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 ABSTRACT 


The purpose of this thesis is to adopt a practical approach from a strategic banking perspective in 
 order to contribute to the emerging literature on blockchain as an innovation. An empirical analysis 
 of the consistency between banks’ strategic logic behind cross-border payments and retail customer 
 demand was conducted. The banking industry is undergoing substantial structural changes, where 
 globalisation and digitalisation have altered the competitive environment and the traditional way of 
 banking. Thus, the barriers to entry in the banking sector is lower, which has facilitated wider markets 
 and expanded the competitive ground. New market entrants possess unique selling propositions by 
 embracing innovative and disruptive business models, whereas traditional banks need to leverage on 
 their large scale and customer base. However, banks seem to be rather overconfident in their market 
 position as incumbent institutions, but at the same time struggle with determining a counter-strategy. 


Customer  expectations  have  changed  significantly  in  line  with  digital  applications,  and  thus  they 
 expect more efficient and convenient product features. Transparency of information has increased 
 customer  bargaining  power,  which,  in  turn,  reduce  switching  costs.  Due  to  the  high  level  of 
 competition, strategic innovation facilitates most opportunities to establish competitive advantage. In 
 this regard, blockchain is perceived as a radical innovation with revolutionary potential in different 
 use cases in financial services.  


The  thesis  interviewed  six  banks  operating  in  the  Norwegian  market,  and  142  of their respective 
 customers were surveyed. The findings reveal that the threat of new entrants is strategically viewed 
 as  an  opportunity  to  enter  into  partnerships.  In  addition,  a  shift  in  strategic  orientation  is 
 acknowledged,  where  customer  value  creation  is  an  essential  prioritisation.  The  emergence  of 
 blockchain technology has accelerated the development within the competitive landscape. Due to the 
 immaturity and radicalness of the technology, the findings suggest that it is beneficial to be a follower. 


It is evident that improvements of cross-border payments are not a necessary prioritisation for the 
retail customer segment, despite the visibility of some efficiency demand in this context. The findings 
indicate that the product is more valuable for corporate customers and the banks. Conclusively, the 
thesis suggests that the banks’ strategic logic behind international payments is consistent with retail 
customer demand, however not fully consistent. Further research is recommended, specifically for 
corporate customers and other prominent blockchain use cases in financial markets. 
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1. INTRODUCTION 
 1.1. Pre-Theoretical Overview 


The financial industry is one of the last large industries that has not been entirely disrupted by the 
 rapid digitalisation undergoing the 21st century. On a global basis, the banking sector is currently 
 experiencing significant structural changes owing to globalisation and digitalisation (Dälken, 2014). 


A  more  globalised  industry  landscape  has  fostered  a  high  level  of  competition  by  bridging 
 geographical gaps, which, in turn, has facilitated broader markets and more extensive customer bases 
 (Gnanmote, 2017). Barriers to entry have decreased in recent years, and thus new market entrants 
 have become increasingly visible due to the dynamic and disruptive industry environment. These new 
 market  players  disaggregate  the  market  and  enter  every  banking  activity  by  utilising  low-cost 
 strategies in niche areas to target attractive customer segments (Cortet et al., 2017; DeLuca, 2017; 


Grant, 2013; 2016). Thus, traditional banks do not solely monopolise the industry anymore, which 
 challenge their focus on the mass market. Ever since the financial crisis, the industry profitability has 
 suffered significantly owing to emerging technologies, globalisation and regulatory changes (Cortet 
 et al., 2016; Dietz et al., 2015). 


The dynamic industry environment has encountered a shift in strategic orientation due to substantial 
 changing  consumer  expectations  and  preferences  as  a  result  of  the  noticeable  impact  of  digital 
 technologies and the Internet (Cortet et al., 2016; DeLuca, 2017). Thus, customer demand has gained 
 a stronger focus in addition to higher bargaining power of customers, which, in turn, has influenced 
 the  competitive  dynamics  to  a  great  extent.  Consequently,  vertical  disintegration  and  growing 
 customer  orientation  are  vital  development  factors  to  generate  profitability  (Alt  and  Puschmann, 
 2012). Despite the awareness of the industry circumstances, incumbent banks need to respond with 
 unique  innovation  strategies  in  order  to  keep  up  with  the  rapid  development  of  innovative  and 
 disruptive competitors (Cortet et al., 2016; Hirt and Willmott, 2014). 


The  emergence  of  new  digital  and  disruptive  technologies  facilitates  strategic  innovation  as  an 
opportunity  to  establish  competitive  advantages,  or  at  least  temporary  due  to  today’s  dynamic 
environment  (Grant,  2013;  2016;  Porter,  1996;  2008).  Distributed  ledger  technology  (DLT),  also 
known  as  blockchain,  is  perceived  as  one  of  the most  revolutionary  technologies  in  the  financial 
industry and viewed as a radical innovation to financial services (Beck and Müller-Bloch, 2017). The 
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mechanism  and  attributes  rooted  in  the  technology  hold  promising  potential  in  different  banking 
 related application areas and to redefine fundamental banking structures. Hence, the current payment 
 infrastructure  used  for  cross-border  transactions  is  built  on  complex  processes  and  intermediate 
 relationships, which could be significantly improved with the utilisation of blockchain technology 
 (Ravishankar,  2017).  However,  the  technology  is  at  an  early  development  stage  and  perceived  as 
 relatively immature, where some pilot projects have been tested out and proven successful (Deshpand 
 et al., 2017; Guo and Liang, 2016).  


In the Norwegian market, the incumbent banks encounter similar changes in the industry structure 
 due to the same forces fostered by globalisation and the digital revolution. Thus, the banking sector 
 in Norway has experienced a recent shift towards a customer focus (Forbrukerrådet, 2013), where 
 strategic decisions become more and more challenging to determine in a precise manner (Grant, 2013; 


2016). Norwegian retail customers are satisfied with their respective bank provider, as well as the 
 products and services offered. However, there is some degree of neglect in customer relationships 
 and lack of proactivity to maintain these relations in the Norwegian banking industry (Høst, 2017). 


Therefore, to what extent traditional banks actually consider and evaluate customer demand when 
 undertaking strategic decisions to create customer value is questionable. 


1.2. Research Gap 


The banking industry is a well-researched and relevant topic consisting of many complex factors, 
which makes it challenging to examine and analyse. Although there exist academic literature covering 
strategy, innovation and blockchain technology in relation to banking products and customers’ needs, 
the  combination  of  these  topics  is  a  relatively  unexplored  area.  Some  of  the  topics  are  covered 
separately, especially the vast field of strategy and the literature on the banking industry but lacks 
research and empirical evidence together. Furthermore, blockchain is a relatively new field in which 
the interest has grown tremendously in recent years. Even though some existing literature focuses on 
the technical and theoretical benefits of blockchain technology concerning the banking sector, a more 
practical aspect such as customer demand and preferences is uncovered. Hence, more research on 
how  the  new  technology  can  benefit  retail  customers  could  increase  banks  efficiency  and  reduce 
buyers switching costs significantly. Moreover, the Scandinavian market is ahead in the pursuit of 
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digital solutions, and thus there are many possibilities involving technological innovation (Dietz et 
 al., 2015). 


In Norway, the attention is directed towards new solutions regarding technical benefits and digital 
 solutions; however, there is always a potential for further development. The reason for this is that 
 customers  are  more  demanding  and  cost-conscious  due  to  increased  transparency  of  information 
 through  digital  applications  and  the  Internet  (Cortet  et  al.,  2016;  DeLuca,  2017;  Forbrukerrådet, 
 2017). Hence, only a small fraction of the market could play a substantial role in relation to banks 
 profitability.  Furthermore,  understanding  the  context  of  customer  demand  and  incorporate  it  in 
 banking strategies could potentially lead to long-term profits (Deluca, 2017; Dietz et al., 2015). In 
 addition, cross-border payment entails quite complex and traditional systems, such as SWIFT and 
 SEPA,  where  little  research  exists  on  banks  future  expectation  for  this  product.  In  general,  most 
 literature  on  traditional  banking  and  the  potential  of  blockchain  technology  examines  cost 
 improvement and efficiency. However, the literature lacks research on a combined aspect where a 
 customer  perspective  is  taken  into  consideration,  regarding  what  customers  need  and  want.  In 
 addition, whether it affects banks strategic decisions when evaluating future technological outlook.   


1.3. Research Questions 


It is evident that existing literary research neglects a combined perspective on traditional banking 
 products and blockchain as a strategic innovation. In addition, whether banks possess a strategic logic 
 behind  their  product  offerings  concerning  technological  innovation  and  in  line  with  customer 
 preferences and expectations. Noting the research gap previously discussed in section 1.2, the thesis 
 aims to examine the level of consistency between banks product offerings and their retail customer 
 demand in the Norwegian market. In order to do this, a specific banking product will be explored, 
 namely cross-border payments due to its innovative potential as a blockchain solution. The research 
 will  extend  to  explore  why  and  whether  this  is  a  banking  product  that  banks  in  Norway  should 
 prioritise and further develop, as well as individual retail customers perspective on the importance of 
 international payments. Strategic innovation has become a significant consideration for banks when 
 undertaking  strategic  decisions  due  to  today’s  dynamic  markets  and  emerging  technologies. 


Blockchain is a relatively new phenomenon, and thus the technology is still at an early development 
stage. Therefore, it is essential to examine its potential as a strategic innovation compared to existing 
cross-border payment solutions offered by the traditional banks. 
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The following research questions have been developed in order to explore the research gap explained 
 above: 


1.  To  what  extent  is  banks’  strategic  logic  behind  cross-border  payments  consistent  with 
 retail customer demand within the Norwegian market?  


2.  How do banks in Norway strategically position themselves in the market for international 
 payments in order to create customer value?  


3.  What are the barriers and facilitators to the utilisation of blockchain technology compared 
 to traditional cross-border payments as a banking product?  


The  primary  research  question  aims  to  explore  “How  banks'  strategic  logic  behind  cross-border 
 payments is consistent with retail customer demand in the Norwegian market.” 


1.4. Research Purpose, Aim and Objectives 


Due  to  lack  of  theoretical  development  in  the  field  of  blockchain,  particularly  combined  with  a 
 strategic banking perspective, the purpose of this thesis is to adopt a practical approach in order to 
 develop  more  theoretical  insight.  Specifically,  the  thesis  aims  to  explore  the  level  of  consistency 
 between banks’ strategic logic behind cross-border payments and retail customer demand by focusing 
 on the banking sector in Norway. In addition, by drawing on existing literature in the field of strategy 
 and innovation, this research attempts to illustrate the potential blockchain technology has to achieve 
 strategic innovation. In order to fulfil the aim of this thesis, the objectives are to examine and explore 
 research  question  1  and  2,  as  well  as  identify  the  barriers  and  facilitators  in  relation  to  research 
 question 3. 


1.5. Delimitation and Scope 


This research primarily focuses on blockchain 2.0 and its potential for further development. The thesis 
briefly  mentioned  blockchain  1.0  and  Bitcoin  to  make  the  reader  understand  the  fundamental 
components. Due to the complex topic, it is crucial to understand the blockchain mechanism and its 
attributes, which the researchers believe becomes clearer by illustrating blockchain 1.0. However, the 
thesis mainly focuses on the payment infrastructure and settlement provided with blockchain in line 
with  customer  demand.  In  contrast,  cryptocurrencies  act  as  an  obstacle  regarding  exchange  and 
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settlement  within  transaction  processes  in  the  international  payment  market;  however,  due  to  the 
 scope of the research cryptocurrencies will not be elaborated in-depth. 


Moreover, the thesis chose to restrain the geographic market to Norway in order to provide a more 
 focused  view  and  narrow  down  the  scope.  The  researchers  believe  it  will  contribute  to  a  more 
 thorough  understanding  of  how  the  banks  operate  within  the  Norwegian  market.  It  provides  the 
 opportunity to uncover market trends within one area, which is essential because of the early stage of 
 blockchain. Besides, the researchers have an extensive network within the Norwegian financial sector 
 ensuring qualified participants for the interviews contributing to reliable and sufficient knowledge, 
 which underscores the restriction of the geographic market. Furthermore, the banking products were 
 narrowed  down  to  cross-border  payments,  which  is  viewed  as  one  of  the  products  with  the  most 
 innovative improvement potential if considering historical development. Additionally, the customer 
 segment was limited to retail customers, because of the interest to examine if private individuals have 
 enough  demand  and  bargaining  power  to  affect  the  banks'  strategic  logic.  Corporate  customers 
 contribute  to  higher  revenues  for the  banks  due to  more  capital-intensiveness  that  might  result  in 
 higher  bargaining  power.  Thereby,  it  is  more  uncertain  how  the  banks  consider  retail  customer 
 demand due to lower capital contribution and transaction volume. A second argument that strengthens 
 the selection of customer segment is the availability of retail customers, which was greater than for 
 corporate customers. 


Due  to  the  complexity  and  scope  of  the  thesis,  regulations  and  laws  are  not  considered  in  the 
 evaluation of product development a bank can make. The research aim is to explore the alignment 
 between  customer  demand  and  the  strategic  logic  of  the  banks,  where regulations  for  blockchain 
 implementation are not fully developed yet. There are some regulations briefly mentioned that could 
 affect the competitive environment for all European markets, but specific Norwegian laws are not 
 considered.  Blockchain  technology  is  continuously  under  development,  where  new  findings  and 
 improvements rapidly can change the industry structure and the competitive landscape. Therefore, 
 the  thesis  seeks  the  newest  and  most  relevant  information  to  keep  up  with  the  latest  innovations. 


However,  the  rapid  development  could  potentially  lead  to  some  shortcomings  of  the  literature 
provided on different blockchain application and projects within this study. Thus, the research agreed 
to stop adding new information regarding new developments of the technology after the 4th of May.  
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 1.6. Research Structure and Disposition 


To  guide  the  reader  throughout  this  thesis,  the  research  has  been  divided  into  eight  chapters. 


Following  this  introduction,  the  thesis  will  introduce  the  reader  to  background  information  on 
 blockchain  and  the  traditional  banking  market  for  international  payments.  After  the  background 
 chapter, relevant academic literature will be provided to give the reader a better understanding of the 
 banking industry, strategy and innovation, customer demand and opportunities with blockchain in the 
 financial sector. The following chapter will go further in-depth on the case of Norway to provide 
 insight into the Norwegian banking market and retail banking customers to grasp the foundation for 
 the research objectives. A description of the thesis methodological design will accompany Chapter 4, 
 to provide the reasoning behind each decision and how the research is conducted. Chapter 6 combines 
 the empirical findings, analysis, and discussion. First, the reader is given a short introduction to how 
 the qualitative and quantitative data is analysed. Furthermore, the analysis is structured around the 
 research questions, thereby divided into three sections. Each section combines the research findings 
 with literature, which is interpreted, analysed and discussed throughout each of the three sub-chapters. 


Lastly, Chapter 7 presents the limitations of this thesis and provide suggestions for further research, 
accompanied by a summarising conclusion that answers the research questions. 
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2. BACKGROUND 


The purpose of this chapter is to outline and provide an overview of the relevant topics that form this 
 research study. Before the main literature utilised will be presented, this background section aims to 
 provide a thorough base in order to understand the different aspects relevant to this thesis.  


2.1. The Evolution of Traditional Banking 


Traditionally,  banks  have  for  a  long  time  enjoyed  their  market  position  as  incumbent  financial 
 institutions  and  compliant  bodies  supported  by  national  governments  to  shape  the  economy 
 (Gnanmote, 2017). However, the digital era has had a massive impact on the banking sector in several 
 ways,  forcing  banks  to  evaluate  the  industry  threats  and  opportunities  resulting  from  its  inherent 
 disruption (Weill and Woerner, 2015). Traditional banks are stuck between two worlds, the dominant 
 past  of  well-established  business  models  and  the  future  of  rapid  development  and  adaptation  of 
 competencies (DeLuca, 2017). New digital technologies emerge, and present technologies are utilised 
 to either hone existing financial products and services or create new ones, which alter the competitive 
 industry environment and how traditional banking is conducted (Hirt and Willmott, 2014). 


The  digital  revolution  facilitates  market  access  for  new  fast-moving  entrants,  such  as  FinTech 
 companies  and  non-banks,  embracing  innovative  and  disruptive  business  models.  Thus,  one 
 significant  risk  for  the  advanced  incumbents  is  to  keep  pace  with  these  early  adopters,  as  digital 
 dynamics  weaken  barriers  to  entry  and  established  product  differentiation.  Despite  regulatory 
 complexities,  the  digital  competition  becomes  fiercer  and  brings  immediate  challenges  that  will 
 damage the traditional banks to some extent. Although most of these new industry players never will 
 reach the scale of incumbents, they will successfully persuade customer financials one slice at a time 
 (Hirt and Willmott, 2014; Dietz et al., 2015). Moreover, the current state of traditional banks is at 
 stake, and thus in order to obtain and sustain performance and competitive advantage, clear strategic 
 decisions have to be made.  


2.2. FinTech 


In light of the credit default after the global financial crisis in 2008, alternative sources of finance 
became more attractive. The amount of technology entrepreneurs who wanted to enter the financial 
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sector  has  risen,  contributing  to  disruption  in  terms  of  reducing  cost  and  increase  efficiency 
 (Mackenzie, 2015). New technology entrepreneurs could be characterised as start-ups and be defined 
 as FinTechs. The term FinTech is a combination of "Finance" and "Technology", which is identified 
 as a service sector to enhance the efficiency of the financial system (Kim et al., 2016). Moreover, the 
 traditional financial- and bank service providers are the most robust institutions to outcompete, where 
 the start-ups in some way have managed to disrupt the complexity of the industry (Mackenzie, 2015). 


FinTechs have managed to use technology to reduce costs and make the customer benefit from cost 
 savings, in contrary to earlier financial innovations that were associated with increased risk. 


Moreover, FinTechs want to develop more efficient solutions to already existing services or entirely 
 new  solutions,  by  directly  addressing  the financial  services  desired  by  customers  and  valuable  in 
 future-forward ways (Mackenzie, 2015; Gomber et al., 2018). Mackenzie (2015) argues that FinTechs 
 do not want to build new chains of high-quality banking services, but move into areas that the banking 
 industry always have obtained profit. Furthermore, FinTechs have contributed to changes of business 
 models, where a higher level of customer personalisation is a fact due to major data analyses (Dapp 
 et al., 2014; Gomber et al., 2018). Additionally, the customer access is extended outside branches and 
 regular banking hours, which is a need that FinTechs can cover more effectively. The industry is 
 experiencing  changes  concerning  new  technological  innovations,  new  forces  and  business 
 transformation resulting in different requirements for operational capabilities and services produced 
 (Gomber et al., 2018).   


2.3. Blockchain 


Blockchain is the fifth disruptive computing paradigm. Historical theory shows that in the last five 
decades there have been developed new functionalities based on technology. In 1970 the Mainframe 
was established, 1980 PCs, 1990s the Internet, 2000s social media, and this decade the connected 
world  of  blockchain  is  a  fact.  The  speed  of  the  development  of  technology  is  high,  which  can 
contribute to a simplification of traditional tasks and products (Swan, 2015). Blockchain is defined 
as a distributed ledger technology. The logic behind the DLT mechanism gives all users access to a 
set of information and the possibility for storage on a shared database that is recorded safely. All kind 
of information can be stored in the shared database, if either it is transaction- or account balance 
numbers. The information is available for all users of the shared database without needing to rely on 
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a  trusted  central  validation  system. The  reason for  no  central  validation  system  is  because  of  the 
 distributed ledger, meaning the validation system is decentralised. A set of users has the control in 
 which agreeing majority accept and reject transaction in contrast to one centralised system (Peters 
 and Panayi, 2016). 


   


Like many other technologies, blockchain consists of public key cryptography to protect users from 
 having  unauthorised  persons  take  control  of  their  account  (Swan,  2015).  The  cryptographic 
 technology  enables  private  and  public  keys  to  encrypt  information  transmitted  to  each  other  and 
 forbid double spending since the technology records the transaction. Additionally, blockchain reduces 
 the need for intermediaries, meaning that you can transfer money from person A to B directly without 
 a third party involved (Peters and Panayi, 2016). 


   


2.3.1. Peer-to-Peer network theory  


To better understand Blockchain, it can be linked to a distributed peer-to-peer network that distributes 
 transparent  information  on  a  public  ledger  (Peters  and  Panayi,  2016).  The  network  theory  in 
 blockchain consists of three primitives. The first primitive is the nodes, which represent each user in 
 the blockchain. All nodes are connected with ties to different nodes, where the strength of the ties 
 will be equal for all users. Moreover, the nodes and ties together will build a structure, which thereby 
 results in the blockchain network, having information available for all users. According to network 
 theory, the density of networks depends on how many of the nodes are connected with ties, which for 
 blockchain all nodes will in some way be connected to each other without any loose ends (Grant, 
 2016). For the peer-to-peer network, each peer will hold all information, in contrast to a centralised 
 network  where  the  centralised  authority  carries  it.  The  decentralised  aspect  will  lead  to  higher 
 information flow for the users than centralised (Draidi et al., 2011). 


   


2.3.2. Permissioned and Permissionless Blockchains  


Furthermore, blockchain networks are confined, where Peters and Panayi (2016) state that there are 
two main categories. The first looks at the authorisation requiring for nodes, and second tells the 
accessibility  of  information.  In  a  permissionless  blockchain,  everyone  can  participate  as  a  user 
because there is no authorisation required to attend or to contribute. Data is stored on every computer 
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in the network, and all nodes verify all transactions (Peters and Panayi, 2016). On the other hand, in 
 a  permissioned  blockchain,  there  are  preselected  verification  nodes  by  central  authorities  or 
 consortiums. The ties will connect all nodes to a preselected node to validate if a user has access to 
 the  network,  which  means  that  not  all  can  attend.  The  accessibility  of  information  on  a  public 
 blockchain gives anyone access to read and submit transactions. For the private blockchain, the users 
 are restricted within an organisation or a group of organisations. According to networking theory, 
 structure holes (i.e., where information stays in sub-networks) could be a fact in private blockchains 
 (Grant, 2016). 


   


Advantages for the permissioned blockchains are that they can be purpose built and act to maintain 
 compatibility with existing applications, such as the financial sector. In addition, the actors on the 
 network  are  named  which  make  them  legally  accountable  for  their  actions,  in  contrary  to 
 permissionless  where  you  act  anonymous (Swanson,  2015).  Permissioned  can  be  entirely  private, 
 which means that permission is kept within an organisation or a consortium, where preselected nodes 
 have the control. Furthermore, scalability is a second advantage in relation to preselected participants 
 that have the authority, who come from large institutions, will scale their computing power in line 
 with the transactions. On the other hand, since there is a smaller amount of participants, it will be 
 easier to reject a transaction in comparison to permissionless, where all nodes verify all transactions. 


Examples of permissioned blockchain are Ripple, Hyperledger and R3, which are used in the financial 
 sector, whereas Ethereum is an example for the permissionless (Peters and Panayi, 2016). 


  


2.3.3. Blockchain 1.0: Bitcoin  


Blockchain is the fundament, whereas there exist different applications built on top of the technology 
such  as  the  cryptocurrency.  Capgemeni  (2016)  state  that  blockchain  works  as  a  track  and 
cryptocurrency  is  the  train  driving  on  it.  To  understand  blockchain  technology  further,  the 
cryptocurrency,  Bitcoin,  can  demonstrate  the  technology.  In  fact,  it  is  the  first  established 
cryptocurrency  (Nakamoto,  2008).  The  function  of  cryptocurrencies  is  to  validate  and  safeguard 
entries  and  preserve  historical  records  (Crosby  et  al.,  2016).  When  sending  a  transaction,  this 
transaction is broadcasted as a block to every node. The nodes, also referred to as miners, need to 
solve an advanced mathematical puzzle to find the corresponding private key to the transaction, also 
called proof-of-work. When solved, the proof-of-work needs to be approved by the majority (i.e., 
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consensus), this involves checking that there is enough money on the account and that it has not been 
 spent before. If approved the block is added to the longest chain (Nakamoto, 2008). This mechanism 
 will function as a safeguard and in addition prevent double spending. One essential aspect of bitcoins 
 and the technology is the data power. The more data power, the quicker the mathematical equation 
 can  be  solved.  The  first  to  find  proof-of-work  get  rewarded  in  the  form  of  bitcoins  or  other 
 cryptocurrencies, which thereby works as an incentive to provide the strongest data power regardless 
 of the cost involved (Crosby et al., 2016).  


   


2.3.4. Blockchain 2.0  


The complexity beyond currency and payments was envisioned for bitcoin from the beginning of the 
 establishment. Moreover, blockchain 2.0 decentralises markets in general, meaning transfer of other 
 kinds of assets beyond currency, where a value is added for each time it is transferred (Swan, 2015). 


The technology provides different possibilities, such as smart contracts, smart property, DaOs and 
 Dapps. To exemplify this, a smart contract goes beyond the usual sell and buying function, where 
 self-enforcement  and  recording  of  transactions  is  a  fact.  It  is  an  agreement  between  two  or more 
 parties, whereas to act or not to act is up to the parties, but the need for one type of trust between the 
 parties are removed (i.e., counterparty risk). The reason for this is the embedded codes, where the 
 contract is automatically executed by the code when specific agreed terms are fulfilled (Swan, 2015). 


In similarity to permissioned and permissionless networks, smart contracts can also be separated into 
 the permissionless and permissioned, where the latter provides higher security (Bharadwaj, 2016). 


Blockchain 2.0 can be applied to different application areas based on specific industry requirements, 
 such as use cases in the financial sector, which will be further explained in section 3.7. The following 
 section will provide an overview of blockchain technology in cross-border payments compared to 
 traditional technologies. 


   


2.4. Application of technology in cross-board payments 


Banking systems have different scales of networks in line with their responding size, contributing to 
many  relationships.  Especially,  when  it  comes  to  cross-border  payment,  several  participants  are 
involved. For the main incumbents, it is common to have a corresponding banking relationship with 
local banks in important foreign cities across the world (Park, 2007). To fulfil a cross-border payment, 
a two-way link is most commonly used. One part will be the correspondent bank providing the service 
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and the second part the respondent bank in terms of buying the service. In cross-border payments, 
 based on the movement of messages along the payment chain handled by SWIFT, the correspondent 
 banks execute the actual debits and credits across accounts (Ravishankar, 2017). An illustration of 
 the processes from start to end is shown in figure 1, which demonstrates the great number of parties 
 involved when only transmitting one single transaction. 


Figure 1: Illustration of traditional cross-border payments 


(Compiled by authors, adapted from Sitpure, 2018) 


Further, approximately 80 per cent of bank-to-bank cross-border payments will utilise the mentioned 
 traditional correspondent banking relationship or use intra-bank transactions (Park, 2007). Moreover, 
 this highlights the potential for improvement in terms of reducing intermediate parties and, reduction 
 of time and process inefficiency. Several traditional, as well as other providers, try to overcome these 
 hurdles. 


The  following  providers,  both  traditional  and  pure  blockchain-based,  are  exploring  different 
technologies  to  improve  international  payment  processes.  Figure  2  below  illustrates  how  a  cross-
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border  payment  is  transferred  utilising  blockchain  technology  and  the  traditional  payment 
 infrastructure, where it is highlighted that blockchain eliminates the third party.  


Figure 2: Cross-border transfer from bank A to bank D through blockchain vs. traditional 


(Compiled by authors, adapted from Ravishankar, 2017) 


2.4.1 Traditional 
 2.4.1.1. SWIFT 


SWIFT has for 40 years been supporting the global banking community and is considered the leading 
 provider of international payment technology to banks. The role of SWIFT is to transmit financial 
 message services between two financial institutions or corporations but does not control the content 
 in contrary to blockchain. SWIFT covers corporate and bank-to-bank customers in more than 210 
 countries. Strategically, this was the first technology connecting banks across borders, by replacing 
 telex (Casterman, 2013). However, the technology is continuously developing and to remain market 
 leader  it  is  crucial  to  pay  attention  to  the  market  changes.  The  importance  of  developing  new 
 knowledge combined with existing knowledge is a fact (Grant, 2016).  


SWIFT established a project that seeks to improve the current weaknesses of SWIFT's infrastructure 
by enhancing their existing technology and partly integrating DLT, specifically proof-of-work for 
real-time nostro to reduce the cost of liquidity (Barbey et al., 2017; SWIFT, 2018a). The project is 
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called SWIFT Global Payment Innovation (GPI) and shows the adoption might be higher valued than 
 the value propitiation (Catalini, 2017). SWIFT GPI’s vision is to make the transmission faster (i.e., 
 same day or even seconds), provide transparency of fees and track payments from end-to-end. In 
 addition, remittance information can be transferred unaltered (SWIFT, 2018a). A report from March 
 2018 highlights that 150 countries have adopted the project, among the banks are, Nordea and Danske 
 Bank, located in the Nordic market. SWIFT attends the innovation process to establish a competitive 
 advantage. Their long-term strategy is that GPI is set to be standard by the end of 2020 (SWIFT, 
 2018b). However, it is notable that the project is carried out for corporate customers only with their 
 belonging bank. 


2.4.1.2. SEPA 


Even though SWIFT is considered as the leading provider of cross-border payments today, European 
 Payments Council has since 2008 started a project called Single Euro Payments Area. It is considered 
 as one of the most significant projects in the European payment market, which has the intention to 
 establish a home market for payment traffic within Europe (Danske Bank, 2018b). Thus, 28 EU state 
 members  are  currently  included,  among  several  others  countries,  where  Norway  is  one  of  them. 


Moreover,  the  idea  behind  SEPA  is  that  consumers,  businesses,  and  public  administrations  can 
 receive and transmit transactions under the same underlying conditions within a credit transfer, direct 
 debit  payment  and  card  payments  (European  Commission,  2018).  SEPA  contributes  to  several 
 advantages, but they still want to develop further. The first advantage is that there is one single system 
 for both domestic and cross-border transfer. Secondly, SEPA makes it possible to directly charge an 
 account  in  one  country  for  a  service  provided  in  another  (i.e.,  direct  debit  payments).  Thirdly, 
 regardless of where you study or work, you can receive your salary on your existing home country 
 account. Lastly, the technology will contribute to faster, cheaper, safer and more transparent cross-
 border  payments,  due  to  a  single  set  of  payment  standards  and  schemes  (European  Commission, 
 2018). 


In particular, SEPA instant credit transfer will within less than ten seconds make euro credit transfer 
with funds available at any time within the 34 SEPA countries. More specifically, the regulations for 
cross-border payments require that the banks charge the same amount for domestic as for cross-border 
electronic payments in euro (European Commission, 2018). Furthermore, countries that do not have 
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euro  in  their  national  currency  have  the  opportunity  to  extend  this  application  in  terms  of  fees, 
 whereas in all other nations the same amount in euro will apply. A proposal was made to extend the 
 benefits of the regulations for the consumers and businesses in non-EU countries in April 2018, which 
 is being evaluated. The future outlook for SEPA is to develop a framework for mobile payments, in 
 addition to the development scheme for card payments (European Commission, 2018). 


2.4.2. Other Initiatives 


Several initiatives concerning non-bank providers want to participate in the competition regarding 
 faster, cheaper and safer cross-border payments. TransferWise provides eight times cheaper fees than 
 traditional banks, because of the exchange rate. They state that they use the real exchange rate, also 
 called mid-market rate in contrast to banks, which thereby will give more accurate currency exchange. 


TransferWise is of the opinion that up to 5 per cent of hidden costs occur when transferring through 
 a bank, in addition to that the banks set their own exchange rate (TransferWise, 2018). Moreover, the 
 service  is  compatible  with  business  and  retail  customers,  which  can  be  used  through  the  Internet 
 webpage as well as the application. 


The second initiative, which still is in the development process, is Mobil Proxy Forum (MPF). It 
consists of representative companies operating in the person-to-person payment area. Their vision is 
to link mobile telephone numbers to their corresponding IBAN, and thus make day-to-day payments 
easier  within  Europe  (European  Payments  Council,  2017).  A  third  initiative  attending  the  cross-
border payment competition is Revolut, an app that acts as a borderless bank for corporate and retail 
customers. The customers can open an account, get a corresponding card to the account and make 
international payments at lower costs. With regard to a test (i.e., mystery shopping) conducted by 
Revolut, the results indicated that their service has lower fees than TransferWise and only take a 
mark-up  fee  of  1,5  per  cent.  Furthermore,  Revolut  has  recently  made  it  possible  to  buy  and  sell 
cryptocurrency through their app making exchange easier (Revolut, 2018). One of Revolut's goals is 
to target the millennials and become that generation’s standard bank worldwide (Hopland, 2017).  
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 2.4.3 Blockchain Technology 


The  blockchain  technology  has  great  potential,  but  also  need  to  overcome  some  obstacles,  which 
 requires further development. The development rate is high, making the different suppliers to banks 
 reach for the same goal by using different technologies to get there (i.e., compete for standards). In 
 that sense, time is critical to make a mature technology that covers all functionalities (Neyer and 
 Geva, 2017). Blockchain can facilitate more effective international payment processes for both the 
 banks  and  their  customers.  Specifically,  due  to  the  costs  involved  in  the  current  correspondent 
 banking system, it is hoped that DLT can simplify interbank payments (Wüst and Gervais, 2017). 


Moreover, one advantage of pure blockchain technology is that it can improve the time efficiency of 
 cross-border payments. Additionally, the costs are expected to be lower due to fewer parties involved 
 in  the  transaction  (Niederkorn  et  al.,  2016).  Moreover,  blockchain  is  an  atomic  technology 
 contributing to no hold ups due to its independence. Either all transactions go through, or none goes 
 through, meaning that it is possible to draw back payments at any stage (Wüst and Gervais, 2017). 


Another  attribute  is  transparency  of  all  transactions  and  immediate  availability,  giving  the  banks 
 control over transaction history at any time, in addition to safety and transparency on fees. Moreover, 
 blockchain can provide real-time settlement, which means that the money will be transferred nearly 
 immediately without delays due to the network functionality (Olleros and Zhegu, 2016). However, 
 real-time activities will also affect the banking industry concerning staff and customer services. The 
 transaction can occur 24 hours all 365 days a year, which could cause problems leading to more staff 
 required. Another aspect is real-time fraud, where previous fraud prevention platforms need to be 
 improved because of the extension of when a transaction can occur (Niederkorn et al., 2016). 


2.4.3.1. Ripple 


Ripple-Labs is one provider that uses pure blockchain technology to improve cross-border payment 
 mechanisms.  The  Ripple  technology  allows  traditional  financial  institutions  to  operate  more 
 efficiently (Swan, 2015). The ambition of Ripple labs is to build a global payment protocol, which 
 enables a peer-to-peer server to move value between financial institutions (Olleros and Zhegu. 2016). 


As  a  result,  this  would  allow  financial  services  to  directly  act  with  each  other  across  geographic 
borders and currencies, which would be in a real-time gross settlement system. Ripple is a result of 
the  slow  transmission  time  of  cryptocurrency  bitcoin,  which  can  take  from  10-120  minutes,  by 
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removing proof-of-work. Thus, this resulted in transmission of transactions within 3-5 seconds and 
 higher  transaction  volume  (Neyer  and  Geva,  2017;  Ripple,  2018).  The  mechanism  is  a  mix  of 
 permissioned and permissionless architecture, where everyone is allowed to enter. Nevertheless, all 
 participants select their preferred transaction validators, which makes it more secure (Kelleher, 2015).  


  


Ripple has its own digital currency, XRP, corresponding to its blockchain. For other currencies than 
 XRP, there will be some counterparty risk, since other currencies are represented by gateways outside 
 the chain in case a party chooses to withdraw a deposit. Ripple does not adequately remove the trust 
 relationship embedded in the correspondent banking system but shifts the trust to other parties (i.e., 
 gateways). Consequently, many parallel currencies occur since the issuers of the currency exchanged 
 is not the same, and thereby contributes to a gateway system. A potential solution to this limitation is 
 that the central bank acts as a gateway since the issued currencies on Ripple then would correspond 
 to the real currencies. However, it should be noted that Ripple is still under development and in a 
 pilot period, but has also acted as a front-runner in the payments infrastructure (Wüst and Gervais, 
 2017). 


2.5. Is Blockchain Needed? 


Using  a  blockchain  will  be  advantageous  when  several  factors  are  present.  If  multiple  mutually 
mistrusting entities want to communicate and change systems, but not willing to agree on an online 
trusted third party, a potential for blockchain is established. On the other hand, if there is no need for 
data to be stored, then no database is required (i.e., blockchain is not useful). This would be the first 
checkpoint in an evaluation of whether to implement blockchain. Secondly, if there is a third party 
available, the question is if it always is online or offline. If always online, the technology will delegate 
information to it and function as a verifier, meaning there will be no need for blockchain (i.e., storing 
of  data).  In  case  of  an  offline  third  party,  DLT  can  act  as  a  certificate  authority  concerning  a 
permissioned  blockchain,  where  all  participants  are  known.  If  all  participants  mutually  trust  each 
other, a public permissioned blockchain will be most suitable. To sum up, there are several factors 
regarding the amount of participants, complexity, and trust that need to be present, contributing to 
whether blockchain will be more effective compared to what already exists (Wüst and Gervais, 2017).  
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 2.6. How Important are Cross-Border Payments? 


A report from McKinsey (2016) shows that successful changes start with the customer. The client 
 value  propositions  should  be  more  valued  in  terms  of  improving  dissatisfactions  of  the  current 
 banking structure. Statistics from the report indicate that cross-border payments will grow with 4 per 
 cent the next five years, even though interest rates and macroeconomics unpredictability could affect 
 the growth rates positively or negatively (Niederkorn et al., 2016). In previous years, cross-border 
 payments have not received the same systematic pressure that domestic payments have, which lead 
 to high fees ensuring high revenues for the banks. Thereby, traditional banks have had little incentives 
 to prioritise customers’ needs and reduce the costs involved in international transactions as opposed 
 to domestic payments. For the next five years, the revenues from cross-border payments are expected 
 to become moderate due to higher competition from non-banks that want to capture market share 
 (e.g., blockchain solutions) (Barbey et al., 2017). However, the volume of international payments are 
 expected  to  increase,  and  thus  the  customer  demand  could  evoke  a  change  due  to  digitalisation 
 (Barbey et al., 2017). Customer will expect transparency, real-time transactions and easy use leading 
 to  the  integration  of  international  payments  into  their  value  chain  already  existing  for  domestic 
 payments (Niederkorn et al., 2016; Barbey et al., 2017). 


   


The McKinsey report separates banks customers into retail consumer and corporate segment. The 
commercial contributes to 20 per cent of the payments revenue for cross-border transactions, and 
retail consumers contribute to only 2 per cent in EMEA. Even though retail cross-border payments 
only account for a small percentage, the fact to integrate customer needs is essential to keep customers 
in their respective banks and reduce switching costs. Furthermore, improving product differentiation 
is vital by adding attributes valued by customers (Hill, 1988). Indeed, 70 per cent of the surveyed 
corporations from the McKinsey report are willing to consider alternative providers for cross-border 
payments due to the complex system and the competitive pressure (Niederkorn et al., 2016).  
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3. LITERATURE REVIEW 
 3.1. Introduction 


The literature review aims to provide a critical overview of the academic literature relevant to this 
 research topic. In the first section of this chapter, an outline of the banking industry is presented based 
 on Porter's five forces to address the industry structure and the significant changes shaping it. The 
 most important strategic factors underlying the structural changes encountering the banking sector 
 will be further elaborated in the following sections: strategy and innovation, generic strategies and 
 customer  demand.  Furthermore,  a  brief  overview  of  blockchain  in  financial  services  and  as  a 
 technological innovation is given. Finally, an outline of the most prominent blockchain applications 
 identified, suitable for improvement of banking products, is provided. 


3.2. Industry Overview - Porter’s Five Forces 


An appropriate framework is of crucial importance to develop a contextualised understanding of the 
 competitive  forces  affecting  the  current  profitability  of  the  banking  industry.  The  framework 
 developed by Michael Porter (1979) is one of the most prominent within the field of strategy and thus 
 will be utilised in this study to provide a clear overview of the industry structure within the banking 
 sector. 


3.2.1. Threat of new entrants 


The  competitive  environment  within  the  banking  industry  is  undergoing  substantial  changes 
concerning  the threat of new entrants due to the rapid development of digital technologies. In other 
words, the barriers to entry have become relatively low over the last years, which, in turn, put pressure 
on the profit potential of the industry (Hirt and Willmott, 2014; Porter, 2008). However, incumbent 
banks usually possess larger supply-side scale economies and customer bases in comparison to new 
market entrants. This might deter entry to some extent, and result in a cost disadvantage on behalf of 
the  new  industry  players  entering  the  market.  Nevertheless,  smaller  size  entrants  can  exploit 
flexibility advantages and avoid difficulties that accompany large scale (Grant, 2013; 2016). On the 
other  hand,  industry  growth  tends  to  restraint  competition  to  some  degree,  and  hence  facilitates 
opportunities for all competitors as a result of expansion within the sector (Porter, 2008). Capital 
requirements, as well as resources and capabilities, are other factors that have an impact on the level 
of  new  players  entering  the  market,  in  which  incumbents  often  have  an  advantage  (Grant,  2016; 
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Porter, 2008). However, FinTech companies, backed by venture capital, have become more visible 
 and encouraged to rapidly enter every banking activity and market (Dietz et al., 2015). 


Moreover, the profit potential in the banking industry has changed considerably ever since the rise of 
 digital solutions, as well as regulatory transparency and globalisation (Dälken, 2014). Thus, fee-based 
 financial  services  and  cross-selling  are  suffering, which  force  banks  to  adjust  their focus  towards 
 value creation for customers by employing digital technologies (DeLuca, 2017; Dietz et al., 2015). 


In other words, ownership of customer relationship reflects a firm's market share and is therefore of 
 strategic importance to gain a larger share of the already suffering profitability in the banking industry 
 (DeLuca, 2017). It has never been easy to switch bank; however, the switching costs of customers 
 have  decreased  as  a result  of  digital  applications,  which,  in  turn,  provides  lower  barriers  to  entry 
 (Dietz et al., 2015; Porter, 2008). Furthermore, the expected retaliation of incumbent banks, such as 
 cutting prices to retain market share, also influences the level of new market entrants (Porter, 2008). 


Nevertheless, start-up firms usually have lower costs and can, therefore, compete on a low-cost basis 
 by offering customers lower prices. Indeed, these companies charge considerably lower advisory fees 
 for example (i.e., 15 bps compared to 100 bps charged by incumbent banks) (Dietz et al., 2015). 


3.2.2. The power of suppliers 


The global economy is undergoing fundamental structural change due to the digital revolution and 
driven by innovative- and technology-oriented organisations (Dälken, 2014). The existence of the 
Internet has also altered the bargaining power of suppliers in the banking industry, and as a result, 
there is less asymmetric information and more transparency among participating companies. Hence, 
information about, for instance, a company's strategy or product quality, is equally accessible for all 
(i.e., competitors, suppliers, customers, etc.) (Dälken, 2014). Suppliers have significant power over 
banks  because  they  supply  innovative  digital  solutions  as  a  replacement  to  traditional  inefficient 
banking systems. In other words, digital technologies usually entail massive capital investments, and 
thus shifting suppliers might result in high switching costs for the banks (Porter, 2008). Moreover, 
these investments are crucial for banks due to the rapid pace of the competitive industry environment 
and in order to meet customer demand (Dietz et al., 2015).   
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On the other hand, the number of suppliers is increasing on a global basis, and hence their bargaining 
 power over the banks is reduced because there are more suppliers to choose from. This, again, highly 
 depends on the banks' financial resources and investment potential. Some might invest heavily in 
 specific segments, while others have the capital requirements to utilise several suppliers in different 
 investment areas (Grant, 2016; Porter, 2008). Moreover, some suppliers also face switching costs in 
 which they deliver specific, tailored banking systems, for example, SWIFT. Consequently, this will 
 reduce their bargaining power. While, other suppliers are not that heavily dependent on the banking 
 industry for its revenue, such as IBM and Microsoft (Porter, 2008). 


3.2.3. The power of buyers 


Information technologies have enhanced the bargaining power of buyers substantially. Access to and 
 availability of information provide customers with much more power to compare prices and product 
 quality, which, in turn, reduce the switching costs (Dälken, 2014; Porter, 2008). Nevertheless, banks 
 can  charge  their  customers  with  a  termination fee  if  they  wish  to  switch  provider.  As  mentioned 
 earlier, switching bank has never been easy, but digitisation has facilitated a more straightforward 
 way  for  customers  to  switch  among  providers,  in  addition,  to  retain  a  bank  account  with  their 
 incumbent bank. It should be noted, however, that customers might not be fully aware of what it 
 entails  to  switch  bank  provider.  Furthermore,  it  has  become  more  usual  that  consumers  possess 
 several financial service providers due to lack of customer relationship with their main bank supplier 
 (Dietz et al., 2015). Hence, the banks that are able to maintain loyal customer relationship will have 
 an advantage, which might reduce the switching costs of their customers. However, this might be 
 difficult for incumbent banks, because it often requires a focus on a specific customer segment (Dietz 
 et al., 2015).  


The digital era has a continuous impact on the end consumer, despite the millennials (i.e., the children 
of the digital age), an increasing part of older customers are considerably more comfortable with 
digital applications and becoming smartphone users (Dietz et al., 2015). Over the last two decades, 
the  Internet  has  become  an  essential  part  of  daily  life,  and  thus  changed  consumer  expectations 
significantly. It has facilitated 24 hours a day, seven days a week and 365 days a year accessibility 
for the consumers to collect information about competitive products, compare and contrast to capture 
most of the value (Dälken, 2014; Hirt and Willmott, 2014). On the one hand, banks are pressured to 
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differentiate their products and be more innovative to meet these new consumer expectations, as well 
 as it forces down prices by demanding better quality (Cortet et al., 2016; Porter, 2008). On the other 
 hand, information technologies have made it more feasible and simpler for banks to create more value 
 for customers by collecting customer information and utilise it in order to improve product efficiency 
 (Dälken, 2014). 


3.2.4. Threat of substitutes 


Today, the incumbent banks operate on a more global basis than ever before, across borders and in 
 different geographic areas, due to globalisation and digitisation. These key factors have facilitated 
 the enhancement of both existing and new products and services offered by banks internationally 
 (Hirt and Willmott, 2014). Banks supply a wide range of products and services to its customers, such 
 as mortgage, insurance, trading services and retail payments to mention some. The intensity and speed 
 of producing new products have become much faster as a result of different information technologies 
 linked with manufacturing processes, and thereby reduce the threat of substitution (Dälken, 2014). 


The rise of innovative non-banks (e.g., Apple and Google) and FinTech companies can be viewed as 
 a  form  of  substitution  by  offering  similar  or  alternative  products  and  services  compared  to  the 
 traditional  banks  (Alt  and  Puschmann,  2012;  Hirt  and  Willmott,  2014).  For  instance,  some  car 
 manufacturers provide their customers with both a loan and insurance when purchasing a car. Even 
 though the threat of substitution has been reduced, other forms of replacement have become more 
 visible in the banking sector (Dälken, 2014). 


3.2.5. Rivalry among existing competitors 


The digital revolution has facilitated a more global presence among traditional banks, although some 
 operate locally and more concentrated to customer segments and niche markets. The rivalry among 
 existing  banks  has  become  fiercer  due  to  the  rise  of  digital  solutions,  which  pressure  them  to  be 
 innovative and develop. Hence, the competitive environment is accelerating at a much higher pace 
 than before (Hirt and Willmott, 2014). However, some incumbents possess a significant market share 
 in different geographic areas, making it difficult for rivals to access these already occupied markets. 


Furthermore, the banking industry, among others, is vulnerable to winner-takes-all dynamics, which 
will facilitate a higher level of consolidation and thus challenge more capital- and labour-intensive 
players (Hirt and Willmott, 2014). 
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The race to establish market leadership is intensive, and as a result innovation strategies are becoming 
 more  visible  among  the  industry  players  (DeLuca,  2017).  Specifically,  information  and 
 communication technology development is an important factor due to globalisation, which in turn 
 facilitates closer and more transparent markets (Dälken, 2014). Moreover, the financial industry is a 
 highly regulated industry, where a wave of regulatory changes has been introduced as a consequence 
 of the financial crisis partly to protect consumers. These new rules, such as MiFID II, aim to provide 
 more transparency on fees (e.g., better information for customers) and eliminate or minimise conflicts 
 of interest (Dietz et al., 2015). In this context, banks, in general, will experience a higher bargaining 
 power from their customers, and thus a pressure to become more customer-oriented. 


 Figure 3: The five forces that shape industry competition in the banking sector  


(Compiled by authors, adapted from Porter, 2008) 
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 3.2.6. Structural changes in the banking industry 


It is evident from the industry analysis presented above, as well as figure 3 and 4, that the banking 
 industry is encountering structural changes due to digitalisation and globalisation (Dälken, 2014). 


Specifically,  it  can  be  argued  that  the  financial  crisis,  changing  consumer  expectations  and  the 
 emergence of new technological innovations are strong drivers towards a more customer-oriented 
 banking industry. Since the financial crisis in 2007, the banking sector has experienced disruptive, 
 economic and regulatory forces in which have altered the way traditional banking is conducted. Due 
 to  changing  consumer  expectations,  the  use  of  electronic  channels  is  expected  to  grow,  and  thus 
 customers become more informed and demand transparency. In addition, technological innovations 
 have facilitated a variety of digital solutions (Alt and Puschmann, 2012; Hedley et al., 2006). 


Overall, the industry structure is changing into a dynamic environment where vertical disintegration, 
 niche specialisation, and growing customer-oriented competition are essential development factors 
 (Alt  and  Puschmann,  2012).  The  large  incumbents  need  to  utilise  and  leverage  on  superior  scale 
 benefits, while smaller players have to target niche customer segments in order to generate a higher 
 aggregate profit (Hedley et al., 2006). Porter (2008: 33) emphasises "when all or many competitors 
 aim to meet the same needs or compete on same attributes, the result is zero-sum competition. Here, 
 one firm's gain is often another's loss, driving down profitability". 


Figure 4: Structural changes within the banking industry 


(Authors own contribution, inspired by Dälken, 2014 and Porter 2008) 


The following sections will elaborate on the most important factors underlying the structural changes 
encountering the banking sector in order to grasp the strategic logic behind the leading market players. 
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 3.3. Strategy and Innovation 


The  rapid  rise  of  digital  innovators  within  financial  services  has  become  a  significant  threat  to 
 traditional retail banks due to their low-cost strategies targeting niche customer segments (Dietz et 
 al., 2016). Nevertheless, banks seem to be overconfident in their position as incumbent institutions, 
 which,  in  turn,  weakens  their  ability  to  quickly  respond  to  digital  developments  and  emerging 
 challenges facing the industry (DeLuca, 2017). Even though most of the traditional banks are very 
 much aware of the disruptive industry landscape and that change is of crucial importance to sustain 
 performance, they seem to struggle with determining the right counter-strategy (i.e., whether they 
 should engage in partnership, acquisition or compete against new innovative and technology-driven 
 competitors) (Cortet et al., 2016).  


Moreover,  some  financial  institutions  have  taken  initiatives  in  response  to  the  rapid  pace  of 
 competitors, and thus innovation strategies among banks are becoming more visible. However, the 
 innovative commitment is still not consistent with the standards set by innovative market leaders and 
 consumer demand (DeLuca, 2017). Another important factor is the responsiveness of the incumbents, 
 their ability to anticipate changes in the external environment, as well as quickly position themselves 
 in order to benefit the most. Indeed, the banks' availability of resources and capabilities and their 
 ability to utilise them strategically is another important consideration, because these differ between 
 them (Grant, 2013; 2016). Hence, incumbents must respond with unique and creative strategies that 
 fit well with organisational activities, rather than follow a "me-too" approach to innovation (DeLuca, 
 2017). In order to cope with industry trends and challenges, and stay ahead of the competition, market 
 leaders need to pressure-test their strategies (Hirt and Willmott, 2014). 


The high acceleration of structural changes in a disruptive industry environment has made strategies 
 more about creating future options and less about planning, which, in turn, fosters strategic innovation 
 (Grant, 2013; 2016). According to Grant (2013: 20), emergent strategy entails "the decisions that 
 emerge from complex processes in which individual managers interpret the intended strategy and 
 adapt to changing circumstances". The term emergent strategy is derived from Mintzberg and is the 
 determinant of realised strategy that emerges unintentionally, especially in complex environments. 


This  strategic  orientation  allows  for  flexibility  and  openness  by  constantly  analysing  the  industry 
landscape  and  simultaneously  implementing  a  strategy  (Lynch,  2000).  In  contrast,  a  deliberate 
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