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1 Unlocking value from technology in banking: An investor lens, October 23, 2024, Aamer
Baig, Vik Sohoni, and Xavier Lhuer, Zane Williams, www.mckinsey.com, Link.
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Despite tech spending, productivity at US banks has been falling and
economies of scale have been elusive.

US labor productivity by sector, 2010-22,' Correlation between revenues and
index (2010 =100) CAGR, % | number of employees at US banks, 2023
195 - — 1.9
Professional, scientific, °
; i nac?
and technical services
120 150 |-
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Three-year moving averages are used for professional, scientific, and technical services and commercial banking.
2Includes subsectors such as legal services, accounting, consulting services, computer systems design, and scientific research.
Source: S&P Capital |Q; US Bureau of Labor Statistics data as of September 2024
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By adopting a value-focused approach, banks can create a virtuous cycle to
unlock higher returns from technology spending.

Typical approach vs value-focused approach

Discretionary Bottom-up Major change in Strategic
tech capacity prioritization of discretionary allocation of

very mted/' \nvestments tech capac/ Ntments
Negative to Virtuous
QOP Qde
Inability to Execution Transparency Outcome-

articulate on atime and on tech-enabled based tech
true value materials basis value creation delivery model
McKinsey & Company
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Discretionary change capacity in banks’ tech spending is typically limited
and can be optimized to bring more value.

Example of technology spending by category, % of total

“Run the bank” Mandatory change Discretionary change

Types of discretionary change

‘ B Technology transformation M Initiatives with revenue B Long-term strategic bets ‘
and modernization and/or cost business case

McKinsey & Company
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T Abank run is when customers withdraw their deposits from a bank or other financial
institution over fears of insolvency. Learn about the causes, effects.
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Five operational metrics account for most of the difference in total
shareholder returns among US banks.

Share of TSR difference between

top-decile and bottom-decile 100
banks attributable to each driver,’
% of total <1
Loan loss Other
M Growth provisions  factors?

16 Operating  to assets

M Return on tangible equity drivers expenses
M Balance sheet to assets
1 Noninterest
income
to assets
23 Cost of
funds
34 Earning-
asset yields
Net Share
interest of fee Asset Other
margin income | Efficiency | quality factors?
Revenue Total TSR
growth difference

'‘Based on data from more than 90 US banks, 2013-23.
2Includes loan-to-deposit ratio, ratio of commercial loans to overall loans, and capitalization levels.
Source: S&P Capital 1Q; company filings, McKinsey analysis

McKinsey & Company
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1 How CEOs are turning corporate venture building into outsize growth, October 22,
2024, www.mckinsey.com, Link.
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CEOs’ prioritization of new-venture building remains in line with the period
before the COVID-19 pandemic, despite the rising cost of capital.

Share of CEOs who say new-venture building Secured Overnight Financing Rate
is a top 3 strategic priority, %' (SOFR), %2
70 7

/\ Prepandemic Pandemic Current
60 / \ 6
50 / 5 /
40 4 /
30 3 /
20 2 ‘\ /
10 1

Prepandemic Pandemic Current \/

Or I I I T T T | Or I I I I T T |
2017-19° 2020 2021 2022 2023 2024 201719 2020 2021 2022 2023 2024

'Figures were calculated after removing respondents who said “don’t know.”
2SOFR was taken as an average for each period, with 2017—-2019 starting in April 2018 (when SOFR was first published).
3Data are from 2020 survey, which asked, “From 2017 to 2019, how important was building new businesses compared with other strategic priorities at
your organization?”
Source: FRED, Federal Reserve Bank of St. Louis, accessed Sept 2024; McKinsey Global Surveys on new-venture building, 2020, 2021, 2022, 2023, and 2024
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Limited capital is the predominant reason why some companies are
decreasing venture building; others are prioritizing it to pursue growth.

Factors that motivated respondents’ organizations to decrease prioritization of new-venture
building in past 12 months, % of respondents reporting a decrease in prioritization (n = 128)'

36
24
000000 21 1 21
0000000000 0000 [ 4 [ 4 [ 4
0000000000 0000000000 0000000000 0000000000 0000000000
0000000000 0000000000 0000000000 0000000000 0000000000
Limited availability Limited availability of Lack of disruptive tech Reduced prioritization Increase in customer
of capital for new- capital for new- advancements or of growth demand for current
business building due business building due capabilities to support products or services
to a worsening to reduced margins in new business models
funding environment core business

Factors that motivated respondents’ organizations to increase prioritization of new-venture
building in past 12 months, % of respondents reporting an increase in prioritization (n = 616)'

50
43
0000000000 000 29 25
0000000000 0000000000 21
0000000000 00000 o0 000000000 00000 [
0000000000 00000 o0 0000000000 0000000000 0000000000
0000000000 0000000000 0000000000 0000000000 0000000000
Increased prioritization Shift in customer Emergence of Freed-up capital for Recovery from
of growth demand disruptive tech new areas due to downturn or challenges
improved margins in specific to core
core business organization’s industry

'Figures were calculated after removing respondents who said “don’t know.” Respondents who said “other” or “none of the above” are not shown. Respondents
were asked to select all answers that applied.
Source: McKinsey Global Survey on new-venture building, 1,176 senior managers and C-suite executives, May 21-July 2, 2024

McKinsey & Company
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New-venture building is the strategic move expected most often by CEOs,
though there’s variance among CEOs and other business leaders.

Share of respondents who expect their organization to ® ceos @ Other business leaders
make given strategic move in next 12 months, %'

Venture building? b [

Organizational transformation () ()
Strategic diversification ¢
Joint venture or strategic alliance ’ .
M&A <«
Enterprise-wide digital transformation or
transformation of core tech stack . .
Significantly accelerated investment in green tech, renewable- . ‘
energy sources, or other carbon-reduction initiatives
Rebranding of entire organization or core businesses (.
Significantly reallocated resources across organization ' ‘
Divestitures or carve-outs (]

Corporate venture capital activities () P

0 10 20 30 40 50 60 70

'Respondents who answered “none of the above” are not shown. For CEOs, n = 177. For other business leaders, n = 991.
?Survey asked about “business building (ie, creation of new revenues through new products, services, or businesses that require new capabilities).”
Source: McKinsey Global Survey on new-venture building, 1,176 senior managers and C-suite executives, May 21-July 2, 2024

McKinsey & Company
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Survey findings suggest that investing at least 20 percent of growth capital in
new-venture building yields meaningful rewards.

Share of growth capital invested Organic revenue growth in companies investing in new-venture
in new-venture building,' % building over those not investing, percentage-point difference

-
- :

"For respondents reporting 10% of growth capital invested in new-business building, n = 183; for 20%, n = 160; for 30%, n = 63; and for 240%, n = 60.
Source: McKinsey Global Survey on new-venture building, 1,176 senior managers and C-suite executives, May 21-July 2, 2024
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Across industries, most respondents indicate that their organizations have
at least one asset with underrealized potential.

Share of respondents who say their organization possesses given asset with unrealized commercial
potential, %

Consumer  Energy Pharma Tech, Travel,
Advanced goods and and Financial and medical media, and logistics, and
industries retail materials  services Healthcare products telecom infrastructure Total

Data assets
that could be @ 28
monetized
Intellectual property
or novel tech around
which new businesses
could be built

28
Subscale new
businesses that could
be commercially 27
accelerated
Products developed
for internal uses
that could be sold 27
externally
Internal capabilities
that could be sold 03
externally
87 93 80 84 85 78 94 84 86

Share of respondents
reporting 21 asset
with unrealized
potential,? %

Note: Figures were calculated after removing respondents who said “don’t know.”

For respondents in advanced industries (advanced electronics, aerospace and defense, automotive and assembly, and semiconductors), n = 108; consumer
goods and retail, n = 90; energy and materials, n = 129; financial services, n = 160; healthcare, n = 113; pharma and medical products, n = 102; tech, media, and
telecom, n = 175; and travel, logistics, and infrastructure, n = 145.

2Calculated based on inverse of respondents who selected “none of the above.”

Source: McKinsey Global Survey on new-venture building, 1,176 senior managers and C-suite executives, May 21-July 2, 2024

McKinsey & Company

Ol 85l 8,1 5 &5V wledly mall e 0l s 6 05l J5y L LI (JU) foe s
I N FIIES BRI W Rl W EART PO R ECEI NP PO PIRT S Cg
& ol g d S ) BB J ol (I Slaad 30 gheny U1 0 g2
O Oyt J sy Lo LI (Sl .Sl VLas Vg a3 W1y Lo 5508l y B i) el
Al ol 255 Ledpm Bt Lo sl (S Bl Dl 5T 4 50 Sl Ly (olS 8

RS e UG e i) s 8 Emnd) OIS B0 s

www.kantakji.com WY e VA dadeall https://giem.kantakji.com



http://www.kantakji.com
https://giem.kantakji.com

GIEM- Volume No. 153, February 2025 - Chabaan 1446

8 o) Ll A oo sl (Bliter aylis oLy s

sl by 3o i 6 2 a8 LBlas aw y5 g ekl bl e e i Lodis Olalad) s
e Ly el Ll ol 3zl oLl

Jie O gt ot B oyl sl OBty () et s e o Lo 5 ol Sty
goled) e Al Y oYY ple il e st 2o 1) Bl ALl el D) B fendl s
LUl piderad sl 2 o () il 3542 Y) as,;g.m;um\mg;u;uo&, il RN

LF;WY\ s ot ks s iy dAnloen i8lanu) 59509 (L L CML:«.LM&L,JJ,J

e gpedl Ol e el ol s sae Ll el

AL G oS il O e o 1 e — £l s8I Lgas s ) ) Lind s placal oy 3
Aeomtd) B\ e 8 ST

Cieal g g mg i el o S8 e O gaB sy ) SVl (el o Bl o dans 6
o e J sy (@81 B peld el VIS ey 6 gt sl b Aleses B3 L) sl
Sl (]l (rd pgiledane O] 300 IS

GIEIUVRN PR, (TS S S p v PRPvURRORC Syt RERTSEN RS [FITR PR O ERY
S IP Y el e OLTVY i ¢ Jo) o oolla VIS 0,58 e 5 ol LS 2]
Rl o s o 0SS0 O) e e TV Y J iy (S g SO plandly S e
Vel Sl Jlme 3 7YY (Jsaadl fans ¢ o lda oW elS UL glacll pgey tn 3
el Sl

8 e W g 322 OF S5 dodase §ylge g2 dpudl aoyLidl sl

eld Sl b A Sledasl) Ol pd Lias SIS 201 45 6T Lo pladl s ¢ ezl iles S las
el ) o lad) slu eV s J .g)gdmﬁpcw\y)ﬁjﬁidﬂ Lo 2 3 Lo

www.kantakji.com WY e A dadall https://giem.kantakji.com



https://giem.kantakji.com
http://www.kantakji.com
https://www.mckinsey.com/capabilities/mckinsey-digital/our-insights/ceos-choice-for-growth-building-new-businesses
https://www.mckinsey.com/capabilities/quantumblack/our-insights/the-state-of-ai

GIEM- Volume No. 153, February 2025 - Chabaan 1446

cobedl sl 5 sag Q\S,:,.UOS.:“%SGJM\:M}TCJ,; ENUNE SR URENE PPy o
gl e Al Ll B e ddlg Lo a

JSIl s st s Lod

C S Jlm) ey cpolad) sled 3000 Ll 3 OS2l o aia s ) el L
ST — Lo a5 e 2 bmd) ) O Bll (0 OF e M) (e (A S8l ST S0t B o) Ldlas]
Agts Sl o O Lt 295 0 1085 L padly pomedl Dl 5 glanzy 5T o syl 2l O
Lol Gl s e gt AR YA L il B8 o8 Y e

Expert builders see more new ventures meeting or exceeding expectations for
scale and growth than others do.

Outcome and maturity of new ventures built between 2 and 5 years ago,' % of respondents

B New venture has ceased to operate 29

71 New venture continues to operate; performing
below expectations for scale and growth

New venture (or essential parts of it) has
been sold; might or might not be operational

B
B New venture continues to operate; performing
in line with or exceeding expectations for scale
and growth
Novice Intermediate Expert Overall

Note: Figures were calculated after removing respondents who said “don’t know” or “other.” Figures may not sum to 100%, because of rounding.

'Respondents were asked about new businesses built by their organization in past 2—5 years and to categorize their organizations’ maturity level with
new-business building. “Novice” refers to companies reported by respondents to be focused almost exclusively on core businesses, with limited capabilities or
structures to support new-business building. “Expert” refers to companies reported by respondents to have strong foundational capabilities in place to support
new-business building, yielding meaningful new revenues, and those reported to be industry leaders for new-business building, with proven and continually
improving capabilities and structures and abilities to launch and scale new businesses, resulting in significant shares of company revenues coming from them.
Source: McKinsey Global Survey on new-venture building, 1,176 senior managers and C-suite executives, May 21-July 2, 2024

McKinsey & Company
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Expert builders see outsize ROI from their new ventures.
Revenue of and investment in new ventures,' by new-venture-building maturity,2 $ million

Average investment
before breaking even

Revenue from new
venture in year 5

12.0x 1.9x

Novice Expert Novice Expert
(n=58) (n=139) (n=81) (n=212)

Note: Figures were calculated after removing respondents who said “don’t know.”

'Respondents were asked about new businesses launched in past b years that they were most familiar with and about revenues and investment, using ranges.
Revenues and investments were calculated using midpoints of those ranges. For top range, “>$2 billion,” $2.5 billion was used. For each maturity category,
weighted average was used to calculate revenue values.

Respondents were asked to categorize their organizations’ maturity level with new-business building. “Novice” refers to companies reported by respondents to
be focused almost exclusively on core businesses, with limited capabilities or structures to support new-business building. “Expert” refers to companies reported
by respondents to have strong foundational capabilities in place to support new-business building, yielding meaningful new revenues, and those reported to be
industry leaders for new-business building, with proven and continually improving capabilities and structures and abilities to launch and scale new businesses,
resulting in significant shares of company revenues coming from them.

Source: McKinsey Global Survey on new-venture building, 1,176 senior managers and C-suite executives, May 21-July 2, 2024

McKinsey & Company
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Novices stay near their core businesses while building new ventures; expert
builders look beyond the core.

Aspects present in new ventures, by new-venture-building maturity,? % of respondents

Novice Expert
(n=95) (n=263)

1.1x

1.8x

2.0x

High degree of decision-making In a different industry from Access to core
independence from core business core business business’s customer base

Note: Figures were calculated after removing respondents who said “don’t know.”

'Respondents were asked which statements were true about new businesses launched that they were most familiar with, from launch through early scaling (ie,
point at which market traction was achieved and business model proved).

2Respondents were asked to categorize their organizations’ maturity level with new-business building. “Novice” refers to companies reported by respondents to
be focused almost exclusively on core businesses, with limited capabilities or structures to support new-business building. “Expert” refers to companies reported
by respondents to have strong foundational capabilities in place to support new-business building, yielding meaningful new revenues, and those reported to be
industry leaders for new-business building, with proven and continually improving capabilities and structures and abilities to launch and scale new businesses,
resulting in significant shares of company revenues coming from them.

Source: McKinsey Global Survey on new-venture building, 1,176 senior managers and C-suite executives, May 21-July 2, 2024

McKinsey & Company
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