the survey categorized assetranges did not correspond exactly with the available asset
information for ? E E U Bi€i®theuregion. In order to make an assetsize comparison of Fls in
the survey with the actual number of Fls, the surveyed FIs were categorized into two groups,
those with assetsof $1 billion or less and those with assets greater than$1 billion. The bank
survey respondents are generally representative of New England banks as a whole: 82 percent
of the banks that responded had assetsof $1 billion or less compared with the actual statistic of
86 percent. Conversely, 18 percent of respondent banks had assets over $1 billion, compared
with the actual 14 percent of all New England banks in this asset category The result is that

survey responses are weightedslightly more heavily toward larger institutions.

The same thing is true for credit unions. Five credit unions did not report asset size and are
assumed to be in the under $1 billion asset category. Based on this assumption, 96 percent of
the surveyed CU respondents had assets equal to $1 billionor less, while 4 percent had assets
between $1billion and $5 billion. In New England as a whole, 98.4percent of all CUs had assets
of $1 billion or less, but only 1.5 percent had assetsgreater than $1 billion| making the survey
sample for credit unions somewhat skewed toward larger CUs .

10
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Figure 1.1 shows the asset breakdown for respondent banks and credit unions at a finer level of
detail than the less than or greater than $1 billion split.

Figure II. 1 - Respondent Type and Asset Size
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Figure 1.2 shows how the 314 financial institutions that responded to the survey are spread
acrossthe six New England states®

Figure Il. 2 - Geographic Regions of Respondent Locations (Headquarters)
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147 (47%)

62 (20%)
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Rhode
Island

Q30. Where do you operat®d®umber of Headquarters n = 314

The numbers in Figure 1.2 represent the number of FIs headquartered in each New England
state. Massachusettshas the highest concentration of bank and credit union headquarters (47%).
Connecticut and Maine are second and third, with 20 percent of respondents headquartered in
Connecticut and 18 percent in Maine. FI respondents from New Hampshire, Rhode Island , and
Vermont in aggregate comprised 15 percent of the total.

8 The 314 financial institutions represented 407 locations in New England and 16 locations outside of New England.
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This geographic distribution of respondents by state is representative of the overall New
England FI landscape, with the exception of Maine, which was oversampled . For example, 56
percent of all banks and 44 percent of all CUs, or 48 percent of regional Fls, have headquarters
in Massachusetts and the survey drew 47 percent of its respondents from that state (Figure
I1.3).

Figure II. 3 - Percentage of Respondents versus Actual Fls per State

Survey % | Actual %
Massachusetts 47 48
Connecticut 20 24
Maine 18 12
Vermont 6 5
New Hampshire 6 6
Rhode Island 3 5

The final introductory question asked of all respondents was to comment on their plans for
offering mobile banking services| whether they had already implemented mobile banking, had

plans to offer mobile banking servicesin the near-term, or had no plans to do so with in the next
three years. Almost half of the Fls (142) indicated that they did not have any plans to offer

mobile banking services in the next three years. Just 37 Fls, or 12 percent of respondents, had
already implemented mobile banking services, either within the last six months or more than a
year ago. However, 135 Fls (8 percent) indicated that they plan to offer mobile banking
services within the next three years (see Figure 1l.4).

13
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Of the 142 FIs with no plans to offer mobile banking, 70 percent (100) were credit unions, nine
percent (12) were savings banks, and 21 percent 30) were commercial banks About half (18) of
the Fls already in production were CUs, eight were savings banks, and eleven were commercial

banks. Those planning a 2009implementation were distributed evenly between credit unions
(18), savings banks ({8), and commercial banks (19, while among the 80 institutions looking at
a two to three year horizon there was a much larger pickup among commercial banks| 33
compared with 25credit unions and 22 savings banks.

Figure II. 4 - Most Respondents Have Yet to Offer Mobile Banking
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Q3: When did you start offering mobile banking to your customers? 3=

Reasonsthat Fls did not plan to offer mobile banking services varied. Some Fls felt there was

no clear business case or customer demand. Others had more pragmatic reasons such as poor
connectivity in their geographic area to support mobile banking ( for example, no cell phone
towers) or not enough resources (either staff or financial) to implement mo bile banking. Several

Fls indicated security was a concern?®

9 The survey did not ask specifically why banks did not plan to offe r mobile banking services. The information was

collected anecdotally from earlier discussions or interviews.
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Products and Services

3T T wOUOUYT awl0Il U0l EwUI UxOOET OUUZ wOOOPOI ET T woOi wOOEDO
descriptions and asking the institutions to select those that matched their definition of mobile

banking. The responsechosen by most respondents (85 percent) is the one used in the survey

and is highlighted in Figure 11.5. (Note that FIs were allowed to select more thanone response.)

Figure II. 5 - How Respondents Define Mobile Banking
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Q2: How does your Financial Institution define mobile banking? 293)

Fls in New England use a combination of the three major mobile technologies to provide mabile
banking services:

¢ Wireless application protocol (WAP) or browser-based services
e Short messageservice (SMS) text messaging services
e Downloadable applications resident on the cell phone / mobile device

15
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New England Fls offer (or plan to offer) browser -based servicesas the primary technology
platform . This findi ng is consistent with the findings of most national studies, although the
New England percentages are higher than most cited nationally, such asthose from Javelin
(below, Figure 11.6), which are basedon a much smaller sample of large institutions. The pattern
of SMS and downloadable applications offered by FlIs in the region is also similar to that
presented by Javelin, albeit again with a somewhat higher percentage of New England financial
institutions offer ing or planning to off er browser- or text-based services.

Figure II. 6 - Most Respondents Plan Browser -Based Services

New England FI Results Javelin Results

WAP/Browser ) WAP/Browser 709

SMsS 45% SMS 26%
Downloadable 2504 Downl_oad_able 2206
Application Application

0% 20% 40% 60% 80% 100% 0% 20% 40% 60% 80% 100%

Q6: What mobile banking technology methods do yi Source:Javelin Strategy & Research. US Mobile
use or plan to use in the future? (n = 157) Banking Benchmark study, 2008. (n = 23)
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Most FIs implement mobile services in a phased progression| a typical starting point being

duplication of information and/or account inquiry capabilities offered on a n Flz Web site. As
shown below in Figure II.7, all New England Fls offering or planning to offer mobile services

provide the ability to check demand deposit accounts (DDA ) or savings account balances andto
transfer funds between customer accounts. Ninety percent also give customers the ability to

check acount statements and history. Somewhat surprisingly, only 61 percent provide

ATM/branch locator capabilities, a smaller group than the 79 percentof respondents that allow
bill payment from the mobile dev ice.

Somewhat inconsistently based on the data in the previous figure (I11.6), 60 percent of
respondents include text message alerts as a service that they (plan to) offer in Figure 11.7]
compared with the 45 percent who plan to offer SMS at all (as shown in Figure 11.6). It is
possible that not all respondents understand that SMS is required to offer text message alertg
particularly if the providers are marketing a package of features rather than promoting specific
technologies.

Figure II. 7 - Initial Service Offerings Relate d to Account Information

Check balances (DDA,Savings) ﬁ
Transfer funds between accts/customers, same FI W
Check account statements & history m
Paybils T 15 (7o%)
Find an ATM/branch location ? 97 (61%)
Receive SMS text message alerts # 96 (60%)

Transfer funds between accts/customers, different Fl 40 (25%)
View credit card balances 25 (16%)
Send remittances (P2P) 11 (7%)
Access brokerage services 4 (3%)
Other 2 (1%)
Number of Response: 0O 20 40 60 80 100 120 140 160

Q4: Which mobile banking products & services do you offer or plan to offer in next3 years
(n = 159)
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Certain areas of New England have significant populations of non -English speakers or
populations for whom English is not their native language. Nonetheless, thesurvey found that
just 33 FlIsin total plan to offer multilingual mobile banking services (Figure 11.8). With both
large banks and most FIs from non-English population centers represented in the survey, this
finding suggests that native English speakers are the primary target for mobile banking
services which may be related to the fact that FIs see mobile as an extension of their Internet
banking services. Otherwise, there appears to be little to indicate why an Fl has decided
whether or not to offer multilingual services. The data show no common pattern for asset size
or geography; they do show far fewer savings banks (three in total) are considering the idea, but
the sample size makesit impossible to draw a conclusion.

Figure I1. 8 - Multilingual Mobile Banking Service IUwEw? - PET wOOw' EYI O
But, OUUw! EOOU w# Offez IO w/ OEOwUOw

Only 33 Fls offer or plan to offer
language other than English

/Fls currently offering: \
MAT 10%, CT 1 3%, NHi 3%
Fls planning to offer:

MA'T 48%, CT 1 24%,

ME T 9%, RIT 3%

o /

Q5: Do you or will you offer multilingual mobileanking services?n (= 160)

Most Fls that plan to offer mobile banking services are doing so for competitive reasons, and
already the market has been sensitized to believe that mobile banking services are free
Consumers are unlikely or unwilling to pay simply because the services provided are accessed
via a mobile phone.
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Although they represent 23 percent of the respondents, amere 34 FlIs areconsidering charging
for the service (Figure 11.9), and only two of them are in production . While it is impossible to
generalize from so small a sample, the data indicate that banks are more likely than CUs to
consider pricing the service and that Fls with under $1 billion in assets are far more likely (28 of
32 respondents) to do so. The most common pricing mechanism being considered is charging a
monthly fee, a choice selected by more than half the group few institutions plan to apply a
transaction fee. In the Other category, one FI plans to charge a monthly subscription with direct
deposit; the remaining 10 FiIsin this group have not yet determined whether they plan to charge
for mobile banking services.

Figure 1.9 - Writing on the Wall + Another Free Service

Pricing is mix of fees & transaction charges for
the 23% that (plan to) charge for services

116 -
N[@)

(77%)

34 -
YES

(23%)

= Per transaction
= Monthly subscription
= Other

Q20: Do you or will you charge a fee for mobile Q21: If you answered yes to question 21,
banking services¥n=150) how do you charge?nE33)
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Mobile Payment Services

The prevailing industry wisdom is that mobile payments are the key area for differentiation and
revenue generation. Evidence from larger financial institutions that offer both mobile banking
and payment services today confirm s this opinion, as do our survey respondents (see below
Figure I1.10).

As noted earlier, 172 New England banks and credit unions currently offer or plan to offer
mobile banking services by 2011 However FIs were not quite so sure about mobile payment
services. Only 161 Fls replied to the question on their plans for mobile payment services
(Figure 11.10). Of these, 34 percent offer or plan to offer payment services within the next 12 {24
months (that is, by year-end 2010), andanother 37 percent statal that they are likely to offer
payment services in 2011 signifying that 71 percent of the group view payment services
favorably. Notably, unlike the results related to charging fees for mobile banking services,
almost half of the Fls that plan to offer mobile paymentservices (47%) want to charge for them.

Figure 11. 10- Mobile Payments is an Attractive Service Offering

54 (34%)

60 (37%)

m Offer today or plan to offer in next 1 -2 years
m Plan to offer in next 2-3 years
At this time, no plans to offer mobile payments in the next 3 years

Q23: Are you offering or do you plan to offer mobile payment services toysiomer8
(n=16)
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Credit unions represented about 34 percent of respondents, and CU respondents indicate a
slight uptick year -over-year in offering mobile payment services, in contrast to their plans for
implementing mobile banking services. Responses from savings banks are flat over the same
period, but there is a large jump in the number of commercial banks planning to offer mobile
payment services in 2011. The biggest grovth in implementations will come from the smallest
Fls by asset size (those under $500 million), which is hardly surprising given the demographics
of the region. Those with no plans to implement are also the smallest institutions.

Offering m obile payment services does not by definition equate to distinguishing offerings

delivered via the mobile device from those offered via an %( z Uw OO ODP Ol WwEEOODOT w x (
Figure I1.11). However the considerable response @7 percent of 126 institutions) from Fls

investigating what payment features or capabilities to offer was bills through our online banking

platform Making their Internet-based services accessible from the mobile device remains the

and other paymenjsselected by 39 percent of the group, follows the same logic. Just29 percent
selectedpayments for point of sale (POS) transactions

Figure II. 11 - Most Planned Mobile Payment Services Are Bill -Pay Related

Bills through our online banking system ﬁ
Alerts for upcoming bills and other payments — 49 (39%)

37 (29%)
33 (26%)
31 (25%)
26 (21%)

25 (20%)

Payments for POS transactions

Online purchases via Internet banking service
On-us person to person payments
Bill payments through biller direct website
Interbank P2P payments
19 (15%)
14 (11%)
4 (3%)

Online payments billed to mobile phone number
Not applicable
Other

Mobile lockbox payment (e.g via Wausau)

3 (2%)

Number of Responses 0 20 40 60 80 100 120

Q24: If you offer/will offer mobile payment services, please select all features that your Fl is
considering? (n 426)
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Customer Adoptio n of Mobile Banking Services

Of the 37 FIs that have implemented mobile banking services already, six have more than 20
percent of their customer base signed up for their services (as shown in Figure 11.12). All six
were in the group of Fls that had been offering mobile banking services for more than a year as
of the survey date.

Figure 1.12-" OUUOOT Uw EOxUPOOw, PUUOUUW%( w?" EVU

140 -
123
120

100

60

40 A
14

20 6 11
3 2 1
O . - . - . = . — p—

1-5% 6-10% 11-20% 21-30% 31-50% >50% N/A

Q17: What percentage of your current customers has signed up for or is using your mobile
banking? (n = 160)
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Customer complaints with an %/( mdbile services appear not to be frequent, although 29 of the
Fls in production have received some customer feedback on the servicesfor a total of 40
comments. Complaints depend on the device and/or the technology that customers are using
(Figure 11.13). Although the most common problem centers on connectivity issues, application
speed, UT 1T w?Ul EQwi UUEUI »wEYEPOEEOI wOOwWUT T wEl YPET wUE!
potential difficulty for FIs and can generate complaints from users. Anecdotal evidence from
personal interviews suggests that Fls are considering how to make text messaging more
acceptable to mobile users.In the ?0ther? category, one respondent cited bank to bank capabilities
as an issue andtwo FIs said that password issuewere a complaint they had received. The
remaining three Fls stated that they had received no complaintsabout their mobile banking
services

Figure II. 13- FIs Are Seeing Few Service Complaints

Use of text messaging
Size of screen
Difficult to use

Speed of application
Other
Connectivity issues

112

Number of Response: 0 20 40 60 80 100 120

Not applicable

Q13: What are the most common customer problems and/or complaints about your mobile banking
services? (n #41)
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Business Strateqgy

Respondents were asked to selecthe primary reason why they decided to offer mobile banking
services(see Figure 11.14) Attracting new customersselected by over onethird (38 percent) of the
respondents, was the first choice among all types of Fls (CU, savings, and commercial).
Nonetheless, competition is a more powerful driver: Forty -nine percent indicated that their
primary motivation was keeping up with the competitiar retaining currentcustomers| avoiding
the loss of existing customers to other banks in the regional market.

Keeping up with the competitiowas the second choice overall, selected by 28 percent of the
respondent pool. The group percentage, however, hides the fact that retaining existing customers
was the number two driver for credit unions, who have a different focus from the bank
respondents. Offering mobile bank ing services to bea market leader with technologyas not a
driver for the vast majority of New England Fls, but was important for those early issuers of
mobile services.

Figure II. 14 - Key Drivers for Offering Mobile Banking Services

Be market
leader with
technology (19)

Attract new
customers (63)\
Retain existing
customers (34)

Decrease costs
of Call center &
IVR call volume

)

1% Keep up with

competition (46)

Q14: What isyour primary business reason for offering mobile banking? (n = 164)

How respondents assess demand makes sensgyiven the demographics (see Figure 11.15).
Survey respondents were asked to selectall applicable methods that they used or plan to use to
evaluate customer demand for their mobile banking services. Forty-six (28 percent) of the Fls
(primarily the smallest FIs) indicated that they had not done any customer analysis, but two
thirds of the FlIs evaluated customer demand for mobile banking using a variety of formal and
informal methods.
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Surveys and focus groups are formal methods for determining consumer demand , yet just over

one third or 35 of the FIs in production or planning to implement mobile banking surveyed

their customers.’® Commercial banks used surveys slightly more than credit unions or savings

banks. Of the group using surveys, 25 FIs used an Internet survey, nine Fls conducted a
telephone survey, and one savings bank conducted a written survey. Twenty-two percent of

total respondents (36 FIs)used focus groups to assess customer demand and 13 percent
purchased outside research.

Almost half the respondents used more informal methods as part of their processto determine
demand, gathering information through networking events and /or by word of mouth . Credit
unions were somewhat more likely than banks to rely on these methods.

These resultsillustrate that more Fls used informal, less costly approachesrather than more
costly, formal method sto evaluate customer demand for mobile b anking services, while some
Fls used multiple approaches.

Figure II. 15- FIs Assess Demand both Formally and Informally

Networking/Industry Event

Word of mouth

Focus groups 36 (22%)

Internet survey 25 (15%)
Purchase research from consultants 22 (13%)

Phone survey
Informal or written data collection 5 (3%)
Informal vendor/market research 4 (2%)

Did not evaluate 46 (28%)

Number of Response! 0 20 40 60 80

Q15: How do you collect and evaluate customer preferences or demand for mobile banking
services?Select althat apply.(n = 163

10 Of the 25 FlI