
Thank you to the ECB for inviting me to address you today, which is a great honour. 

As the last speaker of the panel, you would think that there would be nothing left to 
say but, for those who know me, I always have something to say. 

And the focus of this panel has been upon innovation in retail payments and yet no-one 
has really defined innovation so let us being with this. 

I define innovation as change that is disruptive and mainstream. 

What I mean by this is that innovation change the business models of providers in a 
market space in a fundamental way for the long-term. 

That is disruption. 

There are many examples of such innovations, some of which can be seen in just the 
last decade. 

For example, Facebook demonstrates innovation. In 2006, no-one discussed Facebook 
or even knew what it was. The service was confined to around 25 million people mainly 
on university campuses. 

Today, Facebook is the #1 website worldwide with around 675 million dedicated to its 
usage and spending far more time on there than on Google for example. 

In less than two years, Facebook fundamentally changed the face of the internet in 
that its breakthrough years were 2007 and 2008, as Facebook opened through APIs to 
the developers’ world and took over the internet. 

PayPal did the same with payments with PayPal X. 

Launched in summer 2009, the system allowed developers to incorporate PayPal into 
their applications simply and easily. 

Two years later and PayPal expects to burst through the $100 billion of transactions 
this year, along with revenues of nearing $5 billion. In fact, what amazed me was to 
see that two percent - $2 billion - of these transactions will be via mobile this year too. 

That’s innovation and has delivered growth that has been significant in the last two 
years, in the face of frenetic competition too. 

The innovation of PayPal’s was to open up their platform, whilst the innovators are the 
developers of apps on that platform. 

M-PESA in Kenya is an innovation in P2P payments. Apps on the iPhone are an 
innovation in commerce. The iPhone itself is an innovation but not a significant one, as 
its power is already tailing away as Android takes over. But the App on iTunes is a 
strong source of control and ownership in the commerce stakes. 

There are many other examples of innovation out there. 

Fast cycle disruptions to traditional business models. 

Then we look at the banking industry here in this room and SEPA and I wonder where 
the innovation occurs in banking. 

SEPA has taken over ten years to gestate and has delivered SEPA Credit Transfers and 
SEPA Direct Debits, SCT and SDD. 

SCT and SDD have yet to deliver their promise however, but who said that fundamental 
changes to business models that become mainstream had to happen fast, ay? 

SEPA is an innovation in the payments infrastructure but such innovation in the industry 
has to happen through a constructive industry evolution towards a common goal. 

http://mashable.com/2009/07/23/paypal-x/


And so we have innovation in banking that often only occurs through regulation, as 
regulation forces the industry to work together towards a common goal of compliance. 

Meanwhile al the innovations of PayPal, M-PESA and co takes place on the top of the 
infrastructure. 

In other words, we have rapid innovation on top of the infrastructure, a little like the 
forth on the icing of the cake. 

PayPal has replaced nothing for example. 

It has just added a layer of convenience to what was inconvenient before. 

In other words, innovation takes place slowly at the core (SEPA) and fast at the non-
core (PayPal). 

But in this new world of rapid cycle change in the non-core, three things are 
happening. 

First, there is no longer a separation of online and offline. There’s just global real-
time. 

Second, there is a restructuring of the form and function of banking and payments 
through the development of apps. 

Third, the combination of global real-time and apps is creating a much greater 
recognition that our greatest asset is information. 

Let me explain these three points briefly. 

First, global real-time is why mobile matters as mobile internet is delivered global 24*7 
connectivity. 

The rise of global real-time will enable the mobile operators to become disruptive. 

For example, today mobile carriers and handset manufacturers are working to engage 
the unbanked and underdeveloped economies. 

They will find this experience invaluable and, over time, it should lead to them taking 
over large slices of banking capability in banked and developed economies. 

After all, the launch of P2P payment services via mobile in unbanked territories could 
easily lead to P2P payment services via mobile in banked territories. 

Equally, the experience of becoming a large transaction financial processor in an 
emerging economy gives the operator the knowledge to become a large transaction 
financial processor in another. 

This idea is reinforced by Clayton Christensen's discussions of the innovators dilemma. 

The innovator’s dilemma says that the incumbents become fat and lazy, and focus 
upon features and functional enhancements rather than disruption. 

The new entrant comes in with an offer that the incumbent sees as no threat and can 
be ignored. 

It is ignored because if focuses on the wrong thing in the incumbent’s view. 

This is because the new entrant is not focusing on the evolution of the current system 
based upon feature and function, but is trying to do something completely different. 

In many cases, they are offering a cut-down offer that is incredibly cheap and easy. 

That’s what mobile carriers and handset manufacturers are doing with payments and, 
over time, banking. 



This ability of mobile to start as inconsequential and soon become mainstream as an 
innovative disruption is amply demonstrated by the rise of PayPal’s mobile channel 
which is already expected to process $2 billion in transactions this year, and is seeing a 
doubling year on year. 

And the mobile operators will begin with peripheral change and gradually concentrate 
into core change through experiential innovation. 

That is a key. 

Second, finance is being restructured in form and function through the increasing use 
of apps. 

Apps deliver a deconstruction and reconstruction of finance, thanks to taking pieces of 
what was an end-to-end process and breaking it down into simple form. 

A balance check no longer requires logging on to look at a complete service from bill 
payments to credit card transactions. You just see the balance. 

Apps can now be delivered for everything from budgeting to alerts, and can be 
extended from simple consumer tools to complex treasury tools. 

The way in which such apps demonstrate a reconstruction of thinking is best 
demonstrated by Zynga. 

Zynga is a gaming firm on Facebook that deliver entertainment such as Farmville and 
Cityville. 

Whilst Farmville took three months to grow to 60 million users in 2009, which was 
phenomenal in itself, this year Cityville grew from nowhere to 100 million users in just 
six weeks. 

Now the key to this gaming world is that it is driving the emergence of micropayments 
and microcredits. 

People are exchanging virtual nothings for cash. 

If just five percent of Zynga’s users spend $5 a month on Cityville, that’s $25 million a 
month or $300 million a year on one game. 

And that’s $300 million spending on virtual nothings. 

Now add all the other games out there, and you soon see why a $10 billion on virtual 
currency in 2011 in Facebook makes it attractive for Facebook and Zynga to launch 
their own virtual monies. 

And these virtual monies are disruptive as they innovative the form and function of 
exchange. 

In the same way that Angry Birds is doing on the iPhone, Android and iPad, Zynga is 
changing the world of money in Facebook. 

This brings me to my third point. 

If you have a market today where billions of real dollars are being exchanged for 
virtual dollars, then the virtual world becomes as important as the real world for 
commerce and, in some cases, more so. 

For example, how important is iTunes? 

With 200 million active credit card accountholders and revenues in excess of $5 billion 
a year, I would claim that the virtual exchange of iTunes is Apple’s crowning glory. 

The reason is that the Mac, iPhone and iPad are all replaceable. 

http://thefinanser.co.uk/fsclub/2011/03/banking-on-angry-birds.html
http://seekingalpha.com/article/211977-2010-apple-s-63-5-billion-revenue-year


  
Android has taken over from iPhone as the primary smartphone system in the USA and 
it wouldn’t surprise me if the same will be true shortly for the iPad. 

But Apple make their stickiness from iTunes. 

iTunes is driving the sales of iPad, iPhone and more, as it is iTunes that offers the stuff 
folks want - games, apps, movies, books ... - and it is the store where real money is 
exchanged for virtual goods – digital downloads – that is really driving the revenue. 

 
And this iTunes game is the same game as Amazon plays online. 

It’s all about information warfare, another subject I’ve spent a long time blogging 
about. 

So the core point for me here is that we have to recognise today that banking and 
payments is being deconstituted into apps that are delivered in global real-time as 
virtual forms of exchange of data. 



As a result, we live in the information warfare world 
http://thefinanser.co.uk/fsclub/2011/04/why-banks-should-worry-about-google-apple-
facebook-.html?cid=6a01053620481c970b0147e3c0a023970b of Amazon, Google, Apple 
and company. 

This is the world of finance today and if you don’t see that, then you’re missing a trick. 

Innovation is occurring on the froth of the cake and the froth is owned by PayPal today. 

It may or may not be tomorrow as other innovators innovate. 

But the critical innovations are taking place around three hemispheres. 

First, we live in a world of global real-time connectivity. 

Second, this world is being reconstructed in form and function thanks to apps. 

And third, this results in every business that is digitally enabled – of which banking and 
payments most definitely is – being locked in information warfare. 

Thank you. 

 


