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ABSTRACT 

 

The research effort developed four possible scenarios for the future of banking in 

South Africa towards 2055. The scenarios sought to stimulate thought on the possible, 

probable, plausible and preferred effects of disruptive innovation and regulation in the 

South African banking sector. The scenarios were developed in strict accordance with 

the 5 stages, and 9 steps, of the scenario-based planning process of futures studies. 

A conceptual futures studies model for banking in South Africa was developed to guide 

and clarify the way in which the research on South African banking can be integrated 

into the body of existing futures studies theory. 

 

The research study began with a comprehensive environmental scan, where various 

megatrends and driving forces are identified. A PESTEL analysis provided a deeper 

understanding of the driving forces. A Real-Time Delphi study was conducted in order 

to validate and prioritise the megatrends and driving forces that emerged. As a result, 

the research study was able to present four plausible scenarios that provide a better 

understanding of the future of banking in South Africa over the decades to come. 

 

The research presents banking as a complex, multi-faceted sector that is heavily 

influenced by advances in technology. The Real-Time Delphi research allowed the 

aggregation of expert knowledge. This is used as a guide to assist decision-makers 

and industry leaders in the adoption of appropriate business models and strategies 

towards a preferred future state. The research defined the Integrated Vision as the 

preferred future state for the South African banking sector towards 2055. The study 

closes a research gap where current strategies deviate from proposed strategies that 

drive the achievement of the Integrated Vision by 2055. Finally, contextually aligned 

practical recommendations are provided to assist decision-makers, industry leaders 

and change agents to work towards a preferable future state. The proposed 

recommendations are placed into broad categories of innovation, financial inclusion 

and collaborative regulatory relationships. The research makes a meaningful 

contribution to the South African banking sector by introducing a forward-looking, 

systems-thinking approach to disruptive innovation and regulation in the South African 

context. 
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CHAPTER 1	

INTRODUCTION, PROBLEM STATEMENT AND DEMARCATION OF THE STUDY 

 
1.1 INTRODUCTION 

 

The global economy currently provides a completely different landscape to what it did 

prior to the 2008/2009 financial crisis. Adendorff (2013) highlights that the global 

financial crisis demonstrates the interdependence of economics and ethics, with many 

of the ethical issues remaining in present day society. Schwab (2015) also notes that 

current world-wide economic development is characterised by higher unemployment 

rates, subdued economic growth, and lower productivity growth. All the factors 

mentioned above are dramatically influenced by uncertainty in the global economy 

with geopolitical tensions, volatile commodity and currency markets and irresolute 

future paths of emerging economies adding to global pressure (World Bank, 2016a). 

On the other hand, there is a trend of innovation that has emerged as a result of the 

abovementioned trends. Schwab (2015) goes on to describe the so-called ‘fourth 

industrial revolution’, and its wave of significant innovations that drive growth and forge 

new forms of business development. Where the conventional form of innovation allows 

for a timely transition into a new state of being, disruptive innovation is defined as an 

innovation that creates a new market and value network that disrupts and displaces 

existing established market leaders and norms (Christensen, Raynor, & McDonald, 

2015). 

 
Disruptive innovation is constantly reshaping the future of financial services by driving 

change in the way these services are structured, provisioned and consumed (World 

Bank, 2016b). A key success factor for an economy is whether or not it will be able to 

adapt to benefit from an exponentially changing and dynamic environment 

(Mazzucato, 2013). Schwab (2015) pursues the abovementioned argument, 

highlighting that an economy will either get trapped in the new normal, or benefit 

greatly from the latest innovations for its society. The level of adaptability for an 

economy, however, is a function of the economy’s level of competitiveness (World 

Bank, 2016b). Enhancing competitiveness, therefore, requires well-functioning 

markets, strong institutions that will ensure the ability to adapt, availability of talent, 
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and a high capacity to innovate (Schwab, 2015). The global banking system, therefore, 

plays a pivotal role in maintaining and enhancing the competitiveness of an economy. 

Globally, banks act as an intermediary in the financial system and, therefore, drive 

efficiency in financial markets and, ultimately, the growth of an economy (Adendorff, 

2013). 

 

Internationally, banks are highly regulated as a result of their importance in the 

financial system and their inherent influence on national economies. The level of 

financial market regulation differs across the world and is determined by various 

governing bodies, from local governments to non-government organisations (World 

Bank, 2016b). Chava, Oettl and Subramanian (2013) also note that financial regulation 

has a direct impact on the level of innovation as well as the risk of innovation. 

Innovation, on the other hand, is enhanced by relaxing certain financial regulations; 

creating further financial development and economic growth for an economy. The 

focus, therefore, shifts to an understanding of how an economy can maximise 

efficiency between innovation and regulation in an effort to pursue economic growth 

while maintaining a sound and stable financial system (Mazzucato, 2013). 

 

Global perspectives on competitiveness are argued to be a function of many factors, 

driven by various institutions and policies, and are determined by the numerous drivers 

of productivity of an economy (Schwab, 2015). South Africa, according to Schwab 

(2015: 30), has improved its global competitiveness ranking by seven places to 49th in 

the world. South Africa hosts the most efficient financial market on the continent and 

is ranked 12th in this regard (WEF, 2015). Innovation, therefore, has strengthened, 

evidenced by an improvement of five places to a rank of 38th. Strong institutions (38th), 

efficient transport infrastructure (29th), as well as sound domestic competition (28th) all 

drive improved competitiveness (WEF, 2015). Government regulation, however, has 

become a burden as South Africa is ranked 117th in the world, with education (120th) 

and an inflexible labour market (107th) adding to the challenges faced by the country 

(WEF, 2015). As an emerging economy, South Africa faces many challenges in 

developing and sustaining high levels of economic growth (World Bank, 2016c). South 

Africa is not only susceptible to domestic concerns, but also to international markets 

and the factors that influence them (Adendorff, 2013; Schwab, 2015). 
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After the collapse of Lehman Brothers in 2008 and the resulting financial crisis, the 

global economy was sent into a freefall which saw governments around the world seek 

short-term solutions to stabilise their economies and stimulate growth (Schwab, 2015: 

6). South Africa, like the rest of the world, felt the effects of the crisis with a suppressed 

GDP growth rate and a stifled economy. Although South Africa is not currently faced 

with a financial crisis, it is nearing dangerous territory again as economic growth is 

projected to average below 1.5% for 2016 and 2017 due to electricity constraints, poor 

commodity prices, and a severe drought that has affected the agricultural sector (IMF, 

2015: 16). Growth in sub-Saharan Africa is also expected to slow down further; 

primarily due to the repercussions of declining commodity prices, lower demand from 

China and fiscal tightening in many of the larger economies in the region. On a broader 

scale, the IMF (2015: 14) presents a forecast for the global economic outlook in a 

slightly more positive light with global growth set to increase beyond 2016 as growth 

is expected to pick up in emerging markets and developing economies. The positive 

outlook, however, is contingent on a number of factors that drive growth in these 

economies – innovation and, inevitably, competitiveness as being some of the notable 

factors (IMF, 2015). 

 

The years following the global financial crisis of 2008/2009 have seen a great deal of 

innovation, much of it being disruptive in nature (World Bank, 2016c). The 

aforementioned innovation has taken place during one of the most financially difficult 

periods the world has seen. Mazzucato (2013: 860) notes that understanding the type 

of financial structure an economy needs to foster long-run innovation-led economic 

growth remains an unanswered question in the post-crisis reforms. The current 

environment faced by financial institutions within the global economy, and more 

specifically within South Africa, has a large impact on the future state of the economy 

(Mazzucato, 2013). The need to facilitate growth will foster disruptive financial 

innovation; allowing South Africa to position the country on a completely different path 

over the next 40 years. However, the possible scenarios associated with disruptive 

innovation need to be investigated in detail in order to gain a complete understanding 

of the validity of the previous statement. The research to be undertaken in this 

research effort will provide the necessary background to provide an informative 

understanding of the potential scenarios faced by the South African banks towards 
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2055. Disruptive innovation in financial services will be the key focus to be addressed, 

highlighting the possible impediments created by a heavily regulated sector. 

 

1.2  BACKGROUND TO THE STUDY 
 

Although the concept of innovation is inherently dynamic, it remains a constant factor 

of success in the modern age as much as it has in the last century (Mazzucato, 2013). 

An economy’s success is often determined by the extent it can innovate and develop 

in order to cater for the ever-expanding needs of government, companies, as well as 

its individuals (World Bank, 2016a). Joseph Schumpeter, in 1912, was the first to draw 

a strong connection between the innovative performance of an economy and the 

functioning of its credit and capital markets, highlighting that creative destruction is 

rightly regarded as a major contribution to the economic understanding of how 

company formation contributes to economic adaption and growth (Mazzucato, 2013). 

History also provides clear examples of how innovation can influence an economy, or 

how the state of an economy can influence innovation (Nanda and Nicholas, 2014). 

Nanda and Nicholas (2014) note that the Great Depression provides a useful case 

study of the influence of innovation on economies, with the banking system in the 

United States of America witnessing unprecedented levels of distress from 1929-1939. 

Nanda and Nicholas (2014) found that there was a negative relationship between bank 

distress and innovation. However, the crisis did not inhibit productivity growth from 

technological change as much as was expected. The years immediately after the 

collapse of the banking system from 1929-1939 proved to have the strongest influence 

on innovation. This is an important point to note in analysing the current state of the 

world economy, the South African economy and the level of innovation present at both 

levels (Nanda and Nicholas, 2014; World Bank, 2016c). 

 

In discussing the financing of innovation, Hall and Lerner (2010) highlight that the 

propensity of organisations to undertake research and development is highly 

dependent on the organisation’s ability to satisfy current capital expenditures and to 

borrow in the future to meet potentially large adjustment costs. Banks, in the same 

regard, need to be able to fund research and development in order to innovate 

(Mazzucato, 2013). If there is a limited capacity to do so there will inevitably be the 

potential to be disrupted by another innovator that can provide the same services in a 
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more efficient manner (World Bank, 2016b). The innovator in question would then 

have the opportunity to disrupt business by providing an innovative solution to a 

financial service and in return would have the ability to take away business and market 

capitalisation from banks that cannot react quickly enough (Nanda and Nicholas, 

2014). The current (2016) global economic state can draw many comparisons to the 

years following the Great Depression of 1929 – 1939. Subdued economic growth and 

lower productivity growth make it difficult for large and heavily regulated institutions to 

innovate to the extent that is desired. However, it would be argued to be the most 

appropriate time to pursue innovation as market disruptors pose a large threat to the 

continuity of any organisation (Nanda and Nicholas, 2014). On the other hand, it would 

also provide the perfect opportunity for banks to innovate and stimulate business 

growth during tougher times (Nanda and Nicholas, 2014). 

 

The topic of disruptive innovation gained much attention in the years following the 

2008/2009 financial crisis (WEF, 2015). Some of the world’s largest companies, such 

as Uber, have been developed in an exponential manner, gaining an almost-

monopolistic market capitalisation in the space of a few years (WEF, 2015). The high 

pace of innovation, however, poses a problem from a regulatory perspective. On the 

other hand, there is the opportunity created for an economy to benefit greatly from the 

efficiencies and growth created. Financial service innovation is undoubtedly a topic 

that is being focused on in the banking sector (WEF, 2015). However, further research 

is needed in order to address problems associated with disruptive innovation in the 

industry. The WEF (2015) report on the future of financial services makes it clear that 

there is no common taxonomy or clear understanding of which innovations are the 

most relevant; what the evolutionary path of emerging innovations are and/or the 

implications of such evolution on incumbent business models. Uncertainty is, 

therefore, created for traditional businesses such as banks as they strive to react to 

growing competitive pressure (World Bank, 2016a). With little research within the 

South African context, it is clear that there is a need for an in-depth analysis of the 

potential scenarios faced by the South African banking sector towards 2055. 
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1.3 PROBLEM DEFINITION 
 
Globally, the financial services industry is rapidly changing (Adendorff, 2013). The 

core needs that these services address, however, remain constant. The core financial 

service functions are unlikely to change in the near or long term, however the way in 

which these services are provisioned, designed and delivered will most certainly 

evolve in years to come (WEF, 2015). Innovation in financial services, however, has 

an element of predictability as it is deliberate and is a result of customer dissatisfaction 

and friction (WEF, 2015). The WEF (2015) emphasises that the most imminent effects 

of disruption will be felt in the global banking sector. Incumbent institutions will have 

to employ parallel strategies that aggressively compete with new entrants while also 

providing a traditional service that is reliable, stable, and supports the established 

functioning of a banking institution (WEF, 2015). 

 

Hartmann (2009) emphasises that people live in an age of rapidly increasing 

uncertainty and change. Adendorff (2013) also argues that it is important for South 

Africa to strategically position itself in this rapidly changing, complex and global 

environment in order to overcome various challenges faced by political leaders and 

decision-makers. Political leaders and decision-makers are constantly challenged by 

rapidly fluctuating regulatory and legal changes, macro-economic trends and risks, 

socio-political transformation, globalisation, technological innovation, increasing 

competition, environmental concerns and societal pressures/expectations (Adendorff, 

2013; Dess & Picken, 2000; Geldenhuys, 2006; Meyer & Boninelli, 2004). 

 

There is little content on the suitability of financial service innovation in the South 

African context. There is also little research on the ability for South African banking 

institutions to innovate in a disruptive manner and, therefore, displace established 

market practices (Schwab, 2015). Adendorff (2013) argues that a typical mistake 

made by political leaders and decision-makers is that the pace of change and the 

importance of becoming future-orientated in developing and implementing strategies 

is disregarded. Therefore, the difficulty lies in identifying, amongst other things, 

possible futures, selecting the most desirable future and ensuring the realisation of the 

desired future (Adendorff, 2013). In light of the above, and given the strong possibility 
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of disruptive innovation in the banking sector, it is clear that research into the financial 

services provided by banks in South Africa towards 2055 is required. 

 

While banks play a large role in the financial services sector, not all banks provide a 

full range of financial service offerings. With this in mind, it is necessary to delineate 

the financial services sector and the banking sector. In this study, the financial services 

sector refers to the broader range of economic services offered by financial 

institutions, whereas the banking sector refers specifically to the current financial 

services offered by banks. Banks, however, have the ability to expand offerings to 

broaden their reach within the financial services sector. For this reason, both terms 

are used in the research but represent a varying level of capitalisation of the overall 

market. 
 
1.4 RESEARCH OBJECTIVES 
 
1.4.1 Primary Objective 
 

The primary objective of this research was to develop scenarios that can provide a 

preferable outlook for the South African banking system towards 2055, taking into 

account the possible, probable, and plausible effects of disruptive innovation and 

financial regulation. 

 
1.4.2 Secondary Research Objectives 
 
Any forecast about the future contains some level of uncertainty and possible errors 

in judgement. Futures research differs from traditional sciences due to the fact that the 

future is not observable nor measurable (Mankoff, Rode, and Faste, 2013). This 

research effort sought to illustrate plausible futures associated with the South African 

banking sector rather than attempt to predict the future of it as a result of changes in 

innovation and financial regulation. In illustrating reasonable future scenarios, the 

current depressed economic environment as well as future variable factors were taken 

into account. In order to give effect to the primary objective of this study, the following 

secondary research objectives were formulated: 

 
• Conduct an environmental scanning exercise as well as a literature review on 

the capacity for global, as well as South African, banks to innovate in a disruptive 
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manner by analysing the global context and then shifting focus to the South 

African financial sector. 

• Provide a greater understanding of the drivers for change and the political, 

economic, social, technological, legal, and environmental factors that will 

influence the propensity for banks to innovate disruptively. 

• Analyse the drivers for change that could possibly impede innovation in financial 

services. 

• Select the most appropriate research methodologies and future studies research 

methods for this research effort. 

• Examine how South African banking has converged on, or diverged from, 

international perceived good governance standards in terms of understanding, 

acknowledgement and implementation. 

• Arising out of the previous objective, develop scenarios (that includes a ‘surprise 

free’ outcome) and a set of practical recommendations addressing the main 

factors that impede plausible banking futures with the aim of improving the level 

of its implementation for South Africa. 

 

1.5 RESEARCH QUESTIONS 
 
The research attempts to deepen the futures effort by creating scenarios illustrating 

how disruptive innovation will affect the financial services provided by banking 

institutions in South Africa and by highlighting the potential for South African 

institutions to adapt and drive innovation in order to create efficiencies in a heavily 

regulated environment. The following investigative research questions needed to be 

focused on in order to substantiate this research effort and address the research 

objectives: 

 

• What is a plausible level of disruptive innovation in financial services on a global 

scale, as well as in the South African context towards 2055? 

• How do South African banking institutions differ from those in the global context? 

• What are the drivers for change that would have the greatest effect on the South 

African banking sector towards 2055? 

• Given the drivers for change, how will the South African banking system adapt to 

the influence of future disruptive innovation and financial service regulation? 
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• What is the propensity for South African banks to innovate disruptively given the 

current and possible future regulatory environment? 

• What impeding variables exist in the implementation of a plausible future for 

banks in South Africa? 

• Which forms of financial service innovation are reasonable given the current and 

probable future economic state of South Africa? 

 

1.6 RESEARCH DESIGNS AND METHODOLOGY 
 

The future is determined by forces of nature, social and political dynamics, scientific 

discovery and technological innovation (Glenn & Gordon, 2016). The purpose of 

futures studies is to methodically investigate, build out, and evaluate plausible and 

desirable futures that will improve decision-making (Adendorff, 2013). Futures studies 

allow for the analysis of the potential for conditions to change and assess the impact 

of this change on the future. Futures studies, therefore, support the constructive 

generation of long-term policies and strategies, aligning desired and likely 

circumstances (Glenn & Gordon, 2016). 

 

The use of futures methodology develops pro-active understanding that allows one to 

improve foresight and support change enablement (Glenn & Gordon, 2016). In this 

regard, the value of futures research does not come from accurate forecasting, but 

rather from constructive future planning and the consideration of a new way of thinking. 

The purpose of futures research is, therefore, not to reveal the future, but to assist with 

improved decision-making today (Glenn & Gordon, 2016). 

 

This research effort provides an exploratory study of the literature which is relevant to 

the research topic. An exploratory study is a valuable method in providing an 

understanding of what is currently happening, seeking new insights, asking questions, 

as well as assessing phenomena in a new light (Robson and McCartan, 2002; Siwale, 

2007). The overarching method of research was qualitative in nature with an inductive 

view of the relationship between theory and research. The research, however, was 

complemented with quantitative research as the empirical data was analysed to gain 

a better understanding of the research objectives. A ‘mixed methods’ design was used 
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to combine and integrate the qualitative and quantitative feedback Specifically, 

‘convergent parallel mixed methods’ were used to collect both quantitative and 

qualitative data at the same time and then used to integrate the information in the 

overall interpretation of the final results. An environmental scan of the South African 

banking industry was conducted, focusing on the particular nature and complexity of 

the relative financial system being considered in a local, as well as global, context. 

With this in mind, the research was conducted in the following manner: 

 

• Identify the focal objectives and questions. 

• Identify and fully understand the key global drivers of change. 

• Analyse and understand the uncertain key global driving forces. 

• Select fundamental local factors. 

• Select plausible storylines and create a scenario for each storyline. 

• Give memorable names to the scenarios and flesh out the scenarios as a 

compelling narrative. 

• Identify the probable implications of the different scenarios for the South African 

banking system. 

• Cross-check for internal consistency and significant differences and test the 

policies against the scenarios. 

• Postulate a revised vision for the South African banking system. 

• Identify leading indicators and change navigation, thereby enabling a surprise-

free alignment, and then establish a contextually aligned set of practical 

recommendations applicable to an emerging world context for the South African 

banking system. 

 

The literature review provided the majority of information for the research, while 

environmental scanning assisted in supporting the research. The drivers of change 

affecting the South African banking system were identified by doing a Political, 

Economic, Social, Technological, Environmental, and Legal (PESTEL) analysis. The 

futures research methodology primarily used in the study was that of ‘Scenarios’, while 

the ‘Wild Card’ and ‘Real-Time Delphi’ methodologies were used as an aid in providing 

a comprehensive analysis of the scenarios created. 
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In describing the ‘Scenarios’ methodology, Glenn and Gordon (2016: 2) notes that “a 

scenario is a story with plausible cause and effect links that connects a future condition 

with the present, while illustrating key decisions, events, and consequences 

throughout the narrative”. Therefore, scenarios were created by organising many 

statements about the future rather than making one single prediction. These scenarios 

were named appropriately and are comprehensive enough to create a story where the 

scenario’s problems, challenges, opportunities and advantages would be clearly 

envisaged. Adendorff (2013) notes that scenarios are inclined to be opulently 

developed portrayals of alternative future worlds based on credible changes in the 

current driving forces; where the outcome is not a precise representation of tomorrow, 

but it rather allows for making improved decisions about the future. The ‘Scenarios’ 

methodology is one of the best ways to present complex information to decision-

makers and which makes future possibilities seem more real (Glenn, 2009). The 

process of developing scenarios with decision-makers enhances the ability for 

anticipatory awareness and the management of uncertainty (Glenn, 2009). 

 

The purpose of this study was also to create plausible scenarios within which the 

manifestation of how disruptive innovation in financial services in South Africa toward 

2055 could be evaluated. Inayatullah (2005a) identifies the full spectrum of scenario 

outcomes as either: 

- possible (irrespective of laws of the universe) 

- plausible (more realistic, structural considerations) 

- probable (given historical trends and quantitative data) 

- preferred (what participants desire and the vision of decision-makers) 

 

The use of ‘Wild Cards’ complements the scenarios created, ensuring that low-

probability, high-impact surprises will need to be accounted for. This is especially 

useful when focusing on the possibility of disruptive innovation in financial services. 

Adeyema, Petersen, and Steinmuller (2009: 1) describe a ‘Wild Card’ as a “future 

development or event with a relatively low probability of occurrence but a likely high 

impact on the conduct of business”. In the same manner, the term ‘disruption’ is often 

associated with this futures methodology and is, therefore, highly appropriate for this 

study. The strengths of the ‘Wild Cards’ methodology is that an approach is provided 

to overcome blind spots in one’s perception of the future and where the methodology 
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focuses on possibilities that are usually forgotten or underrated and on ‘wild’ ideas, 

which, nevertheless, have the potential to occur and shape the future (Adeyema et al., 

2009: 11). The advantages of the ‘Wild Cards’ technique is also evident in the 

weaknesses of this futures studies methodology. Adeyema et al. (2009: 11) highlight 

that the ‘Wild Cards’ often come across as too far-fetched and implausible, which 

makes it difficult for decision-makers to take these possibilities seriously and 

implement strategies to account for such possible outliers. However, the methodology 

ensures a robust and comprehensive analysis is taken into account when analysing 

the future. 

 

The ‘Real-Time Delphi’ method is another technique that was utilised to enhance the 

scenarios created. The ‘Real-Time Delphi’ technique is a structured communication 

technique that allows for interactive forecasting based on feedback from a panel of 

experts (Gordon, 2009). The technique obtains continuous feedback from experts, 

where anonymous feedback is constantly provided on the experts’ forecasts as well 

as the reason why such answers are provided. The experts are encouraged to revise 

their answers in light of the feedback and thereby driving a structured group forecast 

rather than an individual observation, which can often be skewed (Gordon, 1994). 

Strengths of the technique include the speed at which feedback is obtained, flexibility, 

and a centralised database of questions and answers, while the general weakness 

observed is the failure to attract participants back for re-estimation of answers 

(Gordon, 2009). The ‘Real-Time Delphi’ methodology, however, provides an attractive 

way of developing scenarios that take into consideration expert opinions on effective 

policies, future trends, and decisions (Gordon, 2009: 9). The technique was used to 

substantiate and enhance the scenarios created, taking the experts’ opinions into 

consideration that allow for a justified scenario development. 

 

The structure of the ‘Real-Time Delphi’ study is set out in the manner presented below, 

keeping in line with the guidelines presented by Gordon (2009): 

 

1.6.1 A panel of experts was requested to participate in the study, with desired 

feedback from a minimum of 15 participants. The participants targeted for the 

study comprised: 
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- Senior employees of South Africa’s major banking institutions that are 

directly exposed to the innovation and the regulatory strategy of the 

business. 

- International futurists that are experts in the field of innovation and 

banking. The futurists were contacted and were requested to participate 

via the World Future Society. 

1.6.2 Van Vuuren (2016) notes that it is acceptable and common practice to use 

structured questions that are based upon an extensive review of the literature. 

As a result, the questions used were set up in such a manner. 

1.6.3 In accordance with Gordon (2009), the use of an online web-based platform to 

facilitate the study which involves the below key features was utilised: 

- Anonymously, respondents provided their numerical estimate of the 

priority of each question based on a Likert scale. The Likert scale was 

coded such that the smallest number was the least feasible/desirable 

constituent and the highest number applied to the most 

feasible/desirable driving force. 

- On-going feedback was provided to the participants concerning the 

average of all the responses of the group. 

- On-going feedback on the number of responses made. 

- On-going feedback of the reasoning provided for responses by other 

participants. 

- Finally, a section that allowed participants to provide their own reasoning 

for the thought behind their answers. 

1.6.4 The answers and feedback to the questions formed key driving forces that 

would serve as an ordering data input. Ordering data is described as data in 

which an ordering or ranking of responses is achievable, but no measure of 

distance is possible (Van Vuuren, 2016). 

1.6.5 The results of the study were consolidated and used as a guide in developing 

scenarios, with expert opinion on driving forces that are likely to be feasible and 

desirable as opposed to what is not likely to be feasible and desirable. The 

results assisted in prioritising the driving forces highlighted and substantiating 

their inclusion in the developed scenarios. Van Vuuren (2016) notes that the 

‘Real-Time Delphi’ technique specifically assists with the following: 

- Validating the driving forces as applicable. 
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- Reformulating driving forces according to responses. 

- Casting doubt on any driving force and/or identifying any contrary 

interpretation. 

- Identifying implications and adding insight into the future impact of the 

driving forces. 

- Identifying possible wild cards which could fundamentally influence 

future outcomes. 

- Identifying new ideas that have not been focused on during the 

environmental study. 

1.6.6 Participants of the study received guidelines as well as consolidated feedback 

on the results so as to ensure that the study was undertaken in a transparent 

and ethical manner. 

 

As Van Vuuren (2016: 148) highlights, the Delphi methodology does not (and is not 

intended to) generate statistically significant results, due to the number of participants 

usually being limited. The results of the methodology embody the synthesis of a 

particular group’s opinions. The value of the method, however, rests with the ideas it 

generates, regardless of whether the ideas generated evoke consensus or not 

(Gordon, 1994: 4). 

 

With the decision to use these futures methodologies, the key variables of the 

scenarios were grouped into two overarching themes: ‘Disruptive Innovation’ and 

‘Financial Regulation’. Four scenarios were developed – one with both factors being 

positive, one with positive disruptive innovation and less favourable financial 

regulation, one with less disruptive innovation and constructive financial regulation, 

and finally a scenario that reflected a poor outcome for both factors. Each scenario 

was derived, and started, from the actions of banks in South Africa towards 2055, 

emphasising the present state of affairs and a plausible path for these institutions in 

the next four decades. A visual representation of these four scenarios is highlighted in 

the following illustration: 
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FIGURE 1.1 
SCENARIOS 

 
(Source: Researcher’s own construction) 

 
 

1.7 CONCEPTUAL FRAMEWORK 
 
A conceptual framework was developed in order to better understand the purpose of 

the study. Figure 1.2 identifies key factors that shape the future of the Republic of 

South Africa and the level of disruptive innovation in local financial services.  
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FIGURE 1.2 
 CONCEPTUAL FRAMEWORK 

 
(Source: Adendorff (2013); Researcher’s own construction) 

 
 
Global trends, drivers for change and the nature of progress in the African context all 

play a large role in shaping and analysing future scenarios. Using a method similar to 

that of Adendorff (2013), the scenario analysis aimed to illustrate the characteristics 

of the existing global system, the dynamics leading to the current state and the range 
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of possible future states. The research study, therefore, attempted to address global 

challenges, drivers for change, the nature of regulation and disruptive innovation in 

financial services in the African context and, finally, the propensity for South African 

banks to innovate disruptively, given the global context. Adendorff (2013) emphasises 

that scenario-based planning and its attentiveness for making logical decisions, and 

possible corrective action, drive progression and development. Scenarios, therefore, 

serve as an implementation of holistic thinking (Adendorff, 2013). This research effort 

intended to develop a long-term and all-encompassing vision for South African 

banking institutions towards 2055, to better achieve the goals of disruption and 

financial innovation set out by such organisations and key decision-makers in the 

South African context. The research effort assists in developing strategies for South 

African banking institutions to create the opportunities between today and the 

preferred future – forming a foundation for appropriate projects, programmes and 

action plans to achieve such a desired state by 2055. 

 

1.8 CONTRIBUTION OF THE STUDY 
 

Although there is much literature on financial innovation and the possibility of 

disruptive innovation in financial services, there is a lack of research on this topic within 

the South African context. Schwab (2015) argues that South Africa boasts one of the 

most efficient financial markets in the world. In order to maintain this level of efficiency, 

South African financial services must adapt and innovate in line with the rest of the 

world, if not better. This research effort sought to provide a comprehensive analysis of 

the propensity for the South African banks to innovate disruptively. With little literature 

and analysis on the topic, the recommendations yielded from the study will allow the 

South African banks and regulators to make informed decisions to guide the industry 

towards a desirable and plausible future state. 

 

1.9 STRUCTURE OF THE RESEARCH 
 
The structure of the research will be as follows: 

 

Chapter 1: This chapter presents the initial literature review and the research 

proposed to investigate the possible futures for the South African 



 18 

banking system. The research objectives, purpose, and demarcation of 

the field of study are discussed. 

 

Chapter 2: The research design and futures methodology will be discussed, while 

the scenario planning and specific scenario process will be focused on 

in further detail – highlighting the plausible futures for the South African 

banking sector and the long-term view of choices and decisions required 

to be made today in order to achieve preferable future outcomes. 

 

Chapter 3: This chapter will focus on the literature associated with banking and 

disruptive innovation in financial services. An in-depth literature review 

will be done in order to fully comprehend this concept in a global context. 

 

Chapter 4: The key drivers of change and issues faced by the banking system in 

South Africa will be analysed using a PESTEL analysis. Further literature 

will be reviewed in this chapter to provide a comprehensive analysis. 

 

Chapter 5: The results of the research will be discussed in this section, focusing on 

the prepared scenarios, the vision, the ‘surprise free’ scenario, and 

change navigation. 

 

Chapter 6: This chapter will give an overall summary of the research as well as 

provide a contextually aligned set of practical recommendations 

applicable to the banking system in South Africa. 

 

Chapter 7: In concluding, this chapter provides a summary of the conclusions and 

recommendations for the research effort. 
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CHAPTER 2 
 

RESEARCH METHODOLOGY 
 
 
2.1 INTRODUCTION 
 
As an introductory chapter, Chapter 1 set the scope and context of this research study 

and introduced the problem definition that guided the research. Research parameters 

were set in order to establish focus and define the boundaries of the research study. 

Chapter 1 introduced the concept of a futures study and the role it could play in the 

planning process for the South African banking sector. A systematic approach was 

used in developing the scenarios that follow from this chapter. Chapter 3 presents an 

analysis of literature associated with banking and disruptive innovation in financial 

services. The in-depth literature review sought to provide a comprehensive analysis 

of trends in financial services, the current disruptors, as well as the possible future 

innovation that would influence the South African and global banking sector towards 

2055. Chapter 4 discusses the South African banking sector as well as South Africa’s 

macro and micro-environment in a development context, focusing on the key drivers 

of change. The analysis at a macro and micro level set the context for the research 

design and the resulting methodology followed to construct the suitable scenarios for 

application in a developing world and within a South African context. Chapter 2, 

however, focuses on the future methodologies used in the research study, scenario 

planning, the research process, and the evaluation of the design criteria to ensure an 

acceptable ‘surprise free’ research outcome. 

 

2.2 ORIENTATION AND SCOPING 
 

Doing research is, in part, an act of foresight as the research produced is often still 

relevant in future years. Mankoff, et al. (2013) emphasise that research will often 

provide some measure of foresight. However, it is generally biased towards the short 

term and immediate future. By taking a systematic approach when considering the 

future, one is able to critically examine multiple potential futures, expand the set of 

externalities under examination and address the positive and negative forecasts of the 

future (Mankoff, et al., 2013). Geldenhuys (2006) notes that many leaders still base 
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their decisions on past trends, providing little reassurance when dealing with 

uncertainty, turbulence, and an unstable environment. It is inevitable that the future 

will be vastly different to the current environment. As the future is rapidly changing and 

remains unpredictable, business and government leaders need to ensure that 

adaptiveness, flexibility and responsiveness are key strategic goals (Adendorff, 2013). 

In comparison to the past century, the pace of change in the last two decades has 

increased dramatically and will continue to increase at an exponential rate (Adendorff, 

2013; Geldenhuys, 2006; Meyer and Boninelli, 2004). The field of Future Studies 

provides a framework that supports the analysis of long-term trends, supports the 

identification of new research areas and guides the evaluation of current landscapes 

as well as potential future states (Mankoff,  et al., 2013). 

 

Decision-makers, generally, believe that they can achieve any future goal by 

manipulating the means under their control (Adendorff, 2013; Geldenhuys, 2006). Due 

to continued disruption, innovation and disorientating changes to the immediate 

environment, the notion of full control is far from a certainty. Sardar (2010) highlights 

that the majority of the problems faced in the current world are complex, 

interconnected, contradictory, located in an uncertain environment and embedded in 

landscapes that are rapidly changing. As a result of the complexity of decisions, 

uncertainty and interdependencies, the effort to solve one or a collective of problems 

often results in a plethora of new problems (Sardar, 2010). Decision-makers need to 

understand the complexity and plan systematically in order to ensure that possible 

future scenarios are strategically accounted for. Ilbury and Sunter (2005) emphasise 

the need for long-term strategy that is both more adaptive and imaginative. 

Anticipating possible futures in the current environment calls for greater creativity, 

skills, insight, and understanding (Adendorff, 2013). The future becomes increasingly 

more unpredictable the further away it is due to the relative number of factors that are 

beyond the control of decision-makers (Geldenhuys, 2013). 

 

Keeping in mind the uncertainty of the future, Adendorff (2013) notes that using 

scenario-based planning yields great value in estimating and forecasting possible 

future developments. Bood and Postma (1998) argue that in comparison to other 

estimating and forecasting tools, scenario-based planning is superior in identifying the 

signals of change at a much earlier stage. As such, scenarios provide decision-makers 
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with a framework within which all the various factors and information can be more 

effectively and easily evaluated (Bood and Postma, 1998). By using scenario-based 

analysis, decision-makers can exploit unexpected developments and turn these 

occurrences into potential opportunities by staying ahead of competitors (Geldenhuys, 

2006). There does, however, need to be a healthy association between scenario-

based planning and leadership in order for noteworthy contributions and advancement 

to be recognised. 

 

2.3 FUTURES STUDIES 
 

The futures field became an independent area of social sciences as a normal science 

in the 1970s (Hideg, 2015). Futures studies is a meticulous discipline that has evolved 

over a period of time from futures thinking (Adendorff, 2013). With futures thinking 

being deeply entrenched in the history and development of humankind, the specific 

field of futures studies forms part of the field of modern humanism and is both 

philosophical and scientific in nature (Adendorff, 2013). This section seeks to delve 

into the discipline of futures studies and focuses on the purposes, characteristics, 

values and ethics of such a form of research. 

 

2.3.1 Purpose of the Futures Studies Field 

 

Sardar (2010) argues that futures studies is, against popular perception, a discipline 

that does not necessarily have to have rigid boundaries, fixed theories and esoteric 

terminology, but rather an erudite medium of discourse that guides systemic 

examination of future potentials and possibilities. The future, as Adendorff (2013) 

highlights, can be both intriguing and highly concerning at the same time, depending 

on the viewpoint of an individual. The most general purpose of futures studies, 

however, is “to maintain or improve the freedom and welfare of humankind” (Bell, 

2003: 315). Specifically, futurists seek to “discover or invent, examine and evaluate, 

and propose possible, probable and preferable futures” (Bell, 2003: 315). Nine 

overarching purposes of futures studies were proposed and distinguished by Bell 

(2003) and Krawczyk (2008). The nine purposes are discussed in further detail below. 
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• The study of possible futures 
 

Adendorff (2013) emphasises that one of the main assumptions of futures studies is 

that there is an array of possible futures that may unfold; relinquishing the idea that 

there is one single determined future. As the future is a factor of present decisions, 

the explorations of possible futures should begin with looking at the present in order 

to identify possibilities embodied in it (Adendorff, 2013; Bell, 2003). This, however, 

entails thinking about the present with a creative and open mindset, where any 

preconceptions and prejudiced views are seen as a hindrance in identifying possible 

futures (Adendorff, 2013). Present problems are seen as opportunities for change in 

the future, ensuring that such an approach questions ‘what could be’ rather than ‘what 

is’ (Adendorff, 2013; Krawczyk, 2008). 

 

• The study of probable futures 
 

The study of probable futures focuses on the identification of the most probable futures 

as a result of certain conditions (Adendorff, 2013). As a result, the focus shifts to the 

question of what the most probable future would be if the past and present conditions 

continue along the current trend and what the implications are if any of a number of 

conditions change (Adendorff, 2013). Although the identification of the most probable 

futures is strictly related to the consideration of what set of circumstances is most likely 

to occur, the most probable future is not the only scenario that should be explored 

(Adendorff, 2013; Krawczyk, 2008). 
 

• The study of images of the future 
 
Images of the future have an impact on current human behaviour as individuals act in 

the present according to their expectation of what the future may be like or in 

accordance with the future they desire (Adendorff, 2013; Bell, 2003). An ‘image of the 

future’ can be seen as a representation of expectations, anticipations, hopes and fears 

for the future (Krawczyk, 2008). Bell and Mau (1971) note that the actual future is to 

some extent a consequence of the images of the future that are present within a 

society, although not necessarily the most popular images. As a result, it is important 
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to analyse the content of such images and identify the values underlying them 

(Krawczyk, 2008). 

 

• The study of the knowledge foundations of futures studies 
 
As the future is not tangible and there are no facts about what the future may hold, 

future studies, as a discipline, positions itself amongst others such as law, aesthetics 

and religion, all of which focus on intangibles (Adendorff, 2013). Futures studies, like 

any other discipline, needs to present the epistemological grounds on which 

knowledge is developed. Although there are gaps in the knowledge about 

philosophical foundations for the exploration or possible, probable and preferred 

futures, futures studies has developed a range of methods for the systematic 

investigation of the future (Adendorff, 2013; Krawczyk, 2008). 

 
• The study of ethical foundations of futures studies 

 
As with other disciplines, there is a need to understand, and take into account, the 

ethical foundations when undertaking a study. As a result, ethical considerations are 

needed when exploring preferable futures (Adendorff, 2013). Many researchers (Bell, 

2011; Inayatullah, 2005; Krawczyk, 2008) observe a connection between ethical 

issues and the study of possible, probable and preferable futures, emphasising the 

need to define a code of conduct to ensure that virtues, values and moral prescriptions 

supplement the professional nature of the discipline. 
 

• Interpreting the past and orientating the present 
 
Analysing the past can be a useful tool in understanding the present. As such, the 

experience gained in the past can be used to rationalise present choices and help 

build on lessons learned previously (Adendorff, 2013; Krawczyk, 2008). In looking 

forward, it is necessary to understand the past and how decisions made previously 

affect the present, thereby driving a better understanding of how images of the future 

are achieved through current decision-making (Adendorff, 2013). 
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• Integrating knowledge and values for designing social action 
 
Geldenhuys (2006) notes that one of the primary functions of futures studies is to 

assist in guiding decision-makers in the development of appropriate policies. In order 

to drive effective action and policy design from decision-makers, the research needs 

to be designed in such a manner that it is relevant and required, given the nature of 

the problem, policy goals, social context and technological means available 

(Adendorff, 2013; Bell, 2003; Krawczyk, 2008). 
 

• Increasing democratic participation in imagining and designing the future 
 
The goal of increased democratic participation may not be relevant to all futurists, 

however, it still remains a primary responsibility for many researchers (Adendorff, 

2013). Futures studies as a discipline encourages participation from all stakeholders 

in proposing and evaluating alternative images of the future that they are directly 

affected by (Krawczyk, 2008). Bell (2003) and Krawczyk (2008) both note that there is 

an increasing trend for the democratic participation of citizens in imagining and 

designing the future and where the general public is actively involved in the 

development of future visions for their cities and neighbourhoods. By maintaining 

democratic participation, there is comfort in knowing that all stakeholders have been 

included in designing a potential future. 
 

• Communicating and advocating a particular image of the future 
 
In developing images of the future, it is common that some images may be seen as 

better than others and more desirable. Bell (2003) emphasises that it is a key 

assumption of futures studies that there is a desire to promote advantageous images 

of the future, thus driving behaviour that results in the progression of humanity. Thus, 

images of the future can act as a road-map for a desirable future state as well as an 

indicative warning of what may unfold under certain policies (Adendorff, 2013; Bell, 

2003; Krawczyk, 2008). 
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FIGURE 2.1  
PURPOSES OF FUTURES STUDIES 

 

 
(Source: Adendorff, 2013: 28) 

 

2.4 THE RATIONALE FOR FUTURES STUDIES 
 
Futures studies incites debate on the possibilities of making forecasts, the rationale of 

foretelling the future and the methods used, as well as the consequences of such 

methodologies (Bergman, Karlsson, and Axelsson, 2010). Van Vuuren (2016) and 

Slaughter (2000) note that futures studies is primarily concerned with the 

understanding of the social constructs that shape the future and the development of 

viable forward-looking views to inspire and lead societies and organisations. It is 

important to distinguish between the futurist element present in many social sciences 

and futures studies. In developing this argument, Bell (1996) highlights key 

assumptions that help define futures studies and its rationale: 

 

1. Time moves unidirectionally and irreversibly from the past (seen in terms of a 

continuous momentary present) toward the future. There are a number of 

different arguments that support this assumption, such as: the second law of 

thermodynamics (entropy always goes in one direction); biological 

development (people grow older with time, never younger); wave motion (radio 

waves, for example, are never received before they are sent); the history of the 

universe (residual blackbody radiation supports the idea that time has a 
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beginning, sequence, duration, and direction); and traces of the past ('footprints 

in the sand' remain in the present as evidence of the past) (Bell 1996: 42). 

 

2. Not everything that will exist has existed before or does exist now. Thus, the 

future may contain things that have never existed before. These may invite new 

thoughts, new understandings, and new reactions (Bell 1996: 42). 

 

3. Futures thinking is essential for human action. Reaction might be possible 

without futures thinking, but not action, because to act requires anticipation. 

Thus, images of the future (goals, objectives, intentions, hopes, fears, 

aspirations) are part of the causes of present action (Bell 1996: 42). 

 

4. The future is not totally predetermined.74 This assumption explicitly recognises 

the fact that the future does not already exist: ie. the future is 'open' (Bell 1996: 

42). 

 

5. To some extent, future outcomes can be influenced by individual and collective 

action, and by the choices people make (Bell 1996: 42). 

 

6. Global interdependence invites a holistic perspective and a multidisciplinary 

approach. Futurists view the world as so interrelated that no system or unit can 

be viewed as totally isolated. Rather, they argue that every unit that is the focus 

of futures research should be considered to be an open system (Bell 1996: 42). 

 
Expanding on these assumptions, Van Vuuren (2016: 51) identifies four key rationales 

for a futures approach. Firstly, Van Vuuren (2016) emphasises that decisions have 

long-term consequences and significant implications for decision-making. Every 

decision allows for a potentially different outcome and a future consequence that can 

be significantly different to other contingencies. Secondly, Van Vuuren (2016) 

highlights that future alternatives imply present decisions. As individuals become 

aware of alternative futures they also become conscious of present preferences. As a 

result, Van Vuuren (2016) notes that if an unacceptable futures scenario is envisaged, 

action can be taken to change the trajectory of the futures scenario. In a similar 

manner, if a futures scenario is preferred then resources can be mobilised to achieve 
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the desirable future state. Thirdly, Van Vuuren (2016) emphasises that structured, 

forward thinking is a preferable alternative to crisis management. By thinking about 

the future in a structured manner, decision-makers can possibly avoid costly crisis 

management that would not have been necessary. Lastly, Van Vuuren (2016) accepts 

that a futures approach needs to take into account that further transformations are a 

certainty and that the future is not a linear decision-tree with a finite set of 

consequences. The ever-changing nature of decisions and the consequences of such 

decisions lead to dynamic futures scenarios. 

 

To augment the rationale of futures studies and the assumptions made, it is necessary 

to define the role of a futurist. Over the last few decades futurists have steadily gained 

more respect in government, business, education and other fields and society has 

come to accept futurists as people worth listening to (Coates and Jarratt, 1990). 

Futurists are notably worth listening to, not because they know all the answers, but 

because they ask the right questions. Van Vuuren (2016) defines a futurists role as 

being strategic in nature, contributing to and moulding belief systems, views of the 

world and paradigms of society. Bell (2011: 238) deepens this argument by stating: 

 

 Futurists focus on the transformation of hindsight into foresight. On the one 

hand, they speculate, think laterally, intuit, reason counterfactually as well as 

factually, cogitate linearly and dialectically, entertain outrageous – and even 

despised – notions, and creatively invent in order to unveil possible and 

probable futures. On the other hand, they specify past and present data using 

a multitude of standard and special methods, collecting, analysing, and 

interpreting evidence in order to make posits about possible and probable 

futures and to construct surrogate knowledge as reliably and validly as they 

can. Their candidates for surrogate knowledge of the future are based on 

patterns of reasoning and marshalling evidence, and they can become justified 

belief if they remain unrefuted after being subjected to serious efforts to falsify 

them. 

 

A major purpose of futures studies, and the futurist in general, is the maintenance or 

improvement of the welfare of humankind. Futurists improve the welfare of humankind 

by systemically exploring alternative scenarios of the future (Van Vuuren, 2016). A 
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fundamental aspect of creating alternative images of the future is to engage in 

analytical thinking by questioning the visionary explorations of the possible, critically 

investigating the probable and morally evaluating the preferable (Van Vuuren, 2016). 

Inayatullah (2010) argues that futurists often strive for more than institutional 

transformation and seek a change in consciousness, driving a higher level of societal 

awareness to affect real change in the world. In the case of this research study, the 

goal was to identify alternative images for the future of the South African banking 

sector towards 2055, compelling a higher level of consciousness from decision-

makers, institutions, and society at large. 
 
2.5  METHODOLOGIES AND TECHNIQUES 
 
A number of methodological approaches and techniques have been developed in 

order to explore and envision possible, probable, preferable and plausible futures 

(Adendorff, 2013). Hideg (2015) notes that due to the rapid changes and 

transformation of research fields, it is inconceivable that a certain researcher would 

do lifelong research with a single paradigm. It is generally accepted nowadays that a 

researcher or a research team would need to be familiar with many methodological 

approaches and be able to shift between, and develop, paradigms in order to present 

substantiated research (Hideg, 2015). The approaches and methodologies in the 

futures field are constantly changing and becoming increasingly complex in nature, 

making it more difficult for those involved in the study of the future (Krawczyk, 2008). 

In this research study, the terms ‘method’ and ‘technique’ are used interchangeably 

and act as substitutes, referring to the individual research methods such as ‘Real-Time 

Delphi Technique’, ‘Scenarios’, and ‘Wild Cards’. 

 

There is often confusion around the terminology associated with the futures field as a 

discipline and the terms used as names for various activities involving futures thinking. 

Adendorff (2013: 33) notes that most researchers use the term ‘Futures Studies’ as a 

name for the discipline involving futures thinking. However, others also refer to the 

discipline as ‘Futures Research’, ‘Futurism’, ‘Prospective’, and ‘Prognostics’. 

Krawczyk (2008) and Adendorff (2013) highlight three main areas of activity for the 

futures field as a discipline: 

 



 29 

• Futures studies – Futures studies is concerned with the understanding of the 

field of futures as a whole; developing various hypotheses and images of the 

future, while communicating these to various groups of interest. 

 

• Futures research – Futures research deals with the forecasting, planning, and 

exploration of futures using quantitative, qualitative, and analytical techniques. 

 

• Futures movements – Groups of individuals that have an impact on the goals 

of the futures field and society as a whole (such as peace and environmental 

groups, organisations, and societies) (Adendorff, 2013; Krawczyk, 2008; 

Slaughter, 2000). 

 
‘Futures Studies’ tends to represent the academic facet of the futures field, while 

‘Futures Research’ is often orientated towards the policy and decision-making aspect 

of the discipline (Adendorff, 2013; Geldenhuys, 2006; Krawczyk, 2008). Given the 

varying nomenclature used for the field of futures, this research study will refer to 

‘Futures Studies’ or ‘Futures Field’ as a name for the entire discipline. 

 

2.6 TYPOLOGY OF FUTURES RESEACH METHODOLOGIES 
 

Futures methodologies and techniques can be divided between the two broad 

classifications – explorative and normative; or quantitative and qualitative. Although 

there are many ways in which to classify futures methodologies and techniques, there 

is consensus in the broad literature that the two sets of classifications described below 

are all encompassing (Kosow and Gaßner, 2008; Adendorff, 2013). 

 

2.6.1 Explorative and Normative 

 

Kosow and Gaßner (2008) define explorative techniques as those that designate sets 

of possible events regardless of their desirability; posing “what-would-happen-if” 

questions with the present as a starting point. An explorative technique would develop 

a conceptual future based on considerations of driving forces, developments and 

possible future consequences. Explorative techniques investigate possible futures 

without regard to what is desirable (Adendorff, 2013; Krawczyk, 2008). 
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On the other hand, normative techniques assimilate values and interests by 

questioning the desirability of conditions in the future, while taking possible futures as 

a point of reference (Kosow and Gaßner, 2008). Normative techniques start at a future 

point in time and work backwards to the present, demonstrating how certain goals can 

be achieved. Normative techniques, therefore, have a goal-setting as well as a 

strategy-developing function (Adendorff, 2013; Krawczyk, 2008). 

 

2.6.2 Quantitative and Qualitative 

 

Methodologies and techniques can also be distinguished by the areas of topics, the 

information in which they assimilate and the output that is required (Kosow and 

Gaßner, 2008). Adendorff (2013) notes that quantitative methods often involve 

mathematical or statistical calculations utilising sets of real data with possible 

assumptions to drive substantive research. Quantitative knowledge is generally 

appropriate in topic areas such as demography and economics whereas, on the other 

hand, a qualitative study is better suited to cultural, institutional, or political research 

(Kosow and Gaßner, 2008). Qualitative methods do not involve numerical 

measurements and statistical analysis but are founded on the intuition, creativity, 

knowledge and experience of experts (Adendorff, 2013; Bell, 2003; Krawczyk, 2008). 

Qualitative studies have recourse to narrative and literary techniques. 

 

In highlighting the key differences between a quantitative and a qualitative study, 

Kosow and Gaßner (2008: 33) state: “Quantitative scenarios make it necessary to 

arrive at a firm definition of a reduced number of factors, whereas qualitative scenarios 

make it possible to achieve an intrinsically more meaningful observation of details and 

nuances without the need of definitively including or excluding key factors.” 

 

Creswell (2014) defines ‘mixed methods’ as a research design technique that allows 

one to combine both quantitative and qualitative data obtained from a research study. 

This research study utilises a ‘convergent parallel mixed method’, which allows one to 

merge quantitative and qualitative data in order to provide a comprehensive analysis 

of the questions posed (Creswell, 2014). In utilising such an approach, the researcher 

collects all the data (both quantitative and qualitative) at approximately the same time. 
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The information is integrated in the interpretation of the results and thus stimulates a 

comprehensive analysis of the feedback (Creswell, 2014). The advantages of a ‘mixed 

methods’ approach are seen in the offsetting of weaknesses between both quantitative 

and qualitative research, the provision of a more complete and comprehensive 

understanding of the research problem as well as enhancing discussion and the 

explanation of findings. 

 

2.7 REAL-TIME DELPHI 
 

In order to fully understand the Real-Time Delphi technique, it is necessary to define 

and understand the conventional Delphi methodology. It is appropriate to define both 

methodologies and note the shortcomings and potential benefits of either technique 

before providing the reasoning why the Real-Time Delphi technique was chosen for 

the study. 

 

2.7.1 Delphi Technique 

 

The Delphi technique was first used by the US RAND Corporation (Research And 

Development Corporation) in the 1960s and has subsequently become a widely 

accepted and frequently used research method, especially for futures orientated 

research (Gnatzy, Warth, Von Der Gracht, and Darkow, 2011). At the time, the RAND 

researchers explored the use of expert panels to address forecasting issues with the 

premise that, when in agreement, experts will often be more likely to be correct about 

questions in their field over non-experts (Gordon, 1994). Van Vuuren (2016) notes that 

many forecasters and academics use the Delphi technique in qualitative explorations 

into complex issues that benefit from the opinions of experts. The purpose of the 

Delphi methodology is to facilitate a formal discussion among selected experts from 

particular fields around a specific topic (Gordon, 1994; Gnatzy et al., 2011; Van 

Vuuren, 2016). 

 

2.7.1.1 Modus Operandi 

 

The conventional Delphi technique seeks to gain consensus on a particular topic 

among a group of experts. In order to achieve such consensus, the Delphi technique 
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involves an anonymous, multistage communication process based on several 

iterations of surveys (Gnatzy et al., 2011). The technique allows for the anonymous 

exchange of information between participants over a number of survey rounds, with 

the average of the estimates obtained from the panellists over the final round being 

taken as the group judgement (Rowe and Wright, 2001; Van Vuuren, 2016). The use 

of anonymous feedback in the Delphi technique is an important feature of the method, 

however, the conditions below also need to be met in order to elicit and combine the 

opinions of experts (Rowe and Wright, 2001). 

 

• Expert judgement is needed as the use of statistical methods is inappropriate. 

• A number of experts are available to provide opinion and insight. 

• There is a desire to average the forecasts and bring about a consensus view 

from several individuals. 

• An alternative form of a traditional group view is needed, where social, 

psychological and political issues may hinder effective communication and 

behaviour. 

 

As anonymity is required, the Delphi method is designed to encourage true debate, 

independent of personalities (Gordon, 1994: 1). In order to eliminate any rhetoric and 

pedagogy, the reasons given for extreme opinions are synthesised by researchers to 

give them all equal ‘weight’ and then fed back to the group as a whole for further 

analysis (Gordon, 1994: 1). As described above, the two defining elements of the 

Delphi method are the anonymity and feedback of participants. 

 

Gordon (1994) outlines the Delphi methodology by highlighting that experts from the 

required disciplines are initially identified and asked to participate in the study and 

where the nominated individuals are given more information about the Delphi study 

and assured of anonymity in that their statements will not be attributed to them by 

name. The researcher refines the questions and asks them over a number of 

sequential questionnaires. The reasons for the answers provided are synthesised by 

the researchers, forming the basis of the next questionnaire where anonymous 

feedback from the original questionnaire is provided to all participants, including the 

group judgement and the reasons for extreme opinions (Gordon, 1994). After 
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feedback is provided to the participants, each individual is asked to reassess their 

position in view of the reasons presents, while being given the opportunity to refute 

any of the extreme positions with facts at their disposal (Gordon, 1994). A 

reassessment of opinions can then be requested from participants in another iteration 

of the questionnaire with the inclusion of the evolving group consensus. 

 

The Delphi methodology can be seen as a controlled debate, where extreme opinions 

are made explicit and groups of experts often move towards consensus (Gordon, 

1994). Delphi studies are not intended to produce statistically significant results, 

predict the response of a larger population, or even a different Delphi panel (Van 

Vuuren, 2016). The methodology does, however, provide a representation of a 

synthesised opinion of a particular expert group where researchers can review the 

outputs and make judgements based on the reasoning given. 

 

2.7.1.2 Strengths and Weaknesses of the Method 

 

Gordon (1994) emphasises that Delphi studies are difficult to perform well as a great 

deal of attention must be given to the choice of participants, the questionnaires, as 

well as the time it takes to carry out such a study. If conducted properly and for an 

appropriate study, the Delphi method can be highly effective in ascertaining expert 

insight and consensus. The method does, however, have shortcomings which make 

slight variations of the technique more appropriate for certain studies. 

 

The primary strength of the Delphi method is the ability of the technique to objectively 

explore issues that require judgement from experts (Gordon, 1994). The achievement 

of consensus in a given area of uncertainty or lack of empirical evidence is one of the 

main advantages of the technique (Powell, 2003). The method benefits from being a 

democratic and structured approach that harnesses the collective wisdom of 

participants (Powell, 2003; Van Vuuren, 2016). The feedback between rounds can 

widen knowledge and stimulate new ideas; becoming highly motivating and 

educational in itself (Powell, 2003). Hasson, Keeny and McKenna (2000) emphasise 

the benefit of consensus, highlighting that several individuals are less likely to arrive 

at a wrong decision than a single individual. Decisions are strengthened by reasoned 

argument in which assumptions are challenged, thus enhancing validity (Hasson et 
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al., 2000). Delphi participants bring a wide range of direct knowledge and experience 

to the decision-making process (Powell, 2003: 377). The Delphi methodology has 

been described as a relatively quick, cheap and efficient way of sourcing expert 

opinion (Powell, 2003). On the other hand, Jairath and Weinstein (1994) and Williams 

and Webb (1994) argue that extensive time is needed in carrying out a Delphi study. 

As with any method, scale of the study will influence the duration, cost, and 

complexities involved. 

 

Gordon (1994) acknowledges that a weakness of the Delphi method is the time it can 

potentially take to complete as rounds of questionnaires and preparation may be 

laborious. Another potential weakness of the method is that the consensus approach 

may lead to a watered-down version of the best opinion (Powell, 2003; Sackman, 

1975). Consensus may occur as a result of pressure brought on participants who have 

extreme opinions (Gordon, 1994; Woudenberg, 1991). Individuals with strong opinions 

may drive their views harder than others. However, if opinions are not strongly held 

then there is the possibility of participants switching positions rather than providing 

reasons for their view (Gordon, 1994). Woudenberg (1991) argues that the efficiency 

of the Delphi method in obtaining consensus is better attributed to mere repetition and 

strong group pressure rather than to genuine agreement. 

 

2.7.2 Real-Time Delphi Technique 

 

While the Delphi technique had its birth in concern about spurious factors that intrude 

in face-to-face meetings among experts, new technology can minimise some of these 

factors (Gordon, 2009: 1). Some Delph-like studies have been performed online and 

applications date back to the 1970s when researchers experimented with early 

computer-based communications to link experts together in networks (Gordon, 2009: 

1). Gnatzy et al. (2011) note that in an attempt to address the time constraints of a 

traditional Delphi study, Gordon and Pease (2006) developed a ‘real-time Delphi’ 

platform that provided immediate feedback. It is the real-time nature of the approach 

used that differentiates it from general online future surveys where experts can judge 

as often as they wish (Gnatzy et al., 2011). Real-Time Delphi studies have substituted 

conventional paper forms used in traditional Delphi studies with communications tools 

available via the internet; maintaining the principles of anonymity and feedback while 
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still employing sequential questionnaires (Gordon, 2009). The Real-Time Delphi 

methodology provides an attractive way of developing scenarios that take into 

consideration expert opinions on effective policies, future trends and decisions 

(Gordon, 2009: 9). According to Rowe and Wright (2001) and Gnatzy et al. (2011) a 

Real-Time Delphi study would still need to adhere to the four main characteristics of a 

Delphi technique; (1) anonymity in the process, (2) controlled feedback, (3) statistical 

aggregation of group response, and (4) iteration. 

 

2.7.2.1 Modus Operandi 

 

The Real-Time Delphi method maintains the structured communication technique that 

is present in a Delphi study, allowing for interactive forecasting based on feedback 

from a panel of experts (Gordon, 2009). The technique obtains continuous feedback 

from experts where anonymous feedback is constantly provided on the experts’ 

forecasts as well as for the reason why such answers are provided. The experts are 

encouraged to revise their answers in light of the feedback, thus driving a structured 

group forecast rather than an individual observation which can often be skewed 

(Gordon, 1994). 

 

In accordance to Gordon (2009), the structure and guidelines of a Real-Time Delphi 

study are presented below: 

 

• A panel of experts are requested to participate in the study but ensuring that 

the experts chosen have the appropriate expertise in the field of the study to be 

carried out. 

• The questions used in the study are structured and based upon an extensive 

review of the literature. 

• An online web-based platform should be used to facilitate the study. In 

accordance to Gordon (2009), the platform would likely adhere to the following 

key features: 

- Anonymously, respondents will provide their numerical estimate of the 

priority of each question based on a Likert scale. The Likert scale can 

be coded such that the smallest number is the least feasible/desirable 
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constituent and the highest number applies to the most 

feasible/desirable driving force. 

- On-going feedback should be provided to the participants with the 

average of all the responses of the group. 

- On-going feedback on the number of responses made. 

- On-going feedback of the reasoning provided for responses by other 

participants. 

- Finally, a section that allows participants to provide their own reasoning 

for the thoughts behind their answers. 

• The answers and feedback to the questions form key driving forces that serve 

as an ordering data input. Ordering data is described as data in which an 

ordering or ranking of responses is achievable, but no measure of distance is 

possible (Van Vuuren, 2016: 158). 

• The results of the study are consolidated and can be used as a guide in 

developing future scenarios, with expert opinion on driving forces that are likely 

to be feasible and desirable as opposed to what is not likely to be feasible and 

desirable. The results can assist in prioritising the driving forces highlighted, 

substantiating their inclusion in the developed scenarios. Furthermore, Van 

Vuuren (2016: 159) notes that the technique specifically assists with the 

following: 

- Validating the driving forces as applicable. 

- Reformulating driving forces according to responses. 

- Casting doubt on any driving force and/or identifying any contrary 

interpretation. 

- Identifying implications and adding insight into the future impact of the 

driving forces. 

- Identifying possible wild cards which could fundamentally influence 

future outcomes. 

- Identifying new ideas that have not been focused on during the 

environmental study. 

• Participants of the study receive guidelines as well as consolidated feedback 

on the results so as to ensure that the study is undertaken in a transparent and 

ethical manner. 
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2.7.2.2 Strengths and Weaknesses of the Method 

 

The strengths and weaknesses of the Real-Time Delphi technique are much in line 

with the conventional Delphi methodology. Gordon (2009) notes that the central 

weakness of the Real-Time Delphi technique is its failure to attract most of the 

participants back for re-estimation, with a 25-50% rate of return of re-estimation in 

Real-Time Delphi studies. Gordon (2009) admits that the conventional Delphi 

methodology has a higher return rate but notes that the differences between the 

techniques makes it difficult to arrive at a standard panel persistence figure. Gnatzy et 

al. (2011: 1689) emphasise that if performed correctly and motivated in the right way, 

it is possible to have a Real-Time Delphi study with a zero percent drop-out rate. The 

low re-estimation rate of the Real-Time Delphi technique drives the question as to 

whether or not the feedback principle of Delphi studies is violated. However, the nature 

of the technique still allows first-time participants to see the averages and responses 

of those preceding them – ensuring that the group response element is still maintained 

(Gordon, 2009). 

 

Gnatzy et al. (2011) note that, in their analysis, the Real-Time Delphi technique 

provided on average a larger amount of commentary feedback than the conventional 

Delphi study. Gnatzy et al. (2011) highlight that the reasoning behind this is due to the 

procedural difference between the two techniques, where the participants in the Real-

Time Delphi technique can see whether any of their projections and arguments have 

been put forward already, thus motivating the participants to provide additional 

feedback. As a result, redundancies in arguments could be reduced by using the Real-

Time Delphi technique. Gordon (2009) adds that the benefits of a Real-Time Delphi 

study include the potential time reduction, flexibility, lower costs and centralisation of 

a data bank of questions and responses. Gnatzy et al. (2011) show the Real-Time 

Delphi technique to work as effectively as a conventional Delphi study, allowing for the 

objective exploration of issues that require judgement from experts. 

 

2.7.3 Appropriateness for the study 

 

The Real-Time Delphi technique was chosen over the conventional Delphi technique 

in this research study. The Real-Time Delphi technique is more appropriate given the 
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benefits of time, costs, flexibility and reach. As the technique maintains all the 

principles of the conventional Delphi methodology, while providing the flexibility 

needed for the study, it acts as an appropriate method of objective exploration and 

gains insights from experts in the specific field of study. 

 

2.8 SCENARIOS 
 

The term ‘scenario’ is used to cover a wide range of activities. Miles (2003) notes that 

scenarios may be used as inputs to kick-start discussion and idea generation in 

panels, as presentational devices that can communicate foresight results to wider 

publics, as an exploratory tool that focuses on what may happen under various 

circumstances, or even as an instrument of aspiration that drives the achievement (or 

avoidance) of specific futures. Scenarios are the result of the scenario-based planning 

process (Adendorff, 2013; Geldenhuys, 2006), which is further defined below. 

 

2.8.1 The Scenario-Based Planning Process 

 

Adendorff (2013) emphasises that there is no ‘one-size-fits-all’ scenario methodology 

- each exercise needs to be custom designed to be appropriate for the particular 

objectives and needs of the research study. 

 

2.8.1.1 History 

 

Scenario planning first emerged in the 1950s through the work of Herman Kahn, who 

at the time constructed scenarios in connection with military and strategic studies 

conducted by the US RAND Corporation (Chermack, Lynham, and Ruona, 2001; 

Glenn, 2009). The intent of the technique that Herman Kahn had pioneered was to 

combine detailed analysis with imagination and produce reports as though they might 

have been written by individuals in the future (Chermack et al., 2001). He further 

popularised the concept in the 1960s as director of the Hudson Institute, a private non-

profit research centre devoted to issues related to U.S. public policy, international 

development, and defence (Glenn, 2009). At this stage, Kahn introduced the idea of 

distilling scenarios into an escalation ladder, which illustrated where interventions 

might be effective in preventing further escalation toward nuclear war and help people 



 39 

consider the ‘unthinkable’ as a possible reality (Chermack et al., 2001; Glenn, 2009). 

During the late 1960s there seemed to be a shift in the work done by organisations 

with increased interest in finding ways to look further into the future to help plan for 

changes in society (Ringland and Schwartz, 1998). Similarly, the Hudson Institute 

started to seek corporate sponsorship, exposing companies such as Shell, Corning, 

IBM, and General Motors to this style of thinking (Chermack et al., 2001; Ringland and 

Schwartz, 1998). Van Vuuren (2016: 212) notes that at this stage scenario planning 

became more closely related to business strategy with Shell being acknowledged as 

the first company to use scenarios widely as a strategic method in the corporate 

setting. Shell’s success with the scenario planning process drove other organisations 

to start thinking about the future in a similar manner. Shell was prepared for the 1973 

oil crisis which caused major problems for companies that had not thought about the 

possibility of an oil shock (Chermack et al., 2001). The consequence of the oil crisis 

was a greater uncertainty about the views of a stable future, resulting in the majority 

of the Fortune 1000 companies adopting scenario planning in some form by the late 

1970s (Chermack et al., 2001; Gordon, 2009; Ringland and Schwartz, 1998). As a 

result of recessionary pressure and corporate staffing reductions, the wide use of 

scenario planning experienced a decline in the 1980s (Chermack et al., 2001). The 

decline was relatively short-lived as corporations cautiously started to re-integrate the 

scenario planning process into business strategy. To this day, the scenario planning 

process still plays a large role in multi-national entities and has become a standard 

tool used by consulting companies in the recent past (Van Vuuren, 2016). 

 

Glenn (2009: 1) notes that in Herman Kahn’s initial construction of scenarios, he 

thought of three alternative scenarios to be applied to any subject; 1) ‘surprise-free’ or 

‘business-as-usual’ that simply extrapolates current trends with the interplay of the 

trends, 2) ‘worst case’ scenarios based on mismanagement and bad luck, and 3) a 

‘best case’ scenario based on good management and good luck. This approach was 

criticised as the surprise-free scenario was interpreted as a prediction where 

individuals would make decisions accordingly and thus creating a self-fulfilling 

scenario (Glenn, 2009). The criticism did, however, drive the idea of writing sets of 

four scenarios that would not include a business-as-usual scenario. This approach is 

seen to stimulate more serious and flexible thinking about alternative possibilities and 

for which one would have to create flexible strategies to adjust to changing futures 
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(Glenn, 2009). To avoid creating any self-fulfilling scenario, this research study used 

four scenarios rather than three, thus avoiding a business-as-usual scenario. 

 

2.8.1.2 Modus Operandi 

 

Numerous methods have been developed to create scenarios, with no standard 

procedure or collectively accepted doctrine (Adendorff, 2013; Glenn, 2009). Although 

the methods of creating scenarios may have unique features and use different 

terminology, they generally tend to have similarities that classify them under the broad 

banner of scenario-based planning. Most approaches recognise the need to 

understand the system under study and identify trends, issues, driving forces and 

potential events that are critical to this system (Glenn, 2009). Adendorff (2013) notes 

that the processes utilised depend on the specific requirements of the study. However, 

the majority of scenario-based planning processes share the following common 

procedural features: 

 

- Categorising and combining key global driving forces. 

- Recognising the focal question. 

- Deciding on key local factors. 

- Selecting plausible storylines. 

- Exposing the predetermined, constant and critically uncertain key global 

driving forces. 

- Giving memorable names to the scenarios and fleshing out the 

scenarios as a compelling narrative. 

- Pinpointing the likely implications of the different scenarios for the 

country or continent. 

- Identifying leading indicators and sign-posts to monitor the execution of 

scenarios/strategies on an on-going basis.  

(Adendorff, 2013; Geldenhuys, 2006; Glenn, 2009) 

 

Based on the re-evaluation and comparison of the various processes utilised in a 

range of reviewed literature, Adendorff (2013) formalises the stages and steps 

proposed for inclusion in a scenario-based planning process in Table 2.1 below. Each 
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stage and step is further defined to give a clear understanding of the mapping involved 

with the scenario-based planning process. 

 
TABLE 2.1 

STAGES AND STEPS IN THE SCENARIO BASED PLANNING PROCESS 
 

 
(Source: Adendorff, 2013: 48) 

 

(a) Stage 1: Preparation 

 

Step 1 – Lay the foundation. 

 

Bood and Postma (1998) indicate that the scope and objectives of the scenario-based 

planning exercise must be explained and the design process developed. Thought 

must go into the types of scenarios that are to be constructed and how the execution 

of such scenarios is to take place (Adendorff, 2013). 
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Step 2 – Identify the focal questions and objectives. 

 

Chermack et al. (2001) note that a key step is to identify a focal issue or a decision as 

scenarios are built around a central issue outwards toward the external environment. 

The focal issue or questions would be of strategic significance to the field of study. 

 

(b) Stage 2: Exploring and Building 

 

Step 3 – Positioning of the key global driving forces in terms of importance and 

uncertainty 

 

Geldenhuys (2006) acknowledges the necessity of recognising the key global driving 

forces of the macro-environment. Adendorff (2013) highlights that key macro driving 

forces are external events outside of a country’s direct control and which have a major 

impact on the country’s success. Geldenhuys (2006) indicates that the key global 

driving forces can be further classified as constant, predetermined or critically 

uncertain driving forces. 

 

Constant driving forces are driving forces that are not likely to change and remain the 

same for every scenario (Bood and Postma, 1998; Geldenhuys, 2006). Predetermined 

driving forces are not reliant on any particular chain of events and remain the same 

for each scenario (Adendorff, 2013). Although predetermined driving forces may 

change, the change is plausibly predictable (Geldenhuys, 2006). Finally, critically 

uncertain driving forces are a factor of unknown and irresolvable uncertainties 

(Adendorff, 2013; Geldenhuys, 2006). Critically uncertain driving forces describe 

different future states and act as the foundation for developing scenarios that are 

dissimilar in nature. 

 

Step 4 – List the key local factors applicable to the operating environment. 

 

(Chermack et al., 2001) emphasise that key micro factors must be considered such 

as local economic, technological, environmental, competitive, political and societal 
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factors. Geldenhuys (2006) notes that local factors have an influence on the decision-

making process and are important to the success or failure of the focal questions. 

 

Step 5 – Decide on plausible storylines, assign memorable names to the scenarios 

and generate scenarios. 

 

Plausible storylines that depict probable futures must be identified and must be 

compelling in nature with a substantiated foundation (Adendorff, 2016). The plausible 

storylines are created with particular combinations of the necessary and critically 

uncertain key global driving forces discussed previously (Adendorff, 2013; 

Geldenhuys, 2006; Ilbury and Sunter, 2005). The scenarios must provide a consistent 

and convincing narrative that provides as much detail as possible, based on research 

and analysis (Adendorff, 2013; Geldenhuys, 2006). To add to the narrative, 

memorable names should be given to the scenarios. 

 

(c) Stage 3: Test 

 

Step 6 – Test the impact of the key driving forces in each scenario. 

 

The key global and local driving forces that have been identified (as per Steps 3 and 

4) must be tested as they have a great influence on the different scenarios. Adendorff 

(2013) notes that the driving forces essentially act as, and develop into, ‘characters’ 

in the plausible stories that are under examination. Furthermore, the focal question 

defined in Step 2 must be examined in light of the constructed scenarios (Adendorff, 

2013). The scenarios need to be reviewed for internal consistency so as to ensure that 

the stories created are plausible and compelling (Adendorff, 2013; Chermack et al., 

2001; Geldenhuys, 2006; Ilbury and Sunter, 2005). 

 

(d) Stage 4: Use and Assess 

 

Step 7 – Review existing strategies and develop new strategies. 

 

Ilbury and Sunter (2005) and Geldenhuys (2005) note that strategies must be allocated 

to each scenario that is created and where the common strategies shape the core 
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business plan for all of the scenarios. The sets of strategies must be reviewed and 

compared in order to provide a clear sequence of choices for decision-makers to take 

into consideration when planning for the future. 

 

(e) Stage 5: Track and Learn 

 

Step 8 – Choose and observe leading indicators and signposts. 

 

By providing indicators in each scenario that act as signposts, decision-makers can 

dynamically adapt strategies and test the current trajectory of a scenario. As such, it 

is imperative to create indicators associated with each scenario such that they look to 

act as an early-warning system (Adendorff, 2013; Geldenhuys, 2006; Ilbury and 

Sunter, 2005). 

 

Step 9 – Maintain on-going learning. 

 

Adendorff (2013) emphasises that the scenario-based planning process is not a once-

off exercise. As a result, it is necessary to continuously gather business learning as 

the process evolves, updating the scenarios at regular intervals to ensure all-

encompassing and applicable scenarios are maintained (Geldenhuys, 2006; Ilbury 

and Sunter, 2005). 

 

2.8.2 Scenarios 

 

Scenarios are a result of the previously defined scenario-based planning process. In 

contrast to a conceptual future which represents a hypothetical future state, a scenario 

illustrates the developments, dynamics and the moving forces from which a specific 

conceptual future results (Kosow and Gaßner, 2008: 11). 

 

2.8.2.1 Rationale 

 

The rationale behind the use of scenarios is to create orientation towards future 

developments through the observation of certain relevant, key driving forces (Kosow 

and Gaßner, 2008). Adendorff (2013) emphasises that scenarios act as a tool for 
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holistic thinking, compelling decision-makers to visualise the future in a tangible 

manner by channelling thought to focus on key driving forces in the environment. 

Scenarios produce a framework for the planning environment and present decision-

makers with common reference points (Adendorff, 2013; Chermack et al., 2001; 

Geldenhuys, 2006; Ilbury and Sunter, 2005; Kosow and Gaßner, 2008). 

 

Scenarios act as a set of stylised stories that envisage plausible possible futures by 

taking account of certainties, possibilities and critical uncertainties (Van Vuuren, 

2016). As a result, scenarios act like hypotheses of different futures, designed to 

highlight possible opportunities and risks involved in specific strategic issues 

(Adendorff, 2013; Van Vuuren, 2016). Scenarios do not describe an end state alone, 

but rather describe the path the present will follow to reach such a state (Adendorff, 

2013). 

 

2.8.2.2 Functions of Scenarios 

 

In defining the functions and use of scenarios, Adendorff (2013: 54) specifies three 

planning levels; firstly, the operating environment (day-to-day activities), secondly, the 

macro-economic and business environment (industry) and finally, the global and 

strategic environment (competitive). Adendorff (2013) broadly classifies the three 

planning levels into those that are internal or external to South Africa and its decision-

makers (as depicted in Table 2.2 below). 
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TABLE 2.2 
FUNCTIONS OF SCENARIOS 

 
(Source: Adendorff, 2013: 54) 

 

2.8.2.3 Conditions for Producing Successful Scenarios 

 

Adendorff (2013) outlines the conditions necessary for producing successful 

scenarios. These are presented below: 

 

• Scenarios must be internally constant, plausible, robust, and outcomes based. 

In this regard, events within a scenario must be linked through an argument of 

cause and effect and must develop logically. 

• Scenarios are theoretical or hypothetical and should not be confused with a 

forecast. 

• Scenarios must be applicable to the focal question over which the country has 

no control. 

• The number of scenarios in the set must be two, three, or four. In this research 

study the number of scenarios used was four. 

• Scenarios must be dynamic and holistic in nature. 

• Scenarios are illustrations (or outlines) of the subject under study. 

(Adendorff, 2013: 55) 
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2.8.3 Strengths and Weaknesses 

 

The scenario method is a widely-used technique in futures studies. The method allows 

for the ability to overcome complexity, ensure focus is given to a wide range of options, 

to empower participants, to create a coherent and rational future vision and to integrate 

diverse knowledge to create innovative views (Van Vuuren, 2016: 222). Amer, Daim, 

and Jetter (2013) note that increased emphasis is being placed on the use of scenario 

planning in an era characterised by uncertainty, innovation, and change. 

 

Scenario-based planning meets a strategic challenge faced by many organisations – 

the development of plans that are viable over a wide range of possible futures (Glenn, 

2009: 18). The process of developing scenarios with decision-makers aids in 

developing anticipatory awareness that assists in managing uncertainty (Glenn, 2009). 

As a result, scenario planning has proven to be an effective method of highlighting 

critical uncertainties and identifying ‘blind spots’ (Chermack et al., 2001: 8). The 

process of constructing scenarios with planners changes the way in which such 

individuals think about the future. The process changes the planners’ perceptions and 

evaluations of what may possibly occur, while scenarios act as a signpost that 

provides an indication of progress towards alternate and anticipated futures (Glenn, 

2009). Adendorff (2013: 64) emphasises that the crucial advantage of scenario-based 

planning is its attentiveness for making logical decisions and corrective action based 

on a central theme vital to the future accomplishment of a country or continent. 

Scenario-based planning and the consideration of multiple possible future alternatives 

helps conduct future planning in a holistic manner that significantly enhances the 

ability to deal with uncertainty in the decision-making process (Amer et al., 2013). 

 

On the other hand, the use of scenarios can be associated with certain weaknesses 

as well. As noted by Glenn (2009), if scenarios are given to non-participants the 

outcome may result in individuals seeing the scenarios as an ‘official set of possible 

futures’, resulting in the control or limitation of their thought to some degree. There is 

also often the ability to create an unwitting bias for the reader as a result of 

assumptions made about cause and effect (Glenn, 2009). Another weakness of the 

methodology is that scenario planning may prove to be somewhat ineffective if it 

produces a large number of plausible but different extrapolations of the future (Cronje, 
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2013; Van Vuuren, 2016). To overcome such weaknesses it is important to place 

emphasis on the point that scenarios are not forecasts and should not be considered 

as such. The value of scenarios does not depend on whether they are correct, but 

more so in what they endeavour to present as a description of possible and plausible 

futures that may evolve and based on how key events unfold (Van Vuuren, 2016). 

 

2.9  WILD CARD 
 
Adeyema, et al. (2009: 1) describe a ‘Wild Card’ as a “future development or event 

with a relatively low probability of occurrence but a likely high impact on the conduct 

of business”. In this research study, the use of ‘Wild Cards’ complements the scenarios 

created and, therefore, needs to be clearly defined as a methodology relevant to the 

study. 

 

2.9.1 History 

 

While other futures studies methodologies seek to provide insight into uncertainties 

associated with various driving forces, the use of Wild Cards can be seen as a method 

of planning against driving forces that are so uncertain that they are often not 

considered to be a realistic future (Van Vuuren, 2016). With Shell applying scenario 

planning in the late 1960s in their Corporate Planning Division, Pierre Wack described 

Wild Cards as the ‘rapids’ which businesses are facing (Adeyema et al., 2009). 

Although no methodology was developed at the time, the inclusion of such ‘rapids’ in 

scenario planning implied the consideration of potential disruptive events that would 

have a high impact on the organisation. A first step towards a more formal 

methodology was a result of a joint publication from the CIFT (Copenhagen Institute 

of Futures Studies), BIPE Conseil (Issy-les-Moulineaux), and the Institute for the 

Future (Menlo Park, California) in 1992, where Wild Cards were more formally defined 

(Adeyema et al.,  2009). 

 

In the search for a practical and methodological approach, John Peterson 

subsequently looked to study surprises in 1995, but found that there was little literature 

on the use of Wild Cards and how to deal with them. As most practical methodologies 

looking to describe alternative futures were associated with manipulating trends and 



 49 

crosscuts, Peterson took the opportunity to fill the knowledge gap and provide a 

comprehensive Wild Card methodology in his book Out of the Blue: How to Anticipate 

Big Future Surprises (Adeyema et al., 2009; Petersen, 1997). The use of Wild Cards 

has gained more attention in recent times with researchers engaged in strategic 

management such as Mendonça, e Cunha, Kaivo-oja, and Ruff (2004) and Steinmüller 

(2007) publishing work that distinguishes between Wild Cards and weak signals. 

Mendonça, et al. (2004: 9) define weak signals as information on the potential change 

of a system towards an unknown direction and often seen as early warning signs. The 

concept of a weak signal is defined by Mendonça, et al. (2004: 9) as “information on 

the likelihood of events whose probability is estimated to be very low but to which is 

attached a high uncertainty concerning the impact of those events and the trends that 

can develop afterwards”. Weak signals indicate the approach of a Wild Card and can 

represent an opportunity for organisations to learn, grow, evolve, or detect, potential 

threats to the business or to the business environment. 

 

2.9.2 Modus Operandi 

 

It is difficult to completely understand the scope of events that rapidly approach 

decision-makers, and even more so when there is the possibility of high-impact 

surprises occurring. Although there is a weak likelihood of Wild Cards taking place, it 

is necessary to acknowledge and appreciate the fact that they still may occur. By 

watching for weak signals that anticipate Wild Cards, realistic measures can be taken 

in order to reduce the drastic consequences or even take advantage of potential 

opportunities (Mendonça, et al., 2004). According to Adeyema et al. (2009: 1) Wild 

Cards can originate from various sources, including unintended consequences of 

human action or unknown processes in nature. 

 

Van Vuuren (2016: 222) emphasises that Wild Cards have the power to completely 

change a situation and the potential outcome of a scenario. By definition, Wild Cards 

include: 

 

- Wholly discontinuous events 

- Discontinuities that might be anticipated but which have significant 

unintended consequences. 
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- Catalytic developments, so different in degree or scale that they are 

different in kind (Schwartz and Ogilvy, 2004). 

 

Adeyema et al. (2009: 4) note that in order to systemise diverse events and begin the 

process of investigating Wild Cards, the assessing individual must ask the following 

four key questions that form the basis for the Wild Card methodology: 

 

- What Wild Cards can in principle happen? (identification) 

- Which are the most important Wild Cards? (assessment / filtering) 

- Can we anticipate their arrival? (monitoring) 

- Is there anything we can do about them? (options for action) 

 

The identification of Wild Cards may not always be an easy exercise, but 

brainstorming, expert interviews, and surveys help make this task a comprehensive 

effort (Adeyema et al., 2009). By quantifying the impact a particular Wild Card has on 

an assessor’s target group, Wild Cards are narrowed down to an appropriate range of 

surprises, fulfilling the second question of assessment and filtering (Adeyema et al., 

2009). The third question focuses on the anticipation of Wild Cards with the use of 

weak signals playing an important role in early detection (Mendonça, et al., 2004). 

Finally, the development of an action plan to understand high-interest Wild Cards and 

the decision on what can or must be done about them is of key importance (Adeyema 

et al., 2009). 

 

2.9.3 Strengths and weaknesses 

 

The strength of the use of Wild Cards as a method lies in its ability to overcome blind 

spots in human perceptions of the future. Wild Cards focus on possibilities that are 

often underestimated, forgotten, or too strange to be thought of as real possible 

outcomes and which, nevertheless, have the potential to take place and shape the 

future (Adeyema et al., 2009). As such, Wild Cards help researchers and decision-

makers analyse a full and comprehensive horizon where dramatic change can occur 

outside of trend-driven foresight. The use of Wild Cards assists in preventing, 

preparing for, or taking the opportunity of unimaginable occurrences (Mendonça, et 

al., 2004). 
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The weaknesses related to Wild Cards can be associated with the strengths of the 

methodology. As most Wild Cards are, at first glance, far-fetched, implausible, or 

highly unlikely, it is difficult to convince individuals that it is valuable to consider them 

(Adeyema et al., 2009). As a result, difficulty may arise when drawing conclusions and 

trying to convince decision-makers to implement plans of action to deal with for such 

possible events. Furthermore, the vagueness of the concept of Wild Cards itself 

provides for ambiguity in the definition of a ‘sudden event’ or a ‘surprise’ in that the 

definitions are sometimes too broad (Adeyema et al., 2009). Also, the use of Wild 

Cards does not fully cater for the ongoing monitoring of the actual occurrence of such 

events (Adeyema et al., 2009; Mendonça, et al., 2004). It is acknowledged that 

significant work is needed to ensure that weak signals are monitored and assessed 

appropriately to anticipate Wild Cards (Adeyema et al., 2009; Mendonça, et al., 2004). 

 

If used appropriately, Wild Cards can be highly effective when used with scenario-

building and they allow for steps to be taken to ensure that the best possible future is 

achieved by comprehensively analysing the environment and the associated driving 

forces. 

 

2.10 CONCLUSION 
 

Foresight is not necessarily the ability to predict the future, but rather it acts as a 

method for individuals to weigh up benefits and drawbacks, to evaluate different 

courses of action and to consider possible futures on every level with enough reality 

and meaning to use them as an aid in the decision-making process (Slaughter, 1995). 

The purpose of futures studies is to methodically investigate, create and evaluate 

plausible and desirable futures that will improve decision-making (Adendorff, 2013). 

The research should be considered under a research paradigm of pragmatism, where 

a form of reality is constantly renegotiated, debated and interpreted in light of its 

usefulness in new unpredictable situations. As such, a mixed methods approach is 

appropriately utilised for such a paradigm.   

 

In order to provide decision-makers with possible and plausible futures, the Real-Time 

Delphi, Scenarios, and Wild Cards methodologies are utilised. The Real-Time Delphi 
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methodology allows for the assimilation of expert opinions through objective 

exploration of issues (Gnatzy et al., 2011). The Real-Time Delphi methodology was 

appropriate for this research effort due to the benefits of flexibility, potential time 

reduction, lower costs and the centralisation of expert responses with a databank of 

questions. The use of Scenarios was used to aid the Real-Time Delphi technique. 

Adendorff (2013) notes that there is evidently an inclination to modulate scenario-

based planning in becoming more appealing than conventional linear and single-point 

forecasting for prognostication. Such a direction is appealing because scenario-based 

planning produces images of the future that decision-makers can choose to react to, 

fulfil or alter, rather than a linear set of conclusions drawn from current trends 

(Adendorff, 2013; Geldenhuys, 2006; Ilbury and Sunter, 2009). Scenarios drive holistic 

thought and, as such, compel researchers and decision-makers to comprehensively 

analyse possible futures and what actions must be taken to ensure that the best 

possible futures are achieved. To ensure that the scenario-based planning process is 

all-encompassing, the addition of Wild Cards provides comfort that even highly-

unlikely (but completely possible) events are considered and planned for. Mendonça, 

et al. (2004: 25) emphasise that the use of weak signal analysis and Wild Cards 

provides the raw material for informed improvisation, providing a link between analysis 

and the improvisation infrastructure presented by the practice of foresight that enables 

decision-makers to react and influence the changes triggered by Wild Cards. As a 

result, the three futures methodologies described are appropriate tools in the analysis 

of the possible, probable, plausible and desirable futures associated with the banking 

sector in South Africa towards 2055. 

 

The next chapter contains a literature review on the South African banking sector in 

the broader context of the global economy, as well as the concept of disruptive 

innovation in financial services and the associated regulatory implications. 
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CHAPTER 3 
 

DISRUPTIVE INNOVATION AND REGULATION IN THE BANKING 
SECTOR 

 
3.1 INTRODUCTION 
 
Chapter 3 presents an analysis of literature associated with banking and disruptive 

innovation in financial services. The in-depth literature review seeks to provide a 

comprehensive analysis of trends in financial services and regulation, the current 

disruptors, as well as the possible future innovations that would influence the South 

African and global banking sector towards 2055. 

 

Adendorff (2013) emphasises that humankind is living in an age of rapidly increasing 

uncertainty and change, where it is extremely difficult to predict with certainty how the 

future will develop. As a result, it is ever more important to aid decision-makers in 

guiding best practice through the comprehensive analysis of possible, probable and 

plausible futures. When discussing the banking sector, it is only appropriate to touch 

on the 2008 financial crisis. As Inyatullah (2010: 113) puts it, major crises lead to 

opportunities through a process of creative destruction – “it is crucial not to prop up 

the losers but let them disappear, as the new winners will emerge from the wreck”. 

The new winners will innovate, create new products, find new markets and all will be 

well again (Inyatullah, 2010). While most narratives focus on the devastating effects 

of the crisis, it is important to appreciate the lessons learnt from such a period in recent 

history. A lack of regulation can result in exploitation. Inyatullah (2010: 113) sums it 

up to an underlying story of “living within one’s means”, where “systemic rules need to 

be in place to ensure this”. The question, however, now pivots to the appropriate level 

of regulation to ensure that individuals, companies and countries live within their 

means and are given an opportunity to innovate without walking down a path of 

innovation-stifling regulatory measures. This chapter looks to gain a better 

understanding of the history of banking, innovation and how regulation can both 

positively and negatively affect future development in the sector. 
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3.2 TRADITIONAL BANKING AND REGULATION 
 

To gain a better understanding of the futures associated with the banking system, it is 

necessary to understand the history of money and banking as well as the role that 

banks traditionally play in society. A brief history on the origination of money and 

banking is provided to aid in the development of appropriate scenarios. 

 

3.2.1 The Early Banking System 

 
The brief history and theory of banking provided is primarily associated with 

commercial banking and the operational aspects of such banking. While the history of 

money creation is not explored in detail, it is appropriate to understand the role that 

money and the creation of money plays in the banking system. He, Huang & Wright 

(2004: 2) sum up the history of the banking system in the following statement; “…the 

direct ancestors of modern banks were, however, neither the merchants nor the 

scrivenors but the goldsmiths”. 

 

In the early 17th century, and with the intention of securing safety, owners of money 

began to deposit it with London goldsmiths. The depositor would receive a note 

against the sum of money deposited with the goldsmith and which originally was 

merely a receipt and entitled the depositor to withdraw money on presentation of the 

receipt (He et al., 2004). As a result of such practices, two fundamental banking 

concepts were popularised; issuance and deposits. The notes provided by the 

goldsmiths became payable to the bearer rather than the original owner and, as such, 

were transformed from a receipt to a bank-note (He et al., 2004). As more deposits 

were received by the goldsmiths, they soon started to realise that it was safe to make 

loans out on the cash deposited, provided that such loans were repaid within a fixed 

period and with a fee for service attached. The first result was that goldsmiths were 

able to waiver the fee charged for their services in guarding the client’s gold and, in 

time, were able to allow the depositor interest on the deposit (He et al., 2004). 

Secondly, as business grew it became clear to the goldsmiths that they could always 

have a certain proportion of their money out on loan, regardless of the dates that the 

notes fell due (He et al., 2004). Based on relatively simplistic calculations of the 

average gold needed to be held as a reserve against the daily claims of note-holders 
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and depositors, it became safe for the goldsmiths to make these notes payable at any 

time as long as credit remained positive (He et al., 2004). Goldsmiths soon started 

accepting bank notes of rivals and, as a result, a network of clearing relationships 

formed between these bankers (Quinn, 1997). At first, goldsmiths accepted deposits 

merely for safe-keeping but as deposit receipts started circulating in place of money, 

the goldsmiths developed a new aspect to their business and formed the foundations 

of the modern banking system in place today (He et al., 2004; Quinn, 1997). The 

goldsmiths’ banking network was a key development in the 17th century 

advancements, known as the Financial Revolution, because it encouraged circulation 

and public adoption of the then-called ‘banking habit’ on the back of reliable 

acceptance (Quinn, 1997; Roseveare, 1991). 

 

Joslin (1954: 168) had earlier expressed similar thoughts: 

 

The crucial innovations in English banking history seem to have been mainly 

the work of the goldsmith bankers in the middle decades of the seventeenth 

century. They accepted deposits both on current and time accounts from 

merchants and landowners; they made loans and discounted bills; above all 

they learnt to issue promissory notes and made their deposits transferrable by 

‘drawn note’ or cheque; so credit might be created either by note issue or by 

the creation of deposits, against which only a proportionate cash reserve was 

held. 

 

He et al. (2004) emphasise that it is not a suggestion that there were no financial 

institutions or intermediaries of interest established prior to the goldsmith bankers but 

rather that the goldsmith bankers were the first to provide circulating demandable debt 

with the ability to transfer funds from one account to another without the presence of 

both the payer and payee. This is clear, as the current oldest operational bank in the 

world is Banca Monte dei Paschi di Siena, which was founded in Siena, Italy, in 1442, 

long before the 17th century Financial Revolution (Quaglia, 2014). 
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3.2.2 South African Banking History 

 

Figure 3.1 below presents a high-level summary of major developments in South 

Africa’s banking history. Evidently, the banking sector in South Africa is both relatively 

young but also mature in terms of established financial markets. 
 

FIGURE 3.1 
SOUTH AFRICAN BANKING HISTORY 

 

 
(Source: Researcher’s own construction) 

 

3.2.2.1 Early 19th Century – Early 20th Century 

 

The formation and growth of financial institutions in South Africa was primarily driven 

by the economic development in the Cape Colony during the 19th century. The Cape 

economy was the most advanced in ‘South Africa’ by 1850, where the total population 

grew from 285,279 in 1850 to 2.4 million people by 1909 (Verhoef, Greyling, and 

Mwamba, 2014: 5). Agricultural production at the time consisted primarily of the 

cultivation of fruit and the production of wine, wheat, cattle and sheep farming as well 

as small-scale maize and sugar production (Verhoef et al., 2014). According to the 

company website, South Africa’s oldest operational bank (First National Bank) traces 

its origins back to the Eastern Province Bank, which was formed in Grahamstown in 

1838 (First National Bank, 2017). The formation of the bank in Grahamstown was 

driven by the necessity to provide finance for the wool export boom in the district. With 

time and support from local banking facilities, wool exports from the Eastern Cape 

grew exponentially – from 1,961,175 kilograms of wool in 1850 to 8,817,185 kilograms 

of wool in 1860 at a total value of £1,213,410 (Ally, 1995; Greyling and Verhoef, 2015). 
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The banking sector in South Africa was dominated by British-owned banks in the 

second half of the 19th century, with The London & South Africa Bank being the first to 

open operations in 1860 and subsequently with Standard Bank following suit in 1862 

(Verhoef, 2009). The late 19th century and early 20th century saw a movement towards 

amalgamation in South African banking, with the trend starting in the Cape and 

progressing to the rest of South Africa. The first phase began with Standard Bank 

absorbing three small Cape banks in 1863 and ended in 1892 with African Banking 

Corporation absorbing Worcester Commercial Bank (Jones, 1999). Four successive 

bank crises in the Cape Colony in 1865, 1876, 1881, and 1890 resulted in the demise 

of many local, independent banks leaving only seven banks in operation in the region 

by 1890 (Verhoef, 1999). 

 

The structure of the economy was relatively simple when the Cape banks were initially 

established in the first half of the 19th century, leaving little pressure on the banks to 

adapt their structure and strategy (Jones, 1999). The banks’ strategies did not change 

as they grew larger in an effort to keep pace with the growth of wool exports from the 

Eastern Cape (Jones, 1999). The local conditions drove the progress and 

development of such institutions. However, it was primarily the formation of the 

London-based imperial banks that sought to finance trade throughout the British 

Empire and Latin America that drove change in the industry (Jones, 1999). Due to 

their larger capital bases and professional management, the London-based banks 

were instrumental in the progression of the banking industry in the Cape and, more 

so, South Africa. The strategy of the imperial banks was different to that of the local 

banks at the time, as the imperial banks sought to cover the colony with a network of 

branches focusing on the region as a whole rather than individual towns or districts 

(Jones, 1999). The Standard Bank in the early 1860s, the Bank of Africa in 1879, and 

the African Banking Corporation in 1891 all adopted such a strategy in developing 

business in Southern Africa (Jones, 1999). 

 

Banking functions are a product of the changing needs of the immediate environment 

and the participants in such markets. The provision of financial services driven by the 

South African wool export boom in the second half of the 19th century is an example 

of this, with the discovery of diamonds and gold further stimulating financial service 

offerings and commercial activity in the following years (Greyling and Verhoef, 2015: 
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10). The presence of minerals stimulated mining activity with the commercial mining 

of copper causing a ‘copper boom’ from 1850 and the subsequent discovery of 

diamonds in 1867 and gold in South Africa by 1886 adding to the commercial activity 

at the time (Greyling and Verhoef, 2015; Webb, 1983). The production and export of 

diamonds experienced rapid growth between 1866 and 1870, with diamond exports 

comprising 40% of total exports from South Africa by 1885 – a period that saw 

international economies such as the USA, Germany, Japan, and Britain experience 

strong economic growth and prosperity (Greyling and Verhoef, 2015). The local 

economy benefited from an influx of economic activity, but also experienced large 

scale speculation by banks on the back of exceptional prosperity and optimism. 

Military expenditure, driven by three local wars (including the 1879 Anglo-Zulu war) in 

the latter part of the 19th century, increased the extension of credit and capital inflows 

during a time where speculation was rife (Greyling and Verhoef, 2015: 11). The cyclical 

prosperity, overextension of credit and the speculative optimism was sure to lead to a 

crisis. By the early 1880s local banks started to contract credit in fear of issues 

associated to liquidity, with the first insolvency being declared in Grahamstown and a 

subsequent crisis ensuing from 1881 to 1886 (Greyling and Verhoef, 2015;  

Schumann, 1938). Unsound banking practices led to large losses for the banking 

system during this period. This was further exacerbated by modest recessions in 

Europe and the USA (Schumann, 1938). However, the banks did not learn from the 

previous crisis as the economy picked up again towards 1889 and where the 

subsequent overextension of credit caused large losses when the economy fell into 

an economic depression in 1890 (Greyling and Verhoef, 2015). 

 

The second phase of banking amalgamation was triggered by the impending union of 

the colonies in the early 20th century and lasted until 1920 (Jones, 1999). The 

Transvaal-based National Bank made large steps in the process of amalgamation, 

absorbing the remaining locally-owned banks and one of the three imperial banks 

between the years of 1910 and 1914 (Jones, 1999). The process came to completion 

after the Great War, when Standard Bank consummated a deal with the African 

Banking Corporation in 1920, thereby reducing the number of national banking 

institutions in South Africa to two – Standard Bank and the National Bank (Jones, 

1999; Singleton and Verhoef, 2010). The reason for the amalgamation movement and 

increased banking concentration can be attributed to a change in the requirements of 
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large firms, where much of this was driven by the powerful gold mining industry in the 

Witwatersrand. Large firms required services that only larger financial institutions 

could provide at the time and this ultimately led to the demise of the small banks 

operating in the Orange River Colony and Natal (Jones, 1999). The rationale for bank 

amalgamation and the increased focus on institutional growth was a factor of 

sustained socio-economic pressure and political ambitions, emphasising the impact 

that the greater environment has on the banking sector in general. 

 

3.2.2.2 Early 20th Century – 21st Century 

 

The expansion of financial service offerings continued in the first half of the 20th 

century as the Colonial Bank (of the West Indies), the Anglo-Egyptian Bank and De 

Nationale Bank merged to form Barclays Bank Dominion Colonial & Overseas 

(BBDCO) in 1926 (Singleton and Verhoef, 2010: 541). By 1930 the banking sector in 

South Africa was dominated by Standard Bank and BBDCO. In an effort to compete 

with the British banks, the Afrikaners established Volkskas in 1934 (Singleton and 

Verhoef, 2010). Standard Bank and BBDCO, however, had extensive networks in 

other parts of Africa and found it relatively easy to expand operations (Day, 1952; 

Singleton and Verhoef, 2010). As a result of the utilisation of global networks and the 

connection to correspondent banks, the locally-based banks in operation were able to 

offer sophisticated international services. Another significant event was the 

establishment of Trust Bank (formally known as Federal Trust) in 1955, which was 

funded by Afrikaner capital (Singleton and Verhoef, 2010). Due to the immense capital 

requirements associated with the deep-level mining industry in South Africa, the local 

banks struggled to compete with the adequately capitalised imperial banks until the 

1970s when the political economy restricted competition in the market (Singleton and 

Verhoef, 2010). In 1970 Standard Bank merged with Chartered Bank to form Standard 

Chartered (Jones, 1993: 271). Chartered Bank was another British multinational bank 

that focused its operations primarily in Asia. 

 

After World War II, the stimulus of a higher gold price after the abolition of the gold 

standard in December 1932 saw South Africa experience a time of strong economic 

growth (Jones and Muller, 1992; Singleton and Verhoef, 2010). Growth was sustained 

against an environment with protectionist policies and the period between 1961 and 
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1970 became known as the ‘great boom’; with South Africa joining the ranks of 

developed market economies (Jones and Muller, 1992; Singleton and Verhoef, 2010). 

The impressive economic growth obscured the increasing socio-political instability 

driven by policies around racial segregation. International pressure against South 

Africa grew with the access to foreign capital ultimately being affected. A shift in policy 

eventually came as a result of the international pressure in the mid-1980s with a more 

export-orientated manufacturing strategy taking shape (Singleton and Verhoef, 2010). 

 

There were 56 registered banking institutions with active operations in South Africa by 

the 1970s (Singleton and Verhoef, 2010). The market was still primarily dominated by 

the British-owned commercial banks, while a move by the Dutch bank (Nedbank) to 

transfer the majority of its shareholding to South Africa by 1973 saw a further increase 

in the foreign-controlled banking presence (Singleton and Verhoef, 2010). During the 

multifaceted political environment of the 1970s, the Franszen Commission expressed 

concern that foreign-controlled commercial banks held 73.2% of total commercial 

deposits; a percentage that was perceived to be too high for western economies 

(Singleton and Verhoef, 2010). The recommendations coming from Franszen’s 

Commission included the reduction of foreign control to less than 50%, with 1986 

being the deadline for compliance (Koch, Schoeman, and Van Tonder, 2005; 

Singleton and Verhoef, 2010). Effectively, new entry by foreign banks was prohibited 

with the measures taken highlighting the concern faced by authorities to not lose 

control over the banking sector. The banking sector was seen as a strategic sector in 

the local economy, which at the time was being drastically affected by growing 

international pressure. The result was a negative impact on banking efficiency, with 

the South African banking sector suffering from economic sanctions and the exclusion 

from participation in the liberalisation of international capital markets (Singleton and 

Verhoef, 2010: 545). The economy fell into a steady decline in the 1970s and, 

ultimately, saw monetary policy (based on direct controls) fail to reign-in rapidly rising 

inflation. The De Kock Commission advocated a more effective, market-orientated, 

monetary policy stance (De Kock, 1985). However, the report did not see any of the 

direct controls on banks and other financial institutions as inefficient. Such practice 

was contradictory in nature as the commission created an environment where 

monetary authorities were moving towards a market-orientated system, but still 

maintained legislation that restricted foreign participation in South African banks 
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(Singleton and Verhoef, 2010). Many foreign banks chose to exit the market as a result 

of the economic climate, with Barclays Bank selling its local stake to South African 

interests in 1986 and Standard Chartered selling its stake in the Standard Bank of 

South Africa in 1987, leaving the industry under great pressure as it was left almost 

completely domestically owned towards the end of the 1980s (Singleton and Verhoef, 

2010). 

 

A debt-standstill in 1985 was caused by international banks that refused to release 

payments to South Africa, with Chase Manhattan Bank leading the movement. 

Although the local government could not directly access international credit due to 

international pressures, the South African banks would fund activity based on the so-

called ‘back-door’ lending from international financial institutions that aided the crisis 

(Jones and Muller, 1992; Singleton and Verhoef, 2010). Negotiations led to repayment 

agreements with creditors that saw gradual repayment of debt up to 1994. It was, 

however, only in the mid-1990s that substantial foreign borrowing resumed (Singleton 

and Verhoef, 2010). Financial sector reforms were introduced by monetary authorities 

before the change of government, getting the approval to align the local financial 

system with international developments after the local currency had depreciated by 

50% between 1983 and 1990 (Singleton and Verhoef, 2010). At the time, the influence 

of trade boycotts, international disinvestment, drought and a slump in commodity 

prices added to the pressure to reform. By 2000 there were 34 bank-controlling 

companies that offered a variety of financial services. However, the banking sector 

was dominated by four groups; ABSA (Amalgamated Banks of South Africa, formed 

in 1991 through the merger of United Building Society Holdings with the Allied and 

Volkskas Groups and some subsidiaries of the Sage Group), First Rand Group (ex-

Barclays), Standard Bank (ex-Standard Chartered) and the Nedbank Group (SARB, 

2000; Singleton and Verhoef, 2010). The South African Reserve Bank was inclined to 

allow foreign banks to return to South Africa as the recommencement of international 

trading relations grew, the adoption of modern banking technology progressed rapidly, 

the re-establishment of cross-border interests in the banking sector developed and the 

need for reciprocity between foreign and domestic supervisory bodies became a 

necessity (Singleton and Verhoef, 2010). It was evident that two key developments 

were unfolding; the alignment of local banking legislation with that of the international 

requirements set out by the Basel Committee and the permission, once again, of a 
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greater foreign banking presence by domestic regulators (BCBS, 1988; BCBS, 1997; 

Singleton and Verhoef, 2010). 

 

3.2.2.3 Modern Financial Markets 

 

The World Economic Forum increased its economic growth forecast for South Africa 

from 0.9% in 2018 and 2019, to 1.5% and 1.7% respectively (IMF, 2018a). While the 

increase in the forecast is a positive step, South Africa still lags behind its peers in 

sub-Sahara Africa, where middle-income countries are seeing growth rate projections 

between 4% and 7% (IMF, 2018a). While business confidence has risen with the 

change in political leadership, advancement in structural reforms is critical for 

reinvigorating economic growth and driving inclusivity (IMF, 2018a). In the 2017 

Financial Stability Review, the South African Reserve Bank noted that the five largest 

banks in South Africa continue to hold over 90% of the total assets in the banking 

sector (SARB, 2017). At the beginning of 2018, the South African banking system 

included 10 locally controlled banks, 7 foreign controlled banks, 3 mutual banks, 2 co-

operative banks, and approximately 50 branches and representative offices of foreign 

banks (Relbanks.com, 2018). South African banks remain healthy and well-capitalised 

with profitability increasing during the 2017 review period amidst a subdued economy 

with minimal economic growth (Dubois, 2017; SARB, 2017). However, banks have 

noted an increase in credit defaults during the course of 2017 as well as an increase 

in the credit stress in retail loan categories of smaller banks (Dubois, 2017; SARB, 

2017). In terms of broader financial services offerings, the South African long-term 

insurance industry remained adequately capitalised but was negatively impacted upon 

by subdued performance of the South African equity market (Dubois, 2017), while at 

a slower pace, total assets of the pension and provident funds industry in South Africa 

continued to increase (Dubois, 2017; SARB, 2017). 

 

Dubois (2017) notes that the South African government undertook a variety of 

regulatory developments in 2017, shifting focus toward key initiatives in an effort to 

enhance financial stability. South Africa has implemented a Twin Peaks model of 

financial regulation in South Africa, with the Financial Sector Regulation Bill (FSRB) 

2015 laying the foundation and architecture of the model. The FSRB aims to achieve 

a financial system that supports balanced and sustainable growth, by establishing, in 



 63 

conjunction with other financial sector laws, a regulatory and supervisory framework 

that promotes; 1) financial stability, 2) the safety and soundness of financial 

institutions, 3) the fair treatment and protection of financial customers, 4) the efficiency 

and integrity of the financial system, 5) the prevention of financial crime, 6) financial 

inclusion, 7) transformation of the financial sector, and 8) confidence in the financial 

system (SARB, 2017: 27). On 21 August 2017 the President signed the Financial 

Sector Regulation Bill into law, with the effective date of implementation of the 

Financial Sector Regulation Act (FSRA) still to be gazetted by the Minister of Finance 

(Dubois, 2017). The FSRA authorises the South Africa Reserve Bank to establish a 

Financial Stability Oversight Committee (FSOC) to assist the bank with the execution 

of its financial stability mandate (Dubois, 2017; SARB, 2017). 

 

Further regulatory developments affecting the domestic banking sector include efforts 

to combat corruption, money laundering, and illicit financial flows. The Financial 

Intelligence Centre Amendment Act was first passed in 2016 and demonstrates the 

commitment of the South African government to align to international best practice 

and to ensure the safety and soundness of the local financial system (Dubois, 2017). 

The South African Reserve Bank and National Treasury are currently developing new 

legislation that will facilitate the resolution of failing financial institutions in an orderly 

and transparent way and thus minimising the use of government funding to bail out 

such institutions (Dubois, 2017; SARB, 2017). Dubois (2017: 3) notes that: 

 

A key component of such a resolution framework is the establishment of an 

explicit deposit insurance scheme to ensure that depositors who are most 

exposed to an asymmetry of information and thus least able to hedge or 

mitigate against financial loss in the event of a bank failure, are protected 

against losses and hardship that may stem from a bank failure. 

 

Further regulatory developments that affect the insurance sector (such as the Draft 

Insurance Bill of 2016 or the finalisation of the International Financial Reporting 

Standard 17 on Insurance Contracts) are systemically important to the supervisory 

framework (SARB, 2017). Furthermore, the South African Development Community 

(SADC) Integrated Electronic Settlement System (SIRESS) is an initiative that greatly 
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contributes to regional financial integration, with the overall number of participants 

increasing to 83 banks (Dubois, 2017, Hedley, 2018; SARB, 2017). 

 

Overall, the South African financial system continues to remain stable with the various 

regulatory bodies purposefully driving the mandate of enhanced financial stability and 

transparency. While the topic is discussed in further detail later in the chapter, South 

African regulatory authorities have made an effort to keep in line with global regulatory 

developments in financial technology innovation and best practice regulatory 

approaches to ensure financial stability. 

 

3.3 THE RISE OF FINTECH 
 

Financial Technology, also known as FinTech, is an industry focused on the use of 

new technology and innovation to compete in the market of traditional financial 

services and intermediaries in the delivery of financial services. FinTech companies 

often seek to improve the way in which financial services are provided, seeking 

efficiencies in doing so. The unavailability of bank financing, mainly driven by the 

regulatory after-effects of the 2008 financial crisis, has driven individuals and SMEs to 

find alternative solutions when obtaining finance (Dinardo, 2016). 

 

FinTech is a term derived from two words (‘Finance’ and ‘Technology’) and refers to 

the application of technological innovations in the financial services sector, marrying 

information technology with financial services (Dinardo, 2016). Arner, Barberis, and 

Buckley (2015) provide the origin of the term, noting that it can be traced to the early 

1990s where a project initiated by Citigroup, under the name of ‘Financial Services 

Technology Consortium’, sought to facilitate technological cooperation efforts. The 

interlink between finance and technology has a long and substantial history, but it was 

only after the 2008 financial crisis that a new era of FinTech emerged in both the 

developed and developing world. The recent era is defined by how financial services 

are delivered and who will deliver them, rather than by what financial products or 

services are being delivered. It is only since 2014 that the sector has attracted focused 

attention from regulators, industry participants, and consumers (Arner et al., 2015). 

Given the fundamental role that FinTech plays in the functioning and infrastructure of 
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finance, it is warranted that there is greater regulatory scrutiny, particularly in the 

balancing of the potential benefits of innovation with the associated risks. 

 

In recent years, there has been a torrent of technology-driven innovation in financial 

service offerings. Brummer and Gorfine (2014) emphasise that this innovation is in 

turn reshaping how markets are structured, how investors receive and use information, 

how customers receive and use financial services and how companies access and 

deploy capital. Much of the discussion around FinTech is focused on the potential 

benefits and exciting new developments in the associated technology. However, what 

is less discussed is that FinTech challenges the underlying precepts of existing 

regulatory approaches and requires new thought as to how regulation can best foster 

the responsible development of this industry (Brummer and Gorfine, 2014; Brummer 

2015). It would be near impossible to provide an absolute policy prescription that 

provides an answer for all FinTech regulatory issues but it is necessary to understand 

that such policies are focused on a sector that is dynamic, sophisticated and ever-

changing. As a result, regulatory policies need to be match these dynamics with a 

versatility in application that drives market integrity, transparency, investor protection 

and capital formation (Brummer and Gorfine, 2014: 1). Therefore, the characteristics 

of FinTech that drive new thoughts about current and future regulatory approaches 

will be defined, providing an argument for and against alternative regulatory 

responses. Since disruptive innovation is already the norm in technology-driven 

sectors, a failure to account for these trends will result in regulatory frameworks that 

fall short of their goals, stifle positive innovation and reduce competitiveness of local 

economies and businesses (Arner et al., 2015; Brummer and Gorfine, 2014). 

 

3.3.1 FinTech Development 

 
FinTech is currently the most significant area of focus for global venture capital 

investments and crowd-funded start-ups. Despite a struggling world economy, 

FinTech has experienced dramatic growth following the 2008 financial crisis. Global 

investment in the sector stood at approximately $930 million in 2008, with the United 

States FinTech industry accounting for 83% of the global investment in 2013 

(Brummer and Gorfine, 2014; Gach and Gotsch, 2014). By the end of 2013 the total 

global investment figure had tripled to approximately $3 billion, while the first quarter 
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of 2014 saw a total of $1.7 billion being invested in FinTech (Gach and Gotsch, 2014: 

4). In 2014 it was predicted that global FinTech investment would grow up to $8 billion 

by 2018. As it turned out, this number was incredibly understated as FinTech 

investment grew exponentially in 2015, totalling $19 billion (Codrington and De Villiers, 

2016). At the start of 2016 there were over 30 FinTech start-ups valued at $1 billion or 

more, putting them in the so-called class of ‘Unicorns’. Financial institutions are under 

increasing pressure to cut costs and exploit growth opportunities offered by the digital 

revolution during a time when the legacy of the financial crisis and more stringent 

capital requirements have made it more difficult to do so in-house (Gach and Gotsch, 

2014). To add to the pressure and, as a result of lowered barriers to entry, technology 

start-ups are competing for market capitalisation by contributing to the proliferation of 

new FinTech ventures. 

 

The differing categories of FinTech need to be defined before one can truly understand 

the impact that FinTech development has on established financial service providers. 

Numerous categorisations of FinTech exist, but all stick to a general theme. One such 

example is that described by Brummer and Gorfine (2014), and which classifies 

FinTech into four broad categories; 1) digital and electronic currencies, 2) digital 

payment systems, 3) online finance and investment platforms, and 4) big data 

analytics. Each category has experienced significant growth in recent years as a result 

of technological advancements, a shift in customer and investor preferences, a 

change in the regulatory landscape, as well as renewed efforts to drive financial 

inclusion and provide financial services to the unbanked or underbanked (Brummer 

and Gorfine, 2014: 2). According to Codrington and De Villiers (2016), the FinTech 

Innovation Awards make use of the following categories to further classify FinTech 

development: 

 

- Corporate Banking Solutions 

- Cyber-security and Anti-fraud 

- Data Solutions 

- Insurance 

- Lending 

- Money Transfer (including foreign exchange) 

- Payments 
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- Risk Management 

- Trading Systems 

- Treasury Management 

- Wealth, Asset, and Investment Management 

 

More detail on each of these categories is given below, shedding some light on how 

each category is defining the future of financial services. It must be kept in mind, 

however, that many FinTech developments touch on more than one of the categories 

discussed below and are not necessarily isolated into a specific group. 

 

3.3.1.1 Corporate Banking Solutions 

 

Corporate banking is a highly competitive sector where reliable, efficient, and scalable 

technology is a necessity in order to maintain any substantial success. FinTech 

development for corporate banking solutions includes the improved efficiency across 

areas such as trade finance as well as risk and liquidity management. According to 

Scott-Briggs (2016), corporate banking looks at custom-tailored banking and financial 

service offerings for corporations; usually provided by commercial banking institutions 

that offer a range of products or services that include asset and cash flow 

management, investments, securities and equities management, foreign exchange, 

loan operations, mutual funds management, deposits and liquidity management, risk 

management, cash management, payments and trade finance. Although some of the 

products or services described above have their own category as a development area 

of FinTech, it is important to note that the development of FinTech in the corporate 

banking sector focuses on the ability for traditional banking institutions to provide a 

more efficient and effective solution to clients; one that can incorporate as many of the 

above offerings in packages for medium-to-large businesses, governments or other 

large institutions. FinTech development in the corporate banking sector has driven; 1) 

the improvement of specialised service offerings that target specific parts of the value 

chain (such as supply-chain financing), 2) the ability to standardise and digitise 

offerings to sell products and services at a substantially lower cost, 3) the necessity of 

working with digitally enhanced features that take advantage of up-to-date, flexible, 

and integrated IT architecture to offer real-time interaction, continuous availability, 

shortened processing time and improved customer interaction, 4) the ability to reach 
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underserved market segments and provide financial service offerings to potential 

clients who are generally left out of the traditional corporate banking channels (all while 

driving financial inclusion) (Codrington and De Villiers, 2016; Scott-Briggs, 2016). 

 
3.3.1.2 Cyber-security and Anti-fraud 

 

One of the most under-recognised forms of FinTech innovation is the development in 

cyber-security and anti-fraud. This category drives the prevention of cybercrime in a 

drive to protect an organisation’s or customer’s assets. To do so, it is essential that 

development is undertaken that takes into account the diversity of fraud and/or 

cybercrime risk, in the case of internal, as well as external, anti-fraud and security 

functions. The World Bank (2016b) highlights that cyber-security threats undermine 

the trust in digital innovation, often resulting in increased costs to businesses and 

governments that cause economic losses and higher security spend. Innovation in 

digital finance comes with associated risks. What makes online financial systems easy 

to use for customers also makes them susceptible to cybercrime. The adoption of 

online and mobile technology as well as the entry of non-traditional participants into 

financial services poses new and sophisticated challenges for policy, regulation, and 

supervision (Gach and Gotsch, 2014; World Bank, 2016b). Development in cyber-

security has paved the way for software and hardware solutions that can locate and 

block cyber-attacks in real time within any part of a bank’s network. Other work has 

been done to develop analytics software that can read unstructured files using natural 

language processing technology to detect employee fraud or ensure compliance with 

regulatory procedures (Gach and Gotsch, 2014). Large risks are faced by corporates 

if cyber-security is not dynamic, forward-thinking and at the core of any technology-

related business model. Evidence of this was seen with the recent ‘WannaCry’ cyber-

attack that left over 200,000 organisations in 150 countries, across various sectors, in 

a state of panic after malicious ransomware restricted access to computer networks, 

thereby holding valuable data ransom unless a settlement was payed within an allotted 

time-period (Mercer, 2017). 
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3.3.1.3 Data Solutions 

 

A popular, and increasingly important category of FinTech is focused on data and how 

corporates and customers can use data to their advantage. A forward-thinking data 

solution enables users to integrate, cleanse, migrate, analyse and manage data 

across platforms to produce accurate and consistent information in a clear and precise 

manner. According to Brummer and Gorfine (2014) large data aggregation and 

improved analytics are increasingly allowing financial platforms and service providers 

to offer innovative and low-cost products and services. Big data are voluminous or fast 

and come from a multitude of sources – from satellites to sensors and from clouds to 

crowds (World Bank, 2016b). Data solutions focus on two overlapping innovations; big 

data and open data. The use of big data acts as an enabler for other forms of FinTech 

development such as proprietary credit risk modelling, algorithmic trading, data-driven 

insurance platforms, peer-to-peer lending, as well as dynamic cyber-security 

(Brummer and Gorfine, 2014; Codrington and De Villiers, 2016; World Bank, 2016b). 

Open data are those that are freely available and accessible, machine-readable and 

explicitly unrestricted in use (World Bank, 2016b). Governments are generally the 

most important source of open data with most private companies and even public 

agencies reluctant to share it in the fear of jeopardising customer privacy or corporate 

competitiveness. Estimates of the value of big data and open data range from 

hundreds of billions to trillions of dollars each year (World Bank, 2016b). 

 

3.3.1.4 Insurance 

 

Development of insurance operating models, systems and software solutions all bring 

valuable innovation to increase efficiency in the processing of compensation 

payments, infrastructure management and the monitoring of loans. FinTech 

development in the insurance industry has intensified competition, which ultimately 

drives product development and cheaper prices for consumers. For example, 

comparator websites that have been around since 1996 have eliminated previously 

high mark-ups by providing an information platform between consumers and 

insurance companies that formerly was only available to broker agencies (World Bank, 

2016b: 67). Insurance is a sector that is positioned for greater focus in terms of 

FinTech development due to the scalability of the business and the ability to combine 
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easy-to-enforce contracts with big data analytics, lowering transaction costs, thereby 

providing client-specific offerings, real-time communication and decreasing the 

number of fraudulent claims with the use of machine-learning methodologies (World 

Bank, 2016b). The idea of gamification in the insurance industry is also another area 

of development. Gamification is being used to directly incentivise appropriate 

behaviour change in health and vehicle insurance by offering points, rewards and 

other benefits by purely sticking to guided principles (Codrington and De Villiers, 206: 

34). Gamification helps change the perception of many financial service offerings and 

provides the customer with an enjoyable experience that drives positive behaviour. 

 

3.3.1.5 Lending 

 

The implementation of innovative technology has the ability to allow significant 

improvements in lending activity for both lenders and borrowers. FinTech development 

in lending allows for innovative credit modelling, efficient use of data elements and 

improved user experience, all of which driving financial inclusion in an ever-changing 

sector. Online finance and investment platforms are challenging traditional financial 

service providers with efficient, low-cost and user-friendly platforms and products 

(Brummer and Gorfine, 2014). The creation of automated financial advisory platforms 

is currently disrupting the traditional approach to private wealth management, while 

online marketplace lenders are competing with traditional banks for market share in 

the small-business loans sector. Crowdfunding platforms, peer-to-peer lending and 

initial coin offerings (ICOs) are helping entrepreneurs, start-ups, and businesses of all 

sizes raise funds in a cheaper and more efficient manner (Arner et al., 2015; Brummer 

and Gorfine, 2014; Codrington and De Villiers, 2016). The disruptive trend behind such 

a method of financing is the disintermediation and the rise of the sharing economy, 

where intermediaries are being removed in the lending process. 

 

3.3.1.6 Money Transfer (including foreign exchange) 

 

The transfer of money is a category that is heavily scrutinised by regulatory bodies as 

there is a large scope for money laundering and associated fraudulent activity. As 

such, FinTech developments in this category often focus, not only on the improved 

end-user benefits that adopt a clear and user-friendly approach with complete 
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transparency of the transaction, but also on the ability to implement secure processes 

that demonstrate an understanding of, and compliance with, international laws and 

regulations. Mobile technology is a large driver in the development of innovative 

solutions associated with money transfer. Between 2011 and 2014 alone, the number 

of adults worldwide with access to a bank account grew by an estimated 700 million, 

allowing individuals to adopt digital solutions when transferring money around the 

world (World Bank, 2014). Advancements in platforms and technology have allowed 

individuals, and businesses alike, to transfer money in a few easy steps. In developing 

countries, mobile technology has enabled financial inclusion and allows individuals to 

manage their finances more quickly and efficiently than using traditional banking 

services. Technology companies that provide money transfer applications for mobile 

devices are continuously seizing market share from traditional institutions such as 

banks, and thus driving down the transaction costs and remaining compliant while 

doing so (World Bank, 2014). Formal cross-border remittance channels are becoming 

more efficient with the know-your-client (KYC) processes and the ditigisation of money 

transfer platforms driving much-desired efficacies. Telecommunications companies 

have recently become more engaged in this process, allowing for the transfer of funds 

to be cashed-out at associated agents (Codrington and De Villiers, 2016; World Bank, 

2016b). A current regulatory concern is the ability to transfer funds across borders 

using cryptocurrencies which do not abide by cross-border exchange controls. 

Although such a method of transfer is a regulatory concern, it highlights the ability for 

individuals to transfer money (or digital assets) in an exponentially shortened time-

period. 

 

3.3.1.7 Payments 

 

FinTech in the payments category allows for the development of innovative solutions 

that introduce state-of-the-art solutions in settlements, confirmations and 

reconciliations that benefit both the users and service providers. Examples of such 

development can be widely seen in eCommerce, mCommerce, contactless, mPoS, 

and mobile wallet providers. Payments have gained great attention from regulators 

since the 1970s, resulting in the development of both domestic and cross-border 

electronic payment systems that support the global foreign exchange market that sees 

a $5.4 trillion turnover per day (Arner et al., 2015). In South Africa, innovations such 
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as SnapScan, Zapper, and Payment Pebble all show the potential for mobile point-of-

sale (PoS) solutions that change the traditional form of transacting, thereby driving an 

extended ecosystem of connected and intelligent devices that create efficiencies for 

businesses and their customers (Alkema and Chen, 2016). Smart chip payment 

technologies (which are the dominant set of interoperability standards referred to as 

EMV, for Mastercard and Visa) are behind the need to replace older PoS terminals, 

while near-field communication (NFC) technologies are similarly allowing mobile 

devices to communicate payments by placing the devices within close proximity of 

each other (Brummer and Gorfine, 2014). Significant innovation in tokenisation allows 

sensitive payment or personal data to be replaced with disposable proxies thus 

enhancing payment security and authentication systems. 

 

3.3.1.8 Risk Management 

 

As risk management practices develop with new regulations, it is increasingly 

important that financial service providers measure, define and predict risks that the 

organisation may face. FinTech development in the risk management category allows 

for the improved efficiency in managing such a practice. Innovation in the risk 

management sector allows for a greater deal of accuracy that delivers real value and 

provides essential insights that are fundamental in the strategic decision-making 

process. Proprietary credit risk models have, for example, dramatically reduced the 

amount of time that individuals and small businesses have to wait in order to access 

credit, all while expanding the range of potential peer-to-peer investment opportunities 

(Brummer and Gorfine, 2014). Risk management has been a core driver of increases 

in information technology spend for financial institutions since the 2008 financial crisis, 

with many large financial institutions investing in multifaceted computerised systems 

developed to manage internal risks and the enormous amount of post-crisis regulatory 

changes (Arner et al., 2015). The development of finance theory and quantitative 

techniques of finance and their translation into financial institution operations and risk 

management was a core focus during the 1990s and 2000s. During this era, the 

financial industry built systems based upon value-at-risk (VaR) and other mechanisms 

to manage risk and maximise profits (Arner et al., 2015). FinTech developments 

around risk management are likely to grow in the near future with the imminent 

implementation of regulations such as the Fundamental Review of the Trading Book 
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(FRTB) and the regulations stipulated by the Basel Committee on Banking Supervision 

(BCBS). The price of non-compliance with the threat of substantial regulatory fines 

provides a strong incentive for financial service providers to adhere to such policies 

and which in turn promotes safe and transparent business practices. 

 

3.3.1.9 Trading Systems 

 

Trading platforms connect buyers and sellers of various products across the world. 

The ability to trade in a more liquid and transparent market allows for the benefits of 

market competition to take effect. FinTech development drives such efficiencies as 

innovation in trading systems promotes relevant functionality, market integration and 

compatibility, thereby contributing to more rapid and precise trading with optimal 

performance and profitability for both the buyer and seller. Trading systems act as a 

virtual market-place where true efficiencies in the traditional supply/demand 

relationship of economics can be established. Often, the additional benefit of trading 

systems is the ability for these systems to record key metrics and build a history of 

valuable data for improved insights on trends and further analysis. Online platforms 

provide buyers and sellers across the world with the opportunity to reach more clients 

than their offline peers (World Bank, 2016b). Development in this form of FinTech has 

allowed trading to take place in real-time, where the concept of social trading is 

becoming increasingly popular with lending, borrowing and trading on social network 

platforms (Codrington and De Villiers, 2016). The more recognised platforms 

emphasise the progress made in trading in recent history with the trading of physical 

securities dating back to the late 1600s transitioning into fully electronic securities 

trading (Arner et al., 2015). The establishment of NASDAQ in the United States in 

1971, combined with the end of fixed securities commissions and the eventual 

development of the National Market System, marked the end of an era of physical 

trading (Arner et al., 2015). 

 

3.3.1.10 Treasury Management 

 

Development of FinTech solutions has also driven efficiencies in treasury 

management. Treasury management relates to the management of a company’s 

enterprise holdings, with the ultimate goal of mitigating its operational, financial and 
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reputational risk by managing the firm’s liquidity. Development in technology has 

allowed treasury management to benefit with economic, easy-to-implement, cloud-

based software that provides accessible, user-friendly and cost-effective solutions to 

companies that need it (Treasury Xpress, 2017). On-demand and scalable enterprise-

level treasury solutions allow for frictionless treasury management, driving improved 

decision-making and creating efficiencies that ultimately lead to cost reduction 

(Codrington and De Villiers, 2016). 

 

3.3.1.11 Wealth, Asset and Investment Management 

 

Wealth, asset, and investment management has traditionally been a sector that relies 

on trust and experience. However, with FinTech developments the business is pivoting 

to embrace innovative ways to improve transaction tracking, management and 

reduction of risk and to increase analytics and profit potential. As trust grows in 

FinTech developments, further automation of previously resource-consuming 

positions allows for increased efficiencies and the ability for clients to make 

autonomous decisions based on computerised guidance and market analytics. For 

example, in an effort to target millennials with a new approach to wealth management, 

companies such as Wealthfront, Betterment, and Acorns are creating automated 

financial advisory platforms (Brummer and Gorfine, 2014). Development in this sector 

currently sees the emergence of robo-advisors that have the ability to stop individuals 

from making unsound financial decisions in real-time as well as automated advisory 

services that guide one to investment decisions that are tailored to one as an individual 

(Codrington and De Villiers, 2016). Mistrust in wealth and investment management 

services is often driven by a mistrust in the investment professionals themselves as 

they tend to be seen as ‘salesmen’ who may not always have the client’s best interest 

in mind. Robo-advisors and online platforms offer lower fees, lower minimum 

investments and solid returns for customers as they can automatically rebalance 

investments; all the while gaining the trust of a growing population of interested 

investors (Codrington and De Villiers, 2016). The integration of artificial intelligence in 

this sector paves the way for such developments to become the new norm. 
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3.3.1.12 Cryptocurrencies and Digital Cash 
 
The above described categorisation of the eleven forms of FinTech development 

provides for a useful tool with which to understand FinTech and the associated 

innovations in the overall sector. One key development, however, seems to be absent 

from the list. Although much of the developments in the above categories are 

associated with this form of FinTech innovation, a category specific to 

cryptocurrencies and digital cash is necessary. That being said, a brief introduction to 

cryptocurrencies and digital cash is provided below to ensure that a comprehensive 

analysis is given. 

 

The most highly visible use of blockchain technology has been seen in the creation of 

digital currencies such as Bitcoin, Ethereum and the thousands of other 

cryptocurrencies. Cryptocurrencies are digital assets designed to function as a 

medium of exchange using cryptography to secure the transactions and to control the 

creation of additional units of the currency (Codrington and De Villiers, 2016; 

Englander, 2014; Nakamoto, 2008). Cryptocurrencies enable a form of a pure peer-

to-peer electronic cash interface that removes the need to go via a third-party financial 

institution (Nakamoto, 2008). Without going into too much detail (as this will be done 

later in this chapter), cryptocurrencies provide digital signatures for proof of transaction 

and ownership, while eliminating the problem of double-spending. The decentralised 

nature of cryptocurrencies provides many regulatory questions, with few central banks 

and regulatory bodies warming up to the idea of widespread digital currency 

implementation (Codrington and De Villiers, 2016). Digital currencies allow for cheaper 

transaction costs, time efficiencies and secure transaction records, but they also raise 

the concern of the increased ease with which money-laundering can take place, the 

avoidance of exchange controls in cross-border transactions, as well as the threat of 

increased cyber-attacks on vulnerable users (Brummer and Gorfine, 2014; Codrington 

and De Villiers, 2016; Nakamoto, 2008). 

 

To aid the above argument, Englander (2014: 18) notes that Bitcoin, the most 

prominent digital currency, has the following attributes besides it just being a virtual 

currency; 1) advanced cryptographic methods to secure transactions and ownership, 

2) pseudonymous transactions, 3) payments that are verified and recorded in a 
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decentralised ledger (using blockchain technology), and 4) maintenance by ‘miners’ 

who are allocated newly created Bitcoins as an incentive to provide computing power. 

There are hundreds of digital currencies in circulation around the world with many that 

have a market capitalisation of $1 million and more (Englander, 2014). By 2014, more 

than 63,000 merchants around the world accepted Bitcoin, with 5.3 million Bitcoin 

wallets in existence and 765,000 users world-wide (Brummer and Gorfine, 2014). 

Although more detail will be provided on the design, implementation and current use 

of digital currencies later in this chapter, it is important to appreciate the technological 

advancements made in the digital currency sphere; thereby disrupting many traditional 

practices while promoting FinTech development. 
 
3.3.2 Disruptive Characteristics 

 

Brummer and Gorfine (2014) outline six disruptive characteristics that currently hold 

true for the FinTech industry. These are; 1) Innovation, 2) Disintermediation, 3) 

Convergence, 4) Low costs/barriers, 5) Borderless, and 6) Democratisation. Nagy, 

Schuessler and Dubinsky (2016) note that many existing definitions of disruptive 

innovation focus on factors that are external to the innovation, whereas the defining 

characteristics should ideally concentrate on the intrinsic, or innate, features of the 

innovation at hand. Nagy et al. (2016) highlight three intrinsic characteristics of 

DISRUPTIVE INNOVATION; 1) Radical functionality, 2) Discontinuous technical 

standards, and 3) Innovation ownership. As the three characteristics described above 

are innate to an innovation, the level at which the innovation disrupts a marketplace is 

relative to the needs of the market and other innovations. Based on the disruptive 

characteristics outlined by Brummer and Gorfine (2014), further detail is provided to 

give a comprehensive view of disruptive innovation in the context of FinTech. 

 

3.3.2.1 The Pace of Innovation and Adoption 

 

A key feature of the FinTech industry is its ability to innovate and adapt at a faster 

pace than most other industries, mainly as a result of the large-scale introduction of 

technology, technologists and computer/data scientists to the finance field (Brummer 

and Gorfine, 2014). In comparison, traditional sectors often rely on human action, 

networking and organisation in order to drive the pace of innovation and the adoption 
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of products and services. Technology-driven sectors have the ability to innovate in line 

with increasingly advanced and exponentially greater computer power (Bauer, Veira, 

and Weig, 2013). Improved software development, stronger analytical tools and 

enhanced data gathering is a product of the ever-increasing pace of innovation and 

adoption. As a result, world-wide networks are created and leveraged to provide 

innovators with a platform to iterate new models with feedback loops, thus providing 

end-users with access to a better product or service through the internet and mobile 

devices from anywhere in the world. 

 

3.3.2.2 Disintermediation 
 
Brummer and Gorfine (2014) emphasise that FinTech platforms and services 

frequently bypass existing intermediaries or challenge the traditional understanding of 

how such intermediaries serve their purpose with respect to financial markets or 

financial transactions. Brummer (2015: 977) highlights that disintermediated actors 

served as “traditional gatekeepers that regulatory authorities have increasingly relied 

on (and regulated)” since the early 1900s where identifying new gatekeepers will be a 

complex and necessary task for regulators in the years to come. Online peer-to-peer 

lending is an example of where small-business lending is currently disrupting the 

traditional banking practices, connecting lenders directly with borrowers without the 

need for an intermediary (Arner et al., 2015; Brummer and Gorfine, 2014;Codrington 

and De Villiers, 2016; World Bank, 2016b). FinTech is challenging the existing notions 

of old participants such as broker/dealers, where ‘crowdfunding’ platforms are blurring 

the lines that distinguish exchanges and ever-evolving alternative trading systems. 

Traditional regulatory approaches that were implemented decades ago need to be 

carefully assessed (and possibly revised in many cases) to account for the rapidly 

advancing new-age markets that are coming to the fore. 

 

3.3.2.3 Industry Convergence 

 

Traditionally, certain industries would find it very difficult to cross over into alternate 

markets. FinTech has disruptive characteristics in that it drives industry convergence 

by providing a platform for which software and the internet, telecommunications, 

technology hardware and traditional financial institutions coalesce to create innovative 
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products and services for end-users (Brummer and Gorfine, 2014: 5). As a result of 

industry convergence, competition originates not only from traditional industry 

members but also from new participants from alternate industries. The convergence 

of industries makes regulation more complex – raising difficult questions and 

challenges for regulators on coordination and supervision (Brummer and Gorfine, 

2014). 

 

3.3.2.4 Low Costs and Low Barriers to Entry 

 

FinTech companies can gain large-scale adoption and grow significantly with greater 

ease than traditional financial service providers who historically required 

comprehensive infrastructure and significant capitalisation to scale their business 

(Brummer and Gorfine, 2014). Along with fewer operational barriers to entry, FinTech 

start-ups share a culture of efficient operational design that allows for resourceful 

distribution of capital (Philippon, 2016). The banking industry is a clear example of 

how large, complex organisations, after successive mergers, have the ability to be 

held back by layers of legacy technologies that are at best partly integrated and often 

too costly to re-engineer (Kumar, 2016; Philippon, 2016). In such a case, a FinTech 

start-up’s advantage speaks directly to the incumbent’s disadvantage – the efficiency 

of core system architecture and the willingness to take on risk. While incumbents have 

an advantage in their customer base and their ability to forecast the evolution of the 

industry, an even more important advantage lies in their knowledge of existing 

regulations. In agreement with Brummer and Gorfine (2014), Philippon (2016) 

emphasises that regulatory barriers to entry still remain, thus creating unique 

challenges for early-stage FinTech start-ups as well as for the regulatory bodies who 

hope to encourage such innovation. It can’t be assumed that every start-up driving 

innovation has the ability to invest in a regulatory and compliance division. As a result, 

if regulatory bodies view FinTech innovation as a positive development, efforts need 

to be directed to engage with smaller companies to assist with such compliance efforts 

(Brummer and Gorfine, 2014). The challenges are to encourage entry, prevent capture 

by incumbents and to drive innovation in a new system that does not suffer from the 

flaws of its predecessor (Philippon, 2016). 
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3.3.2.5 Borderless Platforms 

 

A key driving force behind FinTech development is the internet, which in itself does 

not observe geographical boundaries nor borders in a traditional sense. In line with 

the concept of convergence, the internet is creating a single global marketplace where 

individuals and businesses can engage in a variety of economic activities (Brummer 

and Gorfine, 2014). The ‘Internet of Finance’ opens further debate on international 

coordination and federalism. The Alibaba Group, for example, ran into trouble when it 

listed its shares in the United States in 2014 as regulation did not allow internet 

businesses to have foreign shareholders. According to Gulamhuseinwala, Bull, and 

Lewis (2015), to circumvent this regulatory barrier, Alibaba adopted the variable 

interest entity (VIE) operational structure (also known as the ‘Sina-model’)1. The 

Chinese Government has not explicitly approved the use of the VIE structure, nor is it 

likely to do so due to the sheer size and number of companies that partake in such a 

practice. It does, however, highlight a practical example of possible friction between 

regulatory bodies resulting in the duplication of efforts, inefficiency between state and 

federal regulatory schemes, as well as a general lack of coordination that creates self-

defeating regulatory outcomes (Brummer and Gorfine, 2014; Gulamhuseinwala et al., 

2015). In order to satisfy appropriate regulatory goals and nurture constructive 

innovation, regulatory bodies need to work to rationalise, coordinate and align 

regulatory schemes. 

 

3.3.2.6 Democratisation of Financial and Investment Opportunity 

 

It is commonly known that FinTech innovation disrupts traditional markets in the sense 

that it drives democratisation, providing greater access to, and investment in, financial 

services (Arner et al., 2015; Brummer and Gorfine, 2014; Codrington and De Villiers, 

2016; Philippon, 2016). Primary benefits of FinTech innovation include social 

development goals such as the promotion of global financial inclusion, increased 

opportunity and lower transaction costs. However, the increased opportunity and 

financial inclusion means that it is necessary to focus on the greater consumer and 

                                                
1 The VIE structure means that equity holders have a somewhat indirect financial interest in the 
revenue and earnings stream and do not actually have a claim on the assets of the company in 
question (Gulamhuseinwala et al., 2015: 30). 
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investor risks whereas an interconnected global economy needs to focus on greater 

financial education and understanding (Brummer and Gorfine, 2014). It must be 

assumed by regulators that not all technology advancements will be used for social 

welfare and development. In order to differentiate between helpful and harmful 

technology, regulators must have the ability to react quickly to market developments, 

maintain appropriate foresight, ensure flexibility, drive coordination, focus on 

education and sustain continued engagement with all market participants (Brummer 

and Gorfine, 2014; Philippon, 2016).  

 

3.3.3 A New Era of Regulation 

 

The global financial crisis had a major impact around the world in terms of public 

perception and human capital. Arner et al. (2015) emphasise that, as the financial 

crisis became more widely understood, the public perception of large organisations 

such as banks deteriorated immensely. Predatory lending practices in the banking 

sector that targeted disenfranchised communities severely damaged the balance 

sheets of many large banks, while also breaching consumer protection obligations 

(Agarwal, Amromin, Ben-David, Chomsisengphet, and Evanoff, 2014). The general 

public developed a distrust of the traditional banking system, while many financial 

professionals either lost their jobs or were compensated much less than before. While 

the distrust in the banking system drove post-crisis regulatory reform that sought to 

implement stringent controls, the effect of a growing under-utilised and educated 

workforce meant that individuals moved freely toward the FinTech industry to apply 

their skills (Arner et al., 2015; Philippon, 2016). Today, the traditional banking system 

abides by much more conservative and thorough regulatory legislation. However, the 

development of legislation that applies to the FinTech industry is at an infancy stage 

and is slowly evolving, all the while FinTech innovation rapidly continues to take place 

with or without changes to regulation (Philippon, 2016). Regulatory bodies cannot rely 

on outdated and uncompromising legislation to control technological advancements 

and disruptive innovation. Regulatory structures should be implemented to stimulate 

a productive ecosystem that drives innovation and the social benefits that come with 

it. To this end, the study defines FINANCIAL REGULATION as a form of regulation or 

supervision, which subjects financial institutions to certain requirements, restrictions 

and guidelines, aiming to maintain the integrity of the financial system 



 81 

 

Philippon (2016) discusses four principles as a guide to FinTech regulation, 

emphasising that it is necessary for regulators to create the right incentives for 

adoption. The principles highlighted by Philippon (2016) are summarised below. 

 

- Principle 1: Encourage entry and beware of a narrow approach to level the playing 

field. 

- Principle 2: Promote low leverage from the beginning. 

- Principle 3: Keep incumbents in check with high equity ratios and be mindful of 

acquisitions. 

- Principle 4: Perfect is the enemy of good. 

 

Principle 1, as outlined by Philippon (2016: 15), focuses on the natural misalignment 

of interests between the FinTech industry and regulators’ long-term goals. FinTech 

firms generally enter the market where there is an opportunity to make a profit. 

However, it is in the areas that have entrenched incumbents, and where entry is 

difficult, that regulators should actively seek to assist in lowering the barriers to such 

entry. Darolles (2016) emphasises that it is necessary for regulators to ensure that 

there is a level playing field. Theoretically, a level playing field sounds like a simple 

solution. However, what does this actually look like in practical terms? What does a 

level playing field mean to incumbents such as multinational banks that are ‘too-big-

to-fail’? As Philippon (2016) questions, if regulators seek to drive change in an industry 

(such as after the global financial crisis), does one want a level playing field or would 

the level playing field principle act as a hindrance to the achievement of deeper 

reforms? 

 

Principle 2 focuses on the idea of regulatory bodies thinking ahead and putting 

regulations in place that work with FinTech development rather than trying to change 

regulations at a later stage when it is far more complex to do so (Philippon, 2016). 

Philippon (2016) and Rysman and Schuh (2016) provide an example of this in the 

context of mobile payments, real-time payments and digital currencies; highlighting 

that mobile payments are often encouraged by central banks but, although they 

improve retail transactions, they do not necessarily fundamentally change the 

payment system and are unlikely to decrease its reliance on short-term, runnable 
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claims. It is commonly believed that financial services require accounts with fixed 

nominal values (such as those used in retail deposits or cheque accounts). As 

discussed at the beginning of the chapter, this has held true for financial service 

providers for over 300 years of banking history. Philippon (2016) and Rysman and 

Schuh (2016) emphasise that with current technology this does not need to be the 

case anymore. The assessment of value of many financial assets can take place in 

real time and payments can be settled almost immediately based on the value of the 

asset at that point in time. Transactions have the ability to be cleared using floating 

value accounts. The concept was recognised long before any digital currency existed, 

with Tobin (1958) discussing the topic and Samuelson (1947: 94) noting that “in a 

world involving no transaction friction and no uncertainty … securities themselves 

would circulate as money and be acceptable in transactions”. Philippon (2016) notes 

that deposit-like contracts can create macro-financial instabilities and the global 

financial system may be in a better place if transactions could be settled without such 

mechanisms. Cochrane (2014) argues that although the associated technological 

restrictions do not exist in today’s world, accounting and tax laws act as an impediment 

as such transactions would generate capital gains. Therefore, regulatory approaches 

need to identify and solve such issues in the early stages of development so that they 

can aid in guiding the evolution of FinTech development and encourage innovations 

that are consistent with the basic principle (Philippon, 2016: 17). 

 

The third principle discussed by Philippon (2016), ‘Keep incumbents in check with high 

equity ratios and be mindful of acquisitions’, focuses on the natural gravitation over 

the years of incumbents to optimise their use of implicit and explicit public subsidies 

and barriers to entry. Incumbents should not be allowed to become too large so as to 

have the ability to prevent entry. In the same regard, regulatory bodies need to prevent 

the erosion of particular market standards that are in place to guide industries to a 

best possible future state. Philippon (2016: 17) emphasises that incumbents will often 

try to acquire FinTech firms, turn open systems such as blockchains into closed ones 

and inadvertently seek to optimise any loop-hole that allows the incumbent to become 

more competitive and increase its market capitalisation. The ideal outcome of a 

forward-thinking regulatory system is one that encourages FinTech to create new 

systems to reduce the reliance on the old ones, thus enforcing financial stability 

policies and anti-trust policies to guide best practice. 
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Philippon (2016) describes the fourth principle with the use of practical examples such 

as robo-advisors in portfolio management. ‘Perfect is the enemy of good’ highlights 

that it is necessary to understand that even in the best case scenario FinTech is likely 

to create new issues as advancements are made (Philippon, 2016). With increased 

legal and operational issues, it is clear that robo-advisors are fraught with new issues. 

However, robo-advisors need not be perfect but only better than the previous system 

in order to be deemed an innovative success (Philippon, 2016: 17). Philippon (2016) 

argues that the traditional advisor  relationship is flawed on a number of levels. These 

are; 1) fees have not declined as standard products become cheaper and thus drives 

clients into higher fees (Greenwood and Scharfstein, 2013), 2) conflicts of interest are 

pervasive in the industry (Bergstresser, Chalmers and Tufano, 2009), 3) broker/client 

portfolios often earn significantly lower risk-adjusted returns against matched 

portfolios based on target-date funds with similar levels of risk (Chalmers and Reuter, 

2012), 4) advisors often reinforce biases that are in their interests by encouraging 

returns-chasing behaviour and pushing for actively managed funds that have higher 

fees (Mullainathan, Noeth and Schoar, 2012), 5) advance channels such as those 

used by established banks that have the ability to affect consumer behaviour (Foà, 

Gambacorta, Guiso and Mistrulli, 2015), 6) misconduct is often concentrated in 

countries that have poor education, elderly populations, high incomes and relatively 

small labour market penalties for such misconduct (Egan, Matvos and Seru, 2016). 

Although it is difficult to build the perfect solution, it is easy to understand that any 

room for improvement is a step in the right direction. Innovation that helps develop an 

industry in the right manner should thus be encouraged with regulation helping to 

provide a guiding hand. 

 

Brummer and Gorfine (2014) provide their own regulatory approaches, principles and 

processes in the intention to catalyse discussion of possible regulatory tools that can 

be applied in a variety of appropriate situations. The seven approaches below can be 

seen as a starting point for a more robust consideration of a modern theory of 

regulation that can efficiently and effectively satisfy core regulatory objectives. 

 

- Principles-based versus Rules-based Regulation 

- Agile and Iterative Rulemaking 
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- Pilots and Trials 

- Engagement versus Enforcement 

- The Role of Industry and Consumer/Investor Advocates 

- Sunset Provisions 

- State, Federal, and International Harmonisation 

 

Principles-based versus Rules-based Regulation: The concept often drives the 

assumption that regulatory regimes need to be either one or the other. Such a view is 

overly simplistic, often impeding productive discussion that fails to reflect on the more 

nuanced reality in which rules and principles are better viewed as forming two ends 

along a spectrum in which regulation falls (Brummer and Gorfine, 2014; Cunningham, 

2017). The rules end of the spectrum is a space in which regulation tends to be 

prescriptive and detailed, while on the principles end one often sees regulation being 

communicated through broad, aspirational, and outcome-focused statements that 

depend on a range of circumstances for compliance purposes. According to Brummer 

and Gorfine (2014) most regulatory systems display elements of both approaches with 

regulation being highly detailed at times and at other times being left to interpretation 

as a result of broad statements. Therefore, as illustrated in the Table 3.1, it is more 

constructive to consider the distinctions between the approaches by detailing the 

objectives and possible trade-offs of each. 
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TABLE 3.1 

RULES-BASED VERSUS PRINCIPLES-BASED REGULATION 

Rules-based Regulatory Regimes Principles-based Regulatory Regimes 

Potential Positives Potential Negatives Potential Positives Potential Negatives 

Certainty and 

predictability, including 
with respect to future 

enforcement 

Check-the-box forms of 

compliance that 

strategically evade the 
underlying purpose of 

the regulation. 

Executive-level 

management 

involvement in 
incorporating 

regulatory principles 

into business models 

Uncertainty and the 

risk of unpredictable 
post hoc application or 

arbitrage 

Clear communication 

of steps for compliance 

High internal costs of 

compliance 

Flexibility and 

innovation in the face 

of “rapidly changing 

environments” 

Concerns over 

fairness/bias in 

application 

Ensures specific 

behavior. 

Deterrence with 

respect to innovation 

Speed in the regulatory 

process 

Inadequate deterrence 

of specific problematic 

behaviour or activities 

Uniform treatment of 

regulated entities 

Frequent disconnect 
between the purpose of 

the regulation and the 

actual regulatory 

outcomes 

The centrality of 

guidance and evolving 

norms/best practices 

Over-reliance on 

current norms and 

practices 

(Source: Brummer and Gorfine, 2014: 7) 
 

Along the spectrum previously described, the rules and principles set the outer limits 

at which no rules can exist without overarching principles, and, likewise, principles are 

redundant without rules. Brummer and Gorfine (2014) highlight that, depending on a 

multitude of factors, it is appropriate to gravitate to one side of the spectrum that best 

suits the activity to be regulated. The economic activities, the actors to be regulated 

and the overall risks posed to markets and customers are all considerations in deciding 

on the approach to be taken (Arner et al., 2015). In the FinTech arena, where 

innovation is not yet well understood, but there are potential benefits, a principles-

based regulatory approach may be the best option to stimulate innovation, maximise 

benefits and promote continued learning (Brummer and Gorfine, 2014). Treleaven 

(2015) agrees, noting that principles-based regulatory approaches stimulate 
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innovation that leads to further development of agile regulation, automated regulation 

and open-source regulatory platforms that better connect regulation with 

developments in FinTech. Once the innovation matures, it may then be more 

appropriate to define a larger set of rules that encourage best practice behaviour. 

 

Agile and Iterative Rulemaking: This is another regulatory principle that Brummer and 

Gorfine (2014) emphasise as being critical in the development of innovation. With 

rapid technological advancements and shifting market dynamics, it is difficult for 

regulators to keep up. Regulators are often seen as reactive; where standard 

rulemaking is a process that starts off in response to legislation or market 

developments. Thereafter, regulators exert considerable effort in understanding the 

relevant issues and proposing rules. The public then has an opportunity, albeit often 

very limited, to provide regulators with feedback on the proposed rules. Finally, 

regulators spend a substantial amount of time reviewing the comments and finalising 

the rules before final implementation (Brummer and Gorfine, 2014: 8). Such a process 

is often time-consuming, inflexible, leads to unidirectional rulemaking conceived in a 

vacuum and is infrequently revisited. The proposition of an alternate process that is 

agile, iterative and results-driven is given by Brummer and Gorfine (2014). The 

reliance on outcomes-based measurements to ensure that the regulatory objectives 

are being satisfied, the promotion of feedback loops and the frequent iteration of rules, 

all drive the concept of an agile rulemaking process that caters for a rapidly 

transforming sector (Brummer and Gorfine, 2014; Treleaven, 2015). When highlighting 

the severity and importance of dynamic and adaptive regulation, Baxter (2016) 

emphasises that if traditional legal methods of reparation fail, interconnected 

institutions, the public and the general economy are left with the possible problem of 

widespread banking failure. Table 3.2 provides a summary of the potential benefits 

and disadvantages of agile and iterative rulemaking approaches. 
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TABLE 3.2  

AGILE AND ITERATIVE RULEMAKING APPROACHES 
Agile and Iterative Rulemaking Approaches 

Potential Positives Potential Negatives 

Flexibility and speed in the regulatory process 
Uncertainty and unpredictability surrounding 

frequently changing rules 

Facilitation of innovation 

Less clarity around timing and involvement of 

stakeholders in informing the rulemaking 

process 

Frequent assessment of regulatory outcomes 

Regulatory costs and resources commitment to 

ensure frequent outcome monitoring and 

rulemaking iteration 

Frequent engagement and collaboration with key 
stakeholders 

 

 
(Source: Brummer and Gorfine, 2014: 9) 

 

Pilots and Trials: This is another approach that gives regulators a means to stimulate 

and test innovation, observe outcomes, and then tailor rulemaking to the most efficient 

and effective state (Brummer and Gorfine, 2014). When using pilots and trials, 

regulators can use principles to establish the outer boundaries, where after iterative 

rulemaking can be tested within such parameters. Bromberg, Godwin, and Ramsay 

(2017) give an idea of what such parameters may look like, noting that; 1) there are 

clear definitions in place about the scope and phases (if any) of the pilot, 2) there are 

adequate customer protection measures in place, 3) risk management controls are in 

place to mitigate the risks arising from less than full compliance with supervisory 

requirements, and 4) the systems and processes are ready for the trial which is subject 

to close monitoring. Overall, pilots and trials are beneficial as they allow regulators a 

safe space to observe outcomes and test a variety of regulatory approaches. Table 

3.3 provides a summary of the potential positives and negatives associated with pilots 

and trials. 
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TABLE 3.3 

PILOTS AND TRIALS 
Pilots and Trials 

Potential Positives Potential Negatives 

Flexibility and speed 

Uncertain medium- to long-term regulatory 

outcomes that may limit industry participation, 
thereby undermining the validity of the pilot/trial. 

Decreased pressure on regulators to create final 

rules in a vacuum. 

Pilot or trial outcomes may by biased or limited 

by pilot/trial design and parameters. 

Measurable outcomes that can inform final 

rulemaking. 

Regulatory costs and resources commitment to 

design, monitor, and analyse pilots and trials 

Broader stakeholder collaboration  

 
(Source: Brummer and Gorfine, 2014: 10) 

 

Engagement versus Enforcement: Brummer and Gorfine (2014) note that in response 

to an inherent ambiguity as to whether and how a rule should be applied to a particular 

conduct or activity, two broad responses have become evident. Firstly, one relies on 

the enforcement via judicial process to shape and define the parameters of acceptable 

conduct. The other approach relies on proactive engagement with the entities being 

regulated in order to allow regulatory bodies to guide the behaviour of market 

participants and to ensure that all conduct is in line with predefined permissible bounds 

(Brummer and Gorfine, 2014). Although it may seemingly be better to pursue the 

engagement approach, it is argued that enforcement is more widely used and is not 

always unwarranted. Enforcement allows regulators to deter participants who may 

seek to avoid, or not fully comply with, the objectives of a particular regulatory policy. 

On the other hand, the ever-present threat of enforcement may deter resource-

constrained participants from ever entering the market in avoidance of non-

compliance with unclear regulatory measures (Brummer and Gorfine, 2014). Other 

than any enforcement approaches, the practice of encouraging engagement has the 

ability to facilitate FinTech innovation and compliance as well as effective oversight. 

Brummer and Gorfine (2014: 11) emphasise that engagement with companies during 
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the development stage allows for the creation of a positive, iterative feedback loop 

which helps guide market participants and regulatory bodies to make wiser decisions. 

The Australian Securities and Investments Commission’s sandbox provides a positive 

case study of an engagement model, highlighting that the facilitation of engagement 

with the regulator saw the hub work on over 140 matters and whereby informal 

assistance to 75 entities was provided, resulting in 39 businesses applying for 

operating licenses (Bromberg et al., 2017). Table 3.4 provides a comparative 

summary of an engagement approach to regulation versus an enforcement approach. 

 
TABLE 3.4 

ENGAGEMENT APPROACH VERSUS ENFORCEMENT APPROACH 

Engagement Approach to Regulation Enforcement Approach to Regulation 

Potential Positives Potential Negatives Potential Positives Potential Negatives 

Clear and open 

communication 
channels between 

regulators and covered 

entities 

The perception of 

overly close ties 
between regulators and 

covered entities 

Deterrence of risk-
taking activities 

Innovation deterrence 

Increased industry 

willingness to pursue 

innovation 

The risk of biased or 

disparate treatment of 

favoured covered 

entities 

Clear separation of 

regulators and covered 

entities 

Industry avoidance of 

regulators 

Greater regulatory 

flexibility and 

adaptability 

Potential lack of 

process transparency 

Judicial/adjudicatory 

review and 

interpretation of rules 

Increased legal and 

regulatory compliance 

costs 

(Source: Brummer and Gorfine, 2014: 11) 
 

The Role of Industry and Consumer/Investor Advocates: The notion that interested 

public groups play a larger role in the rulemaking process through engagement with 

regulators has its own benefits and drawbacks. Interested parties, such as market 

participants and consumer/investor protection advocates, have the ability to drive 

ideas in such a manner that (in extreme cases) regulators begin to identify too closely 

with the firms they are meant to be monitoring (Brummer and Gorfine, 2014). 

Continued engagement does, however, provide valuable insight for regulators who 

need to stay abreast of developments in an environment that is subject to an ever-
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accelerating pace of innovation and where the consequences of slow regulatory 

response are potentially serious. Constructive and balanced public participation is a 

valuable tool in the rulemaking process. The United Kingdom’s Financial Conduct 

Authority provides a successful example of public engagement, where it has positively 

engaged with the public through ‘Project Innovate’ to test new financial concepts and 

address regulatory barriers to innovation (Treleaven, 2015). Table 3.5 provides a 

summary of the potential benefits and disadvantages of industry or public regulatory 

engagement. 

 
TABLE 3.5 

INDUSTRY OR PUBLIC REGULATORY ENGAGEMENT 
Industry or Public Regulatory Engagement 

Potential Positives Potential Negatives 

Help for regulators in understanding and 
regulating fast-changing and complex markets 

The perception of overly close ties between 
regulators and covered entities 

Increased reliance on collaborative models that 

generate industry/public buy-in. 

Increased focus on efficiency at the expense of 

investor or consumer protection 

Integration of an institutionalised feedback loop 

predicted on regulator-confirmed guidance. 

Increased role of industry groups and 

associations 

 (Source: Brummer and Gorfine, 2014: 12)  
 

Sunset Provisions: These require policymakers to revisit the costs and benefits of a 

particular rule before its ‘sunset’ when it expires, in order to create a feedback 

mechanism that informs amendments or re-authorisation (Brummer and Gorfine, 

2014). Rules, for the most part, do not sunset for a fairly extended period of time, and 

which allows for measurable outcomes and the opportunity to assess whether 

changes to circumstances require a different regulatory course of action. The use of 

sunset provisions is a useful tool in designing and implementing an agile and iterative 

rulemaking system. Sunset provisions “firmly focus decision-makers on the relevant 

regulatory issue, provide incentives to keep them focused and ensure inertia does not 

set in” (Pitt, 2008: 323). Sunset provisions, however, do not come without problems. 

Pitt (2008) notes that it is not realistic to expect that all rules will be retrofitted with 

sunset provisions, that it is unlikely that regulators will consistently choose an 
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appropriate sunset period and that sunset provisions may (due to human nature) result 

in automatic renewal rather than careful reconsiderations. Table 3.6 provides a 

summary of the potential benefits and disadvantages of sunset provisions. 

 
TABLE 3.6 

SUNSET PROVISIONS 
Sunset Provisions 

Potential Positives Potential Negatives 

Likely review of regulatory outcomes 
Significant burden on regulators to frequently 

revisit and/or re-authorise expiring rules. 

Automatic elimination of unnecessary or 

ineffective rules. 

Greater regulatory uncertainty, given a shifting 

landscape. 

Sufficient certainty to foster market development 

and/or industry investment (assuming the sunset 

term is fairly extended). 

Decreased incentive for regulators to review or 

to revisit a poorly performing rule. 

(Source: Brummer and Gorfine, 2014: 12) 
 

Regulatory Harmonisation: This is an important consideration in ensuring that 

provincial, national, and international policy stances are aligned. Financial regulation 

is becoming increasingly complex and intrusive with major financial institutions facing 

multiple regulatory jurisdictions where regulators request an increasing amount of 

granular data from firms (Treleaven, 2015). Challenges are created for legal and 

regulatory regimes as the internet, and the associated connectedness of FinTech 

development, does not always recognise geographic boundaries (Brummer and 

Gorfine, 2014). Many companies are required to comply with a myriad of local, 

national, and international rules and regulations that are often duplicative in nature, 

inconsistent and/or fragmented (Brummer and Gorfine, 2014). The result is a system 

in disharmony, driving unnecessary compliance costs, possible regulatory gaps and 

the possibility of inconsistencies between rules that can obstruct consumer protection. 

 

Knight (2015: 4) highlights the inefficiencies of possible regulatory duplication, using 

the United States as an example – “FinTech lenders are primarily regulated at the 

state level and are required to obtain licenses from each state they wish to lend in, 

and they are subject to the laws governing interest of the borrower’s home state”. Such 
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a difference in regulatory treatment makes it very hard for FinTech lenders to compete 

directly with large, formalised institutions such as banks that operate in a more 

consistent and streamlined manner. In the research done by Knight (2015) it is evident 

that the existing regulatory environment stifles innovation by forcing FinTech firms to 

comply with multiple, often inconsistent sets of rules, to pay the costs of having to 

constantly monitor numerous state and federal regulators and to face the uncertainty 

of whether an activity is subject to regulation or not. Overlapping regulatory 

jurisdictions may provide complexities and hamper efforts by regulators to provide 

regulatory relief through the use of regulatory sandboxes or other trials. If one regulator 

enters into an agreement with a company to allow certain conditions, another regulator 

(with overlapping jurisdiction) may not find the contract binding, thus severely limiting 

the usefulness of the regulatory relief programme (Knight, 2015). 

 

While local regulation has its benefits, including the unique knowledge of local market 

participants, it is not always the most efficient form of regulation; reiterating the 

sentiment that regulation should seek to be harmonised across local, national, and 

international jurisdictions to the fullest degree possible (Brummer and Gorfine, 2014; 

Knight, 2015). Table 3.7 provides a summary of the potential positives and negatives 

associated with regulatory harmonisation. 

 
TABLE 3.7 

REGULATORY HARMONISATION 
Regulatory Harmonisation 

Potential Positives Potential Negatives 

Increased efficiency 
Decrease in regulatory innovation and 

competition 

Elimination of regulatory gaps 
Elimination of a “second set of eyes” and 
“regulatory portfolio diversification” 

Greater cross-regulator collaboration and 
communication 

Decreased accountability for local regulators 

(Source: Brummer and Gorfine, 2014: 13) 
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3.4 South Africa’s Regulatory Response to FinTech Development 
 
In a keynote address at the 2017 Strate GIBS FinTech Innovation Conference, the 

Deputy Governor of the South African Reserve Bank, Francois Groepe, provides 

insight into how one of South Africa’s most important regulatory bodies is tackling the 

question of FinTech development and the associated impact on regulation. In the 

address, Groepe (2017) notes that there are a variety of views in the industry where 

some parties suggest that; 1) FinTech would offer revolutionary changes that may 

displace more traditional intermediaries, 2) recent FinTech innovation, in complete 

contrast, is no different to that experienced in the past where such innovations were 

likely to integrate existing value chains and business processes that “will give 

expression to a symbiosis between new FinTech firms and incumbents”, and finally 3) 

development in the FinTech space is merely part of the evolutionary process driven 

by innovation and that this is nothing new and, as such, regulatory regimes are 

adequate to deal with such developments. 

 

As a result of such diverse views, regulators need to continuously reflect on FinTech 

developments. Groepe (2017) believes the following three proposals could serve to 

strengthen regulatory approaches to FinTech developments. While the proposals are 

not mutually exclusive, this research study seeks to critically analyse the three 

proposals made by Groepe (2017): 

 

i) Focus analysis on activities involving financial services rather than on 

firms or technologies. 

ii) Continue collaboration between local and global regulatory authorities. 

iii) Investigate and decide on the most appropriate structures, such as 

sandboxes, to keep abreast of FinTech developments and to allow for 

demonstration of the technology and experimentation with user cases. 

 

3.4.1 Focused Analysis 

 

Groepe (2017) emphasises that with such rapid development, a vast scope, and the 

fast pace of change in the industry, the regulation of the FinTech space is a daunting 

task as it is difficult to decide on the most appropriate responses to technologies that 
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may not be fully understood as yet. Groepe (2017) notes that he prefers a ‘back to 

basics’ approach, where regulators focus on regulatory principles that are risk-based 

rather than creating excessive rules-based regulations. As an example, Groepe (2017) 

points out that financial regulators do not regulate the internet, biometric technology, 

or mobile devices, but regulatory intervention should be appropriate and rather focus 

on the underlying economic function. As with most central banks, the South African 

Reserve Bank would, therefore, seek to regulate activities that fall under the ambit of 

its regulatory mandate. Such activities would include deposit-taking, payments, 

lending, insurance, and investments. 

 

In the second half of 2017, the South African Reserve Bank established a FinTech 

unit to ensure that there is a cohesive view on FinTech, tasking the team with the 

responsibility of keeping abreast of innovation and assisting policy makers in drawing 

up appropriate frameworks (Hedley, 2018). The move to establish such a unit was 

noted as a credit positive motion by Moody’s, the credit ratings agency (Hedley, 2018). 

While the previous literature discussed in this chapter focused on a more granular and 

extensive categorisation of FinTech development, the South African Reserve Bank 

has identified the following four areas of economic activity and potential areas of 

financial services provision (Groepe, 2017). 

 

3.4.1.1 New Forms of Money or Value Storage 

 

Fiat money has the advantage that its issuer (a country’s central bank) is a trusted 

third party. Groepe (2017) notes that it is, however, conceivable that other trusted third 

parties may emerge with the issuance of virtual currency. In recent years, the concept 

of virtual currencies has become increasingly recognised and popular. As people and 

companies become more familiar with the concept, it has the potential to become more 

widely adopted. Virtual currencies that utilise advanced cryptography have enabled 

the issuance of private cryptocurrency (Groepe, 2017). Bitcoin and its underlying 

enabling technology, the blockchain protocol, has created the capability to exchange 

value on a peer-to-peer basis. 

 

The earliest ideas about applying cryptography to a cash system came in the early 

1980s from David Chaum in a paper that he wrote which introduced the early 
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development of a cryptographic blind signature (Narayanan, Bonneau, Felten, Miller, 

and Goldfeder, 2016). The proposal allowed users to obtain and spend digital currency 

from a bank in a way that was untraceable by the bank or any other party (Chaum, 

1985). The concept of cryptography in a cash system, comically illustrated below, 

paved the way for future developments which brought about the creation of Bitcoin 

and other cryptocurrencies. Chaum commercialised his ideas in an effort to try to solve 

the problems associated with online payments; leading to multiple banks across the 

world adopting the system (Narayanan et al., 2016). 

 
FIGURE 3.2 

CRYPTOGRAPHY 

 
(Source: Chaum, 1985: 1034) 

 

Developments in blockchain technology were driven by a series of papers in the early 

1990s by Stuart Haber and W. Scott Stornetta, giving rise to a method for secure time-

stamping of digital documents rather than a digital money scheme (Narayanan et al., 

2016). Bitcoin, in essence, combines the idea of using computational puzzles to 

regulate the creation of new currency units with the idea of secure time-stamping to 

record a ledger of transactions and prevent double spending (Narayanan et. al., 2016). 

Bitcoin incorporates a mechanism to automatically adjust the complexity of the puzzles 

in order to mint one unit of the currency. Bitcoin has several notable innovations 

(including the blockchain and a decentralised model that supports user-to-user 

transactions) which all add to its considerable success in relation to the numerous 

ventures that failed in trying to achieve what Bitcoin has (Englander, 2014; Narayanan 

et. al., 2016). 
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While the defining attributes of Bitcoin have previously been discussed in this chapter, 

it is important to take a closer look at the adoption of Bitcoin and other 

cryptocurrencies. By March 2018, according to the website coinmarketcap.com 

(2018), the total market capitalisation of more than 1500 different virtual currencies 

stood at an approximate US$314 billion, where Bitcoin makes up the largest 

percentage of the number at 42.9% and is followed by Ethereum, Ripple, Bitcoin Cash, 

and Litecoin. Groepe (2017) notes that the market capitalisation of all the virtual 

currencies is still significantly less than the current value of all money (approximately 

US$84 trillion) or physical money in circulation (approximately US$31 trillion). 

 
FIGURE 3.3 

BITCOIN PRICE (2013 – 2018)  

 
(Source: Coinmarketcap.com, 2018) 

 

Although virtual currencies are much lower in value, they are emerging as a new form 

of money and have created a new store of value that is held within a large network of 

computers. Groepe (2017) highlights that the underlying technology, such as the 

distributed ledger technology, is still immature and needs to be fully proven, but could 

serve as a means of possibly reshaping financial services in their entirety. A highly 

contentious question has come with the introduction of virtual currencies – how does 

one value a cryptocurrency? Simply put, the value of traditional fiat money is a 

determinant of a number of factors, primarily determined by the supply and demand 

of money (Friedman, 1956). Differentials in inflation, differentials in interest rates, 

current-account deficits, public debt, terms of trade, and political stability and 
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economic performance all act as exchange rate determinants for a currency issued by 

particular country’s central bank (Friedman, 1956; Lucas, 1980; Stein and Allen, 1997; 

Tobin, 1965). Fundamental analysis of money and its associated intrinsic value, 

however, does not apply to cryptocurrencies as they are decentralised and are not 

subject to the same driving forces that traditional fiat money is. Highlighted by volatile 

swings in a relatively immature market (Figure 3.3), the price of virtual currencies are 

affected by supply and demand, blockchain difficulty level, the public perceptions of 

value, investors, media, legal and government related issues, the price of energy used 

in the form of electricity to maintain the blockchain infrastructure and, importantly, the 

utility of the currency and its ease of use. 

 

Coined by Nassim Taleb, a simple heuristic that can be used for insight in the adoption 

of cryptocurrencies is the ‘Lindy effect’ (Carter, 2017).  While the ‘Lindy effect’ doesn’t 

necessarily give a potential valuation of a cryptocurrency, it does provide a possible 

explanation for market adoption and sentiment around a virtual currency. In heuristic 

form, the ‘Lindy effect’ states that, for a non-perishable asset, life expectancy is 

proportional to age (Taleb, 2012, Carter, 2017). Simply put, the ‘Lindy effect’ suggests 

that the older a non-depreciating asset gets the more likely it is to last even longer. 

Since the crypto-asset market exhibits continuous extinction pressure on assets and 

protocols, it is a prime case for such a heuristic (Carter, 2017). The longer a certain 

cryptocurrency exists and the longer it manages to weather any destabilising hacking 

attempts, the more popular it may become. Bitcoin is still relatively young and hasn’t 

seen its full potential to realise its long-term design to serve as a settlement layer for 

a multi-layer network in a completely free market. Keeping the potential future state of 

Bitcoin in mind, it is acceptable to use the ‘Lindy effect’ as a heuristic as it provides a 

strong indication of the quality of encryption and overall market adoption (Carter, 

2017). On the other hand, age can be a poor predictor of value and the ‘Lindy effect’ 

could also raise a question of survivorship bias. 

 

While development is still to be made in terms of virtual currencies, Groepe (2017) 

highlights that the potential applications of it may include, but are not limited to, general 

banking activities, trade finance, insurance, and payments. Kounelis (2015) goes a 

step further, by classifying virtual currencies into three main categories which focus 
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not only on the way in which they are generated, but also on the environment in which 

they may be used: 

 

a) ‘Closed virtual currencies’: this type of currency is generated and used mainly 

in virtual games. This is a currency used inside the game and is generated by 

performing tasks and missions, always in the game world. Usually such 

currencies do not have a real value and can be used only under the domain 

(within the game) where they were created. 

 

b) ‘Closed virtual currencies that can be gained through real money’: Such 

currencies are similar to the above category with the difference that they are 

generated by actually paying for them with real money. The virtual currency 

after the acquisition can only be used inside the domain for which it was 

purchased and cannot be exchanged for real money. The best equivalent for 

this type of currency is the various forms of digital gift cards. 

 
c) ‘Open virtual currencies’: These are virtual currencies that are an alternative to 

real world money currencies and can be used in the same way as real money. 

They have an exchange rate to all known real currencies and can be exchanged 

to and from real-world currencies at any time. 

 
(Kounelis, 2015: 18) 

 

Groepe (2017) emphasises that virtual currency does not come without controversy, 

highlighting that one of the main challenges facing regulators, the private sector, 

government and law enforcement agencies is the lack of a common understanding of 

virtual currencies, the way in which they operate, the potential risks associated with 

them and the vocabulary used to discuss them. 

 

3.4.1.2 Payments 

 

The second set of innovations that affects financial services is the transfer of value 

undertaken through the effecting of payments. The South African Reserve Bank’s 

FinTech unit was initially focused on the finalisation of ‘Project Khokha’ – a venture 
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that experimented with distributed ledger technology (DLT) where, with the 

collaboration of six local banks and two foreign institutions, the outcome would see a 

complete overhaul of the processing of payments in South Africa (Hedley, 2018). New 

payment business models are forming where current DLT solutions are applied to 

extended value chains. One such example, highlighted by Groepe (2017), includes 

cross-border remittances where FinTech firms use DLT solutions to streamline the 

remittance value chain in an effort to improve efficiency and lower costs. Regulatory 

bodies need to monitor such activity in order to ensure that anti-money laundering 

regulations are complied with. From a regulatory perspective, the effecting of 

payments has a broad scope. Further innovations such as SamsungPay and 

ApplePay have created the ability to effect payment with a mobile device, using a 

smartphone as a point-of-sale device (Groepe, 2017). 

 

The World Bank (2016b) notes that there are four major innovations in digital 

payments; 1) Wrappers, 2) Mobile money systems, 3) Credits and local digital 

currencies, and 4) Digital currencies. These innovations are further defined in Table 

3.8 on the next page. 
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TABLE 3.8 
FOUR INNOVATIONS IN DIGITAL PAYMENTS  

Innovation classification Description 

Wrappers 

The creation of a digital interface with traditional 

payments systems such as credit cards or bank 

accounts. Many are offered by non-traditional 

providers, including internet intermediaries such 

as Google Wallet and ApplePay. 

Mobile money systems 

The store of money in the national currency as 
credit on smart cards or a system provider’s 

books; enabling payments online or through 

mobile phones. M-Pesa is a prime example. 

Such systems have the ability to offer lower fees 

and are often easier to use than traditional 

payments systems, even for those without a bank 

account. 

Credits and local digital currencies 

Alternative units of account (not in national 

currency) designed to promote spending in a 

local economy or as a means of exchange in 
computer games. 

Digital currencies 

Digital currencies are both a new decentralised 

payment scheme and a new currency. Such 

schemes record transactions in a publicly visible 

ledger. Most digital currencies, including Bitcoin, 
are cryptocurrencies because they use 

cryptographic techniques to ensure secure 

validation of transactions. 

(Source: World Bank, 2016b: 95) 
 

While all four major innovations in digital payments drive some form of disruption in 

their respective markets, the well-known and often-cited example of M-Pesa provides 

colour to the theoretical view that such innovation drives financial inclusion and creates 

efficiencies where it is needed most. The magnitude of payments made on Safaricom’s 

mobile money system, M-Pesa, is vast, noting upward of US$24 billion in mobile 

payments each year and where the payment system reached 80% of households 

within four years of launching (World Bank, 2016b). M-Pesa would not have grown as 
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quickly as it did had Kenya’s central bank not taken such a light regulatory approach. 

The mobile money service was able to achieve scale as the regulator’s initial decision 

was to regulate it as a telecom and not as a banking sector product (World Bank, 

2016b). Similar systems in other countries have been held up as a result of regulators 

treating the system like a bank. M-Pesa has more than 80,000 agents or service 

locations that make an average profit of US$70 a month and driving financial inclusion 

across Kenya, while creating efficiencies, jobs, and further innovation (Mbiti and Weil, 

2011; World Bank, 2016b). The other side of the story, however, shows that a lack of 

adequate regulation provided M-Pesa with the opportunity to enjoy dominant market 

power, guided by regulators who have had to reassess the impact on market 

competitiveness in the sector (Mbiti and Weil, 2011; World Bank, 2016b). Groepe 

(2017) makes the point that while innovations that remove friction in the financial 

system and reduce costs and information asymmetries are encouraged, regulators 

need to be mindful of the associated risks and social costs of such innovation. The 

benefits of digital finance are further defined in Table 3.9 on the next page. 
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TABLE 3.9 
BENEFITS OF DIGITAL FINANCE  

 
Benefits of 

digital finance 
 

Considerations 

Promotion of 

financial 

inclusion 

 

- More than 2 billion people still do not have access to financial services. 

- Digital payment systems help overcome barriers to accessing financial 

services, reducing the associated costs in communities where it is 
needed most. 

- Scalability of digital payment systems allow for exponential growth and 

adoption. 

- Digital payments allow for greater control, with remittance senders, for 

example, having a greater influence on how recipients use the money. 

- Digital finance increases the incentive to save through automation of 

deposits, text reminders, or default options. 

- Improved risk management and stronger ability to absorb income 
shocks. 

- Reduction of information asymmetries where one party of the transaction 

knows more than the other. Users have a fairer view of credit markets 

where micro-lenders take advantage of vulnerable clients or where 

clients hide necessary information from lenders and thus impeding the 

ability to pay back such a loan. 

Increase 

efficiency 
 

- Increased economies of scale. 

- Specialised service providers that focus on executing individual aspects 

of a value chain. 

- Ability for governments to reduce costs of financial transactions. 
- Improved digital record-keeping, allowing for reduced fraud and lower 

leakages. 

- Speed-up processing time allows for speedier response time in case of 

emergencies, such as natural disasters. 

Spurs financial 

innovation 
 

- Attracts large numbers of people and non-traditional financial service 

providers into the financial system. 

- Requires strong consumer education and consumer protection, with the 

promotion of financial literacy, fraud prevention, dispute resolution 

mechanisms, and data privacy. 
- Financial innovations could pose a systemic risk to a country’s banking 

sector;,including credit, liquidity, operational and consumer risk. 

- Concerns over increased fraud and theft in the financial system, including 

the facilitation of flows for illegal and/or illicit purposes. 
(Source: World Bank, 2016b: 94) 
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The rapid development of whole new segments of finance has raised many questions 

around policy and how new areas of finance should be regulated and supervised. 

Generally, digital technologies act as an aid in tackling current financial sector 

problems or inefficiencies but do not act as a substitute for proper legal frameworks, 

international cooperation and public-private collaboration (World Bank, 2016b). 

 

3.4.1.3 Lending 

 

The third domain of financial services that is likely to be impacted by FinTech 

developments is the provision of credit. Groepe (2017) emphasises that online peer-

to-peer and equity crowd-based funding platforms have provided alternative financial 

services options where a platform is created to connect investors and borrowers and 

driving disintermediation from the traditional lending done by banks and other service 

providers. Based on the research done by WEF (2015), it was noted that, after the 

2008 financial crisis, banks have a much lower risk appetite which significantly limits 

the access to traditional bank intermediated lending. As a result, the period since the 

crisis has experienced rapid growth in alternative lending platforms that leverage peer-

to-peer models and use a combination of adjudication methods, lean processes and 

automated solutions to offer loans to a broader base of customers and a new class of 

investment opportunities to savers (WEF, 2015). As the competitive pressures from 

alternative lending platforms grow, the overall savings and lending industry will be 

forced to compete. As a result, the future of lending may see alternative lenders 

successfully move upstream to replace traditional institutions in intermediating prime 

loans, while traditional lenders that are restricted by legacy processes and high capital 

requirements will lose their share of the market capitalisation (De Villiers and 

Codrington, 2016; Dinardo, 2016; WEF, 2015). Alternatively, traditional institutions 

and alternative platforms may continue to cater to different classes of investors and 

borrowers, especially with growing partnerships between smaller traditional 

institutions and alternative platforms (WEF, 2015). A third scenario sees traditional 

institutions transform their processes and technologies, absorbing the alternative 

platforms and adopting key features of alternative lending business models. 
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The WEF (2015) emphasises that traditional and alternative lending models differ 

significantly in their characteristics, flexibility and allocation of risk. Tables 3.10 and 

3.11, below, distinguish and compare the two broad categories of lending. 

 
 TABLE 3.10 

TRADITIONAL LENDING PLATFORMS  

Traditional lending platforms 

Description 

- Traditional intermediaries hold savings from retail, commercial and 

institutional clients and provide interest in return. 

- Using those funds, traditional intermediaries originate loans to 

borrowers based on their creditworthiness and earn interest (the 
differential between interest, or ‘spread’, is the intermediary’s return). 

Characteristics 

- Limited access: A growing lending gap limits the availability of loans 

to individuals and companies with higher risk profiles. 

- Slow speed: Traditional adjudication processes with multiple 

approval layers limit the lenders’ ability to process loans in timely 
manner. 

- Margin for error: Traditional adjudication models and credit scores 

tend to miss suitable lending opportunities in a virtual economy. 

- Poor customer experience: Highly manual adjudication processes 

and requirements fall short of increasing expectations on customer 

experiences. 

- Limited control: Borrowers have limited visibility and control over the 
uses of funds and interest rates earned. 

- Low return: Operational inefficiency and reduced risk appetite of 

banks results in low returns on savings. 

Advantages 

 

- Lenders’ savings are protected by the intermediaries’ reserves and 

by deposit insurance schemes. 
- The complete pooling of savings and loans most effectively mitigates 

individual default risks. 

Limitations 

- Lenders do not have flexibility to determine the desired level of risk 

and return. 
- Depending on the market conditions, a primary focus is placed on 

low risk loans and excludes higher risk borrowers. 

(Source: WEF, 2015: 86) 
 

 



 105 

TABLE 3.11 
ALTERNATIVE LENDING PLATFORMS  

Alternative lending platforms 

Description 

Alternative lending platforms directly match lending needs of borrowers with 
willing lenders (individuals or institutions). Contractual obligations exist 

directly between borrowers and lenders and platforms provide mere 

intermediation and adjudication. Alternative platforms are compensated 

through origination fees or a percentage of interest payments. 

Characteristics 

Peer-to-Peer: 

- Alternative lenders leverage online platforms and legal contracts to 

provide direct matching of funds between savers and borrowers.  

- By acting as online marketplaces, peer-to-peer lenders face lower 

funding costs than traditional depository lenders. 

Alternative adjudication: 

- Alternative lending platforms assess the creditworthiness of 

borrowers based on metrics beyond the credit scores used by 
traditional lenders (e.g., social data). 

- Most alternative lenders also refine their risk engine more frequently 

than traditional lenders to incorporate feedback based on empirical 

analysis. 

Lean, automated processes: 

- Alternative lending platforms are free of legacy processes and 

technologies, allowing them to onboard and assess borrowers and 
lenders in a more streamlined fashion. 

- With most alternative platforms, assessment of borrowers is at least 

partly automated against predefined rules for fast, transparent 

processing. 

Advantages 

- Lending processes and risk profiles are transparent to both 
borrowers and lenders. 

- Traditionally under-served borrowers gain access to loans and a 

diverse risk appetite of lenders is met. 

- Reduced transaction costs. 

Limitations 

- Investments may be more susceptible to individual default risks even 

with a portfolio approach, especially for smaller investments. 

- Guarantees on the investments are limited. 

(Source: WEF, 2015: 86) 
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De Villiers and Codrington (2016) add to the analysis by outlining the following 

advantages that alternative lending platforms have over traditional lenders. 

 

- Alternative lending platforms often have lower operating costs than traditional 

lenders due to a lack of physical infrastructure aided by the use of technology 

to drive process efficiency. 

- Alternative lending platforms can offer lenders a higher net yield than what 

would normally be earned on traditional platforms. 

- Lack of capital requirement as the alternative lending platform does not hold 

any residual interest in loans they originate. 

- Alternative lending platforms typically utilize more data points in their credit 

scoring algorithms; allowing for improved loans that traditional lenders do not 

have the ability to underwrite. 

- A simpler and more efficient application process relative to cumbersome 

processes at traditional financial institutions. The process is often executed 

online with minimal human interaction, where a credit decision can be 

concluded within minutes. 

- In an efficient market, the lower overhead costs of alternative lending platforms 

can be passed along to borrowers in the form of lower interest rates. 

 

While alternative lending platforms may seem to have many benefits, it is necessary 

to understand the potential disadvantages held when comparing to traditional lending 

platforms. De Villiers and Codrington (2016) outline the following disadvantages 

below: 

 

- There is a lack of a long-term track record for investors to gain confidence and 

suitability of various alternative lending platforms. Most platforms have only 

been in existence for less than five years and have not been through a full credit 

cycle as yet or have yet to experience a full stress event such as the 2008 

financial crisis. 

- There is an unclear regulatory framework in many regions, making the business 

somewhat exploratory in terms of best practice. 

- Pure marketplace lenders do not have a deposit base or committed sources of 

funding. If credit loan losses spike during a credit cycle, it could deter investors 
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from lending on the platform and revenues could plummet given the heavy 

reliance on transaction fees. 

 

The market for alternative lending platforms stood at an estimated $180 billion in 2015, 

with the global marketplace set to increase to $290 billion by 2020 (De Villiers, 2016;  

Dinardo, 2016). Emerging alternative lending models create both competitive threats 

and evolutionary opportunities for financial institutions, making it important for 

incumbent institutions and alternative platforms to develop more integrated 

partnerships and learn from and share each other’s capabilities (WEF, 2015). 

Regulatory bodies, however, need to balance the potential opportunities with concerns 

regarding issues such as the protection of consumers, investors and lenders alike, 

liquidity, pro-cyclicality, general business risk as well as the unintended consequences 

that alternative lending activity may potentially have for the traditional banking models 

(Groepe, 2017). 

 

3.4.1.4 Investments 

 

Robo-advisors and high-frequency trading are two FinTech innovations that are 

becoming more prevalent in the investment domain (Groepe, 2017). Robo-advisors 

are a class of financial advisors that provide financial advice and portfolio management 

services online, with minimal human intervention. Robo-advisors have forced 

traditional advisors to evolve as a result of improved accessibility to sophisticated 

financial management and increased margin pressure (Groepe, 2017; WEF, 2015). 

The software that is used in creating such a service utilises a variety of algorithms to 

automatically allocate, manage and optimise clients’ assets ensuring diversification 

and personalised investment management (De Villiers and Codrington, 2016; Fein, 

2015; Groepe, 2017). 

 

De Villiers and Codrington (2016) illustrate that robo-advisors offer a potential 

advantage over traditional advisory practices in three major forms; 1) Robo-advisors 

have low (or zero) minimum investments, 2) Robo-advisors charge smaller fees, and 

finally 3) Robo-advisors automatically rebalance the client’s investments. However, 

research done by Fein (2015) notes that robo-advisors are not always living up to 

these expectations, noting that robo-advisors; 1) Do not necessarily provide 
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personalised investment advice, 2) Are not free from conflicts of interest, 3) Do not 

necessarily minimise costs, 4) Do not act in the best interest of the client, 5) Do not 

meet the standard of care for fiduciary investments, and 6) Are not always designed 

to fully adhere to regulatory best practices. In May 2015, the Securities Exchange 

Control (SEC) and Financial Industry Regulatory Authority (FINRA) issued a joint 

investor alert cautioning investors to be wary of robo-advisors, and warned investors 

to be aware that robo-advisors may provide advice based on incorrect assumptions, 

incomplete information, or circumstances not relevant to the user (Fein, 2015: 6). 

While the statement is a fair illustration of the current environment, the future state of 

robotic-advisory paints a much more positive picture with more competitors entering 

the market and greater pressure being placed on companies from a regulatory 

perspective. Global robo-advisor platform revenues are forecast to increase from an 

approximate $1.7 billion in 2017 to $25 billion by 2022, where total assets under 

management by robo-advisors will increase from $330 billion in 2017 to $4.1 trillion in 

2022 (Letsebe, 2018). South African companies such as Sygnia, Outsurance, 

SmartRand, Bizank, Advicement, and Itransact have already started ventures that 

utilise robo-advisory practices (Letsebe, 2018). With artificial intelligence technology 

aiding such robo-advisory practices, the market will mature to such an extent that 

current human supervisory roles will be replaced by fully automated technology 

solutions. 

 

Similarly to robo-advisors, high-frequency trading practices have been established as 

notable participants in the development of innovative financial markets. Groepe (2017) 

notes that high-frequency trading allows for very large numbers of small trades being 

carried out with short-term investment horizons (often intraday). As a result, two 

characteristics are clear. Firstly, there is ultra-fast access to trading platforms and 

market information (often a few milliseconds) and, secondly, trading algorithms can 

operate autonomously without human involvement when markets are open (Groepe, 

2017). The WEF (2015) notes, however, that there is likely to be a shift from the older 

high-frequency trading to a focus on algorithmic trading to ensure smarter, faster 

response to real-life events. However, the impact of event-driven algorithmic trading 

on liquidity, spreads and systemic stability is still unclear. End-to-end automation of 

trading activities will see the potential for even small errors in data integrity, trade 

strategy and final execution leading to large impacts (WEF, 2015). As a result, 
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regulators have the potential to significantly alter the course of developments in the 

high-frequency trading and algorithmic trading area. High-frequency trading and 

algorithmic trading firms tend to be non-banks with small or even negligible amounts 

of capital compared to traditional market makers that are required to hold relatively 

large regulatory capital on their trading books (Groepe, 2017). While rapid 

development ensures the advantage of low barriers to entry, the growth of activity in 

the area has attracted attention of regulators due to the potential systemic risks posed 

for financial markets and market stability (Groepe, 2017). A somewhat amusing 

example of such a case occurred in the South African market at the beginning of 2018, 

when news-trawling high-frequency traders mistook headlines of ‘Zuma went missing’ 

(relating to a SpaceX rocket mission called ‘Zuma’) for an absent South African 

president (Hedley, 2018). The result saw the local currency go into disarray and 

regulatory bodies raise further awareness of potential flash crashes and financial 

instability. 

 

In summary, FinTech innovation can be observed across multiple financial services 

such as payments, deposit-taking, lending and investments (Groepe, 2017). In-depth 

analysis of the activities rather than the technologies and/or firms providing the 

services helps guide understanding of the FinTech developments. Groepe (2017) 

notes that new technologies will continue to present opportunities to reshape financial 

services and that policymakers should focus unrelentingly on financial services and 

their underlying activities, as opposed to the ever-evolving technology. Taking such 

an approach will ensure appropriate regulatory treatment of similar activities, 

irrespective of the entity involved. Hedley (2018) notes that the head of the FinTech 

unit at the South African Reserve Bank, Arif Ismail, and his team will initially focus their 

energy on reviewing the regulator’s stance on privately issued cryptocurrencies, while 

(due to resource constraints) the need to prioritise high-frequency trading will not be 

among the first focus areas for the unit and will likely develop in the medium to long-

term. 

 

3.4.2 Collaboration 

 

Given the fast pace of change and the global nature of FinTech innovation, Groepe 

(2017) emphasises that collaboration between local and global authorities is 
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imperative. At the domestic level, the South African Reserve Bank started monitoring 

FinTech innovation in 2013 when it joined an informal intergovernmental working 

group that consists of the National Treasury, Financial Intelligence Centre and the 

South African Revenue Services (SARB, 2017). The working group was established 

to grow an understanding of virtual currencies and the associated regulatory 

implications, where after, in 2014, a user alert on virtual currencies was issued through 

the National Treasury and a position paper published through the South African 

Reserve Bank’s National Payment System Department (Groepe, 2017; SARB, 2017). 

The South African Reserve Bank established an internal working group that focused 

solely on virtual currencies, expanding the scope of the group to include distributed 

ledger technology in 2016. A virtual currency and distributed ledger technology 

steering committee was set up to provide oversight guidance with the primary objective 

of the committee being to better understand the emerging technologies and how they 

may impact upon the mandate of the central bank (Groepe, 2017; SARB, 2017). The 

central bank has subsequently acknowledged that FinTech extends beyond virtual 

currencies and distributed ledger technology, thereby shifting its focus to the 

relationship between FinTech and financial services activities (Hedley, 2018; SARB, 

2017). 

 

Groepe (2017: 8) notes that the primary responsibilities of the central bank’s FinTech 

unit are to include “the facilitation of the development of refreshed policy stances for 

the SARB across the FinTech domain”. In part, a critical success factor of the 

programme is the ongoing collaboration with fellow local regulators (National 

Treasury, Financial Services Board, and the Financial Intelligence Centre) in an 

intergovernmental FinTech working group. Groepe (2017) notes that the group will 

collectively determine the appropriateness of applicable regulatory frameworks and 

further review how current frameworks can strengthen policy goals such as financial 

inclusion and the deepening of competition. Furthermore, the central bank is actively 

participating in international regulatory and standard setting discussions – 

collaborating with various working groups at the Financial Stability Board and the Bank 

for International Settlements to fully understand the evolution of FinTech and robustly 

explore its benefits, risks and appropriate regulatory frameworks (Groepe, 2017; 

SARB, 2017). Ongoing international and local collaboration is vitally important in order 

to keep pace with the rapidly evolving environment. 
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3.4.3 Appropriate Structures 

 

The South African Reserve Bank is also faced with the difficult task of deciding on the 

appropriate structures to keep abreast of FinTech developments and to guide 

regulatory stances in an appropriate manner. The central bank has looked at other 

jurisdictions such as Australia, Hong Kong, Singapore and the United Kingdom to 

potentially follow appropriate approaches used by these regulatory bodies (Groepe, 

2017). The implementation of innovation hubs and regulatory sandboxes are currently 

being reviewed by the central bank and it will decide on the appropriateness of, and 

the need for, such structures (Groepe, 2017; Hedley, 2018). The SARB is laying the 

groundwork for experiments with ‘innovation facilitators’ – a collective term used for 

FinTech accelerators, innovation hubs, and regulatory sandboxes (Hedley, 2018). 

Structures such as these offer a place for start-ups to test their products in a controlled 

environment with support and guidance while the central bank benefits from the ability 

to monitor progress and the market and regulatory impact (Hedley, 2018). While it is 

evident that the South African Reserve Bank is still in its infant stages in terms of 

structures and policies associated to FinTech development, further approaches 

previously discussed in the current chapter could help guide the regulator as it 

matures. The central bank is expected to make a firm decision on the appropriate 

structures to use during the course of 2018 (Groepe, 2017). 
 
3.5 SUMMARY 
 

As humanity finds itself in the midst of the greatest information and communications 

revolution in human history (with more than 40% of the world’s population having 

access to the internet), it is only understandable that financial services will naturally 

evolve to keep up with the innovative developments that drive the ever-changing world 

toward a more prosperous and inclusive one (World Bank, 2016b). The South African 

banking sector has evolved throughout time, evolving in a similar manner to keep up 

with the demands of customers and the facilitation of key service offerings. South 

African banking has developed from the humble beginnings of wool financiers in the 

first half of the 19th Century to the large multi-national, multi-offering corporate entities 

that exist today. The South African banking system has grown to be systemically 
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important, playing a large role in the financial stability of the economy while also driving 

innovation in financial service offerings.  

 

As technology can be transformational, FinTech developments have allowed for 

greater global productivity with firms being more connected than ever (World Bank, 

2016b). While there are many success stories, the expansion of opportunity for the 

poor and the middle class, as well as the spread of accountable governance has (so 

far) been less than expected. Digital and financial technologies are changing the way 

humans interact, work, and receive products and services. However, labour markets 

have become more polarised and inequality is rising (World Bank, 2016b). Regulatory 

bodies, such as the South African Reserve Bank, have a difficult task in fulfilling the 

mandate to drive equality and financial inclusion. Just as finance is rapidly becoming 

automated, so too must regulation (Baxter, 2016). 

 

The developments in FinTech vary greatly, from innovation in corporate banking 

solutions, data solutions, cyber-security, payments, lending, insurance and risk 

management, to new forms of money and value store (Codrington and De Villiers, 

2016; Groepe, 2017). The appropriate structures need to be in place to facilitate such 

innovation as well as to govern it. Innovation in the FinTech industry is subject to many 

disruptive characteristics, including the disintermediation, convergence and the 

democratisation of financial services (Brummer and Gorfine, 2014). While 

acknowledging the developments in FinTech innovation is easy, it is harder to 

practically implement the regulation of such developments. Guidelines for appropriate 

regulatory approaches, principles and processes aid decision-makers in the creation 

of an appropriate regulatory framework. Decisions on whether to implement principles-

based regulation over rules-based regulation, the drive to encourage iterative 

rulemaking, the use of pilots and trials as well as regulatory harmonisation across 

various jurisdictions are examples of the questions that regulators need to 

comprehensively consider when creating a framework (Brummer and Gorfine, 2014; 

Philippon, 2016). 

 

In the local context, South African regulatory bodies have stepped up to the challenge 

of understanding developments in FinTech innovation and the application of the most 

appropriate regulatory frameworks (Dubois, 2017; Groepe, 2017; SARB, 2017). 
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Groepe (2017) emphasises the importance of focused analysis on activities (rather 

than firms or technologies), continued collaboration, and the exploration of the most 

appropriate structures in the local context. Effective financial regulation is crucial to 

innovation and the future of success of the financial services industry. There are 

unprecedented opportunities to reform regulation and also create new business in the 

process (Treleaven, 2015). 
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CHAPTER 4 
 

IDENTIFYING DRIVING FORCES FOR DISRUPTIVE INNOVATION 
FUTURES 

 
 
4.1 INTRODUCTION 
 
Chapter 3 provided an insight into the literature and arguments associated with 

disruption, innovation, and regulation. This chapter seeks to deepen that 

understanding by identifying the key factors that have an impact on the future of 

banking in South African. To achieve such insight, a PESTEL (Political, 

Environmental, Social, Technological, Economic, and Legal) analysis will be drawn 

upon. By identifying the drivers for change, the research sought to determine the 

opportunities and restrictions applicable to the South African banking sector in its 

achievement of a desirable future state. 

  

4.2 DRIVERS FOR CHANGE AFFECTING BANKING IN SOUTH AFRICA 
 
Adendorff (2013: 129) notes that the term ‘driver’ can be understood as “the result of 

the transformation in an environment brought on by any natural or human-induced 

factor that directly, or indirectly, causes a change”. A direct driver irrefutably influences 

specific processes, while an indirect driver alters one or more direct drivers to bring 

about change in a circuitous manner (Adendorff, 2013; Carpenter, Bennet and 

Peterson, 2006). It is important to understand that driving forces can be seen as 

uncertain and easily influenced by the swift nature of change, making it much harder 

to anticipate the future (Adendorff, 2013). To counter the uncertainty, it is important for 

researchers to understand and highlight possible paradigm shifts rather than focus on 

specific trends that are popular at present. Adendorff (2013) points out that while there 

is no single right answer for selecting components of driving forces, the driving force 

itself sets a preliminary course for development with the effects ranging from short and 

sharp to long lasting. By ultimately guiding the trends envisaged in each scenario, the 

identification and articulation of appropriate driving forces effectively aids the 

development of scenarios (Adendorff, 2013). 
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Adendorff (2013) notes that driving forces are generally categorised by science and 

technology, economics, demographics, political and social science, with some that 

focus on a particular interest such as the environment or education. In this research, 

however, the drivers of change that have been appropriately identified and further 

analysed were the political, environmental, social, technological, economic and legal 

drivers. 

 
FIGURE 4.1 

DRIVERS OF CHANGE 

 
 (Source: Researcher’s own construction) 
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The study of world politics comprises a broad range of disciplinary and theoretical 
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dynamics have a major influence on the future state of a nation or group of nations. 

The political landscape of the world is currently characterised by a rise in populist 

movements, with Europe and the United States leading the way with democratic voters 

showing the power of mass by driving change in an ordinarily, stale system (Graber, 

2017). The debate on populism, however, is often simplistic with the general media 

frequently providing socio-economic explanations for its rise, discounting the point that 

populist movements often garner support across a variety of classes. It is important to 

critically analyse information about political drivers. Given the nature of politics, it is 

easy to assume an unconscious bias and repeatedly lead oneself down a road of 

reinforced learning. 

 

Robock (1971) explains that government actions are always driven by politics. 

Significant economic decisions are often made by political leaders who often are 

driving an agenda to achieve their own political desires (Adendorff, 2013). Governance 

(whether it is local, national, or regional) relies on the maintenance of values and 

principles that the public hold true (Adendorff, 2013; Hartmann, 2009). Political 

relations between state, civil society and the private sector all heavily depend on 

appropriate governance, even though the purposes of the sectors vary greatly and are 

affected by the priorities and principles of a set social system (Adendorff, 2013; Herbst 

and Mills, 2009). Governance is found within a variety of sectors, including political, 

economic, and administrative sectors; all potentially affecting market efficiency and 

the appreciation of basic rights (Adendorff, 2013). Hartmann (2009) emphasises that 

first-rate governance provides unique opportunities to drive economic development 

and create new opportunities for the improvement of human well-being. 

 

4.3.1 Political Risks as a Driver for Change 

 

In an effort to provide a comprehensive analysis of the political risks affecting South 

African banking futures, it is best to focus on both the macro geopolitical risks and the 

micro-specific risks. Once the risks are fully understood in their own context, the 

impact on the South African banking sector will be noted. 

 

For the purpose of this research, political risk keeps a consistent working definition 

according to Adendorff (2013) and Brink (2017: 1) in that it is understood as “the 
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probability that factors caused or influenced by the (in)action or reactions of 

stakeholders, within a political system to events outside or within a country, will affect 

investment and business climates in such a way that investors will lose money or not 

make as much money as they expected when the initial decision to invest was made”. 

Brink (2017) notes that these factors can be of internal (originating from within the host 

country) or external origin, and potentially posing macro (generic) and/or micro 

(specific) risks. Foreign investment projects are subject to the sovereignty of the host 

country in which they are active and where such projects can enjoy strong and 

enforceable protection mechanisms under laws regarding ownership, stable 

investment codes, tax incentives, guarantees against expropriation and the 

guaranteed unrestricted remittance of profits (Brink, 2017). Geopolitical risks broaden 

the definition to address the existence of risks in relation to politics, diplomacy, conflict, 

crime, and governance on a global scale (Adendorff, 2013; WEF, 2018). 

 

Geopolitical political risks in the recent past have seen populist and identity politics 

amplify risks of economic and financial disorder by upending previously stable 

economic principles and practices, particularly those relating to trade (WEF, 2018). 

While the two countries that have experienced the most disruptive political results 

recently are the United States and the United Kingdom, South Africa holds similar 

possibilities if populist support is garnered from within a disrupted economic climate. 

The United States and the United Kingdom have both entered periods of uncertainty 

and volatility in their external economic relations, where the United Kingdom is in the 

process of leaving the European Union and the United States explores opportunities 

to renegotiate the North American Free Trade Agreement (NAFTA) after already 

withdrawing from the Trans-Pacific Partnership (TPP) (WEF, 2018: 23). The first half 

of 2017 saw a 26% jump in trade actions against G20 partners (WEF, 2018). The risk 

of economic damage is not restricted to trade protectionism – mercantilism and 

unilateralism could trigger wider deterioration of global interconnectedness, including 

reduced investment flows, increased obstacles to cross-border business and 

constraints on labour mobility (WEF, 2018). 

 

The WEF (2018) notes that a backdrop of pronounced geopolitical uncertainty, 

combined with an increasingly transactional approach to interstate relations, increases 

the risk that economic disputes will flare up in the not so distant future. In this regard, 
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it is important to distinguish between; 1) disputes that stem from tensions between 

countries’ economic agendas and policies, and 2) geopolitical tensions (up to and 

including military conflict) that cause disruption to economies and markets (WEF, 

2018). New technologies add a layer of economic vulnerability to geopolitical 

disruptions, with emerging risks of asymmetric economic warfare including potential 

cyber-attacks designed to disrupt critical financial infrastructure (WEF, 2018). 

 

The number of existing political risk factors is large and can range from expropriation 

law, acts of terrorism, the announcement of war, unexpected changes in tax 

regulations and sanctions on sovereigns arising from trade regulations (Adendorff, 

2013; Bremmer and Keat, 2010). Pervasive, entrenched corruption, critical fragile 

states, terrorism, entrenched organised crime, failure of diplomatic conflict resolution 

and widespread illicit trade are all rated a greater likelihood than global governance 

failure. However, their perceived impacts are lower (Adendorff, 2013). The key role 

players associated with political risk are also far-reaching. While it is often presumed 

that executive political groups are the responsible parties in terms of political risk, it 

can often stem from, and manifest in, political pressure groups. Adendorff (2013) notes 

that such political pressure groups are local and/or international non-governmental 

organisations or individuals that have the ability to engage in political action. As a 

result, political pressure groups have the ability to indirectly create and/or drive political 

risk factors. While such groups cannot directly change legislation, they have the ability 

to take action that could directly or indirectly disrupt the business environment 

(Adendorff, 2013; Lindeberg and Mörndal, 2002). Importantly, it is crucial to 

understand that the political environment often operates interdependently, meaning 

that actions taken by one role player may come as a result of actions taken by another 

(Adendorff, 2013; WEF, 2018). 

 

Role players can also operate independently of each other, but ultimately the 

government remains the most important role player in a country’s political environment 

as it implements policies, which in turn shape the business environment (Adendorff, 

2013). A common characteristic of political risk is that it can be interdependent, which 

implies that one form of risk can easily give rise to another (Bremmer and Keat, 2010). 

Adendorff (2013) provides a simple example of such a possibility, noting that 

corruption will change the setup of the business and investment environment. A 
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political risk factor now drives further economic risks (amongst others). Political risks 

can include uncontrollable and unpredictable characteristics while some political risks 

can even be regular, evolutionary and predictable (Adendorff, 2013; Essel, 2012). An 

example would be an increase in the probability of political risk during a national 

election. Political risks can be either intentional or unintentional. An intentional political 

risk factor refers to a political factor that intends to harm a specific individual or group, 

whereas an unintentional political risk factor refers to those risk factors that harm 

individuals or groups without specifically targeting them (Adendorff, 2013; Bremmer 

and Keat, 2010; Essel, 2012). 

 

The world has entered into a new and somewhat unsettling geopolitical phase, where 

multilateral rules-based approaches have been fraying with no sign that norms and 

institutions exist towards which the world’s major powers might converge (WEF, 2018: 

7). This creates new risks and uncertainties such as rising military tensions, economic 

and commercial disruptions, destabilising feedback loops between changing global 

conditions and countries’ domestic political conditions (WEF, 2018: 7). International 

relations have recently become more complex and convoluted, paving the way for a 

new world of political uncertainty. It is ever more important to understand the 

geopolitical and specific risks that face a sovereign state. 

 

4.3.2 The South African Context 

 

The focus on the quality of African governance has become intense in recent years 

with many political analysts arguing that it must improve as a precondition for 

successful broader development (Cilliers, Hughes, and Moyer, 2011). Governance is 

defined as more than a rule of law or the democratisation and the protection of the 

rights of all, regardless of ethnicity, religion, or sex. Governance refers to the efficiency 

and quality of policies, including the ability of governments to limit violent domestic 

conflict and to rapidly improve the general well-being of citizens (Cilliers et al., 2011: 

63). It is useful to view South Africa in terms of its African context as well as in the 

context of it being a developing economy. While South Africa has a relatively sound 

political constitution (in comparison to some African nations), it still shares many 

characteristics with its counterparts on the continent. 
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Political instability in South Africa, as with many other developing economies, has 

strong links to internal and external special interests (Adendorff, 2013; Ong’ayo, 

2008). With no explanation for the under-development of the continent while it sits on 

a substantial amount of natural resources, Adendorff (2013) notes that the western 

influence remains strong as western-based companies seek to exploit the continent’s 

valuable resources for profit. Rodney (1981) believes that previous African 

development has been stunted, halved, and turned back by colonialism without 

offering anything of compensatory value. The profits made have never trickled down 

to the very basic level in developing countries where they could have been used to 

improve living conditions for the populations whose resources were being exploited 

(Adendorff, 2013; Ong’ayo, 2008; Rodney, 1981). While many problems may look to 

be ‘African’, the cause can at times be a result of western-based financial institutions 

whose interference through conditionality, politics and economic policy prescriptions 

contribute to instability in developing countries (Adendorff, 2013; Teunissen, 2005; 

Thoma, 2012; Sindzingre, 2003). On the other hand, however, there are many risk 

factors that remain exclusive of traditional influence and where South Africa’s political 

leaders need to take responsibility for driving the country forward. The introduction of 

democracy has provided a basis for greater accountability of South Africa to its citizens 

(Adendorff, 2013: 214). 

 

Since apartheid, South Africa has made significant progress in building the structures 

of a well-functioning democratic state. The fragmented governance structures that 

were in place during apartheid have been consolidated into a system that is designed 

to serve developmental objectives (Adendorff, 2013; Layman, 2003; Rembe, 2006). 

South Africa has successfully restructured public finances, created an effective tax 

system and built an independent and credible central bank (Adendorff, 2013; Fölscher 

and Cole, 2006; Singleton and Verhoef, 2010; Siswana, 2007). While such 

foundations have been laid, there are still major concerns about the weakness in the 

way some of these structures function, limiting South Africa’s ability to pursue key 

development goals. Uneven performance of the public service is a result of the 

interconnectedness between a complex set of factors, including tension in the political 

administrative interface, instability of the administrative leadership, skills deficits, 

continued erosion of accountability and authority, poor organisational design, and 
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inappropriate staffing with low staff morale (Adendorff, 2013; Grafton, 2010; NDP, 

2011; Schwab, 2017). 

 

In the 2017-2018 Global Competitiveness Report, Schwab (2017: 34) notes that South 

Africa remains one of the most competitive countries in sub-Saharan Africa, being one 

of the region’s most innovative nations during a time when the economy is nearly at a 

standstill in terms of growth. Schwab (2017) emphasises that political uncertainty in 

2017 has decreased the confidence of South African business leaders, noting that, 

while it is still relatively good in the African context, the country’s institutional 

environment, financial markets and goods market efficiency are all rated weaker than 

in the previous survey of 2016. 

 

The Global  Competitiveness Report illustrates that corruption, crime and theft, 

government instability, tax rates and inefficient government bureaucracy are the top 

five problematic factors for doing business in South Africa (Schwab, 2017: 268). All 

five factors can be seen as political drivers for change and can be influenced directly 

through political intervention. 

 
FIGURE 4.2 

MOST PROBLEMATIC FACTORS FOR DOING BUSINESS IN SOUTH AFRICA2 
 
 

 
 

 
(Source: Schwab, 2017: 268) 

 

                                                
2 From the list of factors, respondents to the World Economic Forum's Executive Opinion Survey were asked to 
select the five most problematic factors for doing business in their country and to rank them between 1 (most 
problematic) and 5. The score corresponds to the responses weighted according to their rankings. 

 Weighted ranking 

Weighted score 



 122 

As previously mentioned, political risk factors can be either macro-geopolitical risk 

factors or micro-specific risk factors. Another way of looking at this would be to classify 

the sources of political risk factors as internal or external. Essel and Mostert (2013) do 

exactly this by noting that when political risk factors originate within the country itself 

they are known as internal sources of political risk factors, whereas when political risk 

factors are caused from outside a country they are known as external sources of 

political risk factors. Internal sources of political risk factors may originate from 

government and other pressure groups with examples of such factors being civil wars, 

nationalisation, expropriation and riots (Essel and Mostert, 2013). When political risk 

factors are caused from outside a country, they are referred to as external sources of 

political risk and where international terrorism and war are two prime examples (Essel 

and Mostert, 2013). 

 

Essel and Mostert (2013) go on to further define the sources of political risk between 

government-related versus society-related sources of risk factors. Such a 

classification focuses on who is responsible for causing such political risk. Riots and 

terrorism can be classified as society-related sources of political risk factors as they 

are caused by the society instead of by the government, whereas nationalisation and 

expropriation are considered government-related sources of political risk factors 

(Essel and Mostert, 2013). Lewis (1979) adds to this by noting that government-related 

sources of political risk factors focus predominantly on price and technology controls, 

confiscation, currency inconvertibility, devaluation, tax regulations, repatriation, 

import, employment and operational restrictions. 

 

In an effort to formalise and provide a simplistic view on the state of political risks 

around the world, Marsh (2018) has created an interactive map (illustrated below – 

Figure 4.3). With a score of 59 on the Marsh (2018) political risk index, South Africa 

lags behind some neighbouring countries in Sub-Saharan Africa. Amid the enthusiasm 

around the pro-business developments under President Cyril Ramaphosa’s new 

leadership, investors remain cautious as South Africa still has a highly challenging 

operating environment that presents a number of security threats (Control Risks, 

2018). Heightened political tensions in 2016 and 2017 caused by leadership issues 

within the ruling African National Congress (ANC) raised international business 

concerns about South Africa’s investment environment (Control Risks, 2018). 
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FIGURE 4.3 
POLITICAL RISK MAP 2018 

 
 (Source: Marsh, 2018: 1) 
 

According to Control Risks (2018) a fundamental challenge that South Africa still faces 

is crime, where high rates of violent crime continue to receive extensive coverage in 

international media. Much of the crime is caused by socio-economic factors such as 

income inequality, unemployment and destitution fuelled by a breakdown in social 

networks and exacerbated by the prevalence of migrant labour and high rates of 

HIV/AIDS (Control Risks, 2018). Due to the nature of the underlying causes, it is 

unlikely that any substantial change in the outlook will occur in the near-to-medium 

term. South Africa has numerous political pressure groups, many of which have 

instigated strikes that have brought the country to an economic standstill. Some of the 

notable political pressure groups include, but are not limited to, the Congress of South 

African Trade Unions (COSATU), the South African Communist Party (SACP) and the 

South African Civics Organisation (SANCO) (Adendorff, 2013). As seen in Figure 4.4 

below, protests and marches occur relatively frequently in the major cities – especially 
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in Johannesburg and Pretoria as the country’s economic and political hub is generally 

prone to more labour unrest that other provinces (Control Risks, 2018). 

 
FIGURE 4.4 

NUMBER OF CRIME AND UNREST INCIDENTS IN SOUTH AFRICA (1 JULY 2017 – 1 JULY 2018) 

 
 (Source: Control Risks, 2018: 1) 
 

China is South Africa’s largest trading partner with bilateral trade growing 11.7% to 

US$39.17bn in 2017 and Chinese foreign direct investment (FDI) into South Africa 

reaching US$15.2bn in 2017 (or 19% of total FDI) (Control Risks, 2018). This year, 

2018, marks the 20th anniversary of diplomatic relations between South Africa and 

China, with South Africa being the second-largest recipient of Chinese FDI in sub-

Saharan Africa after Nigeria. Chinese investors were, however, initially concerned with 

the presidential replacement of Jacob Zuma by President Cyril Ramaphosa  in early 
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2018 as it was seen to have a potentially adverse impact on trade relations. Jacob 

Zuma saw China as an alternative investor source and often held a confrontational 

attitude toward the West, while Ramaphosa in contrast is perceived to be close to the 

West and is possibly sceptical about China and the BRIC nations in general (Control 

Risks, 2018). Despite the concerns, the future for relations between China and South 

Africa looks promising. Ramaphosa appears to be avoiding antagonistic relations and 

is focusing on consensus and compromise, with a principal objective of attracting 

investment and growth opportunities, while driving increased transparency and 

responsiveness from his administration. This all aids a strengthened outlook for 

overseas investors beyond the 2019 general elections and into the longer-term future 

(Control Risks, 2018). 

 

While international development discourse considers the state as a crucial 

development actor, a significant discrepancy remains between the official norms of 

the state and public services and the actual practices of political elites and civil 

servants (De Herdt and De Sardan, 2015). It is important to understand that the state 

is expected to develop coherent poverty reduction or development plans, but 

implementation of international guidelines does not always suit the South African 

context. For this reason, the gap between guidelines and actual implementation on 

the ground can be very different (De Herdt and De Sardan, 2015). It is acknowledged 

that many social problems in Africa are rooted in governance issues. It is, however, 

inappropriate to explain such issues by the lack of norms or by the presence of cultural 

norms incompatible with a modern state administration. The landscape of African 

governance is, according to De Herdt and De Sardan (2015), plural and multiform, 

being composed of multiple dimensions (some of them convergent and others 

contradictory). Governance in Africa is a product of a multitude of local, sectorial and 

individual micro-dynamics and innovations where a pluralism of forms of action can be 

taken to solve any one issue. Rogerson (2014) suggests that the concept of local 

economic development (LED) is a viable alternative to traditional top-down 

development strategies and has the ability to promote meaningful economic 

development at the local level. LED provides an opportunity for policy initiatives to 

address the extraordinary divergence in terms of spatial concentration of economic 

growth, which is often attributed to apartheid policies (Rogerson, 2014). The record of 

LED planning in South Africa is generally evaluated as mixed or uneven in terms of 
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performance indicators with much of the success of LED being dependent on an 

environment that is highly fluid at both the international and national level (Nel, Binns, 

and Bek, 2009; Rogerson, 2014). Therefore, the LED framework requires a process 

of constant monitoring and adjustment and with which South Africa currently seems to 

struggle. 

 

While South Africa has managed to institute some innovative (and expensive) social 

transfer programmes to address long-standing disparities, it has done so in the context 

of responsible fiscal and monetary policies, keeping inflation and public debt at an 

appropriate level (Adendorff, 2013; Rodrik, 2001). A political risk that seems ever-

more topical in South Africa is possible large-scale asset redistribution in the form of 

land expropriation. On 31 July 2018, in a late night nation-wide address, President 

Ramaphosa announced the ruling African National Congress’ decision to propose an 

amendment to the South African Constitution to expropriate land without 

compensation (Verwoerd, 2018). While the topic, when fundamentally analysed, was 

primarily driven by a political power-play between an opposition party (the Economic 

Freedom Fighters) and the ruling ANC, it did garner sufficient public attention to 

increase uncertainty and drive further political risk. Driven by an inability of the ANC 

to control the public narrative on the topic, the populist pressure drove President 

Ramaphosa to make the announcement that ultimately seeks to clarify a current 

provision in the Constitution (Verwoerd, 2018). The ANC has always been clear that 

they could expropriate land without compensation, but recent radicalisation of the topic 

by the EFF has seen a misleading rhetoric garner further support and ultimately 

creating uncertainty in the financial markets driven by increased political risk 

(Verwoerd, 2018). To quell any uncertainty, it is important that the President and the 

ruling party take control of the narrative and ensure that it is understood that their 

intention is to reform land on a case-by-case basis, focusing on derelict buildings, 

illegally obtained land, and unproductive farmland and not on expropriating people’s 

homes or productive farmland. While any narrative on land reform often garners strong 

reactions and heightened concerns, the past decade has seen an unprecedented 

increase in the amount of farmland that has been sold or leased through large-scale 

land acquisitions to international commercial investors (IMF, 2018b). With the 

attraction of potentially large future capital gains, much of the land that has been 

acquired by financial investors has been held idle for speculative purposes and where 
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the domestic opportunity costs of these investor strategies are potentially very high 

(IMF, 2018b). 

 

One phenomenon still keeping foreign investors away from African countries and 

endeavouring to make investment incentives and opportunities attractive is not even 

risk as such, but rather uncertainty (Brink, 2017). Interestingly, worldwide financial 

markets have maintained a sanguine outlook while political and geopolitical risk has 

jumped in recent years. Given current market dynamics, it may not be rational for any 

single market participant to price in rising political and geopolitical tensions (WEF, 

2018). However, the concern increases that the world will hit a tipping point where 

market participants will ultimately have to price in these tensions by rushing to protect 

and maintain business during a tumultuous period that affects asset prices, strains the 

resilience of the global financial system and tests whether policy-makers retain the 

power to prevent deep and long-lasting impacts on the real economy (WEF, 2018; 23). 

Increased political risk comes with further sovereign vulnerability. Policies should 

ideally be put in place to address rising debt vulnerabilities. As with any form of 

insurance, sovereign nations should seek to ensure that they are protected in case 

any unforeseen political risk comes to fruition. To ensure a sustainable debt burden, 

policymakers should reduce vulnerabilities related to the structure of their debt and 

attract a stable investor base, including through local bond market development (IMF, 

2018b). It is in the best interest of a country to explore state contingent debt 

instruments that offer protection against unforeseen shocks (IMF, 2018b). 

 

4.3.3 Political Wild Cards 

 

Due to their nature, political risks often evolve over time and start to escalate as 

momentum is gained. Often, this is not seen by the public nor by those individuals who 

are most impacted upon until it is too late to react appropriately. The research and 

development of possible ‘Wild Cards’ are fundamentally important for this very reason. 

Given the South African political landscape, some elaboration is provided on a few 

examples of potential Wild Cards that fall within the scope of the political risk banner. 

 

Firstly, the consideration of systemic xenophobic attacks in South Africa is an 

important Wild Card given the history of xenophobia in South Africa. Post-apartheid 
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South Africa has been subject to many xenophobic incidents, with May 2008 noting 

one of the largest spikes in xenophobic-related violence in the recent past (Charman 

and Piper, 2012; Pillay, Barolsky, Naidoo, Mohlakoana, and Hadland, 2008). May 

2008 saw a sudden rise of xenophobia, leaving 62 people dead after a series of 

attacks originated in Alexandra, Johannesburg (Pillay et al., 2008). With 1400 

suspects arrested in connection to the violence, a year later only 128 individuals were 

convicted with 30 being found not-guilty and 208 cases withdrawn (Pillay et al., 2008). 

Over 200,000 people were displaced during the 2008 xenophobic attacks, highlighting 

the destabilising effect that a particular wave of xenophobia may have (Maharaj, 

2018). There has been a steady increase in the expression of xenophobic sentiments 

at both the level of officials within the state, as well as in popular discourse in the 

country (Maharaj, 2018). It is concerning that South African leaders have not learnt 

from previous mistakes, with the mayor of the City of Johannesburg, Herman 

Mashaba, even noting in 2016 that he wanted foreigners to leave the city as they were 

responsible for crime and violence. The Human Rights Watch World Report made 

reference to the concern that the South African government is yet to approve “the draft 

national action plan to combat racism, racial discrimination, xenophobia and related 

intolerance, or provide a mechanism for justice and accountability for xenophobic 

crimes” (Maharaj, 2018: 1). It is clear that xenophobic rhetoric is still alive in South 

Africa today. Without the appropriate attention, xenophobic violence could once again 

flare up and cause investment-threatening instability. Besides the obvious effect of 

continued disinvestment, systemic xenophobia has the ability to cause a long-lasting 

impact on the level of innovation in the financial services sector with cross-border 

remittances being the first pillar to face the effect of a stifled market. 

 

The next consideration for a potential Wild Card seems to be a major theme in South 

Africa at present; i.e. embedded corruption. While the idea of systemic embedded 

corruption is a complex issue in its own right, the changes in South African political 

dynamics over 2017 and 2018 have brought much of the current issues to light with 

the ‘State Capture Inquiry’ providing public insight into a topic that previously avoided 

public scrutiny. The judicial commission of inquiry into state capture was established 

to inquire, investigate and make recommendations into any and all allegations of state 

capture, corruption and fraud in the public sector (Smit, 2018). The inquiry is set to 

provide colour on the dismissals and appointments of members of the national 
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executive and other office bearers, the procurement of tenders from state-owned 

entities by certain individuals or businesses, the appointment of advisers in the finance 

ministry and whether or not members of the national executive improperly intervened 

in the operations of Gupta-owned businesses (Smit, 2018). While the inquiry deals 

with South Africa’s current dilemma, Lodge (1998) emphasises that widespread 

political corruption has existed in South Africa for a long time and will continue to exist 

as long as the environment remains susceptible to it. Lodge (1998) points out that 

while old habits and predispositions may well have sustained much of the 

administrative corruption after 1994, the expansion of corruption is a consequence of 

change. Since the apartheid era, the simultaneous democratisation and restructuring 

of the South African state has made it very vulnerable to widespread corruption, as 

has the absorption of its leaders into a new political class with recent experience of 

severe poverty (Lodge, 2018). The question now turns to the strength of the political 

structures in South Africa – are these structures more or less vulnerable to widespread 

corruption? If they are more vulnerable, what is the likely impact on the South African 

economy and the private sector? Corruption costs South Africa’s gross domestic 

product at least R27 billion each year (over R700 billion since 1994) with the annual 

loss of 66,000 jobs being a by-product (Shuma, 2018). While the promotion of public 

administration reform, transparency and an ethical judicial system are steps in the right 

direction, South Africa could face lower economic growth, inefficient public investment, 

reduced private and foreign direct investment, reduced entrepreneurial innovation, 

increased inequality and further indirect economic costs if the corruption is not 

addressed appropriately. 

 

A third important Wild Card to focus on is terrorism. South Africa’s commitment to 

fighting terrorism, emerging from its liberation history and constitutional values, 

resulted in the formulation of an official policy on terrorism (Vadi, 2007). After a 

cumbersome and arduous process, the Protection of Constitutional Democracy 

against Terrorist and Related Activities Bill was finally enacted into law in early 2005 

(Vadi, 2007). The act entrenched a firm principle in the rubric of South African society 

that terrorist activity which is committed for the purpose of advancing political, 

religious, ideological or philosophical goals is wholly unacceptable (Vadi, 2007). As 

one looks toward the future, terrorism will take a very different shape to what has been 

experienced in the past. While the country’s national security has undergone a 
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significant change in thinking since 1994, an overwhelming trend across policy 

documents (including the constitution and the most recent Defense Review) illustrates 

how the analysis of human security has been of key importance when understanding 

South Africa’s national security (Griffiths, 2016). More importantly, Griffiths (2016) 

notes that there has been a gradual increase in the acknowledgement of how cyber 

security relates to national security through formal documents such as the Defense 

Review and the National Cyber Security Policy Framework. Cyber attacks can directly 

threaten the state as well as its citizens. In the recent past, South Africa has been one 

of the most targeted countries for cyber attacks due to its weak cyber security 

measures and the issues that it faces in terms of policing the cyber domain as a 

developmental state (Griffiths, 2016; Sutherland, 2017). While the state has been a 

target, major banks and financial institutions as well as individual citizens have 

experienced security breaches. Cyber crime can result in business challenges that 

include the legal liability for the loss of customer data and the consequential fall in 

share prices, as well as the loss in brand value, customer loyalty and any confidential 

business information (Sutherland, 2017). South Africa has been the most attacked 

country in Africa with the estimated cost rising to R5.8 billion in 2015 (Fripp, 2014; 

Sutherland, 2017). The potential Wild Card of a systemic, nation-wide cyber attack 

remains a possibility, where there is the potential for future sovereign disputes to play 

out in the form of national cyber-warfare. Cyber-warfare has the ability to bring key 

national infrastructure and business to a standstill, relinquishing control to the attacker 

and causing long-lasting damage. The WEF (2018) notes that ‘cyber attacks’ are 

placed third on the top-ten list of global risks in terms of likelihood and sixth in terms 

of impact after ‘weapons of mass destruction’, ‘extreme weather events’, ‘natural 

disasters’, ‘failure of climate change mitigation and adaption’ and ‘water crises’. 
 
4.4 ENVIRONMENTAL DRIVERS OF CHANGE 
 

Environmental drivers of change are those that address global environmental risks of 

high concern and refer to variables regarding the physical environment. Such risks 

range from natural disasters to man-made disasters such as irremediable pollution 

and species over-exploitation (Adendorff, 2013). Environmental factors include 

variables such as consumer health, climate change, the availability of energy, or any 

direct consequences of these factors (Bush, 2016). While at face value it may seem 
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hard to appreciate how environmental factors affect business, it is actually quite the 

contrary with examples including the effects on customer willingness to buy a product, 

employee efficiency and resource availability (Bush, 2016). If environmental risks are 

not taken into account when driving innovation and building regulation, the risks have 

the potential to destabilise both economies and societies and thereby potentially 

triggering geopolitical conflict and causing long-lasting damage to vital resources and 

individuals (Adendorff, 2013; Bush, 2016). 

 

WEF (2018) emphasises that four of the top ten global risks are categorised as 

environmental factors, with ‘extreme weather events’ being the most likely to occur 

with the second rated in terms of the largest impact second to ‘weapons of mass 

destruction’. According to the study, ‘natural disasters’ are the second most likely to 

occur, potentially having the third largest impact, while ‘failure of climate change 

mitigation and adaption’ is the fifth most likely to occur and the fourth most impactful 

risk (WEF, 2018). Finally, ‘man-made environmental disasters’ is ranked the seventh 

most likely risk to occur, showing the potential impact that humans (often naively) have 

on themselves (WEF, 2018). Figure 4.5 below reiterates the need for environmental 

factors to be taken seriously as their likelihood and potential impact are on average 

much greater than other risks faced globally today. The truly systemic challenge rests 

in the depth of the interconnectedness that exists both among these environmental 

risks and between them and risks in other categories. 
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FIGURE 4.5 
WEF GLOBAL RISKS LANDSCAPE 2018 

 
(Source: WEF, 2018: 3) 

 

Governments have the responsibility to create and put in place appropriate incentives 

for business and consumers to make choices that can assist and prevent future 

environmental issues (Adendorff 2013; Lee, Kim and Kim, 2018; Laughland and 

Bansal, 2011). Regulatory and investment decisions made today greatly affect the 

future state of the local and global environment. While many long-term developmental 

benefits are only realised in the distant future and are primarily the result of current 

regulatory planning, short-sighted policy decisions taken today may lead to long-

lasting environmental challenges (Adendorff, 2013; Knoll, 2010). The timing for the 

design and implementation of policies will be crucially important in the next decade in 

order to drive toward the best possible environmental future state. The costs of 
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delaying action could be devastating, especially where policy decisions have long-

term and possibly irreversible environmental implications or where it is impossible to 

precisely predict the full extent and character of damage (Adendorff, 2013). As such, 

it is necessary to consider the drivers for change in the South African environment. 

While there are many environmental factors to consider for South Africa specifically, 

a selection of pertinent drivers is detailed below against the global context. 

 

4.4.1 The South African Context 

 

South Africa has a rich endowment of natural resources. As with many other 

developing economies, South Africa hopes to address environmental issues while 

hoping to see its economy grow. However, in the process of economic development, 

while increasing production and improving infrastructure, South Africa would likely 

exploit its resources excessively, resulting in harmful effects in the environment 

(Adendorff, 2013). The South African context is explored further with a focus on the 

following three environmental drivers for change; 1) Environmental policies (including 

climate change and the ‘Green’ agenda), 2) Availability and use of natural resources, 

and 3) Population dynamics. 

 

4.4.1.1 Environmental Policy 

 

In 2017 the growing urgency of acting to halt climate change was demonstrated as 

news broke that emissions of CO2 had risen for the first time in four years and where 

the atmospheric concentrations of CO2 were 403 parts per million, compared with a 

pre-industrial baseline of 280 parts per million (WEF, 2018). The risk that political 

factors may disrupt efforts to mitigate climate change became prevalent in June 2017 

when US President Donald Trump announced that the United States was withdrawing 

from the Paris Climate Accord, a framework backed by every other country in the world 

to reduce climate pollution (De Leon and Ranker, 2018). Other major economies used 

the opportunity to reaffirm their support for the Agreement. The short-sighted decision 

was opposed by more than 550 state legislators from 45 states with a total of over 298 

million constituents, reaffirming that many US businesses, cities, states and 

individuals have pledged to help deliver on the country’s emissions reduction targets 

in lieu of the federal government (De Leon and Ranker, 2018; WEF, 2018). Such sub-
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national and public-private collaboration may become an increasingly important 

means of countering climate change and environmental risks, especially at a time 

when nation-state unilateralism appears to be ascendant (WEF, 2018). In addition to 

the immediate environmental challenges that are faced, there needs to be a more 

acute focus on the potential economic and societal risks that potentially a rise as the 

transition to a low-carbon and environmentally secure world accelerates. Fossil-fuel 

divestment and increased pressure to move toward financial disclosures that quantify 

the transition risks that businesses face are key examples of such changes that need 

to be considered (WEF, 2018). Large-scale labour-market disruptions with enormous 

structural changes at a national level are potential by-products of the move to a ‘green’ 

economy. The policies derived today are more important than ever. 

 

South Africa shares a similar experience to that of other developing economies. 

Developing economies have very different opinions on historical responsibility, the 

priority of emission reduction over development, funding and technical assistance to 

developed countries, maintaining that developing countries should adopt different 

standards from developed ones (Ackerman, 2009; Adendorff, 2013; Ziervogel et. al., 

2014). While discourse continues on the topic, climate change and environmental 

policy remains a key focus for South Africa. The narrative has shifted toward the notion 

that climate change is a developmental challenge rather than just an environmental 

one (Ziervogel et. al., 2014). South Africa’s transition to a greener economy features 

prominently in the long-term development vision of the country and is an integral part 

of the country’s national climate change response strategy (Mohamed, 2018). South 

Africa, as with the rest of the world, has noted an increase in sustainability narratives 

and a reinvigoration of sustainable development discourse, primarily through the Paris 

Agreement on Climate Change and the adoption of the Sustainability Development 

Goals (SDGs) in 2015 that were set by the United Nations Development Programme 

(Mohamed, 2018). 

 

South Africa has made the effort to mainstream environmental sustainability (and 

more recently climate change) through a suite of macro-economic and sector-specific 

policies as well as through a notable increase in environmental investments by both 

the public and private sector (Mohamed, 2018). The change in mindset is vividly 

illustrated in the renewable energy procurement programme, which has seen South 
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Africa emerge as one of the fastest growing renewable energy markets in the world 

(African News Agency, 2018, Mohamed, 2018). The programme has a stimulatory 

effect on the South African financial sector as many of the banks facilitate these 

transactions. April 2018 saw South African Energy Minister, Jeff Radebe, sign 27 

agreements through the procurement programme that represented an investment of 

R57 billion in renewable energy (African News Agency, 2018). Much of the response 

at a national level has been stimulated through the implementation of the 2012 

National  Development Plan, which reframed climate change as a developmental 

issue (Adendorff, 2013; Ziervogel et. al., 2014). Mohamed (2018) provides a 

comprehensive timeline of South Africa’s sustainable development-related policy 

framework. This is presented in Figure 4.6 below. 
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FIGURE 4.6 
A TIMELINE OF SOUTH AFRICA’S SUSTAINABLE DEVELOPMENT-RELATED POLICY FRAMEWORK. 

 
(Source: Mohamed, 2018: 19) 
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Climate change remains a key concern within South Africa as the mean annual 

temperatures have increased by at least 1.5 times the observed global average over 

the last five decades while extreme rainfall events have continued to increase in 

frequency (Ziervogel et. al., 2014). While South Africa arguably has the most 

advanced research, observation, and climate modelling programme on the African 

continent, it is evident that political factors have the potential to disrupt any progress 

(WEF, 2018; Ziervogel et. al., 2014). While South Africa has made significant progress 

in understanding the impact of climate change as well as implementing and evaluating 

appropriate adaptive responses, there are two areas that still need substantial work. 

These are; 1) Inadequate impact assessment and the quantification of the 

socioeconomic costs of climate change, and, 2) The institutional challenges that make 

it difficult for organisations in both the private and public sectors to work and 

collaborate effectively to meet the country’s adaption needs (Ziervogel et. al., 2014). 

While there is much progress still to be made, South Africa has made the initial steps 

in laying the foundation toward strong environmental policies. South Africa’s execution 

of the renewable energy procurement programme and all the complexities that come 

with it will be a key focus in determining whether the country can keep up with 

international trends and best practice. Environmental policy requires forward-looking 

decision-making that combines scientific research with technical innovation, the 

leveraging off of social organisation and political debate to align competing value 

systems. 

 

4.4.1.2 Natural Resources 

 

Natural resources, as a driver for change, focuses on the physical environment of a 

business or sector. Most businesses and corporations rely on natural resources for 

their major raw materials. While the South African financial sector may not directly use 

most of the raw materials that are produced in South Africa, they do provide funding, 

investment opportunities and other financial services associated with the local 

companies that do. Any impact on South Africa’s natural resources indirectly impacts 

upon the banking sector in a significant manner. Badeeb and Lean (2017) argue that 

a well-structured and effective banking sector can weaken the negative link between 

natural resource dependence and productivity. Saborowski (2009) argues that a key 

merit of a strong banking sector is the effect it has in providing low-cost information 
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about investment opportunities and which in turn improves the efficient allocation of 

resources and allows investors to monitor their investments better. Many countries in 

Africa and the Middle East are rich in oil and other natural resources, while their 

citizens experience low per capita income and a low quality of life (Badeeb and Lean, 

2017). This phenomenon is known as the ‘natural resource curse’ and refers to the 

paradox that countries that heavily depend on natural resources, such as oil, natural 

gas and minerals (such as South Africa), tend to have lower economic growth and 

worse development outcomes compared to countries with fewer natural resources 

(Auty, 1993; Badeeb and Lean, 2017). 

 

By analysing the theoretical, contradictory predictions for financial development in 

resource rich countries it is easy to appreciate arguments from both ends of the 

spectrum. On the one hand, it is understandable to believe that resource wealth has 

a positive impact on the financial sector where higher natural resource rents can result 

in higher deposit funding for a country’s banking system if they are saved domestically 

(in turn leading to a potentially higher loan demand and a deepened financial system) 

(Beck and Poelhekke, 2017). However, there are also counter-arguments for the 

negative impact of resource wealth. These include; 1) Windfall gains can lead to a shift 

in wealth out of the domestic financial system and into foreign investment conduits, 

offshore sovereign wealth funds and into non-financial wealth, 2) The sector may 

suffer as natural resource rents lead to more resource extraction that crowds out the 

non-resource sector and lowers demand for external finance, and 3) The dependence 

of the financial system to function on sound institutional frameworks has the ability to 

hamper financial market development in countries where natural resource abundance 

undermines institutional development (Badeeb and Lean, 2017; Beck and Poelhekke, 

2017). 

 

South Africa has a rich endowment of natural resources with some of the world’s 

largest and most substantial mineral deposits (Adendorff, 2013; Davis, 2009). The 

extraction of minerals is a resource intensive activity that requires substantial funding. 

The mining sector continues to account for a large bulk of foreign direct investment for 

South Africa but recent years have been characterised by persistently low international 

demand for its commodities (Schwab, 2017). In a resource-based country like South 

Africa what is key to higher productivity is, therefore, the focus on strengthening the 
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role of the banking sector to financial intermediaries by boosting the confidence in the 

banking system and any associated reforms (Badeeb and Lean, 2017). The South 

African government should seek to play a more proactive role in encouraging credit 

that enables the financial sector to play a more efficient intermediary role in mobilising 

domestic savings and channelling them to private productive investment across 

economic sectors (Badeeb and Lean, 2017). The South African government would 

need to provide a variety of incentives to the financial sector to encourage long-term 

loans that are directed at greater involvement in efficient investment activities. The 

efficiency of such investments is expected to support economic diversification efforts 

that reduce the dependency on natural resources. If the financial sector is to fulfil its 

key role in intermediating society’s savings for the benefit of long-term inclusive 

growth, then it is imperative that resource rich countries such as South Africa maintain 

a powerful policy of institution building and regulatory reform (Beck and Poelhekke, 

2017). 

 

4.4.1.3 Population Dynamics 

 

Human population growth has a large influence on long-term patterns of land use, 

which is a major force behind environmental changes. With a specific focus on the 

banking sector, Allen, Carletti, Cull, Qian, Senbet  and Valenzuela (2014) and Aluko 

and Ajayi (2018) find that population density is more crucial for banking sector 

development in Sub-Saharan African countries than in other parts of the world, arguing 

that a low population density in some African countries is the reason for a less 

developed banking sector. Human capital has a direct impact on institutional 

development and economic development, where human capital is positively correlated 

to population density (Aluko and Ajayi, 2018; Meisenberg and Lynn, 2011; 

Meisenberg, 2012). 

 

Most countries in the world will experience major changes in population dynamics over 

the next few decades. Adendorff (2013) emphasises that the majority of population 

increases in developing economies will be in urban areas. Over 90% of the world’s 

population live in areas with levels of air pollution that exceed the guidelines given by 

the World Health Organisation (WEF, 2018: 13). Deaths are highly concentrated in 

low- and middle-income countries where health problems caused by pollution 
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exacerbate strains on already stretched health systems and public finances (WEF, 

2018: 13). A healthy society provides the basis for a well-functioning economy. The 

development agenda for a society is defined by the social structures pertaining to a 

specific community or location and the ability it has to drive positive behavioural 

change (Oberholster, 2017). The health status and level of education of a population 

directly impacts workforce productivity and the availability of labour employment 

(Oberholster, 2017). 

 

High population growth is a growing concern around the world and poses a significant 

challenge to many economies (Adendorff, 2013; Obere, Thuku, and Gachanja, 2013; 

Oberholster, 2017). While many developing economies face challenges around an 

increasing population, many European countries are experiencing low birth rates that 

result in a shrinking population as well as an ageing one at the same time (Berlemann, 

Oestmann, and Thum, 2014). Berlemann et. al. (2014) find that the effects of 

population ageing partially offsets the impact of shrinking customer bases for the 

banking sector. Economists are torn between three schools of thought. These are; 1) 

Robert Malthus’ theory that a population increase is detrimental to a country’s 

economy due to a variety of problems caused by the growth (such as resource 

pressures), 2) Population growth stimulates an economy by driving economic growth 

and development, and 3) Economic growth is not impacted upon by any changes in 

the population dynamics (Malthus, 1888; Obere et al., 2013). Obere et al. (2013), 

however, conclude that in an African context population growth promotes economic 

growth and subsequently economic development, resulting in deepened financial 

markets and a stronger financial system. To strengthen economic development as 

well as the banking sector it is, therefore, imperative for decision-makers to focus on 

providing a carefully planned population growth strategy for South Africa that is 

coupled with institutional and policy changes. 

 

4.4.2 Environmental Wild Cards 

 

Due to the nature of environmental Wild Cards, any extreme scenario associated with 

environmental risk factors will have a direct effect on a society and its individuals 

(Rohat and Swart, 2017; Takala and Heino, 2017). As environmental risk factors have 

the ability to cause physical damage to the environment, they are becoming highly 
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observable and can generate intensified public reaction or even panic. In this regard, 

three possible Wild Cards are briefly considered here; 1) Extreme population growth, 

2) Failure to appropriately plan for climate change, and 3) Over-exploitation of South 

African natural resources. 

 

The first Wild Card sees the South African government devastatingly failing to plan 

appropriately for population growth and, in doing so, it cannot provide basic service 

delivery for a large percentage of the South African public. The mismanagement 

causes mass migration toward larger cities that results in overpopulation and the 

deterioration of infrastructure and the built environment. High structural unemployment 

or underemployment is a by-product of rapid population growth, where a sustained 

high level of unemployment or underutilisation of the productive capacity of the 

employed population becomes evident (WEF, 2018). Large-scale activities outside the 

legal framework increase, such as illicit financial flows, tax evasion, human-trafficking, 

counterfeiting and/or organised crime that undermines social interactions, regional 

and international collaboration and economic growth (WEF, 2018). Urban planning 

fails as poorly planned cities and the associated failing infrastructure create social, 

environmental and health challenges. The backlash from the public sees national 

government fail to govern appropriately during a time of political deadlock that sees a 

potential state collapse or crisis. Inadequate, unaffordable, or unreliable access to 

appropriate quantities and quality of food on a national scale causes further decline, 

with profound social instability (WEF, 2018). 

 

The second Wild Card sees South Africa failing to appropriately manage and plan for 

climate change, pulling out of the Paris Climate Accord and losing credibility in the 

global development community. Government, therefore, fails to effectively enforce and 

enact measures to mitigate climate change in time and protect populations and 

businesses impacted upon by climate change and to adapt quickly enough. 

Importantly, the effects of failing to appropriately manage and plan for climate change 

starts with an increase in extreme weather events which sees substantial damage 

done to property, national infrastructure and irreplaceable assets with the potential 

loss of human life (WEF, 2018: 60). Human displacement and weather-related events 

become very costly and the financial sector is heavily impacted upon as a result (WEF, 

2018). While many of the outcomes from the previous Wild Card play out in a similar 
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fashion, there was also the effect of an international outcry against South Africa as it 

decided to remove itself from the Paris Climate Accord (De Leon and Ranker, 2018). 

The result is potential, self-inflicted international isolation with trade-wars ensuing and 

international protests against South African policy. As with many developing 

economies, South Africa would still be likely to depend on coal as a primary source of 

energy for decades to come. However, the impact on air quality and public anger about 

pollution would be a greatly limiting factor (McGrath, 2017). Further effects would be 

felt in terms of innovation, where South Africa is no longer pushed to meet certain 

targets and, therefore, is less driven to innovate at the same rate (Pappas, 2017). 

 

Over-exploitation sees South African natural resources becoming depleted, causing a 

direct loss of jobs and business in entire sectors. Rohat and Swart (2017) emphasise 

the downstream effects of natural resource depletion in driving a substantial and 

sudden increase in the competition for resources and leading to the migration of the 

South African populous toward resource rich areas and an increase in the 

environmental degradation and pollution. As natural resource depletion takes shape, 

major biodiversity loss and ecosystem collapse occurs, while further economic 

inequalities are realised with much greater disparities developing between various 

regions (Mittal and Gupta, 2015; Rohat and Swart, 2017; WEF, 2018). Significant price 

increases occur with economic pressures weighing heavily on the resource-dependent 

industries and consumers. Over-exploitation drives irreversible consequences for the 

environment that result in severely depleted resources for individuals and industries 

in South Africa. 

 
 
4.5 SOCIAL DRIVERS OF CHANGE 
 

Societal drivers of change address trends and uncertainties in population dynamics 

as well as social stability and human survival, driving a further understanding of the 

determinants of cultural trends, demographics and various population analytics 

(Adendorff, 2013; Bush, 2016). The risks associated with such drivers, therefore, place 

in question the stability of a civilisation and the associated well-being of that 

population. The National Academies of Sciences, Engineering, and Medicine (2017) 

classify social drivers into five broad domains that consist of socioeconomic position 
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(SEP) (race, ethnicity, cultural context), gender, social relationships, and finally 

residential and community context. In order to appreciate the social risks that South 

Africa is facing and how such risks affect the banking sector, it is important to fully 

understand each of the broad domains. Each domain is discussed in more detail 

before analysing certain social factors in the South African context and finally 

reviewing possible social Wild Cards. Importantly, much of the United Nations 

Development Programme’s seventeen Sustainable Development Goals (SDGs) focus 

on social factors. Poverty, quality education, gender equality, health, reduced 

inequalities and peace and justice constitute some of the key development goals that 

are associated with social drivers of change (UNDP, 2018). The SDGs came into effect 

in January 2016 and will continue to guide international policy and funding until 2030 

(UNDP, 2018). 

 

The first social domain under consideration is ones ‘socioeconomic position’. The 

socioeconomic position is an indicator of an individual’s absolute and relative position 

in a society’s stratification system, capturing the understanding of a combination of 

access to material and social resources as well as relative status, i.e. prestige- or rank-

related characteristics (Krieger, Williams and Moss, 1997; National Academies of 

Sciences, Engineering, and Medicine, 2017). Socioeconomic position is often 

measured through social factors such as income and wealth, education and 

occupation (including previous occupational history and status of employment) 

(Braveman et. al., 2005; Krieger et. al., 1997; Lynch and Kaplan, 2000; National 

Academies of Sciences, Engineering, and Medicine, 2017). Lianos (2017) emphasises 

that the dynamics of changing socioeconomic positions within a country have the 

ability to cause disruptions to political, economic and general social factors. In 

reference to a general shrinking upper class in many societies, combined with a 

growing middle class, Lianos (2017) notes that many individuals and groups of 

individuals are caught in a social, ethnic, racial and identity struggle, while losing the 

privilege of being represented in a bi-partisan system. General calls for pluralism are 

being brought to life so as to politically express the concern with such social changes. 

The lower strata withdraw from adhering to power and achievement values, while the 

powerful upper echelon remain aspirational and drive to further improve their position 

in society (Lianos, 2017). The regression toward traditionalism always looms when 

upper socioeconomic mobility proves difficult. Not only does the socioeconomic 
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dynamics of a nation cause concern in the political domain but also in the economic 

and financial sector. Banks have the difficulty of providing products and services to 

the entire range of socioeconomic positions of a population, seeking to drive increased 

financial inclusion for the lower strata who have a disparate opportunity of access to 

financial services. 

 

The next social domain focuses on ‘race, ethnicity and community context’. Race and 

ethnicity are another factor of a society’s stratification system by which resources, risks 

and rewards are distributed; often presenting social disadvantages to individuals in 

certain racial or ethnic categories (National Academies of Sciences, Engineering, and 

Medicine, 2017). Such categorisation has an effect on access to social institutions and 

rewards, behavioural norms and other sociocultural factors, inequality and injustice in 

the distribution of power, status and material resources, as well as on potential 

psychosocial exposure in the form of discrimination (National Academies of Sciences, 

Engineering, and Medicine, 2017). Regulatory bodies play an important role in driving 

transformation, de-racialisation and social inequality in the financial sector. The 

Department of National Treasury notes that access to finance and financial services 

are key in achieving social transformation where financial intermediaries play a 

fundamental role that needs to be conducted in an appropriate manner with a focus 

on treating customers fairly, with access and financial inclusion, procurement and 

empowerment, employment equity and skills development, as well as general socio-

economic development that addresses disparities based on race and ethnicity (RSA, 

2017). 

 

The third domain is ‘gender’, which is a term that broadly captures the social 

dimensions of gender differences. Gender minorities may experience differences in 

treatment, often being exposed to stigma, discrimination, violence based on possible 

non-normative identity and barriers to access of opportunity and inclusion (National 

Academies of Sciences, Engineering, and Medicine, 2017). As with the other domains, 

the financial sector has a necessary responsibility in promoting gender equality. 

 

‘Social relationships’ represents another important social risk factor and is the next 

domain discussed. It is commonly understood that there are many dimensions of 

social relationships, which ultimately (when exposed to certain social networks) can 
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provide access to resources, provide emotional support and improve general health 

and well-being (Berkman and Glass, 2000; Cohen, 2004; Eng, Rimm, Fitzmaurice and 

Kawachi, 2002; House, Landis and Umberson, 1988; National Academies of 

Sciences, Engineering, and Medicine, 2017). Social isolation and loneliness, as 

expected, have a detrimental effect on individuals and societies. Social support is a 

key function of social relationships and which includes the provision of emotional and 

appraisal support through caring and concern as well as tangible instrumental and 

informational support such as the provision of material or other practical support 

(National Academies of Sciences, Engineering, and Medicine, 2017). The RSA (2017) 

emphasises that inclusive growth and broad-based benefits aid transformation and 

ultimately help domestic financial institutions to grow. Social relationships and support 

structures are essential in achieving such inclusivity. 

 

The final social domain refers to the term ‘community context’. Residential and 

community context refers to a set of broadly defined characteristics of residential 

environments that include physical environments (such as housing, transportation 

options, proximity to services) as well as social environments (such as safety and 

violence, social disorder, presence of social organisations, social cohesion) (Diez 

Roux and Mair, 2010; National Academies of Sciences, Engineering, and Medicine, 

2017). Community context also has a focus on policies, infrastructural resources and 

opportunity structures that influence the everyday lives of individuals in a society. 

 

4.5.1 The South African Context 

 

While the previous discussion provides a somewhat comprehensive view of a range 

of social drivers that any society could face, it is necessary to understand how certain 

prominent social risks affect South Africa and, furthermore, the local banking sector. 

Schwab (2017) introduces the Inclusive Development Index (IDI), which was 

developed by the World Economic Forum in 2017 and attempts to benchmark the 

socioeconomic development of countries in a manner that provides a more 

appropriate view for inclusive economic progress. Schwab (2017)  highlights that the 

IDI ranks countries based on 12 key performance indicators of inclusive development. 

Notably, South Africa has not ranked well in terms of social inclusion according to the 

IDI and is considered as one of the poorer performing countries worldwide (Schwab, 
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2017). In this study, South Africa is further examined in terms of certain key social 

factors that include its race dynamics, education, poverty and unemployment levels, 

rural development, crime rate, labour equality and its propensity for protection of 

human rights against social injustices. Before proceeding, it is important to note that, 

by any measure, South Africa is one of the most unequal countries in the world and 

that inequality has increased since the end of apartheid in 1994 (World Bank, 2018). 

 

4.5.1.1 Race and Ethnicity 

 

Racial disparities are still prominent in South Africa’s labour market, an enduring 

legacy of  apartheid that affects the ability to find a job or achieve equal wages once 

employed (World Bank, 2018). In a recent study however, the South African Institute 

of Race Relations noted that there has been a markable improvement in race-related 

issues in the country, with 77% of black respondents saying that they had not 

personally experienced racism (Times Live, 2018). The study found that relations 

between South Africans of different races are mainly positive, with an overwhelming 

majority believing that “the different races need each other for progress and there 

should be equal opportunities for all” (Times Live, 2018). The report provided for 

further useful insights in understanding South Africa’s current views on race issues. 

Sixty-three percent of black South Africans felt that race relations had improved since 

1994, while 80% of all respondents agreed that better education and more jobs would 

in time help dissolve present differences between race groups (Times Live, 2018). 

More than two-thirds of the respondents agreed that the focus on hiring should be 

based on merit, rather than race, with 62% of black respondents endorsing this view 

(Times Live, 2018). 

 

It is often alleged that the South African economy is no more inclusive that it was at 

the end of apartheid, but data on employment and employment equity provide for a 

different rhetoric (Leepile, 2018). Broad-Based Black Economic Empowerment (B-

BBEE) policies aim to redress past imbalances and broaden economic access to 

members of historically disadvantaged communities in order to facilitate 

socioeconomic transformation (World Bank, 2018). The policies allow companies to 

gain credits if they have a certain percentage of black ownership and participate in the 

supply chain with companies that comply with the policies. The proportion of executive 
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management jobs held by black people has increased almost fivefold since 1994 

(Leepile, 2018). Activists argue that more should be done and where a cursory 

examination of unemployment and poverty statistics provide further acknowledgement 

that socio-economic empowerment and economic access remain key policy priorities. 

However, Leepile (2018) emphasises that great progress has been made and that the 

more dire assessments that ‘nothing has changed’ are nothing more than false and 

misleading. 

 

4.5.1.2 Education 

 

Adendorff (2013) affirms the important role that education plays in reducing 

disadvantages such as child labour, gender equality and the protection of human 

rights. The promotion of national literacy is key, where important skills such as reading 

and writing are fundamental for national development. While the positive effects of 

education can be seen in nutrition, health, population control, productivity and 

entrepreneurial activity, it acts in a manner in which individuals can reconstruct and 

sustain livelihoods in order to contribute towards nation building (Adendorff, 2013; 

Hymel et. al., 2011; Kargbo, 2004). Over the next decade it is believed that illiteracy 

rates will drop significantly. South Africa has fairly high adult literacy rates with 88.9% 

of adult males and 87.2% of adult females currently being considered to be literate 

(Adendorff, 2013). Accelerating technological advancement complicates social drivers 

of change, requiring major improvements to education systems (WEF, 2018). 

 

Despite extremely high, and rising, unemployment, skilled labour is difficult to find in 

most skilled and professional segments of South Africa’s economy due to the poor 

state of the public education system (World Bank, 2018). Education has a strong 

influence on the probability of labour market participation. Low-income families lack 

easy access to credit markets and incur relatively high costs of educating their 

children. This serves as a major barrier to getting sufficient education to participate 

actively in the semi-skilled and skilled labour market (World Bank, 2018). The private 

sector plays a prominent role in tackling unemployment in developing economies by 

educating and equipping individuals with marketable skills (WEF, 2018). Often, such 

education takes the form of apprenticeships and vocational training. 
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4.5.1.3 Poverty and Unemployment 

 

As a developing economy, South Africa has struggled with issues associated with 

poverty for a long time. From the onset of democracy in 1994, reducing poverty and 

inequality has been a key focus of South Africa’s development policies and 

programmes with the implementation of the Reconstruction and Development 

Programme (RDP) as well as the current National Development Plan: Vision 2030 

(NDP) (World Bank, 2018). While significant progress has been made since 1994, 

South Africa continues to face difficult challenges associated with high poverty, high 

inequality and high unemployment (StatsSA, 2018; Trading Economics, 2018a; World 

Bank, 2018). The unemployment rate in South Africa increased to 27.2% in the second 

quarter of 2018 from 26.7% in the first quarter of 2018, with the average 

unemployment rate sitting at 25.6% between 2000 and 2018 (StatsSA, 2018; Trading 

Economics, 2018a). 

 
FIGURE 4.7 

SOUTH AFRICAN UNEMPLOYMENT RATE (%) 

 
(Source: Trading Economics, 2018a) 

 

The World Bank (2018) notes that relatively high and consistent economic growth, 

following the end of apartheid in 1994 up to 2011, aided local poverty reduction. 

Economic growth prospects have slowed significantly recently, placing strain on South 

Africa’s ability to generate sufficient jobs, curb the high unemployment rate, as well as 

reduce the resulting poverty rates. Nearly half of the South African population is 

considered chronically poor with the size of the middle class in South Africa being 

considerably smaller than other countries (World Bank, 2018). 
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The South African government is targeting to cut unemployment by at least half to a 

maximum of 14% by 2020, a goal that is far from achievable given modest gains made 

in the recent past (World Bank, 2018). The banking sector has the potential to greatly 

assist in improving poverty levels through financial technology and financial inclusion. 

Increased saving, access to credit, financial risk management, and access to digital 

payments all have a direct impact on the ability of individuals to earn, save and build 

financially stable livelihoods (Demirguc-Kunt, Klapper, Singer, Ansar and Hess, 2018). 

The WEF (2018), however, notes that there are potential unemployment risks 

associated with technological advancements, where current patterns of innovation 

may threaten the viability of long-established paths to development. 

 

4.5.1.4 Rural Development 

 

According to 2010 data, approximately 61.7% of the South African population lives in 

urban areas (Adendorff, 2013). Rural areas present unique challenges related to 

health care access as a result of availability and distance to health care resources and 

where the presence of increased risks from environmental hazards such as rural 

industries  cause further harm (National Academies of Sciences, Engineering, and 

Medicine, 2017). The World Bank (2018) emphasises that location is important, with 

people living in urban areas having better prospects of getting a job or finding formal 

employment. While provincial differences exist, the implications associated with travel 

costs can be burdensome and greatly limiting. Underdeveloped transport, high costs 

of commuting and crime makes searching for a job, or the ability to relocate, far more 

difficult (World Bank, 2018). Poverty is consistently higher among South Africans living 

in rural areas than for those who live in urban areas, with the gap between rural and 

urban poverty rates averaging around 40% (World Bank, 2018). In rural areas, 65.4% 

of the population live below the poverty line while the urban population sees 25.4% of 

the population experiencing such poverty (World Bank, 2018). 

 

The South African Department of Rural Development and Land Reform has a mission 

to initiate, facilitate, coordinate, catalyse and implement an integrated rural 

development programme (RSA, 2018). A major feature of the department is to 

introduce and implement the Comprehensive Rural Development Programme (CRDP) 
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that has a core focus on a development strategy towards 2019 linked to land and 

agrarian reform as well as to food security (RSA, 2018). The CRDP has been 

developed to align closely with the National Development Plan: Vision 2030, where 

the programme is premised on a proactive participatory community-based planning 

approach that includes: 

 

Social mobilisation of rural communities to take part in development initiatives, 

establishing community structures where they do not exist, organising them to 

engage with local opportunities, mobilising stakeholders to support community 

empowerment and skills development initiatives, empowering communities to 

be self-reliant and take charge of their destiny through leadership training, 

social facilitation for socio-economic independence and wealth creation and 

productive use of assets. 

(RSA, 2018) 

 

The World Bank (2018) notes that in rural areas the income from social grants was 

the largest contributor to a reducing poverty gap. This highlights the success of social 

assistance programmes that target poor residents in rural areas. It is emphasised that 

consultation and alignment of rural development strategies does not only happen at 

the national and provincial level, but more importantly with the local government as 

custodians of the space in which development takes place (RSA, 2018). Marulkar 

(2011) notes that the banking sector plays a large role in rural development, 

highlighting that the dismal credit flow to the rural and agricultural sectors has resulted 

in financial exclusion of the rural masses. The banking sector has great potential to 

boost rural development through innovation, broadened reach, the promotion of micro-

enterprises and through providing skills development and know-how (Marulkar, 2011). 

Financial inclusion proves to have many potential development benefits for rural 

communities where the use of digital financial services (including mobile money 

services, payment cards and other financial technology) stimulates financial inclusion 

possibilities after careful attention to local needs (Demirguc-Kunt et. al., 2018). The 

benefits of financial inclusion are wide-ranging with rural communities now having 

access to the transfer and storage of funds through the use of mobile phones, thereby 

improving income earning potential, increasing savings and reducing poverty 

(Demirguc-Kunt et. al., 2018). 
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4.5.1.5 Crime 

 

South Africa possesses some of the highest reported crime statistics in the world, with 

many socio-economic factors playing a large influence in understanding the incidence 

of crime (Bhorat, Thornton, and Zee, 2017). Such influences include the 

unemployment and income levels, as well as the prevalence of income inequality in a 

society. Leepile (2018) affirms that crime in South Africa continues to occur at 

extraordinary levels and it takes a large toll on society. However, there are still 

positives to be drawn in the statistic that shows South Africa’s murder rate halving 

during the democratic era. South Africa’s economic growth will continue to be 

constrained under the influence of a high crime rate (Adendorff, 2013; Essel, 2012).  

 

While the resulting impact is often economic by nature, crime can take many forms 

such as illicit financial flows, tax evasion, human trafficking, counterfeiting and/or 

organised crime that undermines social interactions, regional or international 

collaboration and global growth (WEF, 2018). Schwab (2017) notes that the most 

problematic factor for doing business in South Africa remains corruption with the 

business costs of crime and violence as well as organised crime ranking among the 

worst in the world (rated 133 and 122 respectively out of 137 countries surveyed by 

the World Economic Forum). Demirguc-Kunt et. al. (2018) point out that FinTech 

provides a real opportunity for enhancing security processes (such as the security of 

payments) and thus lowering the incidence of associated crime. Disbursing payments 

through digital channels rather than through cash transactions provides more 

transparency and reduces corruption. With a predominant focus on financial crime, 

the South African banking sector plays a large role in defining the future landscape for 

local and international organised crime. 

 

4.5.1.6 Labour Equality 

 

A polarised labour market results in high wage inequality with low intergenerational 

mobility serving as a barrier to inequality reduction (World Bank, 2018). Across 

generations, the earning mobility prospects tend to be weaker in countries with high 

income inequality (OECD, 2018). With South Africa being one of the most unequal 
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societies in the world, it is understandable that it could take up to nine generations for 

the child of a poor family to reach the average income level (OECD, 2018). Labour 

market institutions and rigid regulatory environments contribute to high levels of 

unemployment and wage disparities (World Bank, 2018). 

 

SAICA (2018a) clarifies that South Africa’s Employment Equity Act of 1998 has the 

purpose of achieving: 

 

Equity in the workplace by promoting equal opportunity and fair treatment in 

employment through elimination of unfair discrimination and implementing 

affirmative action measures to redress the disadvantages in employment 

experienced by designated groups, in order to ensure equitable representation 

in all occupational categories and levels in the workforce. 

SAICA (2018a: 1) 

 

Leepile (2018) highlights that the number of black people with a job in South Africa 

has increased from 4.9 million in 1994 to over 12 million in 2017. The Employment 

Equity Act does not only focus on addressing racial or gender-based biases, but 

discrimination against any designated group. For example, although there is an 

increased amount of female participation in South Africa’s economy, women still find 

it harder to find a job and, on average, earn less than men when they do (World Bank, 

2018). Union membership is integral in the structure of the South African economy, 

with unions playing an important socio-political role in driving labour market equality. 

With a strong political influence, South Africa’s labour unions have instigated strikes 

in the past that have seen key parts of the economy come to a standstill (Adendorff, 

2013; Essel, 2012). 

 

4.5.1.7 Human Rights and Social Injustices 

 

Appleyard (2001) points out that under the Universal Declaration of Human Rights, 

human rights are universal (they apply everywhere), indivisible (political and civil rights 

cannot be separated from social and cultural rights) and inalienable (they cannot be 

denied to any human beings). South Africa prides itself as having one of the most 

progressive constitutions in the world, with the Bill of Rights guaranteeing a host of 
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basic political, cultural and socio-economic rights to all residents of the country (Crush, 

2001). 

 

Since the end of apartheid, the South African government has progressively expanded 

its spending on the social wage which seeks to address poverty and inequality, while 

maintaining sound fiscal indicators (World Bank, 2018). Further expansion of social 

grants during the present period of low economic growth (a technical recession) and 

a slowing tax revenue pose many challenges to fiscal sustainability. With South Africa 

(controversially) announcing that it would be leaving the International Criminal Court 

(ICC) in 2016, a clear message was sent about the ideals and values that the decision-

makers of the country hold. It has been highlighted that the ICC is not only a justice 

mechanism but it also serves as a voice for victims and, most importantly, it serves as 

a deterrent for future human rights abuses (Pillay, Goldstone, and Kersten, 2018). 

These institutions of accountability, are therefore, essential in protecting the human 

rights of people globally, including those on the African continent (Pillay et. al., 2018). 

 

4.5.2 Social Wild Cards 

 

The Wild Cards associated with social factors are particularly hard-hitting as any 

stimulation of social risks has the potential to drive further inequality and socio-

economic disruption. After the previous discussion, it is easy to see that social drivers 

of change can be far-reaching. In the South African context, this research study 

focused on one specific potential Wild Card - the South African education system 

systemically failing by 2055. There are many possible Wild Cards associated with 

social factors, but the issue surrounding education seems to be one of the most 

prevalent at present, sending a weak signal for what could potentially be the 

occurrence of a catastrophic Wild Card event. 

 

The Wild Card focuses on the systemic failure of South Africa’s national education 

system by 2055. Education is crucially important and plays a major role in reducing 

inequality. Due to the rate of technological advancement, education systems may 

struggle to keep up with appropriate standards (WEF, 2018). As development 

continues any form of education requires constant review and would likely need to 

take on major improvements in order to appropriately educate the future work-force 
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(WEF, 2018). This Wild Card scenario sees South Africa falling behind in terms of 

development, where the local government fails to provide appropriate education to the 

youth of the nation. While there is a complete break-down in terms of basic education 

that builds the skills needed for success in the future world of work, government-run 

internships and apprenticeships also become severely strained, leaving only a small 

number of corporates trying to promote wide-spread education initiatives. 

 

The scenario sees equality and access to appropriate education becoming a 

widespread issue, far worse than the ‘fees must fall’ protests that shook the country 

during 2015 and 2016 (Cox, 2018; Khan, 2018). While the 2015 ‘fees must fall’ 

movement cost local government more than R786-million, it brought many issues to 

light (such as social transformation, as well as socio-economic and racial inequality) 

(Khan, 2018). The ‘fees must fall’ movement acts as a weak signal for a potentially 

larger wild card; a nation-wide protest at all education levels that could bring the 

economy to a standstill and stifle the learning capacity for generations to come. Private 

institutions would be able to carry on somewhat unharmed while those affected the 

most would be the very people that need a strong and stable education system to 

promote social equality. Inequality becomes further entrenched in the South African 

education system while the rest of the world moves forward in educating society to 

appropriately adapt to the fourth industrial revolution. Poorly maintained funding 

programmes, outdated curriculums and the way in which success is measured all drive 

the potential for such a scenario to take place (Cox, 2018). Technology is actively 

transforming the world today, and will continue to do so, whether traditional education 

systems are ready for it or not (Milanesi, 2017). National education and government 

needs to acknowledge that the skills that are so relevant for today’s jobs will no longer 

be as relevant for the jobs of the future where policy, funding and support needs to be 

directed towards the promotion of skills development and education equality to adapt 

to the future education landscape (Milanesi, 2017). 

 

4.6 TECHNOLOGICAL DRIVERS OF CHANGE 
 

Technological drivers pertain to the innovations in technology that may affect 

(favourably or unfavourably) the operations of an industry and market (Bush, 2016). 

Technological developments have spread rapidly with the world currently in the middle 
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of a digital revolution. While digital technologies have expanded to many corners of 

the world, the dividends from the technology advancements have not been as 

pronounced (World Bank, 2016b). Digital technologies have, in many cases, boosted 

growth, expanded opportunities, and improved competition and service delivery 

(World Bank, 2016b). The aggregate impact of such technological development, 

however, has fallen short and is unevenly distributed. For digital technology to benefit 

everyone, everywhere, it is necessary to close the remaining digital divide that is often 

more noticeable in developing economies with issues associated with inequality 

(World Bank, 2016b). Ultimately, greater digital adoption is not enough. Decision-

makers as well as regulatory bodies should seek to strengthen competition by 

adapting workers’ skills to the demands of the new economy and keep institutions 

accountable (World Bank, 2016b). Leaders of organisations should seek to drive 

effective change through understanding that an innovative culture drives disruptive 

business models and heavily depends on the ability to attract, develop and retain a 

digitally talented workforce (Alkema and Chen, 2016). 

 

While technology advancement is important, the specific focus on FinTech (financial 

technology) is most relevant for the banking sector. The FSB (2017: 2) defines 

FinTech as “technology enabled financial innovation that can result in new business 

models, applications, processes, products or services with an associated material 

effect on financial markets and institutions, and the provision of financial services”. 

SARB (2018) emphasises that due to the broad definition, FinTech incorporates a 

wide range of innovations that are considerably different. The emergence of FinTech 

has attracted a great deal of attention from various participants in the financial sector, 

from new entrants at an early start-up stage to incumbent institutions, regulatory 

authorities, as well as academia (SARB, 2018). Codrington and De Villiers (2016) 

highlight that FinTech is not necessarily new, it is merely the next iteration of a 

continuing cycle within the sector. Attention given to FinTech comes with the belief 

that it is a new disruption that many incumbents are unprepared for. Codrington and 

De Villiers (2016) emphasise that this is not necessarily the case, but it is just an 

indication of a low innovation legacy within those organisations with the fostering of a 

strategic culture that has been ignorant to changes in the broader macro context.  
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4.6.1 Global FinTech Drivers for Change 

 

If unprepared, traditional financial services institutions are faced with a period of great 

challenge as the world fully enters the FinTech revolution. Shifts in innovation have 

forced incumbents to review current business models and processes to respond to 

tech-smart consumer demands (SARB, 2018). Codrington and De Villiers (2016) point 

out that banking has traditionally innovated around product, whereas FinTech now 

forces a new form of innovation around channel and customer. Importantly, FinTech 

shouldn’t be seen as a banking innovation but rather as a technology innovation that 

is being directed at financial services. While the scope for FinTech is broad and wide-

ranging, the WEF (2015) highlights the following as necessary focus areas; 1) Artificial 

intelligence, 2) Algorithmic trading, 3) Blockchain and distributed ledger technology, 

4) Cloud computing, 5) Crowdfunding, 6) Cryptocurrencies and 7) Smart contracts. 

Further detail around these key innovations is provided below, illustrating the 

disruptive nature of the development around the technology and the impact it has on 

financial services globally. The South African context is then considered separately in 

light of this. 

 

4.6.1.1 Artificial Intelligence 

 

While Artificial Intelligence (AI) seems to have attracted a great deal of attention in 

recent times, the concept was initially coined in 1955 by Stanford University Professor 

John McCarthy as “the science and engineering of making intelligent machines” 

(Gokani, 2017; Mills, 2016; Mills, 2018). Gokani (2017) elaborates on the definition, 

explaining that AI is “a branch of computer science in which a machine mimics the 

cognitive functions that are associated with the human mind – such as learning and 

problem-solving”. 

 

The field has many branches with many significant connections and commonalities 

between them; the most active in recent years being highlighted below. There are two 

major subcategories of AI – applied AI as well as generalised AI. The first is the most 

common form of AI while the latter focuses on the capability of an AI that would be 

capable of successfully performing all kinds of different intellectual tasks, just like 

humans (Mills, 2018). 



 157 

FIGURE 4.8 
COMMON FIELDS OF ARTIFICIAL INTELLIGENCE 

 
(Source: Mills, 2016: 1) 

 

As illustrated in Figure 4.8, machine learning is a subset of AI. Machine learning also 

dates back to the middle of the last century, where Arthur Samuel defined the term as 

the statistical techniques that give computer systems “the ability to learn from data, 

without being explicitly programmed” (Kakati, 2016). In essence, the field focuses on 

the ability for machines to learn from their own mistakes and improve performance 

over time. The first breakthrough involved the realisation that it was more efficient to 

teach computers how to learn rather than teaching them how to perform every possible 

task and then giving them information to perform those tasks (Mills, 2018). Secondly, 

the invention of the internet stimulated development as there was now a great potential 

for information storage and access to data. Like AI, machine learning fell out of 

popularity until the 1990s when technology advancements provided the necessary 

foundation needed to appropriately develop AI and machine learning (Kakati, 2016). 

Deep learning is a subset of machine learning and goes even further in the focus of 

making the machine classify information in the same manner as the human brain, 

working on a system of probability to make decisions, statements and/or predictions 
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with a specific level of certainty where a feedback loop regularly tells the machine if 

the decision is right or wrong (Gokani, 2017). 

 

There has been an exponential rise of AI and machine learning in developing banking 

products and servicing client needs. A report compiled by Accenture emphasises that 

AI will be the main method of customer interaction for banks by 2020 (McIntyre, 

Westland and Lillis, 2017). The next stage of AI in banking will be toward simpler, 

smarter interfaces where machine learning reengineers back-office processes and AI 

tools allow better interaction with customers (Codrington and De Villiers, 2016; 

McIntyre et al., 2017). Gokani (2017) points out that there is a big misunderstanding 

that AI will automate the banking process and result in a less personalised experience 

for customers, whereas the opposite is more realistic – AI will allow banks to better 

understand their customers and analyse far deeper than the capabilities of a human. 

 

J.P. Morgan Chase have recently introduced a Contract Intelligence (COiN) platform 

that is designed to analyse legal documents and extract important points and clauses. 

In one example where COiN was used, the technology reviewed 12,000 credit 

agreements (which would usually take approximately 360,000 human working hours) 

and finished the job in mere seconds (Gokani, 2017; Sennaar, 2018). In 2016, Bank 

of America launched an intelligent virtual assistant (otherwise known as a chatbot) 

named Erica that uses predictive analytics and cognitive messaging to provide 

customers with personalised financial guidance (Sennaar, 2018). Capital One Bank 

has developed a ‘skill’ for Amazon Echo’s Alexa, which allows people to check their 

accounts and pay credit card bills via the Echo device, while HSBC customers can 

connect with the bank’s virtual assistant, Olivia, to get answers on their credit cards or 

current accounts (McIntyre et al., 2017). Virtual assistants, robo-advisors and chatbots 

have the ability to perform day-to-day transactions and provide a service at any time 

of day, disrupting traditional banking hours. CitiBank’s investment and acquisitions 

division, Citi Ventures, invested into a data science firm (Feedzai) that can identify and 

eradicate fraud in real time by conducting large-scale analysis, detecting anomalous 

customer behaviour and monitoring potential threats with greater accuracy and speed 

than humans are capable of (Gokani, 2017; Sennaar, 2018). BNY Mellon, on the other 

hand, is using AI to reduce costs and eliminate any tasks of a repetitive nature. The 

bank has rolled out over 220 bots in the last year to process automated tasks that 
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include account closure, trade entry, transferring of funds, response to data requests, 

as well as the data cleaning (Gokani, 2017; Sennaar, 2018). The results of the AI 

implementation at BNY Mellon has seen a 100% accuracy in account-closure 

validations across five systems, an 88% improvement in processing time, as well as a 

66% improvement in trade entry turnaround time (Sennaar, 2018). 

 

AI is an important technological tool when considering the future of banking. While 

banks have invested a great deal already and will certainly invest more in AI, their 

expectations of a high return on investment remain in place (McIntyre et al., 2017). 

The future sees banks using AI to provide dynamic portfolio management advice 

based on customer data, to offer targeted market specific and relevant products to 

customers and to benefit from substantial productivity gains in light of stricter 

compliance requirements and regulatory procedures (Gokani, 2017). Over three 

quarters of banks believe that organisations will increasingly compete on the ability to 

make technology fade, or appear invisible, to the customer (McIntyre et al., 2017). 

Reaping the benefits of AI will require banks and innovators to proactively manage 

privacy issues in embedding the technology into user interfaces, deal with the 

integration between AI and current legacy processes and systems and manage data 

quality (Gokani, 2017; McIntyre et al., 2017; World Bank, 2016). AI will not take over 

banking completely, nor will it disrupt all forms of banking. AI will gradually replace 

humans in many areas of financial services but there will be many obstacles along the 

way. With many banks facing falling profit margins, increasing customer expectations 

and increasing competition from FinTech start-ups, the need to reduce costs and 

improve banking offerings will become a priority in the future (Gokani, 2017). The 

largest area of competition will come from technology firms that have heavily invested 

in AI and have decided to explore the benefits of venturing into financial services. 

Importantly, Brynjolfsson, Rock, and Syverson (2018) emphasise that the most 

impressive capabilities of AI have not yet been diffused widely and where (like other 

general purpose technologies) their full effects won’t be realised until waves of 

complementary innovations are developed and implemented. 
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4.6.1.2 Algorithmic Trading 

 

Algorithmic trading is the practice whereby computers monitor financial markets and 

manage the trading process of making trading decisions, submitting orders and 

managing those orders after submission at a high frequency (Chaboud, Chiquoine, 

Hjalmarsson, and Vega, 2014; Hendershott and Riordan, 2011). The practice has 

become highly popular in the last decade, but originally took shape in the U.S. equity 

market in the late 1990s (Chaboud et al., 2014). Algorithms are used in both the 

agency and the proprietary context, with institutional investors utilising algorithmic 

trading to trade large quantities gradually over time (Hasbrouck and Saar, 2011; 

Hendershott and Riordan, 2011). Market participants seeking liquidity use algorithms 

to try and identify when an asset price deviates from the efficient price by processing 

information contained in order flow and price movements (for that asset as well as 

other assets in the market) (Hendershott and Riordan, 2011). 

 

Biais, Foucault, and Moinas (2011) as well as Martinez and Rosu (2011) illustrate the 

speed advantage that algorithmic trading has over humans and the resultant positive 

effect that it has on the informativeness of prices and thus affirming the ability 

algorithmic trading has in reacting more quickly to public information. Chaboud et al. 

(2014) acknowledge the benefits of more efficient price discovery. There remains a 

concern that algorithmic trading may lead to higher adverse selection costs and 

excessive volatility. Kirilenko and Lo (2013) note that algorithmic trading is part of a 

much broader trend where computer-based automation has improved efficiency by 

lowering costs, reducing human error and ultimately increasing productivity. The 

benefits of algorithmic trading extend across the financial landscape, yielding 

substantial cost savings, improved operating efficiency and scalability to every 

financial function in which it is used. 

 

For many investment houses, algorithmic trading is enhanced by the use of AI to 

analyse market sentiment, with over 70% of trading activity today being undertaken 

by AI systems (Gokani, 2017). Kirilenko and Lo (2013) discuss the pertinent question 

raised by regulators, investors and other stakeholders about the ability for the 

technology-driven innovation to affect market stability. On 6 May 2010, the so-called 

‘Flash Crash’ saw stock prices of some of the world’s largest companies crash and 
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subsequently recover in the matter of minutes (Kirilenko and Lo, 2013). While the 

benefits of automation in financial markets is undeniable, an evaluation must be done 

with two considerations in mind - the complexity and human behaviour. Kirilenko and 

Lo (2013) argue that the financial regulatory framework (especially associated with 

algorithmic trading) has been outdated and obsolete in the presence of rapid 

technological advances that have drastically reduced costs to intermediation and 

whereby an immediate corresponding increase and distribution of benefits to the 

broader market has not been noticed. Regulation, therefore, needs a system-wide 

redesign with ongoing systemic supervision and regulation. 

 

4.6.1.3 Blockchain and Distributed Ledger Technology 

 

Blockchain technology has garnered much publicity and hype in the past few years, 

with many placing it as a technological advancement that will revolutionise business. 

Blockchain technology is “an open, distributed ledger that can record transactions 

between two parties efficiently and in a verifiable and permanent way” (Iansiti and 

Lakhani, 2017: 118). A blockchain is a decentralised, distributed and public digital 

ledger that is utilised to record transactions and maintain duplicate copies across many 

computers, ensuring that the record cannot be retroactively altered without external 

verification and consensus from the rest of the network (Armstrong, 2016). When 

properly set up for exchange agreements, a blockchain can assign title rights as it 

provides an unalterable record that compels offer and acceptance. 

 

To understand the potential impact of blockchain, it is important to understand how it 

originated and the potential adoption of the technology. Stuart Haber and W. Scott 

Stornetta provided the first academic work on a cryptographically secured chain of 

blocks in the early 1990s. This was initially used in an attempt to implement a system 

that secured document timestamps from any form of tampering (Haber and Stornetta, 

1990; Narayanan et. al., 2016). While shrouded with mystery, Iansiti and Lakhani 

(2017) note that the first blockchain was conceptualised in a white paper by Satoshi 

Nakamoto in October 2008 as part of a proposal for bitcoin (which would later become 

the first application of blockchain). Swan (2015) postulates the dawn of a new 

revolution, all started by the conceptualisation and application of bitcoin. While the 

uses and adoption of bitcoin are discussed later in the chapter, the underlying 
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blockchain technology is a fundamental building block in driving a new era of 

decentralised, trustless systems that utilise public ledgers to ensure that verifiable 

consensus overrides potential unauthorised alteration. The basic underlying principles 

of blockchain technology remain consistent and are highlighted in the following table. 

 
TABLE 4.1 

THE UNDERLYING PRINCIPLES OF HOW BLOCKCHAIN WORKS 

Principle Principles underlying blockchain technology 

Distributed 

database 

Each party on a blockchain has access to the entire database and its complete 

history. No single party controls the data or the information. Every party can 

verify the records of its transaction partners directly, without an intermediary. 

Peer-to-peer 

transmission 

Communication occurs directly between peers instead of through a central 

node. Each node stores and forwards information to all other nodes. 

Transparency with 

pseudonymity 

Every transaction and its associated value are visible to anyone with access to 

the system. Each node, or user, on a blockchain has a unique 30-plus-character 

alphanumeric address that identifies it. Users can choose to remain anonymous 

or provide proof of their identity to others. Transactions occur between 
blockchain addresses. 

Irreversibility of 
records 

Once a transaction is entered in the database and the accounts are updated, 

the records cannot be altered, because they’re linked to every transaction record 

that came before them (hence the term ‘chain’). Various computational 
algorithms and approaches are deployed to ensure that the recording on the 

database is permanent, chronologically ordered, and available to all others on 

the network. 

Computational 

logic 

The digital nature of the ledger means that blockchain transactions can be tied 

to computational logic and in essence programmed. So users can set up 

algorithms and rules that automatically trigger transactions between nodes. 

(Source: Iansiti and Lakhani, 2017) 
 

Importantly, Iansiti and Lakhani (2017) emphasise that blockchain is not a disruptive 

technology that will target traditional business models with a lower-cost solution, but 

rather it is a foundational technology that provides the potential to create new 

foundations for current economic and social systems. The benefits of blockchain will 

take time to trickle into everyday life, with the full impact on the global economic and 

social infrastructure still many years (if not decades) away from fruition. While Swan 
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(2015) focuses on the trust, usability, and ease of use as factors for specific blockchain 

adoption, Iansiti and Lakhani (2017) prefer to take a further step back in analysing the 

adoption of the technology by comparing it to other widespread foundational 

technology adoption (such as the internet and e-mail). Iansiti and Lakhani (2017) 

describe four stages as a framework for blockchain adoption. These are; 1) Single 

use, 2) Localisation, 3) Substitution, and 4) Transformation. Each phase is defined by 

the novelty of the specific application of blockchain technology and the complexity of 

the coordination efforts needed to ensure an outcome of a working concept. 

Importantly, the stages should be seen as quadrants and are defined as portrayed in 

Figure 4.9 and Table 4.2. 

 
FIGURE 4.9 

ADOPTION OF FOUNDATIONAL TECHNOLOGIES 

 
(Source: Iansiti and Lakhani, 2017) 
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TABLE 4.2 
PHASES OF BLOCKCHAIN ADOPTION AS A FOUNDATIONAL TECHNOLOGY 

Phase Blockchain adoption as a foundational technology 

Single use 

 

- This quadrant describes applications that are low-novelty and low-

coordination applications that create better, less costly, and highly 

focuses solutions. 

- An example of this blockchain adoption would be bitcoin, where the 
cryptocurrency offered immediate value to early adopters who used it 

simply as an alternative method of payment. 

 

Localisation 

 

- This quadrant describes applications that are relatively high in novelty 

but need a limited number of users to create immediate value; 

promoting their adoption with relative ease. 

- Examples include blockchain innovations that build on single-use 

applications to create local private networks on which multiple 

organisations are connected through a distributed ledger. Many 
financial institutions are exploring such private blockchain-based 

developments that seek to process and validate financial transactions. 

 
Substitution 

 

- This quadrant describes applications that are relatively low in novelty 

because they build on existing single-use and localised applications, 

but are high in coordination needs as they involve broader public uses. 

- Such innovations aim to replace entire ways of doing business, with 

an example of cryptocurrencies looking to replace the current financial 
system. High barriers to adoption are normal for such technologies, 

where great coordination is needed in order to implement a deeply 

imbedded and widely adopted application. In the example of 

cryptocurrencies, the ability to influence banking standards, 

government policy, central banks and large organisations is the brief 

overview of some of the barriers to widespread adoption. 

Transformation 

- This quadrant describes applications that are completely novel and 
involve a high degree of coordination. If successful, these applications 

have the ability to change the very nature of economic, social and 

political systems. 

- ‘Smart contracts’ is an example of a highly transformative blockchain 

technology at present, where self-executing contracts in venture 

funding, banking and digital rights management are redefining the 

need for traditional structures, processes, and intermediaries. 
(Source: Iansiti and Lakhani, 2017) 

 

While full blockchain-led transformation of business and government is still many 

years away, the technology is seeping into various sectors and has a broad range of 
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applications. Swan (2015) highlights that the most common applications of blockchain 

are developing around distributed ledgers in financial services, crowdfunding, smart 

property, as well as smart contracts. Further applications of blockchain development 

range from public voting systems to sharing video game assets in the video game 

industry, as well as supply-chain management, digital health records and secure 

personal identification (Armstrong, 2016; Codrington and De Villiers, 2016; SARB, 

2018; Swan, 2015). Violino (2018) emphasises that blockchain currently has a 

transformational impact on banking, with many banks already forming consortiums 

there they are testing inter-bank transfers. The major blockchain applications for 

banks, however, are likely to be in the area of payments, fraud reduction, identification 

and know-your-customer, loan processing, as well as smart contracts (Violino, 2018). 

Before the full benefits of blockchain technology can be utilised by banks, there is 

great progress still to be made in terms of widespread adoption, regulation and the 

scalability of the technology. 

 

4.6.1.4 Cloud Computing 

 

Cloud computing is a technological advancement that has a major impact on the 

financial services sector (as well as others) that disrupts traditional business models. 

The National Institute of Standards and Technology define cloud computing as a 

“model for enabling ubiquitous, convenient, on-demand network access to a shared 

pool of configurable computing resources (e.g., networks, servers, storage, 

applications, and services) that can be rapidly provisioned and released with minimal 

management effort or service provider interaction” (Mell & Grance, 2011). The idea 

that computing may be organised as a public utility was first proposed by John 

McCarthy, the visionary computer scientist who championed Artificial Intelligence 

(Marinescu, 2017). Cloud computing as a utility has the potential to transform the 

Information Technology (IT) sector, making software as a service even more attractive 

and reshaping the way in which IT hardware is designed, provisioned and purchased 

(Armbrust et al., 2010). Cloud computing has five essential characteristics, defined 

below in Table 4.3. 
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TABLE 4.3 
ESSENTIAL CHARACTERISTICS OF CLOUD COMPUTING 

Characteristic Cloud computing 

On-demand self-
service 

Consumers have the ability to unilaterally provision computing capabilities when 
needed without the need for human interaction with various service providers. 

Broad network 

access 

Capabilities are accessed over the network and are accessed through standard 

mechanisms that promote heterogeneous client platforms such as mobile 

phones and laptops. 

Resource pooling 
Computer resources are pooled together to serve multiple consumers, with a 
multi-tenant model where different physical and virtual resources are 

dynamically assigned and reassigned according to consumer demand. 

Rapid elasticity 
In order to scale rapidly with consumer demand, cloud computing capabilities 
can be elastically provisioned and released; often with the appearance that 

capabilities are unlimited and can be appropriated at any time with any quantity. 

Measured service 

The leverage of metering capabilities allows for the automatic control and 
optimisation of resources. Usage can be monitored, controlled, and reported on 

in a manner that provides transparency for both the consumer and the service 

provider. 

(Source: Mell & Grance, 2011: 2) 
 

There are three cloud computing service delivery models, which will continue to 

coexist for the foreseeable future – Software as a Service (SaaS), Platform as a 

Service (PaaS) and Infrastructure as a Service (IaaS) (Marinescu, 2017; Mell & 

Grance, 2011). The three service models are further defined below in Table 4.4 
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TABLE 4.4 

CLOUD COMPUTING SERVICE DELIVERY MODELS 

Service delivery models Definition 

Service as a Software 

(SaaS) 

SaaS provides the capability for a consumer to use a provider’s 
applications running on a cloud infrastructure, where the applications 

are accessible from various client devices. Notably, the consumer does 

not manage or control the underlying cloud infrastructure (including the 

network, servers, operating systems, storage). 

Platform as a Service 

(PaaS) 

PaaS provides the capability for a consumer to deploy onto the cloud 

infrastructure any consumer-created, or acquired, applications that are 

supported by the provider. In this case, the consumer does not manage 

or have control over the underlying cloud infrastructure, but does have 

control over the deployed applications. 

 

Infrastructure as a Service 

(IaaS) 

IaaS provides the capability for a consumer to provision processing, 

storage, networks, and other fundamental computing resources where 

the consumer is able to deploy and run arbitrary software, which can 
include operating systems and applications. 

(Source: Marinescu, 2017; Mell & Grance, 2011)  
 

While the global banking sector is facing unprecedented changes, banks are reacting 

by moving toward a new customer-driven environment with innovation in business 

models, operations, and IT (IBM, 2013). The appeal of cloud computing for many 

companies is that it offers elastic and scalable computing as well as storage services 

(Marinescu, 2017). Cloud technology provides the banking sector with an opportunity 

to drive a new model for delivering innovative client experiences with effective 

collaboration and improved speed to market with greater efficiency (IBM, 2013). Heng 

and Neitzel (2012) as well as Bejju (2015) emphasise that the benefits of using cloud 

technology go far beyond the ability to cut costs – it also enables greater flexibility in 

order to allow companies to cater for seasonal or cyclical fluctuations in IT resource 

demand. It provides wider access that allows consumers access to data and 

applications from a variety of devices, it ensures a high level of data protection and 

data security and it also provides the ability for companies to reduce the time to market 

for innovation. By creating efficient enterprise-level banking systems and high-end 

technologies available in the cloud on a pay-per-use basis, banks have the ability to 
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provide customers with access to modern core banking systems without the cost and 

normal barriers usually associated with the technology (Bejju, 2015). Pressure is 

constantly being put on traditional banking institutions as an emerging generation of 

customer services and experience innovators are providing cloud-based, socially-

driven money management tools (Bejju, 2015). As a result, banks need to ensure they 

respond to such competitive pressures in order to avoid disintermediation by investing 

in cloud-based business models (Bejju, 2015; Heng & Neitzel, 2012). While cloud 

technology may sound like it only has advantages associated with it, a number of 

challenges still remain. The main challenges range across general security, the ability 

for sufficient utilisation of the IT capacities, any contractual complexities, strict 

regulation associated with data access and recovery and the concentration of data 

(Bejju, 2015; Heng & Neitzel, 2012; IBM, 2013; Marinescu, 2017). While adoption is 

generally widespread, many central banks are starting to monitor cloud technology 

developments in the financial sector. The Bank of England is expected soon to begin 

testing the resilience of banks in the event of a disruption to the cloud, while the 

European Banking Authority has already published its guidance on the use of cloud 

service providers by financial institutions (Springfield, 2018). 

 

4.6.1.5 Crowdfunding 

 

Crowdfunding, because of its nature, has a very broad scope with the popular and 

academic conceptions being in a completely evolutionary state and making any 

complete definitions arbitrarily limiting (Mollick, 2014). While crowdfunding can be 

connected to the concepts of micro-finance and crowdsourcing, it is still representative 

of a unique category of fundraising that has seen phenomenal growth in recent years, 

primarily driven by an increase in internet-based crowdfunding platforms (Morduch, 

1999; Poetz & Schreier, 2012; Mollick, 2014). Schwienbacher & Larralde (2010) define 

the crowdfunding as “an open call, essentially through the internet, for the provision of 

financial resources either in the form of donation or in exchange for some form of 

reward and/or voting rights in order to support initiatives for specific purposes”. Mollick 

(2014) acknowledges the expansiveness of the definition, but notes that the definition 

potentially excludes examples that various scholars have termed ‘crowdfunding’ (such 

as peer-to-peer lending and fundraising initiatives by the fans of music groups) 
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(Burkett, 2011; Lin and Viswanathan, 2015; Mollick, 2014). While difficult to define, 

Mollick (2014) describes the term by noting that: 

 

Crowdfunding can be seen as a tool for founders of for-profit, artistic, and 

cultural ventures to fund their efforts by drawing on relatively small contributions 

from a relatively large number of individuals using the internet, without standard 

financial intermediaries. 

Mollick (2014: 1) 

 

Putting the definition aside, the ability for founders to achieve fundraising targets 

illustrates the disruptive force of disintermediation and a rise in the sharing economy 

(Codrington and De Villiers, 2016). At present, there are several hundred global 

intermediaries that have online platforms that exist to match up consumer investors 

with initiatives that they want to invest in (Kuppuswamy and Bayus, 2018). Herner 

(2011) points out that most of U.S. President Barak Obama’s 2008 election campaign 

was raised through crowdfunding efforts over the internet. In 2015, the worldwide 

estimate of funds raised by crowdfunding projects exceeded US$34 billion (Barnett, 

2015).  

 

Kuppusamy and Bayus (2018) argue that crowdfunding is different from traditional 

financing of new ventures in two significant ways. Firstly, funding is obtained through 

relatively small contributions of many individuals over a fixed time limit. Secondly, the 

social information plays an important role in the ultimate success of the project as 

potential donors can often see the level of support from other project funders and the 

timing of funding before making their own funding decision (Kuppusamy and Bayus, 

2018). A key competitive differentiator for FinTech companies that leverage 

crowdfunding and operate on a marketplace model is that they do not hold risks on 

their balance sheet; meaning that there is only a small amount of equity needed to 

meet customer expectations in comparison to traditional banks (Codrington and De 

Villiers, 2016). The major benefits of crowdfunding range from efficiency (in 

comparison to traditional fundraising) to the ability to build traction, social proof and 

validation (Fundable, 2018). Crowdfunding also gives a fundraiser access to early 

adopters and loyal advocates as well as an opportunity to refine ideas through 

crowdsourced brainstorming, all while exponentially increasing marketing and media 
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exposure in the process (Fundable, 2018; Kuppusamy and Bayus, 2018). While the 

opportunities are undeniable, there are also potential challenges that come with 

crowdfunding. Schwienbacher and Larralde (2010) highlight that crowdfunding faces 

potential challenges of unsubstantiated risk-taking, concern of moral hazard and the 

presence of heightened information asymmetry. Blaseg and Koetter (2016) argue that 

bank instability may induce borrowers to use crowdfunding as a source of external 

finance, noting that innovative funding sources are particularly relevant in times of 

stress among conventional financiers. Given the drastic increase in investment 

associated with crowdfunding, regulators and policymakers have given this form of 

alternate finance more focus with the U.S. already signing legislation into law that 

speaks to this (Kuppusamy and Bayus, 2018; Mollick, 2014).  

 

As a result of the explosive growth in crowdfunding, questions have been asked of the 

traditional lending models used by banks. The investment aspect of crowdfunding 

currently has the largest impact on traditional banking, with the business model filling 

the gap for small businesses that are deemed too risky to obtain credit through 

traditional banking methods (Michaels, 2015). After the 2008 financial crisis and the 

subsequent regulatory tightening, small businesses felt the impact in terms of access 

to credit. Crowdfunding has challenged the traditional notion of how credit and trust 

between borrowers and lenders should be seen, providing a means to fund such ‘risky’ 

business activity (Michaels, 2015). Banks, however, are starting to work with 

crowdfunding platforms as well as adapt their business models to focus on 

transparency and ensure that customer-centric, modern approaches are taken. 

 

4.6.1.6 Cryptocurrencies 

 

Cryptocurrencies were previously discussed in Chapter 3. As a recap of the definition, 

cryptocurrencies are digital assets designed to function as a medium of exchange 

using cryptography to secure the transactions and to control the creation of additional 

units of the currency (Codrington and De Villiers, 2016; Englander, 2014; Nakamoto, 

2008). Cryptocurrencies enable a form of a pure peer-to-peer electronic cash interface 

that removes the need to go via a third-party financial institution (Nakamoto, 2008: 1). 

As the defining characteristics of cryptocurrency have already been discussed, it is 
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appropriate to focus on the impact that development in the technology will (and 

currently does) have on traditional financial systems. 

 

With over 1500 different virtual currencies, valued at over US$314 billion, it is evident 

that the market is already very large and has room to still grow significantly 

(Coinmarketcap.com, 2018). While cryptocurrencies that are underpinned by 

blockchain technology have the ability to revolutionise business and redefine 

companies and economies, the enthusiasm and hype does come with potential risks 

(Iansiti and Lakhani, 2017). Besides the obvious security issues (such as the collapse 

of a bitcoin exchange in 2014 and recent hacks on others), technological innovation 

makes it clear that the cryptocurrency revolution will have to see technological, 

governance, organisational and even societal barriers give way before the disruptive 

technology is fully adopted. While virtual currencies and blockchain technology have 

the ability to dramatically reduce the cost of transactions and radically change the 

traditional monetary system, cryptocurrencies are still decades from reaching their full 

potential (Iansiti and Lakhani, 2017; Swan, 2015). 

 

Sauer (2016) emphasises that virtual currencies are currently in vogue due to two 

primary factors. These are; 1) They act as a form of protest against authority-driven 

monetary policy decisions, and 2) They are alternatives to traditional monetary 

systems that have given rise to large deficits arising from political instability or other 

causes. Due to the rise in popularity, cryptocurrencies have garnered attention from 

various regulatory authorities around the world. Both the central banks of Canada and 

England have launched a special research agenda on virtual currencies (Bank of 

Canada, 2017; Bank of England, 2015; Koevoets, 2017). The central bank of Sweden 

has gone even further with on-going exploration into the introduction of their own 

virtual currency named the E-Krona (Skingsley, 2016; Koevoets, 2017). There are two 

reasons why central banks around the world are shifting focus toward 

cryptocurrencies. Firstly, there is increasing pressure to find a solution to the 

regulatory hindrances associated with decentralised monetary systems, and secondly 

there is a great deal of technological and economic benefits that can be leveraged 

from the concepts and technology underlying virtual currencies (Bordo and Levin, 

2017; Koevoets, 2017). While central banks around the world continue discussions on 

how to classify cryptocurrencies and monitor them from a regulatory perspective, there 
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is also ongoing research into the creation of Central Bank Digital Currencies (CBDC) 

(Bordo and Levin, 2017). 

 

The fundamental rationale for government-issued currency remains pertinent, for 

where a currency needs to embody a unit of account to price goods and services, it 

needs to act as a store of value, and, finally, the currency must act as a medium of 

exchange that facilitates economic and financial transactions (Bordo and Levin, 2017). 

Just like paper currency and coins, CBDC should remain fixed in nominal terms, be 

universally accessible and be legally valid as tender for all public and private 

transactions (Bordo and Levin, 2017; Koevoets, 2017; Sauer, 2016). CBDC is 

fundamentally different to virtual currencies that have been created by private entities 

and whose market prices have exhibited sharp fluctuations in recent years, with the 

core structure of a centralised system being the main differentiator (Bordo and Levin, 

2017).  

 

There are numerous applications and benefits of decentralised digital payment 

systems. Currency and payment benefits are the first and most obvious application 

with cryptocurrencies providing clear economic benefits in the form of cost and 

efficiencies across international remittance markets (Swan, 2015). Cryptocurrencies 

have the ability to fulfil the need for fast and affordable transactions but speculative 

trading has overshadowed much of the primary functions of these virtual currencies 

(Koevoets, 2017). Digital payments have grown immensely in recent years in a move 

toward cashless societies; ultimately putting pressure on regulatory bodies to keep up 

with the change. From a regulatory perspective, the ability to monitor virtual currencies 

when there is a lack of a centralised system becomes highly complex (Koevoets, 2017; 

Sauer, 2016). Ultimately, regulatory authorities are responsible for price stability and 

greater financial stability, while the introduction of private non-regulated/controlled 

virtual currencies has the ability to potentially introduce shadow economies, tax 

evasion, money laundering and other associated criminal activities (Koevoets, 2017). 

 

In an effort to maintain price stability and financial stability, traditional monetary policy 

sees central banks use tools to control the money supply and ultimately try to influence 

the direction of the economy. A very important, and generally common tool, is the use 

of interest rates to control inflation targets (Koevoets, 2017).  As mentioned previously, 
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cryptocurrencies exist outside of the regulated payment environment and, therefore, 

are not subject to any monetary policy influence (Bordo and Levin, 2017; Iansiti and 

Lakhani, 2017; Koevoets, 2017; Sauer, 2016). Sauer (2016: 117) highlights that as 

virtual currencies grow in popularity and central banks don’t appropriately respond, 

the regulatory bodies “lose money supply control and therefore one of the main 

instruments at their disposal to regulate inflation or maintain price stability”. Ultimately, 

there are two scenarios for central banks. Firstly, central banks can allow and facilitate 

private cryptocurrencies and look for measures to alleviate the possible side-effects, 

or secondly, they may adopt a central bank initiated virtual currency such as a CBDC 

(Koevoets, 2017). 

 

The more realistic scenario outcome is that regulatory bodies adopt CBDC where the 

potential benefits of increased economic growth resulting from cheaper government 

financing outweigh the potential risks of transitioning into an untested new monetary 

system (Koevoets, 2017; Sauer, 2016). CBDC-led regimes also offer additional 

measures to control their money supply as they can abandon the manipulation of 

short-term interest rates as a tool of monetary policy and are now free to move back 

to pure money supply targeting (Koevoets, 2017). A digital central bank ledger could 

be made available where citizens could directly access base money from the central 

bank balance sheet, thereby providing regulators with a tool to access precise, real-

time information on the demand for money and control the supply of it in accordance 

to inflationary targets. Such an implementation would greatly affect the role that 

commercial banks play in the economy but could open up possibilities of giving 

commercial banks a role in the verification process of CBDC transactions (Koevoets, 

2017). In the long-run, it is likely that cryptocurrencies will become part of the broader 

monetary system, but CBDC regimes would become the norm in economies around 

the world. 

 

4.6.1.7 Smart Contracts 

 

Blockchain is said to enable ‘trustless’ networks. The reason for this is simply because 

the parties involved can transact even if they do not fully trust each other (Christidis 

and Devetsikiotis, 2016). With the heavy use of cryptography, blockchain networks 

bring an underlying authoritativeness to all the interactions in the network, ultimately 
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illustrating that the absence of a trusted intermediary means that there is the possibility 

of faster reconciliation between parties (Christidis and Devetsikiotis, 2016). Smart 

contracts integrate such an ideology – combining the advantages of blockchain 

cryptography and the benefits of self-executing scripts. George Washington University 

law professor, Nick Szabo, coined the term in the 1990s when he defined smart 

contracts as agreements that are not enforced by law, but by hardware or software 

that would “fully embed in property the contractual terms which deal with it” (Szabo, 

1997: 3; Morris, 2014; Peters and Panayi, 2016). 

 

Szabo (1997) notes that smart contracts utilise protocols and user interfaces to 

facilitate and automate various steps of the contracting process, including the 

contractual phases of search, negotiation, commitment, performance and 

adjudication. Smart contracts disrupt inanimate paper-based contracts by formalising 

and securing more functional digital relationships and by providing endless 

opportunities that range across banking and insurance, digital rights, shipping, 

property ownership, medical research, voting, peer-to-peer transactions, product 

development, stocktaking and many more applications (Codrington and De Villiers, 

2016; Iansiti and Lakhani, 2017; Swan, 2015; Szabo, 1997). Blockchain technology 

provides the foundation for smart contracts to take on a new paradigm that is highly 

transformative. The resulting implications are far-reaching, where direct benefits of 

autonomy, greater security, increased accuracy and speed, complete trust, back-up 

record keeping and significant cost savings due to process automation are just the 

primary advantages (Iansiti and Lakhani, 2017; Swan, 2015; Szabo, 1997). 

 

As smart contract codes exists across a distributed, decentralised blockchain network 

that doesn’t require third party administration, there is great potential for smart 

contracts to disrupt traditional processes in the banking sector. MacDonald, Allen, and 

Potts (2016), however, emphasise that smart contracts (as with other disruptive 

technologies) will enable a deeper process of institutional evolution where banking 

institutions are placed at risk in their roles as intermediaries. That being said, there is 

an array of potential applications in the banking sector that will drive advancements 

and efficiencies. If adopted by banks, smart contracts could potentially save up to $12 

billion a year (Kordvani, 2018). Smart contracts play a pivotal role in creating clearing 

and settlements efficiencies. Due to the nature and degree of complexity, financial 
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institutions traditionally invest significant resources into administrative and time-

consuming roles that can be automated by the implementation of smart contracts 

(Cyberius.com, 2018). Citigroup and Credit Agricole have already partnered with a 

number of shareholders to utilise a London-based blockchain payments and 

settlements platform offered by a FinTech start-up named SETL (Huynh, 2018). Banks 

can also seek large efficiency gains in compliance and ‘Know Your Customer’ (KYC) 

as the implementation of smart contract technology allows customer information 

verification against central records, enabling disintermediation where current 

inefficiencies exist (Adhikari, 2018). In early 2018, HSBC partnered with a 

Moneycatcha, a FinTech start-up focused on blockchain and smart contract 

technology, to implement a compliance tool that would overhaul its regulatory 

reporting capabilities (Adhikari, 2018). While there are many other applications in the 

banking sector, the underlying benefits of productivity and efficiency gains remain 

consistent. It is not only in the field of finance that there are benefits for the banking 

industry; smart contract technology can significantly contribute to other aspects of the 

financial sector in relation to regulation and taxation (Peters and Panayi, 2016). 

 

While the potential for smart contracts to operate on blockchain technology is highly 

promising, there are still some hurdles to be faced before mass adoption ensues. 

Current blockchain structures that require the repetition of computation on all network 

nodes will, in all likeliness, run into scalability issues (Peters and Panayi, 2016). 

Secondly, there is still much ground to be covered in ensuring code correctness on 

both the developers part as well as that of the end users. Automated smart contracts 

will have an impact on real-world counterparts. Ensuring that smart contracts are 

legally enforceable in a court of law, across various jurisdictions, provides further 

thought and consideration as there is still no practical implementation as yet (Peters 

and Panayi, 2016). One also needs to understand both the legal and technical 

ramifications in order to resolve any disputes – meaning that the level of expertise 

associated with the implementation of the technology must be advanced (Peters and 

Panayi, 2016). 

 

 

 

 



 176 

4.6.2 The South African Context 

 

Innovations in FinTech have the potential to significantly improve the quality of 

financial services available to South Africans, where much of the progress relies on 

the level at which public and private South African institutions adopt and drive 

technological change. In terms of overall technological readiness, South Africa is 

placed 57th in the world in the latest World Economic Forum Global Competitiveness 

Report (Schwab, 2017). When looking closer at the statistics, South Africa is ranked 

45th in terms of the availability of latest technologies, 38th in firm-level technology 

absorption, 60th in terms of FDI and technology transfer, 76th in the percentage of the 

population that are internet users, 98th in terms of fixed-broadband internet 

subscriptions and, impressively, 11th for internet bandwidth as a function of speed per 

user (Schwab, 2017). Based on the current rankings, South Africa has scope for 

significant improvement given the maturity of the market and the extensive 

foundations already laid. 

 

The South African private sector, as well as regulatory bodies, are positioning 

themselves for the fourth industrial revolution, with FinTech adoption in South Africa 

sitting at 46% in comparison to a global average of 33% (SARB, 2018). In recent years 

the South African banking sector has been dominated by four large, traditional retail 

and investment banks. The four banks have grown systemically more important for 

the smooth running of the South African financial system but are placed to see more 

competition as six new banks are set to start operating between 2018 and 2019 

(Sicetsha, 2018). The six new entrants include Discovery Bank, Bank Zero, 

TymeDigital, African Bank, Postbank, and Young Women in Business Network 

(YWBN) (Sicetsha, 2018). While African Bank and Postbank may sound familiar, it is 

the specific market segment that they are targeting that will be new. Bank Zero is set 

to be an entirely digital bank with no branches and only accessible via a mobile 

application (Shapshak, 2018; Sicetsha, 2018). The Prudential Authority has 

maintained that it is striving to allow competition in the local banking system in a way 

that won’t threaten the stability of the industry, while the South African Reserve Bank 

acknowledges that there are more non-traditional banks that are trying to enter the 

market, such as mobile-phone operators that don’t need to hold capital (Henderson, 

2018). While traditional banks want a level playing field, the service provided by such 
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institutions may be superior due to technological advancements. TymeDigital, 

controlled by African Rainbow Capital Investments Limited, does not charge any 

monthly fees but rather charges on a per-service basis, with the core banking platform 

being cloud-based (Shapshak, 2018; Sicetsha, 2018). According to Shapshak (2018) 

approximately 40% of Africans prefer to use digital channels for transactions, while in 

South Africa specifically, there is a higher proportion of customers that prefers to use 

digital channels over traditional branch channels. Such consumer insights reiterate the 

opportunity for technology to transform traditional banking, thus making banking more 

accessible and client-centric. 

 

Johannesburg and Cape Town are two of the major hubs in South Africa for FinTech 

adoption. The large Johannesburg-based banks have all explored start-up incubation 

hubs, with AlphaCode (an incubation, acceleration, and investment vehicle for early-

stage financial services businesses by Rand Merchant Investment Holdings) being 

one of the most prominent (Alkema and Chen, 2016). One of the start-ups at 

AlphaCode is working on a blockchain solution for a virtual stock exchange in the 

Maldives (Alkema and Chen, 2016). In 2016, South Africa was named as the leading 

rewards-based crowdfunding hub in Africa with the total market value estimated to 

increase to R416 million by 2025 (Kruger, 2018a). ThundaFund, which was founded 

in 2014, is the current market leader in local rewards-based crowdfunding platforms 

(Kruger, 2018a; Van Rooyen, 2018). Rainfin, an online lending marketplace for 

corporate institutions, is one of the notable start-ups in the South African online lending 

market, while PeerFin focuses on peer-to-peer lending (FinTechNews, 2018). South 

African online alternative finance platforms raised US$15 million in 2015, with the vast 

majority of this coming from peer-to-peer consumer and business lending 

(FinTechNews, 2018). Activity has been less progressive in the field of investing, asset 

management and wealth management as robo-advisory and artificial intelligence has 

not yet been as widely adopted. Absa launched a robo-advisor named Virtual Investor 

in 2017, which aims to lower fees for investors by using AI and algorithms to 

recommend products for customers based on their financial risk profile (Tobor, 2017). 

In addition, Absa was the first African bank to join R3, an international consortium that 

is developing the use of blockchain technology in the financial industry (Alkema and 

Chen, 2016). South Africa is already the most cashless economy on the African 

continent, with all the local banks offering some form of cashless tool (Alkema and 
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Chen, 2016). There are many success stories, with Luno, Bankymoon, SnapScan, 

EasyEquities, as well as many others seen as strong FinTech participants, all adding 

to local technological development. While not necessarily comprehensive, Figure 4.10 

below, provides an indication of the current FinTech landscape in South Africa. 

 
FIGURE 4.10 

SOUTH AFRICAN FINTECH LANDSCAPE 

  
(Source: Assa-Maor, 2017) 

 

From a technological perspective, South Africa is very well positioned to leverage off 

of global technological developments to garner momentum in the FinTech arena. 

South Africa has a very large unbanked market, with approximately 55% of the 

region’s economic activity being informal in nature where people lack access to 

physical bank branches, electricity and infrastructure (Assa-Maor, 2017). While South 

Africa has a highly developed financial services sector in comparison to the rest of the 

African region, it is truly seeing a rise in technology related-innovation with over 120 

FinTech start-ups looking to provide financial services to the South African public 

(Assa-Maor, 2017). Overall, the South African private sector is clearly driving 

technological innovation. The next questions asked, however, need to focus on the 

ability of the market to fully adopt such innovation and competition. How long will 

widespread adoption take and will regulatory bodies act in support of, or become an 

obstacle to, disruptive FinTech innovation? 
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4.6.3 Technological Wild Cards 

 

The Wild Cards associated with the technological drivers for change are particularly 

interesting as technological innovation is likely to have the greatest impact on the 

banking sector in comparison to the other factors. As such, it is necessary to examine 

three possible Wild Cards that have a technological theme. The first Wild Card focuses 

on the potential impact of traditional banking institutions being completely replaced by 

technology companies that provide financial services. Secondly, the next Wild Card 

discusses the case of the African Union issuing its own unified CBDC or virtual 

currency. Finally, the third Wild Card focuses on the start of a third world war that, 

while possibly being politically driven, is predominantly fought through national 

syndicated hacking efforts that target key national infrastructure (such as systemically 

important banking institutions). 

 

As mentioned, the first Wild Card asks the question whether traditional banking is 

really necessary in the future. Alkema and Chen (2016: 6) quote Heather Cox, the 

Chief Client Experience, Digital and Marketing Officer at CitiBank, in saying that 

“people need banking, but they don’t necessarily need banks”. The first Wild Card 

unpacks this statement, providing a picture of what could possibly ensure in years to 

come. FinTech and digital disruption are providing weak signals for the potential for 

banks to be completely disrupted out of the market. The Wild Card paints a picture 

where there are no large multinational banking institutions that have a monopoly over 

the entire banking value chain. Technology companies, who provide financial services, 

start to refine their focus on certain areas of the banking value chain and provide a 

better, more efficient and highly personalised product offering to consumers, thus 

completely eroding the blanket service offerings provided currently by banks. Such a 

statement may sound familiar, and it should, because this is already taking place to 

an extent. Alkema and Chen (2016), Codrington and De Villiers (2016), World Bank 

(2016b), Groepe (2017), Huertas  (et al., 2018), Demirguc-Kunt et. al. (2018), WEF 

(2018), and SARB (2018) all reflect on the impact of technology and allude to the 

possibility that banks may not lose their current market dominance if they do not 

change their current business models. That being said, a world without traditional 

banks would undeniably have both advantages and disadvantages. Banks are 

systemically important for the smooth running of a country’s economic system, and 
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without banks, central banking authorities may struggle to carry out key monetary 

policy functions through the traditional tools and channels of the banking system. 

However, if technology companies (or FinTech companies) were able to disrupt 

traditional banking all together, it would be likely that one would see a system that is 

completely democratised, highly competitive, financially inclusive and incredibly client 

centric and providing a range of digital services to a very demanding market.  

 

The second Wild Card discusses the scenario of the African Union developing its own 

Central Bank Digital Currency (CBDC). Such a scenario would see the unification of 

the African economies in the union, much like the European Union, but with an 

underlying digital currency rather than fiat money. Besides the ease of use, the ability 

to govern and control the Union’s money supply in real time, greatly limit fraudulent 

behaviour and control inflation, the advantages and disadvantages would be very 

similar to that of the European Union. A key benefit of a single CBDC across the 

African Union would be the unified market in which trade barriers would be removed 

and competition would be improved. The creation of a more influential block could 

significantly improve economic prospects for the African Union. However, the 

restrictions placed on local governments could limit their ability to properly govern the 

region and maintain regional harmony. General cost and efficiency gains are noted as 

the use of such a digital currency becomes widespread across the Union, while 

financial inclusion is enhanced and greater control is given to individuals. The World 

Bank (2016b) highlights that the overarching benefits of digital finance include the 

promotion of financial inclusion, increased efficiency and the ability to spur financial 

innovation. However, if adopted, a CBDC would not only replace cash, but displace 

deposits and possibly money market mutual funds (Huertas  et al., 2018). Such an 

adoption would need to come with a dramatic change in regulatory tools to maintain 

financial stability.  

 

Finally, the third Wild Card provides a third world war scenario. In such a case, the 

largest vulnerability of an economy is the security of its technology as national 

syndicated hacking efforts seek to shutdown key national infrastructure. As banks are 

considered systemically important and they provide a lifeline to the real economy as 

well as to its people, targeted hacking efforts seek to shut down infrastructure through 

a series of crippling cyber-attacks. Access to confidential data, the ability to 
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fraudulently move stockpiles of money, the shutting down of infrastructure such as 

ATMs, as well as the general loss of public trust would all be the result of such 

syndicated hacking efforts and ultimately would have vast social implications that 

could potentially bring an economy to a standstill. Illegal markets and practices start 

to develop as normal digital banking services are shut down. There are many 

examples of malicious hacking efforts that have sought to bring down key 

infrastructure. One such example includes the 2010 ‘Stuxnet’ worm that was precision 

engineered by the ‘Equation Group’, which is linked to the U.S. National Security 

Agency, to infect and attack Siemens industrial controllers (Hackett, 2017). ‘Stuxnet’ 

was responsible for destroying 1000 nuclear centrifuges in Iran – wiping out a fifth of 

the country’s nuclear capabilities. Hackett (2017) explains that the largest hacker 

groups are often backed by nation-states. ‘Fancy Bear’, a Russian affiliated hacking 

group, manipulated U.S. and European elections, while the North Korean affiliated 

‘Lazarus Group’ has been linked to the recent ‘WannaCry’ ransomware that brought 

Britain’s National Health System to a standstill. The ‘Lazarus Group’ has also been 

linked to a $81 million heist that targeted the Bangladesh Central Bank and the SWIFT 

financial network. 

 

4.7 ECONOMIC DRIVERS OF CHANGE 
 

Economic drivers for change are the factors of an economy’s performance that have 

a direct impact on business (Bush, 2016). The effects may vary, but are often long-

term in nature and can cause disruption to normal business processes with consumers 

or society ultimately bearing the final costs of any negative trends. There are many 

economic drivers for change, where the inflation rate, interest rates, foreign exchange 

rates, foreign direct investment and economic growth patterns have a large and direct 

impact on the financial services sector and are the factors that are most often 

commonly referred to. The global economy is analysed in terms of key economic risks 

since the global financial crisis, where after the local South African economy is 

considered in terms of the abovementioned economic drivers. 

 

The WEF (2018) notes that headline economic indicators suggest that the global 

economy is finally getting back on track after the global financial crisis disrupted the 

world 10 years ago. However, it is of great importance that the perceived strong global 
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performance should not distract the attention from the potential for the positive rhetoric 

to mask continuing underlying concerns. The global economy still faces long-standing 

vulnerabilities, while new threats have continued to evolve since the financial crisis 

(WEF, 2018). The familiar risks, according to WEF (2018: 6), include potentially 

unsustainable asset prices with the world sitting on an eight year-long bull run, 

elevated indebtedness with a particular focus on China and continuing strains in the 

global financial system. The newer challenges range from the concerns around the 

ability of policy effectiveness in the event of a new crisis to the intensifying patterns of 

automation and digitisation – all combined with the build-up of mercantilist and 

protectionist pressures against the backdrop of rising nationalist and populist politics 

(Graber, 2017; IMF, 2018b; WEF, 2018). 

 

As previously alluded to, today’s world economy is in a much stronger state than it has 

been in the last 10 years. There is a broad-based improvement in GDP growth rates 

where stock markets have hit record levels and many central banks are cautiously 

preparing to move away from the exceptional policies of the post-crisis era (IMF, 

2018b; WEF, 2018). However, many global challenges still need to be assessed fully 

and addressed appropriately. Productivity growth remains considerably low in relation 

to a relatively supportive market, while investment growth remains subdued, and even 

sharply slowing in developing economies since 2010 (IMF, 2018b; WEF, 2018). 

Ultimately, leaders and policy-makers are likely to be less prepared than they should 

be for any serious economic or financial disruption. 

 

Of the long-standing vulnerabilities to global economic well-being, the potential for 

unsustainable asset prices should still be fresh in ones memory after the financial crisis 

was borne out of exactly that. Kumar and Waite (2017) and WEF (2018) highlight that 

lessons of the crisis have potentially gone unlearned as fears are raised of another 

episode of ‘irrational exuberance’ that may result in a deep correction. During the 

course of 2017, the Dow Jones increased by 25%, the S&P500 rose by 19%, the Hang 

Seng by 35%, the Japanese Nikkei by 19%, the German DAX increased by 11% and 

the French CAC40 rose by 8% (WEF, 2018). Shiller (2018) uses a measure of 

cyclically adjusted prices to measure US stocks, noting that only twice in history have 

they ever been higher than current levels – just before the crashes of 1929 and 2000). 
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FIGURE 4.11 

CYCLICALLY ADJUSTED PRICE/EARNINGS RATIO (CAPE) 

 
(Source: Shiller, 2018) 

 

Bond valuations are even more of a concern, where in mid-2017 there was 

approximately 9 trillion US dollars’ worth of bonds that were trading with a negative 

yield, ultimately meaning that investors were in effect paying bond issuers for the 

privilege of holding their risky financial instruments (Gilbert and Ashworth, 2017; WEF, 

2018). The anomaly is a direct reflection of the impact that the post-crisis asset-

purchase programmes driven by central banks had on many economies and which 

drove a miscorrelation between asset prices and the appropriate assessment of their 

riskiness (Gilbert and Ashworth, 2017; WEF, 2018). A further source of potential 

market risk stems from innovations in financial assets and asset management that 

have yet to be tested under stress scenarios such as a financial crisis (Wigglesworth, 

2017). While many financial institutions (including global and domestic banks) perform 

regulatory stress-testing, the extent to which this is conducted may still be inadequate 

as a result of a financial product innovation, potentially long-lasting periods of stress 

and under severe crisis conditions that are not experienced often. Understandably, 

the real economic impact would be the greatest in countries that are most heavily 

exposed to that specific asset bubble (WEF, 2018). It’s important to note that it is not 

just traditional stocks and bonds that are at high levels. The International Monetary 

Fund’s index of global house prices is close to its pre-crisis peak again, barely a 

comparison to speculative assets such as the cryptocurrency, Bitcoin, which has noted 

an increase in value of 1200% in 2017 alone (Coinmarketcap.com, 2018; WEF, 2018). 
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High levels of indebtedness remain a vulnerability across the world, with this economic 

factor being a key driver of the financial crisis and it being highly influential in the slow 

recovery of the real economy since then (Claessens, Kose, and Terrones, 2008; IMF, 

2017a; WEF, 2018). Prior to the 2008 financial crisis the world was flooded with cheap 

loans. Interestingly, as WEF (2018) highlights, there has been no aggregate 

deleveraging since then, with the total global debt-to-GDP ratio sitting significantly 

higher that it was before the crisis. Since the crisis, levels of indebtedness have 

increased by differing amounts for advanced and emerging economies. IMF (2017b) 

and WEF (2018) note that emerging economies kept aggregate debt levels at relatively 

low levels before the crisis, but since then they have risen sharply with countries like 

China noting a surge in debt issuance to keep up with high levels of growth (placing 

the economy at a high risk for potential economic turmoil). In contrast, advanced 

economies built up large levels of debt before the crisis, but since then such levels 

have remained relatively constant over the subsequent decade (IMF, 2017b; WEF, 

2018). As a proportion of GDP, the increases in government debt (driven by stimulus 

spending) has been offset by modest deleveraging by households and financial 

institutions (WEF, 2018). Concerns of high debt levels remain interconnected, with 

developing economies such as China playing a deeply embedded role in the world 

economy. The rapid growth in China’s lightly regulated shadow banking sector means 

that any financial developments toward stricter regulation could result in a slowdown 

in domestic growth and ultimately have an significantly damaging effect on global 

demand (Elliot, Kroeber, and Qiao, 2015; WEF, 2018). While China can deploy vast 

resources to protect its economy, most emerging economies do not have the capability 

to do this and are much more directly exposed to any worsening global conditions. 

Such problems are most pronounced in economies that have high levels of foreign-

currency debt. 

 

The third long-standing vulnerability is the general health of the global financial 

system. There has been a much greater focus on restoring stability in the global 

banking system after the 2008 crisis. Regulators are overseeing increases in core 

capital ratios, widespread structural changes to the sector, the winding down of 

wholesale interbank lending as well as the implementation of further restrictions such 

as the Volcker Rule (BIS, 2017; Morrison and Foerster LLP, 2014; Schoenmaker, 
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2016; WEF, 2018). Keeping such progress in mind, there are still many reasons to be 

cautious. Capitalisation measures for banks still continue to rest on risk-weighting 

measures that mask much uncertainty about underlying risks (WEF, 2018). There is a 

lack of political will to introduce radical reforms of the fundamental principles of 

banking despite the widespread calls for it (King, 2016). Deregulation may even be 

more likely as pressure increases for the loosening of the Volcker Rule, a reminder 

that the issue of banks being ‘too big to fail’ has been somewhat forgotten since the 

crisis (WEF, 2018). The assets held by the largest 30 banks globally have grown from 

less than US$30 trillion in 2006 to almost US$43 trillion today (WEF, 2017b; WEF, 

2018). Emerging markets are further strained as banks in local emerging economies 

which were relatively unscathed at the height of the 2008 crisis were left to contend 

with the resulting deterioration of global financial conditions and sharp declines in 

commodity prices (Cetorelli and Goldberg, 2011; WEF, 2018). 

 

As mentioned, the global economy is not just vulnerable to the familiar long-standing 

issues but also to new and emerging challenges that are not quite as familiar or as 

well-understood. The first challenge that poses significant fragility is the limited 

firepower of fiscal and monetary policy (Blinder, Ehrmann, De Haan, and Jansen, 

2017; Mishkin, 2017). The WEF (2018) poses the question of whether there is capacity 

for policy changes to deal with another crisis. It would be easy, in theory, for the major 

Western economies to respond with another wave of major policy interventions such 

as central bank asset purchases to help alleviate governments’ fiscal pressures and 

that keep down debt-servicing costs (Botov, Fournier and Mourougane, 2016; WEF, 

2018). However, the outlined scenario would place a lot of pressure on unconventional 

monetary policies (such as asset purchase programmes) and which, when facing 

another recession, would see an unprecedented and very limited scope to cut interest 

rates any further than they already are (Yellen, 2016; WEF, 2018). The WEF (2018) 

notes that if the US Federal Reserve were to cut rates to zero in response to a new 

recession, there would still be at least a 2.5% shortfall relative to the usual scale of 

response. The European Central Bank, the Bank of Japan and the Bank of England 

would face even greater shortfalls given their lower interest rates, meaning that 

restoring the global economy would be a struggle without interest rates at their 

disposal (Blinder et al., 2017; Mishkin, 2017; WEF, 2018). 

 



 186 

A second emergent source of economic risk is the rapid development and use of 

technology since the global crisis. The WEF (2018) and Gordon (2016) emphasise 

that, based on historical waves of innovation, it is appropriate to expect that the Fourth 

Industrial Revolution will ultimately deliver broad-based economic benefits. Concerns 

of the economic impact of new technologies still remain, with the interconnection 

between unemployment and the adverse impacts of technological development being 

cited as a prominent risk (Cowen, 2016; WEF, 2018). While technological advances 

provide many benefits in emerging economies, they also carry associated risks that 

are arguably most pronounced in these countries too (WEF, 2018). The World Bank 

has cautioned that current patterns of innovation threaten the viability of long-

established paths to development, with the trajectory to higher income levels breaking 

down when certain sectors become sufficiently automated and, therefore, require 

more highly-skilled workers (Hallward-Driemeier and Nayyar, 2017; Rodrik, 2017; 

WEF, 2018). Since technological advances are dynamic and fast-changing, it is easy 

to appreciate that the effects of technology development are not confined to economic 

drivers (Hallward-Driemeier and Nayyar, 2017). Through weak industrialisation, 

advances in technology have the ability to hamper the development of liberal 

democratic institutions by affecting the political divisions that become dominant in an 

economy (WEF, 2017a; WEF, 2018). 

 

Finally, the relatively less understood political influences associated with populist and 

identity politics can amplify economic risks and financial disorder by upending stable 

economic principles and practices, particularly those relating to global trade relations 

(WEF, 2018). It was previously referred to in the political drivers for change section, 

but the two countries that have experienced the most disruptive political results in 

recent times are the United Kingdom and the United States (Inglehart and Norris, 

2016). Both have entered periods of uncertainty and volatility, with the countries 

experiencing examples of strained trade relations as a result of Brexit and trade 

embargo threats from President Trump, respectively (Dhingra, Machin, and Overman, 

2017; Graber, 2017; Inglehart and Norris, 2016; WEF, 2018). Mercantilist and 

protectionist pressures have built up in recent years, with data in 2017 signalling a 

continuation of discriminatory trade interventions (Global Trade Alert, 2018; WEF, 

2018). The risk of economic damage is not only restricted to trade protectionism but 

can also be exacerbated by mercantilism and unilateralism which has the potential to 
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trigger a wider deterioration of global interconnectedness (WEF, 2018). Investment 

flows, the obstacles associated with cross-border business and disrupted labour 

mobility are all the unintended consequences of such a deterioration in global 

interconnectedness. 

 

4.7.1 The South African Context 

 

As outlined, the global economy is in a much better position than a decade ago. 

However, it is important to be aware of the possible risks that still exist. As an emerging 

economy that is greatly dependent on the export of natural resources, the South 

African economy may be highly sensitive to any market changes. Schwab (2017) 

notes that continued deterioration in the South African macroeconomic environment 

has driven a fall in competitiveness, where the banking sector has been particularly 

affected with financial market efficiency continuing to decline. To provide further 

insight into the South African context, this research study focuses on South Africa’s 

inflation rate, interest rates, foreign exchange rates, foreign direct investment and 

general economic growth to provide a view of the economic drivers for change that 

affect the South African economy. 

 

4.7.1.1 Economic Growth 

 

South Africa has struggled with economic growth in the past few years, with the GDP 

growth forecasts showing dismal prospects for the 2018 period and the near future. 

GDP growth has been hit by persistently low international demand for South Africa’s 

commodities, while the unemployment rate continues to sit above 27% (Schwab, 

2017; StatsSA, 2018; Trading Economics, 2018b). StatsSA (2018) illustrate that the 

South Africa economy officially slipped into recession during the second quarter of 

2018, with a contraction of 0.7% quarter-on-quarter (seasonally adjusted and 

annualised). The widely recognised indicator of a recession is two (or more) 

consecutive quarters of negative growth (real GDP quarter-on-quarter). South Africa 

noted a 2.6% contraction in the first quarter of 2018, making the two quarters of 

negative growth a formal recession, the first one since the 2008-2009 financial crisis 

(Cotterill and Samson, 2018; StatsSA, 2018). The 0.7% downturn in GDP growth was 

primarily driven by a fall-off in activity in the agriculture, transport, trade, government 
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and manufacturing sectors (Ackerman, 2018; Cotterill and Samson, 2018; StatsSA, 

2018). The financial sector, however, experienced positive growth but was unable to 

lift overall economic growth out of negative territory. 

 

The poor growth figures place South Africa at risk of another credit downgrade in the 

second half of the year. Given that South Africa is already teetering on the border of 

junk status, a sovereign credit downgrade would be catastrophic for sovereign bond 

yields as well as for business confidence in general (Ackerman, 2018; Cotterill and 

Samson, 2018). The 1.5% GDP growth estimate given by South Africa’s National 

Treasury in February is in severe risk of being revised downwards and thus sending a 

very difficult message to newly appointed Finance Minister, Tito Mboweni, for delivery 

at the Medium Term Budget Policy Statement on the 23 October 2018 (Ackerman, 

2018). Total year-on-year growth sits at 0.4% - far below the population growth rate of 

1.7% (Ackerman, 2018; StatsSA, 2018). 

 

While there is great pressure on President Cyril Ramaphosa and his government, the 

current status of the economy is unfortunately not a true reflection of the positive 

progress that has been made during his tenure. The current poor economic 

performance remains a legacy of economic mismanagement over the previous ten 

years (Ackerman, 2018). President Ramaphosa’s administration has been doing the 

right work and making the appropriate adjustments, but time is needed to see the real 

effects of any economically significant changes. A softer global environment and an 

upsurge in emerging market turmoil on the back of the economic woes in Turkey, 

Argentina and Russia have all negatively impacted upon South Africa’s growth figures 

(Ackerman, 2018; Cotterill and Samson, 2018). If President Ramaphosa continues 

with the current policy strategy, while focusing on providing clarity on key reforms such 

as mining and land, it is likely that there will be an upside surprise to the growth figures. 

The long-term view of economic growth is, therefore, highly dependent on the 2019 

general elections and policy stability. 
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FIGURE 4.12 
QUARTERLY GDP GROWTH RATE (%, QUARTER-ON-QUARTER, ANNUALISED) 

 
(Source: Trading Economics, 2018b) 

 

4.7.1.2 Exchange Rate 

 

Frankel (2007) maintains that there were important structural changes in South Africa 

during the 1990s. South Africa transitioned to democracy; seeing the end of foreign 

sanctions and the removal of most capital controls by March 1995. The capital account 

liberalisation was very relevant for the exchange rate equation, where South Africa 

had previously used a dual exchange rate system that had separated the financial 

market for the rand from the trade account (charging customers a higher rand price 

for foreign exchange if the purpose was to acquire assets abroad) (Bond, 1999; Farrel 

and Tondani, 2004; Frankel, 2007). 

 

Currency valuations are highly sensitive to any market changes and, due to their 

liquidity and necessity, often provide the first signs of any strengthening or 

deterioration of an economy. The negative economic growth faced by the South 

African economy puts downside pressure on the Rand (Cammack, 2018; Ndlovu and 

Schaling, 2018). Substantial declines in commodity prices have affected many of 

South Africa’s largest companies, especially in the mining sector which accounts for 

approximately 50% of South Africa’s foreign exchange earnings (Cammack, 2018; 

Ndlovu and Schaling, 2018). The Rand has struggled in recent years with local political 

risk being a strong determinant of currency fluctuations. Similarities can be drawn from 

other emerging market economies such as Argentina, Brazil and Russia, where fiscal 

mismanagement, rising political tensions, and corruption have driven currency 
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volatility (Cammack, 2018). Emerging economies such as South Africa are also highly 

exposed to downside risks of the US dollar strengthening. Any general strengthening 

in developed economies often sees risk-averse investors flee to these stable 

currencies over riskier economies such as South Africa. It is hard to predict where the 

exchange rate could potentially fluctuate to, but is easy to appreciate that any 

adjustment in risk forecasts has the potential to be directly influential in current 

exchange rate and currency-futures contracts. Figure 4.13 below, is an indication of 

the historical Rand-Dollar exchange rate over the past ten years. 

 
FIGURE 4.13 

EXCHANGE RATE (USD/ZAR) 

 
(Source: Trading Economics, 2018c) 

 
 

4.7.1.3 Inflation 

 

Leepile (2018) emphasises that South Africa has done particularly well in keeping 

inflation within acceptable limits, highlighting that appropriate inflation can be an 

indicator of sensible macroeconomic management. Inflation reduces the purchasing 

power of households and can severely affect the poor, therefore, acting as a very 

dangerous early driver of social and political instability (Leepile, 2018). Since 1994, 

South Africa has kept inflation in check with the current target range being 3-6% (Bold 

and Harris, 2018; Trading Economics, 2018d). The recently appointed Finance 

Minister, Tito Mboweni, had a decade-long tenure as the central bank governor where 

he was a fierce defender of inflation targeting, and thus earning him a reputation as a 

monetary-policy conservative (Cohen and Goko, 2018). The introduction of inflation 

targeting in 2000 was aimed at enhancing policy transparency, accountability and 
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predictability (Aron and Meullbauer, 2007; Bold and Harris, 2018). As of August 2018, 

the South African annual inflation rate sat at 4.9% year-on-year, with the slowdown in 

the inflation rate mainly reflected by softening prices of transport (Trading Economics, 

2018d). 

 
FIGURE 4.14 

SOUTH AFRICAN ANNUAL INFLATION RATE 

 
(Source: Trading Economics, 2018d) 

 

According to Bold and Harris (2018: 1) inflation targeting as a policy tool is widely 

accepted in targeting five elements. These are; 1) Public announcement of medium-

term numerical inflation targets, 2) An institutional commitment to price stability as the 

primary goal of monetary policy, 3) A strategy that is information-inclusive, where 

many variables are used for deciding the setting of policy instruments, 4) Increased 

transparency of the monetary policy strategy through communication with the public 

and the markets about plans, objectives and decisions of the monetary authorities, 

and 5) The increased accountability of the central bank for attaining its inflation 

objectives. South Africa’s current framework includes all five elements and has 

strengthened since inception, especially in terms of transparency (Bold and Harris, 

2018). 

 

Evidence suggests that there is a significant, and economically important, negative 

relationship between inflation and banking sector development. As inflation rises, the 

marginal impact of inflation on bank lending activity and stock market development 

diminishes rapidly (Boyd et al., 2001; Haroon, 2015). It is noted that even predictable 

increases in the inflation rate have the ability to interfere with the ability for the financial 



 192 

sector to allocate resources effectively (Boyd et al., 2001). Zermeño, Martínez, and 

Preciado (2018) prove a similar outcome, with the inflation rate having a negative and 

nonlinear relationship with the conditional distribution of financial development. 

 

4.7.1.4 Interest Rates 

 

The South African Reserve Bank has a mandate to maintain price stability in the 

interest of balanced and sustained economic growth in South Africa (SARB, 2018). 

The central bank has the ability to use any monetary policy tool at its disposal to ensure 

that price stability is maintained, with the most commonly used tool being the 

benchmark interest rate, otherwise commonly known as the ‘repo rate’ in South Africa 

(SARB, 2018). The repo rate currently stands at 6.5% and has had two interest rate 

cuts of 25 basis points each in the last year in an attempt to stimulate the economy 

(Trading Economics, 2018e). With gradual increases in the benchmark interest rate 

prior to the 2008 financial crisis, the effect of the crisis caused the South African 

Reserve Bank’s Monetary Policy Committee to take decisive action to make 

substantial rate cuts in an effort to maintain price stability and stimulate the local 

economy (Trading Economics, 2018e). 

 
FIGURE 4.15 

SOUTH AFRICAN REPO RATE (%) 

 
(Source: Trading Economics, 2018e) 

 

Aron and Meullbauer (2007) note that proper communication by the South African 

Reserve Bank about the factors that explain policy does improve the predictability of 

local monetary policy. More predictable interest rates signal that the central bank’s 
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policy is well understood and that there is little asymmetric information between the 

reserve bank and the private sector (Aron and Meullbauer, 2007). When volatility in 

market rates is lowered, there is a reduction in uncertainty in the domestic financial 

markets as well as in the real economy, ultimately encouraging investment (Aron and 

Meullbauer, 2005; Aron and Meullbauer, 2007). Based on statistical analysis, Bold and 

Harris (2018) find that the South African Reserve Bank is forward-looking in setting 

policy rates based on inflation expectations, while more weight is placed on inflation 

forecasts (keeping in line with the central bank’s mandate). With a rise in transparency 

and accountability, the South African Reserve Bank has gained significant credibility 

in the years since inflation-targeting was adopted (Dincer and Eichengreen, 2007; 

Kabundi and Mlachila, 2018). As such, the South African Reserve Bank (through the 

use of interest rate measures) plays a key role in driving market stability and economic 

development in South Africa. Any risks to the smooth running of the central bank and 

the ability of SARB to maintain its mandate can severely impact upon the future 

outlook of the stability of South African financial markets and economic development. 

 

4.7.1.5 Foreign Direct Investment 

 

Sunde (2017) notes that there have been many arguments in both theoretical and 

empirical literature that suggest that economic prosperity is associated with significant 

inflows of foreign direct investment (FDI) into a country. Much research has been done 

to investigate the theories of FDI and which economic variables affect FDI, as well as 

the advantages and disadvantages of FDI (see Adams, 2009; Afolabi and Bakar, 2016; 

Ayanwale, 2007; Frimpong and Oteng-Abayie, 2006; Gui-Diby, 2016; Jenkins and 

Thomas, 2002; Kandiero and Chitiga, 2006; Sharma and Dakal, 1994). The majority 

of studies conclude that there is a positive causal relationship between FDI and 

economic growth in the short-term, long-term, or both short- and long-term (Sunde, 

2017). 

 

Studies by Afolabi and Bakar (2016) as well as Keho (2015) find that there is a 

bidirectional causality relationship between FDI and economic growth. When a country 

witnesses bidirectional causality, it suggests that there is a reinforcing causal 

relationship where policy-makers can simultaneously target economic growth and FDI 

to grow the economy. As a result, South African government policy should aim to 
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stimulate the attraction of FDI and economic growth. FDI results in stimulated 

economic growth, an increase in the gross fixed capital formation, as well as greater 

employment (Sunde, 2017). A variety of incentives, such as tax benefits, can be given 

to foreign investors to promote FDI. Indirectly, the South African government can 

promote FDI through a variety of measures including the promotion of a strong 

macroeconomic environment, infrastructure development and the reduction of trade 

barriers (Sunde, 2017; Asongu, Akpan, and Isihak, 2018). Indirect measures increase 

local production and associated exports and generate efficiency and competition in 

the economy. In a similar fashion, a loose central bank monetary policy stimulates 

volumes of exports, economic growth and FDI. 

 

To give an indication of the current state of FDI in South Africa, local foreign direct 

investment increased by R1,863 billion in the second quarter of 2018 (Trading 

Economics, 2018f).  While the OECD member countries provide the largest FDI inflow 

to Africa, the BRICS economies have made substantial progress in recent years with 

a relatively greater impact on local development (Adams and Opoku, 2017; Asongu et 

al., 2018). Olagbaju and Akinlo (2018) find that the financial system, through banking 

sector development, enhances the effect of FDI on economic growth and where a 

causal relationship between banking sector development and FDI is noted. Therefore, 

it is imperative that strategies toward the attraction of FDI must be complemented by 

measures that seek to develop the domestic financial system. Figure 4.16 illustrates 

the increase in South African FDI in recent years. 
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FIGURE 4.16 
SOUTH AFRICAN FDI (BILLIONS OF RANDS) 

 
(Source: Trading Economics, 2018f) 

 

4.7.2 Economic Wild Cards 

 

The Wild Cards associated with the economic drivers for change focus on the ability 

of the local economy to absorb severe shocks to the economic system during a time 

of stress. Two Wild Cards are examined; firstly, the complete failure of traditional 

monetary policy tools which creates systemic financial instability in the South African 

market, and secondly, the break-out of another severe banking crisis caused by a 

digital run on banks that is systemically widespread. 

 

The first Wild Card describes a potential scenario where traditional monetary policy 

tools such as inflation targeting or money-supply targeting are deemed ineffective and 

create financial instability in the financial system. From a traditional viewpoint, 

monetary policy tools may fail to be effective in a scenario where interest rates are so 

low that quantitative easing would not have room to stimulate an economy (Fatas and 

Weder di Mauro, 2018; Mishkin, 2011). However, the Wild Card scenario discussed 

does not focus on such a type of failure, but rather on the failure of a central bank to 

appropriately target the money supply of an economy as the majority of its people 

have moved towards the use of decentralised currency. A society quickly develops 

where plastic and paper forms of money (the only legal tender) are rapidly 

overshadowed by alternative decentralised forms of currency and where the central 

bank is not well-equipped to deal with such a rapid transformation. In such an example, 

public confidence is lost in traditional centralised currency, with the central bank losing 
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its ability to manage financial stability and exchange rate risks (Fatas and Weder di 

Mauro, 2018). Other than the obvious difficulties faced by the central bank in 

appropriately targeting monetary policy, if an increase in alternative decentralised 

forms of currency occurs, there remains the possibility of inherent financial system 

instability (Fatas and Weder di Mauro, 2018). The central bank, therefore, loses its 

ability to maintain stable prices and full employment; to ensure the safety and 

soundness of the nation’s banking and financial system and enable consumers access 

to credit; to stabilise the financial system in times of crisis and to oversee the nation’s 

payment system. 

 

The second Wild Card focuses on the assumption that the central bank has adopted 

and implemented a CBDC. This scenario is most likely driven by society’s behaviour, 

where consumers have forced the hand of the South African Reserve Bank to adopt 

a digital currency. The scenario paints a picture where the central bank is still in its 

infancy stages in the use of a CBDC and where global best practices around the 

relatively new financial system are not well-established as yet. At this point, a financial 

crisis ensues – leaving the stability of the economic system on a knife-edge. As the 

public has direct access to the legal tender in an electronic form, a digital run on a 

bank becomes evident where the extremely fast settlement process allows for sharply 

higher volatility and periodic panic flights to safety (Fatas and Weder di Mauro, 2018). 

BIS (2018) notes that a CBDC could allow for digital runs towards the central bank 

with unprecedented speed and scale and where the incentives to run could be sharper 

and more pervasive than today. BIS (2018), when referring to the associated financial 

stability concerns, notes that it would be difficult to stem runs under such conditions, 

even though the central bank acts as a lender of last resort. Changes in interest rates 

applicable to CBDC are unlikely to succeed in such a scenario as individuals seek 

safety at almost any price. The imposition of quantitative limits could create price 

deviations, ultimately negating the principle of money being exchanged at par and 

hampering the conduct of monetary policy (BIS, 2018). What is left is a severely 

constrained economy that has minimal tools to maintain financial stability and 

stimulate economic growth. 
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4.8 LEGAL DRIVERS OF CHANGE 
 

The legal drivers of change can be seen from two different perspectives – the external 

legal environment as well as the internal legal structures that govern business 

activities. Bush (2016) notes that laws can affect the business environment in different 

ways, depending on jurisdictions, while companies also often put policies in place that 

they adhere to in order to drive appropriate behaviour. The term ‘governance’ is 

commonly used to describe the way in which countries, companies and societies are 

governed in terms of legislation or policy (Adendorff, 2013). Strong governance is often 

associated with a government that provides quality service to the society or 

community, where the decision-making process is transparent, participative, and 

accountable at all times and under legal and societal scrutiny at all times (Adendorff, 

2013). Legal drivers for change take into account various aspects of the legal 

environment to chart appropriate strategies in light of this legislation (Bush, 2016). 

 

Canamero (2016) argues that over the past few years the global financial services 

industry has experienced an unparalleled level of regulatory reform with the trend not 

showing any sign of changing any time soon. The Financial Stability Board and the G-

20 are the largest influencers in terms of fundamentally reshaping the industry with a 

major focus on the sector’s largest institutions; putting in place reforms that aim to 

reduce systemic risk, restructure banks, strengthen capital requirements and increase 

transparency (Canamero, 2016). 

 

When the global financial crisis of 2008 broke out, the G-20 focused on the need to 

review the differentiated nature of regulation in the banking, securities and the 

insurance sectors and to identify areas where systemic risks across all the sectors 

might not be fully captured (Canamero, 2016). The heightened focus on systemically 

important institutions led to the increase in specific requirements faced by such 

institutions, such as the introduction of the Total Loss Absorbing Capacity for global 

systemically important banks and the Higher Loss Absorbency requirements for global 

systemically important insurers (Canamero, 2016). Other targeted regulations saw 

greater risk concentration, resolution and recovery requirements for systemically 

important institutions, while the focus also shifted toward enhanced data management 

and reporting requirements with the introduction of BCBS 239 data principles and the 
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Financial Stability Board’s data reporting requirements (Canamero, 2016). While the 

implementation of Basel III (the Basel Committee on Banking Supervision’s regulatory 

response to the global financial crisis) is not fully implemented as yet, there is 

regulatory approval that  emerged in early December 2017 around the implementation 

of what is being named ‘Basel IV’ (Huertas  et al., 2018). The proposals include the 

Fundamental Review of the Trading Book (FRTB), a new standardised approach to 

counterparty credit risk, a review of the standardised approach for the calculation of 

credit risk, and a new international approach to large exposures (Canamero, 2016; 

Osborn, 2018; Pugsley, 2018; SARB, 2018). Stress testing requirements are 

becoming tougher in terms of the actual tightening of requirements as well as the 

qualitative assessments done by regulators on banks’ governance, processes, models 

and tools. Other regulations, such as the International Financial Reporting Standard 9 

(IFRS 9), are putting even more pressure on banking institutions to respond to a new 

wave of regulatory changes to effectively manage risk and comply with enhanced 

requirements (Canamero, 2016; Risk.Net, 2018; SARB, 2018). Under the European 

Union’s Second Payment Services Directive (PSD2) banks are obliged to make 

available any data pertaining to the customer that the customer authorises the bank 

to disclose to third-party providers, thus opening potential innovation associated with 

‘open banking’ (Huertas  et al., 2018). In addition, General Data Protection Regulation 

(GDPR) requires companies in the European Union, as well as companies in other 

countries dealing with EU persons, to assemble data pertaining to each individual 

(Brodsky and Oakes, 2017; Huertas  et al., 2018). A combination of such regulation 

will see FinTech companies capitalise on the regulatory landscape and take over large 

aspects of the client relationship from banks, ultimately taking profits away from the 

bank while leaving it with much of the risk (Brodsky and Oakes, 2017). Not to be 

undermined, the combination of GDPR and PSD2 will be the catalyst for new products 

and business models – ushering in an entirely new financial services ecosystem and 

completely changing the role that banks play in it (Brodsky and Oakes, 2017). 

 

The banking sector is currently in a transition phase, where enormous effort is focused 

on transforming risk management, finance, and compliance technologies, processes 

and practices, while greater attention is paid to data management, stress testing and 

reporting as well as expected loss estimation (Canamero, 2016). The global trend of 

regulatory reform can be seen as a double-edged sword. It is highly necessary, but 
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can also be seen as an arduous process which stifles agility and competitiveness. 

Globally, however, the immediate outlook for banks is favourable as economic growth 

is picking up and interest rates are projected to rise, while banks are expected to chip 

away at the list of crisis-related compliance issues (Huertas  et al., 2018). Notably, as 

with the nature of any economic cycle, the market will inevitably see another downturn. 

Regulatory bodies are looking to ensure that banks are secure in the event of any such 

crisis. Additional pressure is going to be placed on the banking sector as regulators 

reset rules in response to technology advancements (Huertas  et al., 2018). However, 

with the advent of a technological revolution that will inevitably disrupt banking and 

finance, are the current regulatory structures capable of supporting such a change in 

business models? Given the recent resolution reform, investors (and not taxpayers) 

are likely to bear the costs of any bank failure if banks cannot adapt appropriately 

(Huertas  et al., 2018). 

 

4.8.1 The South African Context 

 

As mentioned previously, South Africa takes great pride in having one of the most 

progressive constitutions in the world and where the country’s strong legal and 

regulatory structures promote increased business opportunities (Crush, 2001). The 

robustness of the domestic financial infrastructure promotes financial stability, 

financial inclusion and general confidence in the South African financial system 

(SARB, 2017). South Africa is considered in more detail with regard to the legislative 

and regulatory developments in the local banking sector, insurance sector and 

financial markets in comparison to global regulatory developments in financial 

technology (SARB, 2017; SARB, 2018). 

 

The key objective of the Financial Sector Regulation Bill (FSRB) 2015 was to lay the 

foundation and architecture of the Twin Peaks model of financial regulation (SARB, 

2017). On 29 March 2018, the Minister of Finance gazetted the effective date for the 

implementation of the Financial Sector Regulation (FSR) Act as 1 April 2018 (SARB, 

2018). Ultimately, this means that South Africa has fully crossed over to a Twin Peaks 

model of financial sector regulation where supervision is split between the Prudential 

Authority (PA) and the Financial Sector Conduct Authority (FSCA) (SARB, 2018). The 

Prudential Authority is responsible for supervising the safety and soundness of all 
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financial institutions with the FSR Act providing for stronger oversight of financial 

conglomerates and of systemically important financial institutions such as the 

domestic banks (SARB, 2018). The Financial Sector Conduct Authority (a successor 

to the Financial Services Board) is responsible for supervising the way in which 

financial institutions conduct their business and how they treat customers, as well as 

ensuring that there is a significant improvement in customer protection in the financial 

sector with better customer outcomes, combined with ensuring that the financial 

system that serves all South African citizens is safer and fairer (SARB, 2018). The 

FSRA provides the two regulatory bodies with jurisdiction over all financial institutions 

and provides them with a range of supervisory tools to fulfil their mandates (SARB, 

2017). 

 

Further to the above, it is necessary to provide an update in terms of the regulatory 

developments that are being made that affect the domestic banking sector, the 

domestic insurance sector and the domestic financial markets. 

 

4.8.1.1 Domestic Banking Sector 

 

The first piece of legislation considered is the Financial Intelligence Centre (FIC) Act. 

The FIC Amendment Act was first passed by Parliament in May 2016 and gazetted on 

2 May 2017, with the Minister of Finance signing and gazetting the operationalisation 

of various provisions of the FIC Amendment Act 2017 on 13 June 2017 (Goitom, 2017; 

SARB, 2017; Swartz, 2018). The commencement of different provisions confirms 

South Africa’s commitment to comply with the Financial Action Task Force’s (FATF) 

international standards, with the provisions putting the risk-based approach at the 

centre of South Africa’s anti-money laundering/combating the financing of terrorism 

(AML/CFT) regulatory regime (SARB, 2017; Swartz, 2018). SARB (2017) emphasises 

that the risk-based approach incorporates the following three key elements; 

 

i) Strengthen AML/CFT through a consultative approach based on 

partnerships between key stakeholders in the public and private sectors. 

 

ii) Improve collaboration and coordination to ensure more effective preventive 

and enforcement measures. 
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iii) Apply a cheaper and more customer-friendly approach of implementation of 

AML/CFT, in line with the Treating Customers Fairly initiative. 

 

The FIC Amendment Act introduces measures that seek to provide a full range of 

customer due diligence measures that focus on understanding customers better, 

further requirements to better manage risks relating to relationships with prominent 

persons and politically exposed persons, the freezing of assets in terms of financial 

sanctions and the sharing of information and arrangements for key enforcement and 

supervisory bodies (Goitom, 2017; SARB, 2017; Swartz, 2018). The implementation 

of the FIC Amendment Act highlights South Africa’s continued commitment to combat 

corruption, money laundering and illicit financial flows, while also aligning with other 

members of the Group of Twenty (G20) in ensuring the safety and soundness of the 

financial system. 

 

Secondly, South Africa has invited public comments on the proposed National Credit 

Amendment Bill (NCAB) (SAICA, 2018b). Based on certain provisions, section 88F of 

the NCAB allows for the Minister of Trade and Industry to prescribe a debt intervention 

measure for a significant exogenous shock to a group of people to alleviate household 

debt and address economic hardship (Bester and Chance, 2018; SARB, 2018). Banks 

and other credit providers have cautioned against the proposed debt relief measures, 

while trade unions and consumer protection bodies have agreed that further 

refinement to the debt counselling system is needed (BASA, 2018; SARB, 2018). Two 

possible unintended consequences of the debt relief measures exist. They are; 1) the 

measures could create a moral hazard whereby beneficiaries may create new debt 

and other consumers who have not benefitted may purposefully default on 

repayments, 2) access to credit could be affected where credit providers restrict credit 

to certain population segments in fear of possible future debt write-offs (Bester and 

Chance, 2018; SARB, 2018). While discussions continue, the NCAB could potentially 

see credit providers and micro-lenders being adversely affected by high volumes of 

proposed write-offs, thus potentially destabilising the retail and micro-lending sectors. 

 

Thirdly, progress is being made in terms of the finalisation of Basel III post-crisis 

reforms. The Basel III regulatory reforms seek to address the shortcomings identified 
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in the pre-crisis regulatory framework, with the implementation of the new standards 

set to take place on the 1 January 2022 (SARB, 2018). The implementation of the 

standards will certainly provide many challenges. When successfully implemented, 

however, the reforms will strengthen confidence in the banking system as well as 

enhance financial stability. A key feature of the provisions is to move away from the 

use of internal modelling (a primary tool extensively used by South Africa’s big four 

banks) (Osborn, 2018; Pugsley, 2018; SARB, 2018). The revisions to Basel III are 

highlighted in Table 4.5. 

 
TABLE 4.5 

SUMMARY OF REVISIONS TO BASEL III 

Area Summarised details 

Credit risk: 
standardised 

approach 

The measures introduced include greater granularity to certain exposures and 
a recalibration of some risk weights to improve the robustness and sensitivity 

of the existing approach. 

Credit risk: internal 

ratings-based 

(IRB) approach 

The revisions include the limited use of the IRB approach and the removal of 

the advanced IRB approach for certain assets classes and the removal of all 

IRB approaches for exposure to equities. 

Credit valuation 

adjustment risk 

framework 

The revisions involve the removal of the internally modelled approach and the 

introduction of a revised standardised approach aimed at enhancing its risk 

sensitivity, robustness and consistency. 

Operational risk 

framework 

A revised standardised approach for operational risk is introduced, which will 

replace the existing standardised approaches and the advanced measurement 
approaches. 

Leverage ratio 

Revisions were made to the measurement of the leverage ratio and a leverage 

ratio buffer for G-SIBs, which will likely be akin to the tier 1 capital buffer set at 

50% of a G-SIB’s risk-weighted capital buffer based on five ranges (buckets) 

and also impose restrictions on capital distribution, where applicable. 

Output floor 

Putting in place an aggregate output floor. This will be set at 72.5% of risk-

weighted assets (RWAs) as calculated in terms of the revised standardised 

approaches. Banks will also be required to disclose their RWAs based on 

these standardised approaches. 

 
(Source: SARB, 2018: 32) 
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Finally, steady progress has been made in terms of the International Financial 

Reporting Standard 9 (IFRS 9). According to SARB (2018) IFRS 9 replaced the 

International Accounting Standard 39 (IAS 39) and was implemented on 1 January 

2018. The new standards ensure that banks and other reporting entities have to 

account for impairments on loans by applying the expected credit loss model versus 

the incurred loss model previously used (Risk.Net, 2018; SARB, 2018). The expected 

credit loss model is forward-looking in its approach, incorporating a broader range of 

factors to determine credit losses. 

 

4.8.1.2 Domestic Insurance Sector 

 

The first development considered in the domestic insurance sector is the Solvency 

Assessment and Management (SAM) Framework. The SARB (2018) and the FSB 

(2018) note that the SAM reforms are part of a comprehensive revamp of the current 

financial sector legislation, where the project has made progress towards establishing 

a risk-based solvency regime for the prudential regulation of both short- and long-term 

insurers in South Africa. SAM remains firmly focused on its objectives of being a 

dedicated South African framework that is consistent with the Insurance Core 

Principles as set out by the International Association of Insurance Supervisors to 

protect policyholders and beneficiaries effectively, and to contribute to the financial 

stability of the South African insurance sector (FSB, 2018; SARB, 2018; Van Vuuren, 

Reyers, and Van Schalkwyk, 2017). SAM focuses on two key elements in driving 

financial stability in the insurance sector. SAM seeks to ensure the alignment of capital 

requirements with the underlying risks of an insurer, as well as to provide incentives 

to insurers to adopt more sophisticated risk management and risk monitoring tools 

(FSB, 2018; SARB, 2018; Van Vuuren et al., 2017). 

 

The second development in the insurance sector that is considered is the Insurance 

Regulations and the Policyholder Protection Rules (PPRs) under the Long-term 

Insurance Act No. 52 of 1998 and the Short-term Insurance Act no. 53 of 1998 (SARB, 

2018). The Insurance Regulations and PPRs aim to deliver better customer outcomes 

in the financial sector as well as to improve market conduct in the insurance sector 

and thereby ensuring that customers are treated fairly and that incentives are aligned 

so that uncomplicated, good-value products are provided to consumers (Kruger, 
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2018b; Rodrigues, 2018; SARB, 2018). While maintaining the theme of financial 

inclusion, the regulation seeks to ensure that appropriate insurance products are 

presented and accessible to all South Africans. 

 

Finally, on 18 May 2017 the International Accounting Standards Board (IASB) 

published the International Financial Reporting Standard (IFRS) 17: Insurance 

Contracts (SARB, 2017).  According to SARB (2017), IFRS 17 is intended to improve 

transparency and consistency in reporting by entities on insurance contracts and 

where the regulation distinguishes between two ways that insurers earn revenues from 

insurance contracts (earnings from providing insurance cover and net earnings from 

financial investments). Warren (2017) emphasises that data, systems, processes and 

people will need to be integrated, and a greater understanding of the end-to-end 

financial reporting process is needed (by the actuaries working in financial reporting). 

 

4.8.1.3 Domestic Financial Markets 

 

On 25 August 2017, the Minister of Finance issued the final regulations for the 

implementation of legislation related to the retirement fund default regulations – 

regulations made in terms of section 36 of the Pension Funds Act 24 of 1956 (SARB, 

2017). The goal of the default strategies is to ultimately reduce the complexity of 

products (Totaram, 2017). The regulatory body seeks to ensure that retirement funds 

develop cost-effective, relatively simple and standardised products (Greeff, 2017; 

SARB, 2017; Totaram, 2017). The idea is that the final regulations are meant to 

improve the outcomes for members of retirement funds by ensuring that they can retire 

comfortably and that they receive good value for their savings (SARB, 2017). The 

regulations require the trustee boards of retirement funds to offer a default in-fund 

preservation arrangement to members prior to retirement, as well as a default 

investment portfolio to contributing members who do not wish to exercise any choice 

regarding how their savings are invested (Greeff, 2017; SARB, 2017; Totaram, 2017). 

 

Following the 2008 financial crisis, the G20 agreed on a broad range of market reforms 

that sought to address the weaknesses revealed in the financial system, many of them 

relating to the opacity of the OTC derivatives markets and products (SARB, 2018). On 

9 February 2018, the Minister of Finance gazetted regulations in terms of the Financial 
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Markets Act 19 of 2012, which brought clarity and certainty to certain aspects of the 

regulatory framework for over-the-counter (OTC) derivatives trading and certain 

market infrastructures (King, 2018; SARB, 2018). The regulations specify 

requirements associated with OTC derivatives transactions regarding the 

authorisation of OTC derivatives providers, their reporting obligations, and the 

associated clearing of transactions (Denenga, Sulaiman, and Macchelli, 2018; King, 

2018; SARB, 2018). The FSCA, with assistance from the PA, determines the eligibility 

criteria for OTC derivative transactions that are subject to mandatory clearing. 

Meanwhile, the regulations also outline the steps for the establishment, and 

participation, of financial market infrastructures (such as central securities 

depositories), as well as the governance, risk management and access to such 

infrastructure (King, 2018; SARB, 2018). While South Africa still has some progress 

to be made in terms of providing complete comfort of financial stability in the financial 

markets, it is clearly evident that the framework is in place to ensure that it is an 

achievable target in the foreseeable future (Denenga et al., 2018; SARB, 2018).  

 

Finally, and while not necessarily a regulatory development, the plans to implement 

the Southern African Development Community (SADC) Integrated Electronic 

Settlement System (SIRESS) is systemically important in the domestic economy and 

is worth discussing. SIRESS is a step toward greater regional financial integration 

where the automated interbank settlement system that settles payment obligations 

between participating banks in real-time (or on a delayed basis) is a necessary move 

in driving innovative efficiencies (Hedley, 2018; SARB, 2017). As appointed by the 

SADC central banks, SIRESS is operated by the South African Reserve Bank and has 

participants across 14 countries with 7 central banks and 76 commercial banks 

participating (Hedley, 2018; Majaha, 2018; SARB, 2017). The goal to increase bank 

membership is an ongoing process with many banks sitting at a variety of different 

stages of the membership process. Volumes increased to an average of 24,000 

transactions per month in the second quarter of 2017, with a total value of R100 billion 

per month in the same quarter (Majaha, 2018; SARB, 2017). Due to the role that 

SIRESS plays, it is likely that it will be formally designated a financial market 

infrastructure (FMI) participant, active in the payment area and which then warrants it 

to be under closer attention and supervision in terms of the Principles for Financial 

Market Infrastructure (PFMI) (SARB, 2017). As a result, SIRESS will likely be 
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designated a domestically systemically important financial institution (D-SIFI), where 

greater focus will be given to the potential it has to help remediate the decline in 

correspondent banking relations in SADC (driven by the derisking that has taken place 

by some globally active banks) (SARB, 2017). 

 

4.8.2 Legal Wild Cards 

 

There is one Wild Card discussed that is associated with the legal drivers for change. 

The scenario focuses on overregulation of systemically important financial institutions 

and the possible effects of such a situation occurring. 

 

The Wild Card describes a scenario where regulators completely over-regulate banks 

and systemically important financial institutions. In doing so, regulators effectively stifle 

the competitiveness of banking institutions and are a catalyst of their demise. The 

overregulation leads to a scenario where banks can no longer compete with FinTech 

innovators and collapse under the systemic pressure from new market entrants, 

thereby posing significant risk to financial market order and stability. Reichwald (2016) 

notes that overregulation can lead to underperformance where heavy regulations 

make the financial world safer but, inevitably, adversely affect the banking sector and 

any associated innovation. Reichwald (2016) argues that “overregulation increases 

the cost of doing business without any demonstrate positive effect on bank profitability 

because of the need for additional staffing, training and upgrading of information 

technology structures and procedures”. Overregulation could see a shift from formal 

systems to informal systems where consumers look for alternatives that are cheaper 

and more convenient as banks cannot appropriately reduce prices and maintain 

sufficient innovation. As a result, highly skilled staff also start to move from the banking 

sector to innovative FinTech companies that are less regulated. Ultimately, banks can 

no longer afford to innovate and compete with FinTech start-ups who are less 

regulated. Finally, a systemic failure of the banking system is seen where governing 

bodies cannot rely on these systemically important institutions to maintain stability in 

the financial market system. 
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4.9 SUMMARY 
 

The PESTEL analysis provides a unique ability to get a better understanding of the 

drivers for change that affect the South African banking sector as innovation drives 

financial services forward at an exponential rate. While the political, environmental, 

social, technological, economic and legal drivers for change all vary greatly, they 

provide clarity of the various factors that will systemically alter the current and future 

state of financial services in South Africa. The PESTEL analysis attempted to explain 

the drivers for change for the South African case, while reflecting on global trends that, 

ultimately, have an influence on the development of the local banking sector. By 

reflecting on the drivers for change, the chapter outlined the many opportunities and 

challenges established by the external environment, while providing an evaluation of 

the strengths and weaknesses faced. In summary, the chapter addressed Steps 3 and 

4 of the scenario planning process and highlighted the strengths, weaknesses, 

opportunities and threats faced by the South African banking sector. 
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CHAPTER 5 
 

PROPOSED SCENARIOS FOR THE FUTURE OF BANKING IN SOUTH 
AFRICA 

 
 
5.1  INTRODUCTION 
 
Chapter 4 provided an overview of the various drivers for change that have an impact 

on the future of banking in South Africa. Chapter 5 seeks to get a better practical 

understanding of the influence that such factors have in terms of disruptive innovation. 

The chapter provides detail on how the research methodology was carried out, the 

results of the study, and a discussion of the proposed scenarios for the future of 

banking in South Africa towards 2055. In addition, the vision, the ‘surprise free’ 

scenario, and the suggested change navigation are discussed before concluding. 

 

5.2 THE REAL-TIME DELPHI STUDY 
 

The Delphi technique was first used by the US RAND Corporation (Research And 

Development Corporation) in the 1960’s and has subsequently become a widely 

accepted and frequently used research method, especially for futures-orientated 

research (Gnatzy et al., 2011: 1681). Oberholster (2017) notes that the methodology 

was used as a solution to address certain inefficiencies associated with traditional 

group meetings. The purpose of the Delphi methodology is to facilitate a formal 

discussion among selected experts from particular fields around a specific topic 

(Gnatzy et al., 2011; Gordon, 1994; Van Vuuren, 2016). The Delphi technique seeks 

to gain consensus on a particular topic among a group of experts; ultimately aiming to 

achieve a convergence of opinion on a specific topic under investigation (Oberholster, 

2017). 

 

The Real-Time Delphi technique is a variation of the traditional Delphi technique. A 

Real-Time Delphi study is a structured communication technique that allows for 

interactive forecasting based on feedback from a panel of experts (Gordon, 2009). 

The technique obtains continuous feedback from experts, where anonymous feedback 

is constantly provided on the experts’ forecasts as well as on the reasons why such 
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answers are provided. The experts are encouraged to revise their answers in light of 

the feedback, driving a structured group forecast rather than an individual observation, 

which can often be skewed (Gordon, 1994). The traditional Delphi methodology has 

certain weaknesses associated with it, including complex facilitator tasks, a lack of 

presentation of real-time results and limitations in terms of tracking progress over time 

(Gnatzy et al., 2011; Oberholster, 2017). The Real-Time Delphi provides a format that 

overcomes such challenges. Oberholster (2017) argues that the advantages of the 

Real-Time Delphi technique are wide-ranging and include the following: 

 

- Increased efficiency from the perspective of process, where immediate 

responses can be seen by participants that limits the need for multiple rounds. 

- The technique accommodates expert availability; allowing experts to participate 

when available and remotely from a location that suits them. 

- There is no need to physically bring experts together; allowing for an 

inexpensive tool that requires fewer resources to run. 

- There is a lower drop-out rate in comparison to the traditional Delphi technique. 

 

According to Rowe and Wright (2001) and Gnatzy et al. (2011), Real-Time Delphi 

studies still adhere to the four main characteristics of a Delphi technique: (1) anonymity 

in the process, (2) controlled feedback, (3) statistical aggregation of group response, 

and (4) iteration. 

 

Gordon (2009) highlights that there are two possible ways to build out a Real-Time 

Delphi study, where the first approach places the responsibility on the researcher to 

build out the necessary software and database, while the second approach sees the 

researcher collaborating with an organisation that already has the required system 

built. The format chosen for this research study was to collaborate with the Global 

Futures System (GFS); a tool that was designed by the Millennium Project and 

ensures that the following fundamental features are present (Gordon, 2009): 

 

- A single round, where participants have the ability to enter, leave, and re-enter 

the study as they please. 

- Participants provide numerical inputs in consideration of their answers. 
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- The group average or median is immediately updated; providing immediate 

feedback to the participant combined with the total number of responses. 

- Any significant deviation from the group responses is flagged for the participant, 

whereby the participant is asked to explain their answer in more detail. 

- When a participant re-enters the study, they are presented with their prior 

answers that are saved and are provided with the updated average or median 

of the group. 

- An administrator can set cut-off times to encourage participation. 

- A permanent record is maintained for all the qualitative and quantitative 

responses. 

- The principle of real-time feedback for participants is maintained. 

- Anonymity of participants is maintained and assured throughout the process. 

 

5.2.1 The Research Framework for the Real-Time Delphi Study 

 

The research framework for the Real-Time Delphi study is detailed below, providing 

further insight into the purpose of the study, the number of rounds, the participants, 

the mode of operation, the anonymity, the communication media, the concurrency of 

rounds and the overall structure. 

 

5.2.1.1 The Purpose of the Study 

 

The purpose of the Real-Time Delphi study is to validate and prioritise the identified 

megatrends associated with the future of banking in South Africa. It is also aimed at 

validating and prioritising any disruptive technologies, business models, financial 

innovations and regulatory developments that could define the future of banking in 

South Africa during the course of the next 35 years. The outcome of the study was 

used to guide iterative amendments to the driving forces, while acting as key inputs 

into the scenario-building process. Additional impetus came from the ideation 

generated by the group of experts as part of the study. Schuckmann, Gnatzy, Darkow 

and Von der Gracht (2012) and Oberholster (2017) emphasise that the anonymous 

principle of the Real-Time Delphi process ensures that unconstrained thinking 

amongst participants is encouraged. 
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5.2.1.2 Number of Rounds 

 

When carrying out a Delphi study, the technique usually is applied over several rounds 

until the pre-defined, stopping criteria are attained or when consensus is achieved 

(Oberholster, 2017; Schuckmann et. al., 2012).  While a traditional Delphi study can 

range between two and ten rounds, a Real-Time Delphi study only needs one round 

(Gordon, 2009). In line with the Real-Time Delphi structure, only one round was 

applied during the course of this study. Participants did, however, have the ability to 

enter, leave, and re-enter the study at any time during the course of the study period. 

The Real-Time Delphi ran for a period of six weeks, where after (in an attempt to 

encourage participants to review the questionnaire and to provide qualitative 

feedback) the study was extended by another two weeks. The extension and time 

pressure were extremely successful, with a large proportion of participants making use 

of the additional two weeks. During the study period, participants received regular 

reminder e-mails to encourage participation. 

 

5.2.1.3 Participants and Panel Size 

 

Participants are seen to be eligible to participate in a Delphi study if they have a 

educational background in the specific topic or if they have relevant experience in the 

field of study (Hsu and Sandford, 2008; Oberholster, 2017; Schuckmann et. al., 2012). 

It is important, as best possible, to include representation from a variety of stakeholder 

groups (Oberholster, 2017). Rowe and Wright (2011) suggest that it is beneficial to 

include a mix of experts and laypeople to encourage heterogeneity. 

 

Hsu and Sandford (2008) maintain that the number of participants in a Delphi study 

generally sits below 50, with the majority of studies ranging between 15 and 20 

participants. The study saw 45 participants contribute to the research. In this research 

study, participants were chosen based on their expertise and experience in the 

banking sector, the innovation and FinTech domain, the regulatory environment and/or 

futures studies; including academics and business people who have exposure to one 

or many of these disciplines. A range of individuals were selected to participate, from 

executive level managers and key decision-making regulators to relatively less 

experienced individuals - with the aim of stimulating insightful and challenging 
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discussion. By ensuring that key decision-makers were included in the study, the 

research allowed for the outcomes to be distributed to such individuals in the hope 

that they will use the results to guide best-practice towards the best possible future 

scenarios. While the South African banking sector was the primary aim, it was 

important to obtain global insights in carrying out the study. As such, the majority of 

participants were South African with various global contributors aiding the study with 

their international perspectives. A breakdown of the geographical demographics of the 

45 participants are highlighted below. 

 
TABLE 5.1  

GEOGRAPHICAL DEMOGRAPHICS OF PARTICIPANTS 
Country Participants 

South Africa 37 

France 2 

United States of America 2 

Islamic Republic of Iran 2 

United Kingdom 1 

Australia 1 

Total 45 

 

5.2.1.4 Mode of Operation 

 

An important part of the Delphi technique is the ability for interaction and collaboration 

on thoughts between participants (Gordon, 2009). The mode of operation focuses on 

the way in which such interaction is conducted, where Day and Bobeva (2005) argue 

that such interaction can be through face-to-face discussion or via remote access. 

This research study used an electronic, web-based platform to ensure remote access 

was given to participants to participate in the study. Oberholster (2017) emphasises 

that such a mode of operation provides the added benefits of involving experts around 

the word, while maintaining full anonymity. 
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5.2.1.5 Anonymity of the Participants 

 

A fundamental principle of the Real-Time Delphi methodology is the anonymity of 

participants throughout the process (Gnatzy et al., 2011; Gordon, 2009). There are 

various benefits associated with the principle of anonymity, such as the deterrence of 

group thinking and the reduction of influence from dominant individuals (Campos-

Climent, Apetrei, Chaves-Avilla, 2012; Oberholster, 2017). This research study 

ensured full anonymity of participants through the use of the Global Futures System 

(GFS) platform. 

 

5.2.1.6 Communication Media 

 

In this research study, electronic communication was used to communicate with 

participants. Communication took place primarily via e-mail as well as through the 

electronic, web-based Global Futures System (GFS) platform. Gnatzy et al. (2011) 

emphasise that electronic communication is especially beneficial in a Real-Time 

Delphi study in bringing experts together, without physically having to do so at a high 

cost. As highlighted by Oberholster (2017), an additional benefit of electronic 

communication is the ability to coordinate a collaborative environment for participants 

that are based all over the world, while ensuring that a permanent record of all 

quantitative and qualitative responses is maintained. 

 

5.2.1.7 Concurrency of Rounds 

 

As previously mentioned, conventional Delphi studies use numerous rounds to 

achieve convergence of ideas (Day and Bobeva,2005; Schuckmann et. al., 2012; 

Oberholster, 2017). Only one round was used in this Real-Time Delphi study, where 

several computations were evident with participants being allowed to enter, leave, and 

re-enter the study at any time they wish. 

 

A summary of the research criteria, adapted from Day and Bobeva (2005) and 

Oberholster (2017), is provided in the following table. 
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TABLE 5.2  
SUMMARY OF THE RESEARCH CRITERIA 

Criteria Choice for the research study 

Purpose of the study 

Validation and prioritisation of the banking megatrends as well as the 

disruptive technologies, business models, financial innovations, and 

regulatory developments. 

Number of rounds One round, with several computations 

Participants 
Heterogeneous group of participants, consisting of 45 experts from various 

countries (South African and non-South African) 

Mode of operation Remote access via the electronic GFS platform 

Anonymity Full anonymity maintained throughout the study. 

Communication media Electronic media (via e-mail and the GFS platform) 

Concurrency rounds Sequential 

 (Source: Adapted from Day and Bobeva (2005); Oberholster (2017)) 
 

5.2.1.8 Structuring of the Questionnaire 

 

The final questionnaire (Addendum 1) consisted of 22 worded statements or questions 

that were linked to megatrends in banking and regulation, with a focus on disruptive 

technology, business models, FinTech innovations and regulatory influence. The 

formulation of the questions and statements was derived from an environmental scan 

during the literature review and the PESTEL analysis conducted in the third and fourth 

chapters. 

 

Overall, the 22 statements and questions were structured as part of four overarching 

sections. The first part was focused on the megatrends which will potentially define 

the future of banking in South Africa in 2055, taking note of each megatrends’ potential 

importance, the likeliness of occurrence and the probability of the megatrend 

continuing until 2055. The second part of the questionnaire focused on the disruptive 

technologies, business models and financial innovations that may define the future of 

banking in South Africa in 2055. The participants were asked to measure the potential 

importance of each development in order to prioritise and define the impact that such 

developments would have on the future of banking in South Africa. The third part of 
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the questionnaire focused on the regulatory developments and approaches that may 

define the future of banking in South Africa in 2055 and requesting participants to 

measure the potential importance of each development discussed. Finally, the fourth 

part of the study discussed five Wild Cards and their potential impact on the future of 

banking in South Africa by 2055. 

 

For the first three parts of the study, a 10-point Likert-type interval scale was used to 

allow the participants to give a more precise evaluation of each statement and 

question. The participants were asked to give an indication of their judgement based 

on a range from 1 (least importance or a low probability of occurrence) to 10 (greatest 

importance or a high probability of occurrence). Oberholster (2017) emphasises that 

the Likert scale is a popular tool to use due to it’s simplicity in measuring attitudes and 

judgements. Welman and Kruger (2001) define the Likert scale as a scale of attitude 

that is based on different assumptions about the relationship between individuals, their 

attitudes and the responses to certain items. The fourth part of the study asked 

participants to merely provide their thoughts around five Wild Cards and followed a 

standard response-via-comment section format. 

 

The format that was availed through the Global Futures System (GFS) allowed 

participants to provide comments next to each question or statement, providing a 

qualitative format for the generation of new ideas and for the justification of any views. 

Participants were encouraged to suggest any appropriate changes and to the 

megatrends, statements, and questions through the following request in the 

introductory statement: Please feel free to add, modify, or reject any question or 

statement. Where applicable, it would be greatly appreciated if you provided your 

analysis and/or motivations as far as possible to ensure comprehensive value is taken 

from this interaction. 

 

5.2.2 Evaluation of the Real-Time Delphi Study 

 

The evaluation of the Real-Time Delphi Study is described in detail, providing the 

evaluation criteria and the data analysis. 
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5.2.2.1 Evaluation Criteria 

 

The second chapter outlined the reasoning why a Real-Time Delphi study was chosen. 

To recap; the benefits of time, costs, flexibility and reach are key advantages that have 

been taken into account when deciding upon the methodology. While the benefits are 

understood, it is necessary to guarantee the credibility of the study and focus on the 

suitability of the method to appropriately investigate the research topic (Day and 

Bobeva, 2005; Oberholster, 2018; Van Vuuren, 2016). The suitability of the Real-Time 

Delphi methodology for futures research is considered highly appropriate. It is 

considered a strong technique for forecasting and prediction, while it also is seen as 

an appropriate tool to gain insight into opinions from experts on specific topics as well 

as to deal with complex problems and to drive thought-convergence on topics and 

issues (Campos-Climent et al., 2012; Day and Bobeva, 2005; Oberholster, 2017; 

Schuckmann et. al., 2012). The Real-Time Delphi method allows for a key benefit of 

effectively simplifying complex knowledge into single statements that are relevant to 

the future (Oberholster, 2017). As a result, the Real-Time Delphi is particularly 

effective in aiding the development of future scenarios and general scenario planning 

(Campos-Climent et al., 2012; Oberholster, 2017; Schuckmann et. al., 2012). 

 

The credibility and trustworthiness of the Real-Time Delphi study can be strengthened 

by including multiple participants (Oberholster, 2017). This research study sought to 

provide such credibility and trustworthiness by including a variety of industry experts, 

futurists, and academics. Ultimately, by including a diverse range of individuals, the 

study had a range of participants who had many years of industry experience, were 

highly educated and had positions in senior and executive decision-making roles. 

Gordon (2009) suggests that to ensure plausibility and contextual relevance, it is 

important to include a qualitative aspect in the study where individuals can provide a 

contextually aligned argument for their views. Such qualitative input was encouraged 

in this research study with every question having a section where the participant was 

asked to provide reasoning and justification for their answer. 

 

Importantly, the research study uses the Real-Time Delphi technique as one of the 

three methodologies. Rowe and Wright (2011), Oberholster (2017) and Schuckmann 

et. al. (2012) argue that the Real-Time Delphi method is enhanced when used in 
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combination with other futures research-related methodologies. As a result, the Real-

Time Delphi is used to gain insight into the Wild Card scenarios as well as to build out 

the scenario planning aspect of the study; thereby significantly contributing to the 

overall development of a quantitative and qualitative view of the plausible futures 

associated with South African banking towards 2055. 

 

5.2.2.2 The Data Analysis 

 

As previously noted, the Real-Time Delphi study was performed and evaluated with 

the use of a 10-point Likert scale; providing the basis for the quantitative analysis of 

the proposed megatrends. In total, the 45 participants of the study cumulatively 

provided insight into 991 questions (or statements), with 236 of these questions (or 

statements) being supported further by 236 written answers that gave additional 

qualitative justification and insight. Overall, 24% of questions answered by the 

participants were accompanied by a qualitative form of discussion. 

 

Hsu and Sandford (2008) note that the most frequently used statistical measures used 

in Delphi studies to present information associated with collective judgements range 

from measures of central tendency (such as the mean, median, and mode) to the level 

of dispersion (standard deviation and inter-quartile range). Campos-Climent et al. 

(2012) and Hsu and Sandford (2008) suggest that the median be used in measuring 

consensus amongst participants when running a Real-Time Delphi study. The median 

was used in this research study as a measure of the degree of consensus between 

participants, providing a median Likert score for each megatrend and driving force in 

relation to their perceived importance and probability of occurrence. 

 

5.2.3 Evaluation of the Output of the Real-Time Delphi Study 

 

After giving detail on how the Real-Time Delphi study was conducted, the next step is 

to evaluate the results obtained and review the output appropriately. Each question 

and statement is reviewed in detail below. The final questionnaire with all the questions 

and statements is attached in Addendum 1. 
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5.2.3.1 Banking Megatrends Towards 2055 and Their Regulatory Implications 

 

Megatrend 1 is titled “Banking not banks: It won’t matter who you bank with”. The 

decision and feedback regarding Megatrend 1 is presented in table 5.3. 

 

The statement describing the trend is as follows: ‘Open banking’ will see legislation 

and business models pivot to allow clients to utilise a single platform to see all their 

banking products that are provided by a variety of vendors. Development in this area 

will enable you to view your home loan with ‘Bank A’ as well as your credit card from 

‘Bank B’ on one digital platform. For example, Facebook or Google may be used to 

pay your bills, make peer-to-peer transfers, and analyse your spending, while having 

your money safely placed in your current bank account. Banks will be obligated to 

provide third-party providers access to their clients customers’ accounts through APIs 

(application program interface). This will enable third-parties to build financial services 

on top of banks’ data and infrastructure. Development and implementation of 

regulation has already started in Europe that paves the way for this trend to take shape 

(Payment Services Directive 2). 

 
TABLE 5.3  

REAL-TIME DELPHI STUDY: PART 1, QUESTION 1 

Megatrend 1 
Banking not banks: It won’t matter who you bank with. 

(Question 1) Collective Likert 
score (Importance) 8.5 Collective Likert score 

(probability of occurrence) 8.5 

Likelihood of regulation 
stimulating megatrend 

Collective Likert score 
(likelihood) 6.0 

Decision on megatrend Keep the formulation 
Decision on regulation Keep the formulation (with slow/limited progress) 

 
 

The feedback received from participants on Megatrend 1 confirmed the importance 

of ‘open banking’ and the need for legislation and business models to develop to 

accommodate such innovation. With a high score of 8.5 for both the importance and 

the probability of occurrence, participants firmly believed that Megatrend 1 plays a 

significant role in the future of banking in South Africa with this development becoming 

somewhat inevitable. The trend is, therefore, expected to continue. Participants did, 
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however, note that South African consumers are relatively more cautious and may 

take longer to fully adopt such an innovation. 

 

The facilitating role of regulation, however, received a lower score of 6.0 and 

suggested that the likelihood of the regulatory environment to stimulate such a trend 

would be relatively slow. With this in mind, the South African regulatory environment 

is still expected to stimulate the trend of ‘open banking’; albeit in a slow or limited 

capacity. The research indicates that the regulatory environment will be compelled to 

respond to market trends, while the conservative nature of South African regulators 

will see them take a ‘wait-and-see’ approach towards such innovation. 

 

Megatrend 2 is titled “Banking the unbanked: It’s all about structure, efficiencies, and 

financial inclusion”. The decision and feedback regarding Megatrend 2 is presented in 

table 5.4.  

 

The statement describing the trend is as follows: Market efficiencies will see Africa’s 

banking sector develop faster than any other continent, where a trend will emerge that 

sees large international banks struggle to compete with companies that better 

understand the local market and how to reach the millions of currently unbanked 

individuals. Regulatory requirements will make it too expensive for international banks 

to drive ownership across multiple jurisdictions. Local banks will look more like 

technology companies that leverage off of a variety of technology innovations to gain 

market share in specific segments of the banking value chain; challenging the current 

banking model that sees banks own the entire banking value chain. This will result in 

the banks of the future being able to drive market efficiencies and service local clients 

better, all while driving financial inclusion. The concept of ‘shared growth’ will be the 

foundation of African banking business, where profiting for a purpose resonates 

strongly with customers, business stakeholders, and the broader community. 
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TABLE 5.4  
REAL-TIME DELPHI STUDY: PART 1, QUESTION 2 

Megatrend 2 

Banking the unbanked: It’s all about structure, efficiencies, and 
financial inclusion. 

(Question 2) Collective Likert 
score (Importance) 8.0 Collective Likert score 

(probability of occurrence) 8.0 

Likelihood of regulation 
stimulating megatrend 

Collective Likert score 
(likelihood) 7.0 

Decision on megatrend Keep the formulation 
Decision on regulation Keep the formulation 

 

The feedback received from participants on Megatrend 2 confirmed the importance 

of financial inclusion and the need for banks to drive client centricity and the concept 

of shared growth. With a high score of 8.0 for both the importance and the probability 

of occurrence, participants firmly believed that Megatrend 2 plays a significant role in 

the future of banking in South Africa with this development becoming somewhat 

inevitable. The trend is, therefore, expected to continue. Participants noted that trust 

is an important aspect of banking in South Africa and if this trend is to continue as 

expected, banks need to further gain the trust of local consumers in an effort to drive 

financial inclusion and deepen financial markets. 

 

The facilitating role of regulation received a slightly lower score of 7.0, but still 

confirmed the likelihood of the regulatory environment stimulating financial inclusion 

and shared growth towards 2055. Participants noted that South African regulators 

often follow and adopt international trends; proposing that regulatory bodies will need 

to take a more proactive approach in order to achieve a unique African solution. 

Participants believe that legislation needs to consult and engage local level authorities 

in the development of appropriate policies. 

 

Megatrend 3 is titled “A crypto reality: An emergence of a new form of money will 

change the way we use money and the role of central banks”. The decision and 

feedback regarding Megatrend 3 is presented in table 5.5. 

 

The statement describing the trend is as follows: Fiat money (or cash) has no influence 

as a means of payment in society by 2055. Crypto-enthusiasts seek disruptive 

alternatives to the centralised system of money, where the public popularises a 
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decentralised system of peer-to-peer exchange. The role of central banks is 

challenged, where the influence of current monetary policy tools are ineffective in a 

new world of money and regulation. Central banks are forced to issue their own virtual 

currency to maintain market stability and ensure regulatory control. However, in 

creating a virtual central bank issued currency, further threats to the financial system 

are created. Private banking institutions are now at great risk of ‘digital runs’ as, during 

a period of panic, the public would flock to the central bank with unprecedented speed 

and scale and thereby creating a ‘digital run’ from private banks to the state. Central 

banks are forced to abandon the manipulation of short-term interest rates as a tool of 

monetary policy, but are now free to move back to pure money supply targeting. A 

digital central bank ledger where citizens can directly access base money from the 

central bank balance sheet provides the regulator with a tool to access precise, real-

time information on the demand for money and control the supply of it in accordance 

to inflationary targets. 

 
TABLE 5.5  

REAL-TIME DELPHI STUDY: PART 1, QUESTION 3 

Megatrend 3 

A crypto reality: An emergence of a new form of money will change the 
way we use money and the role of central banks. 

(Question 3) Collective Likert 
score (Importance) 8.0 Collective Likert score 

(probability of occurrence) 7.0 

Likelihood of regulation 
stimulating megatrend 

Collective Likert score 
(likelihood) 6.0 

Decision on megatrend Keep the formulation 
Decision on regulation Keep the formulation (with slow/limited progress) 

 

The feedback received from participants on Megatrend 3 confirmed the importance 

of virtual currencies (whether decentralised or centralised) in defining the future of 

banking and monetary policy in South Africa towards 2055. With high scores of 8.0 for 

importance and 7.0 for probability of occurrence, participants believed that Megatrend 

3 plays a significant role in the future of banking in South Africa. The trend is, therefore, 

expected to continue. Participants noted that central banks will always play a pivotal 

role in maintaining financial stability, suggesting that, while decentralised 

cryptocurrencies are becoming more popular, the ultimate move to a central bank 

digital currency (CBDC) is more likely. 
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The facilitating role of regulation, however, received a lower score of 6.0 and 

suggested that the likelihood of the regulatory environment to stimulate such a trend 

would be relatively slow. With this in mind, the South African regulatory environment 

is still expected to stimulate the trend towards virtual currencies, albeit in a slow or 

limited capacity. The research indicates that the participants believe that the South 

African Reserve Bank will ultimately be compelled to release their own CBDC, but will 

not be proactive in doing so. It is expected that the South African Reserve Bank will 

follow global trends and take a cautious ‘wait-and-see’ approach before implementing 

any form of CBDC. 

 

Megatrend 4 is titled “Artificial general intelligence: The robots are taking over, but it’s 

okay”. The decision and feedback regarding Megatrend 4 is presented in table 5.6. 

 

The statement describing the trend is as follows: By 2055, artificial general intelligence 

(not to be confused with AI) becomes more commonplace. AGI is classified as a state 

where the intelligence of a machine is equal to (or even surpasses) that of a human 

and where the machine can successfully perform any intellectual task that a human 

being can. By 2055 AGI is heavily embedded in our daily lives where smart data 

management is combined with virtual assistants to provide incredibly personalised 

robotic advisory. Through an always-connected next-generation device, robotic 

assistants access your real-time conversations to manage your financial well-being. 

As an example, by remembering certain conversations, robotic assistants will advise 

on when the best time to make a purchase is or when the best time to pay off credit 

card debt would be, based on future expected cashflows and trends picked up through 

machine learning processes. Robotic assistants will constantly look for better deals on 

banking product offerings that suit your personal needs and automatically enter into 

the contract if given permission. Competition in banking product offering is enhanced 

as a result, driving costs lower and ensuring that such offerings are ultra-personalised. 

A combination of FinTech disciplines are amalgamated to ensure that client centricity 

becomes a key competitive advantage. Your data becomes an extremely valuable 

asset that works harder for you in an easier way. 
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TABLE 5.6  
REAL-TIME DELPHI STUDY: PART 1, QUESTION 4 

Megatrend 4 
Artificial general intelligence: The robots are taking over, but it’s okay. 

(Question 4) Collective Likert 
score (Importance) 8.0 Collective Likert score 

(probability of occurrence) 9.0 

Likelihood of regulation 
stimulating megatrend 

Collective Likert score 
(likelihood) 7.0 

Decision on megatrend Keep the formulation 
Decision on regulation Keep the formulation 

 

The feedback received from participants on Megatrend 4  confirmed the importance 

of artificial intelligence and the need for legislation and business models to develop to 

accommodate such innovation. With high scores of 8.0 for importance and 9.0 for 

probability of occurrence, participants firmly believe that Megatrend 4 plays a 

significant role in the future of banking in South Africa with this development becoming 

somewhat inevitable. This trend is, therefore, expected to continue. Participants did, 

however, note that there could be potential resistance to various forms of AGI if society 

and regulators feel that the application of AGI contests personal rights and protection. 

GDPR and a ‘right to explanation’ would help circumvent certain privacy issues. 

 

The facilitating role of regulation received a slightly lower score of 7.0 – suggesting 

that the likelihood of the regulatory environment to stimulate such a trend would be 

confirmed. The South African regulatory environment is, therefore, expected to 

stimulate artificial intelligence and the associated regulatory by-products of such 

innovation. The research indicates that the participants believe that the priority of this 

is relatively low, but the priority of personal data protection acts will be much higher; 

causing a shift in mindset to ensure tighter monitoring of artificial intelligence-related 

innovations. 

 

Megatrend 5 is titled “Cyber-security: Hyper-connectivity and your (incredibly 

valuable) digital identity”. The decision and feedback regarding Megatrend 5 is 

presented in table 5.7. 

 

The statement describing the trend is as follows: In the hyper-connected world of the 

future, it is fundamentally important to ensure that robust cyber-security infrastructure 
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is in place to protect customer and company data. By 2055, regulatory bodies have 

moved from a reactive approach to a proactive one that seeks to strengthen cyber-

security laws. Banks will have to comply with many data protection standards and 

regulations, where a customer’s online data profile is the most important asset to a 

company in providing the customer with a hyper-personalised product offering. Cyber-

security, data privacy, data breaches and payments fraud prevention will become so 

systemically important in the operational running of the bank of the future that 

customers will not accept any slip-ups. With complete mobility between service 

providers, any company found to be vulnerable can be crippled by reputational 

damage and legal issues; possibly becoming obsolete within days. Collaboration 

between banks, FinTech companies and regulatory bodies strengthens and where 

investment into advanced technologies and monitoring tools becomes a priority to 

ensure seamless compliance. Behavioural analytics, artificial intelligence, threat 

matrix and advanced machine learning algorithms provide scope for third-party service 

providers to enter the market. Institutions that are slow to develop infrastructure to 

avoid cyber-attacks, or remain compliant, will be disrupted out of the market and no 

longer exist. 

 
TABLE 5.7  

REAL-TIME DELPHI STUDY: PART 1, QUESTION 5 

Megatrend 5 

Cyber-security: Hyper-connectivity and your (incredibly valuable) digital 
identity. 

(Question 5) Collective Likert 
score (Importance) 9.0 Collective Likert score 

(probability of occurrence) 9.0 

Likelihood of regulation 
stimulating megatrend 

Collective Likert score 
(likelihood) 8.0 

Decision on megatrend Keep the formulation 
Decision on regulation Keep the formulation 

 

The feedback received from participants on Megatrend 5 confirmed the importance 

of security associated with one’s digital identity and the need for legislation and 

business models to accommodate best practices. With a high score for both 

importance and the probability of occurrence, participants firmly believed that 

Megatrend 5 plays a significant role in the future of banking in South Africa with the 

development becoming somewhat inevitable. The trend is, therefore, expected to 

continue. Participants did, however, note that South Africa is already making strides 
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in terms of the PoPI Act. Participants also noted that banks could develop business 

models that registered, stored, and managed digital identities; providing monitored 

security as banks are a key focus for regulators. 

 

The facilitating role of regulation received a high score of 8.0 – suggesting that the 

likelihood of the regulatory environment to stimulate such a trend would be high. The 

South African regulatory environment is expected to stimulate the trend of security 

associated with one’s digital identity, with the high score suggesting that the relevant 

regulatory bodies will make this a priority. The research indicates that the South 

African regulatory bodies will still look to international regulations to guide local policy 

implementation. 

 
Megatrend 6 is titled “Scalable, Next-Generation infrastructure: Sophisticated banking 

requires sophisticated computing”. The decision and feedback regarding Megatrend 6 

is presented in table 5.8. 

 

The statement describing the trend is as follows: Banks turn their business focus to 

their data centres and mainframe computing. While innovation and improved 

profitability are critical success factors for banks, it is increasingly important to ensure 

that business as usual is maintained and supported by strong technology 

infrastructure. By 2055, banks will have abandoned most efforts to drive digital 

innovation through in-house products and will collaborate with FinTech companies to 

seek capital, scale, data, customer trust, and regulatory support. The result is a much 

more agile and modernised front-end experience for the customer, while the 

architecture of back-end systems and processes has completely changed. All banks 

will make use of open-source software utilities that facilitate the use of large computer 

networks to solve problems involving massive amounts of data and computational 

power. Distributed processing of large datasets has become the norm, where 

incredible advances in computing power now see banks provide real-time services to 

customers facilitated by progression in the IoT (Internet of Things). For example, 

customers will be able to walk into a bank branch of the future and where transactions 

can be prepared, based on biometric sensors that identify the individual, access the 

individual’s digital profile, retrieve preferences based on machine learning algorithms, 
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and transact, if appropriate; thus providing a seamless experience for the customer 

with minimal interaction. 

 
TABLE 5.8  

REAL-TIME DELPHI STUDY: PART 1, QUESTION 6 

Megatrend 6 

Scalable, Next-Generation infrastructure: Sophisticated banking 
requires sophisticated computing. 

(Question 6) Collective Likert 
score (Importance) 8.5 Collective Likert score 

(probability of occurrence) 9.0 

Likelihood of regulation 
stimulating megatrend 

Collective Likert score 
(likelihood) 8.0 

Decision on megatrend Keep the formulation 
Decision on regulation Keep the formulation 

 
 

The feedback received from participants on Megatrend 6  confirmed the importance 

of the move toward scalable, next-generation infrastructure and operating models as 

well as the need for legislation and business models to accommodate such a trend. 

With high scores of 8.5 for importance and 9.0 for probability of occurrence, 

participants firmly believed that Megatrend 6 plays a significant role in the future of 

banking in South Africa with this development becoming somewhat inevitable. The 

trend is, therefore, expected to continue. Participants noted that traditional silo-based 

architectures will move toward modular architectures where banks will seek efficiency 

gains through innovative operating models. 

 

The facilitating role of regulation received a high score of 8.0 – suggesting that the 

likelihood of the regulatory environment to stimulate such a trend would be relatively 

high. The South African regulatory environment is, therefore, expected to stimulate 

the shift toward scalable, next-generation infrastructure and business models through 

legislative influence. The research notes that this will, however, be more of a market 

trend than a regulatory one. Regulators will most likely have an impact through the 

setting of various standards for data quality and reporting requirements in line with 

international standards. 

 

Megatrend 7 is titled “Access to credit: Everyone, everywhere”. The decision and 

feedback regarding Megatrend 7 is presented in table 5.9. 
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The statement describing the trend is as follows: By 2055, financial inclusion is not just 

a distant promise of a better future, but rather a necessary standard demanded by 

customers and stakeholders. Technology has reduced the cost of acquiring 

information, making it transparent enough to remove information asymmetries 

between buyers and sellers and ultimately promoting fair market interaction. Mobile 

phone records, business-to-business e-commerce, the sharing economy, online 

reputation mechanisms and digital identification systems all help overcome these 

information barriers. Banks become more socially aware and drive solutions that take 

this into account. They prosper off the concept of shared growth, profiting from the 

further extension of credit to clients, while promoting financial inclusion. Banks use 

advanced analytical tools and artificial intelligence to enhance automated credit-

scoring models. Through the registration, storage and management of digital identities 

for all, banks gain a competitive edge in their electronic-credit information. As client 

needs become more personalised, banks tailor innovative solutions to each target 

market within the banking value chain. 

 
TABLE 5.9  

REAL-TIME DELPHI STUDY: PART 1, QUESTION 7 

Megatrend 7 
Access to credit: Everyone, everywhere. 

(Question 7) Collective Likert 
score (Importance) 8.5 Collective Likert score 

(probability of occurrence) 8.0 

Likelihood of regulation 
stimulating megatrend 

Collective Likert score 
(likelihood) 8.0 

Decision on megatrend Keep the formulation 
Decision on regulation Keep the formulation 

 

The feedback received from participants on Megatrend 7 confirmed the importance 

of access to credit and financial inclusion and the need for legislation and business 

models to develop to accommodate such a trend. With high scores of 8.5 for 

importance and 8.0 for the probability of occurrence, participants firmly believed that 

Megatrend 7 plays a significant role in the future of banking in South Africa with this 

development becoming somewhat inevitable. The trend is therefore expected to 

continue. Participants noted that technological innovations will facilitate the transition 

to providing access to credit for all, thus driving financial inclusion. 
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The facilitating role of regulation received a high score of 8.0 – suggesting that the 

likelihood of the regulatory environment to stimulate such a trend is relatively high. 

The South African regulatory environment is expected to stimulate the trend of 

financial inclusion and view greater access to credit as a strong priority. The research 

indicates that the South African regulatory bodies are likely to drive good governance 

associated with the trend, ensuring that financial stability is maintained rather than 

proactively seeking innovative means to drive financial inclusion. 

 

5.2.3.2 Disruptive Technologies That May Define the Future of Banking in South 

Africa Towards 2055 

 
TABLE 5.10  

REAL-TIME DELPHI STUDY: PART 2, QUESTION 8 - 12 

Question for all 
statements: Q8 - Q12 

Rate the importance of this development in defining the future of banking 
in South Africa towards 2055. 

Question 8 

Statement: 
 
High quality data becomes a competitive advantage, where artificial 
intelligence, predictive analytics, process automation, real-time transacting 
and hyper-personalisation of services all depend on the quality of a 
company’s data.  

Collective Likert score (Importance) 9.5 

Decision on question 8 Keep the formulation 

Question 9 

Statement: 
 
Digital technology will allow banks to get much closer to customers and 
understand their needs better; serving beyond traditional core business. 
The customer is the core focus of business and banks that do this poorly 
are no longer in existence.  

Collective Likert score (Importance) 9.5 

Decision on question 9 Keep the formulation 

Question 10 

Statement: 
 
Consumerism of technology has shifted the expectations of clients to 
demand real-time services with the ability to connect and transact at any 
time of the day. As a result, omni-channel banking will be accessible 24 
hours a day, 7 days a week.  
Collective Likert score (Importance) 9.5 

Decision on question 10 Keep the formulation 
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Question for all 
statements: Q8 - Q12 

Rate the importance of this development in defining the future of banking 
in South Africa towards 2055. 

Question 11 

Statement: 
 
Chip and Pin and traditional security features are disrupted. Biometrics and 
other advanced security features will form the basis for personal 
identification. Further to this, your digital profile will be the primary 
identification method for any Know-Your-Client (KYC) processing. There will 
be no customer account numbers, but rather global unique identifiers like 
digital passports. All service providers will use the same identifier and credit 
extension can be given on the basis of this digital profile.  
Collective Likert score (Importance) 9.0 

Decision on question 11 Keep the formulation 

Question 12 

Statement: 
 
Robotic devices will automatically transact on your behalf through heavy 
integration into personal digital assistants (such as Amazon Echo or Google 
Home), ensuring that all your banking needs are kept in order. The digital 
banking assistant will advise whether a purchase is irresponsible, whether 
it is time to pay off a credit card debt, or whether it is time to change 
insurance schemes. Such assistance is used in next-generation devices 
through a software application type of format.  
Collective Likert score (Importance) 7.5 

Decision on question 12 Keep the formulation 
 

The very high scores for each of the questions in the second part of the Real-Time 

Delphi study (Table 5.10) confirm the importance of these technological developments 

in defining the future of banking in South Africa towards 2055. As a result, and in line 

with expectations, technological development is considered to be a main driver for 

change and a strong influence on the level of disruption faced by the banking sector 

over the next 35 years. These developments are expected to continue defining the 

future of banking in South Africa; keeping the formulation for each statement posed. 

 

While it is obvious from the high scores that data, client-centricity, and omni-channel 

banking are the key priorities, it is also necessary to note that biometric security and 

digital assistants also scored relatively high and should not be discredited. The 

research suggests that access to large amounts of data is a key competitive 

advantage for established institutions. FinTech start-ups do not have access to the 

same level of resources and, ultimately, may be limited in their ability to drive 

behavioural analytics and innovation without looking for alternative approaches. The 

research suggests that access to data, data integrity, and the ability to build hyper-

personalised digital identities will be a competitive advantage. Participants noted that 

local banks need to be quick and agile in responding to technology developments; 
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ensuring that they keep the customer at the core of any operating model. Omni-

channel banking that allows clients to connect and transact in a variety of ways is seen 

to be the norm in the future, where clients no longer need to interact with a human to 

resolve any queries. The research suggests that traditional Know-Your-Client (KYC) 

processes are far too expensive and inefficient, meaning that any integration with a 

digital profile could drastically reduce costs and improve efficiency. The participants 

believe that biometric features will be standard in banking solutions of the future, with 

simple access via a smart-phone providing such capability. Finally, the ability of digital 

financial assistants to drive an ultra-personalised banking experience is expected to 

stimulate the FinTech revolution. 

 

5.2.3.3 Regulatory Developments and Approaches That May Define the Future of 

Banking in South Africa Towards 2055 

 
TABLE 5.11  

REAL-TIME DELPHI STUDY: PART 3, QUESTION 13 - 17 

Question for all 
statements: Q13 - Q17 

Rate the importance of this development in defining the future of banking 
in South Africa towards 2055. 

Question 13 

Statement: 
 
South Africa will adopt regulation similar to the Payments Services Directive 
2 (PSD2) that will drive open banking through the use of open APIs that 
enable third party developers to build applications and services around 
financial institutions. This drives innovation and disrupts traditional banking 
channels and service offerings.  

Collective Likert score (Importance) 8.0 

Decision on question 13 Keep the formulation 

Question 14 

Statement: 
 
Further regulation develops around blockchain technology – creating more 
permissioned-public ledgers that have access controls and are owned or 
managed by rules that continue to allow a participatory community.  

Collective Likert score (Importance) 9.5 

Decision on question 14 Keep the formulation 
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Question for all 
statements: Q13 - Q17 

Rate the importance of this development in defining the future of banking 
in South Africa towards 2055. 

Question 15 

Statement: 
 
South African regulation proactively works towards transformation in the 
sector; promoting financial inclusion, transparency and competitive equality 
in the banking sector. The South African regulatory environment develops 
to be the most forward thinking and advanced in Africa, stimulating FinTech 
advancement and disruptive innovation in the banking sector.  
Collective Likert score (Importance) 7.5 

Decision on question 15 Keep the formulation 

Question 16 

Statement: 
 
South African regulatory bodies lean towards principles-based regulation 
over rules-based regulation. Development in regulation sees iterative 
rulemaking create a shift in the oversight function; driving a more agile and 
adaptive rulemaking environment that sees constant engagement between 
regulators and market participants. Regulation becomes more flexible, with 
the speed of change in the regulatory feedback-loop stimulating innovation 
and participation in the market.  
Collective Likert score (Importance) 7.5 

Decision on question 16 Keep the formulation 

Question 17 

Statement: 
 
Public engagement with industry, consumer, and investor advocates helps 
regulators to understand the fast-changing and complex market, with 
increased reliance on collaborative models that generate industry and 
public buy-in. South African regulatory bodies drive regulatory 
harmonisation, ensuring that provincial, national and international policy 
stances are aligned.  
Collective Likert score (Importance) 8.0 

Decision on question 17 Keep the formulation 
 

The high scores for each of the questions in the third part of the Real-Time Delphi 

study (Table 5.11) confirm the importance of these regulatory developments and 

approaches in defining the future of banking in South Africa towards 2055. As a result, 

and in line with expectations, the domestic regulatory environment is considered to be 

a main driver for change and a strong influence on the level of disruption faced by the 

banking sector over the next 35 years. These developments and approaches are 

expected to continue defining the future of banking in South Africa, keeping the 

formulation for each statement posed. 

 

Based on the high scores for each statement, the research suggests that local 

regulators will continue to learn from international regulation and adopt appropriate 

policies that suit the financial sector. It is evident from the qualitative feedback that the 

South African regulatory authorities are considered to be highly competent, but also 
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very cautious in their approaches. The cautious nature of regulation means that South 

Africa would not be at the forefront of any regulatory developments, but could still be 

seen as a leader in terms of the African context (as confirmed by the score of 7.5 for 

Question 15. While the adoption of regulation similar to that of PSD2 is not the highest 

priority, the research suggests that it would require careful consideration from local 

regulators before any such transition is made (especially considering the potential 

impact on local banking institutions). With a very high score of 9.5, the scope for further 

regulation to develop around blockchain technology seems to be a priority. While often 

immediately associated with cryptocurrencies, the application of blockchain 

technology is much broader and can have far-reaching benefits. As such, the 

participants believe that the development of regulation associated with this is going to 

be ever-growing and systemically more complex. The research confirms that South 

Africa will most likely shift towards principle-based regulation over rules-based 

regulation, driving a more agile and adaptive rulemaking environment. The 

participants noted that a shift in regulatory practice is likely to circumvent lengthy and 

costly disputes, while also providing an environment in which innovation can flourish. 

South African regulation is expected to develop further as public engagement 

becomes a priority, ensuring that regulatory harmonisation is achieved. By generating 

public buy-in, regulators are currently seen to be proactive – an advantage for 

developing a regulatory environment that engages with stakeholders, drives best 

practice and makes tough decisions in the light of economic and financial stability. 

This is likely to remain true unless there is any form of regulatory capture, where the 

entity being regulated has the potential to influence regulatory decisions. 

 

5.2.3.4 Wild Cards That May Define the Future of Banking in South Africa Towards 

2055 

 

The fourth part of the Real-Time Delphi study combined the methodology of the Delphi 

technique with another futures studies methodology – Wild Cards. Adeyema et al. 

(2009: 1) describe Wild Cards as a “future development or event with a relatively low 

probability of occurrence but a likely high impact on the conduct of business”.  

 

The Real-Time Delphi methodology was used as a tool to incite expert discussion on 

the topic of five potential Wild Cards that may define the future of banking. Participants 
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were asked to discuss the impact that each wild card would have on the future of 

banking in South Africa by 2055. The Wild Cards are summarised in Table 5.12. 

 
TABLE 5.12  

REAL-TIME DELPHI STUDY: PART 4, QUESTION 18 - 22 

Question for all 
statements: Q18 - 22 

Discuss the impact that each Wild Card would have on the future of 
banking in South Africa by 2055. 

Question 18 
(Wild Card 1) 

By 2055: 
 
Traditional banks no longer exist, but are replaced by technology firms that 
provide financial services.  

Question 19 
(Wild Card 2) 

By 2055: 
 
An African union issues its own virtual currency.  

Question 20 
(Wild Card 3) 

By 2055: 
 
Traditional monetary policy fails to work, creating systemic financial 
instability.  

Question 21 
(Wild Card 4) 

By 2055: 
 
A third world war ensues that is primarily associated with data. The most 
dangerous threat and impactful weapon turns out to be syndicated hacking 
efforts.  

Question 22 
(Wild Card 5) 

By 2055: 
 
There is a severe banking crisis that is more systemically widespread than 
that of 2008/2009 and is driven by a digital run on banks world-wide.  

 

Wild Card 1 received the most comments and points of discussion, confirming the 

priority of the Wild Card as an influential factor In the determination of the future of 

banking in South Africa. While it was generally agreed that the impact on traditional 

business models would be highly disruptive, the discussion on the Wild Card was split 

between those who believed it would be a possibility and those participants who 

disagreed. Some participants argued that the disintermediation of banking has already 

started and that traditional banks are currently too large to adapt fast enough to 

compete in a future tech-based world. Other participants argued that the Wild Card 

would look more like a mixed model, where banks and technology companies co-exist 

or banks just become very large technology companies that provide financial services. 

One participant argued that, given the dependence on traditional structures, it is not 

likely at all in South Africa. 

 

Wild Card 2 also received divided discussion. Participants argued that a pan African 

CBDC is a highly possible scenario, where certain participants praised the benefits it 
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would have on regional harmonisation and cross-border trade and settlement 

efficiencies. It was argued to be critical in the development of African economies, 

where such a development would stimulate growth across the continent. Other 

participants argued that the scenario is highly unlikely due to the complexities of 

setting up such a CBDC, where questions are asked of oversight, general 

management, the ability to appropriately manage geo-political differences and general 

inequality. Participants noted that strong ethical market economies would need to be 

developed that were characterised by the integrity of political leaders as well as market 

stability. It was argued that increased regional market integration and intra-regional 

trade would need to develop first, while a complete digital reform at a regional level 

would facilitate a gradual move towards a structure that could facilitate such a unified 

market. While the potential benefits were noted, participants tended to agree that it 

would be difficult to implement in practice. 

 

Wild Card 3 discusses a scenario that can be heavily debated by economists and 

should be a full research study in itself. That being said, participants provided a range 

of arguments as to whether traditional monetary policy can fail and how this would 

affect financial stability. While the majority of participants acknowledged the potential 

threat of an economy disrupted by a failure of traditional monetary policy, others noted 

that it is highly unlikely that such a scenario would occur due to the importance of 

monetary policy tools in maintaining financial stability. Participants argued that if 

effective policy drives financial market interventions at an early stage, it would be 

possible to avoid such a systemic shock. It was argued that if such policy development 

took place, the benefits would be far reaching and could see a favourable investment 

climate develop. Importantly, it was argued that without proper adaption of monetary 

policy and regulation, systemic financial instability would be inevitable. Arguments 

were put forward suggesting that advances in technology would facilitate a smooth 

transition into a new form of monetary policy, providing regulators with the tools to help 

maintain financial stability. 

 

Wild Card 4 stimulated discussion that was, once again, divided in opinion. 

Participants argued that it is unlikely that such a scenario would play out, noting that 

technology-driven counter-measures would ensure that the cyber-threats would be 

thwarted. Some respondents argued that the conflict described in the Wild Card would 
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primarily be between individuals and governments and not necessarily between 

nations. This argument, however, is proven to be false as experts cite the affiliation of 

certain hacking efforts to national agencies (Hackett; 2017). While divided on the 

potential likelihood and impact of such a Wild Card occurring, participants were able 

to agree that data is a commodity that could be highly influential in the future. 

Ultimately, the banking sector is seen to be a target for potential cyber-threats where 

any systemic issues caused by a cyber war could be devastating for financial stability 

and security. 

 

Wild Card 5 provided an opportunity to reflect on the potential impact of another 

severe banking crisis that is more systemically widespread than that of 2008/2009 and 

driven primarily by a digital run on banks. It is important to note that the statement is 

placed in the context of a digital run on banks in terms of a CBDC, rather than a flash-

crash type of scenario that could play out in the context of algorithmic trading. 

Participants were once again split in their views with some arguing that the banking 

system would be flexible enough to quickly restore itself in such a scenario. Other 

participants argued that the Wild Card would result in a complete failure of trust in the 

financial system. From a regulatory perspective, participants agreed that regulatory 

bodies should prioritise constant policy reviews to ensure that new, threatening 

developments can be prevented. One participant noted that financial sovereignty 

could very well lead to financial instability and free market premises, with a digital 

evolution inhibiting the control of banks, central banks, policy and the power of fractal 

banking and making the impact of any digital run on banks more idiosyncratic than 

systemic. While this argument may hold true for decentralised virtual currencies, it is 

unlikely that a digital run associated with a centralised CBDC would not have a 

systemic impact on the economy and financial stability. 

 

5.2.4 Final Megatrends and Driving Forces 

 

A summary of the final megatrends and driving forces is presented in Tables 5.13, 

5.14, 5.15 and 5.16 below. 
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TABLE 5.13  

REAL-TIME DELPHI STUDY: PART 1 SUMMARY 

No. Description 
Importance Probability of 

occurrence 
Likelihood for 
regulation to 

stimulate 

Score Decision Score Decision Score Decision 
Part 1 - Banking megatrends towards 2055 and their regulatory implications 

1 Banking not banks: It won’t matter who 
you bank with. 8.5 Confirmed 8.5 Will 

continue 6.0 
Confirmed 
- limited 
progress 

2 
Banking the unbanked: It’s all about 
structure, efficiencies, and financial 
inclusion. 

8.0 Confirmed 8.0 Will 
continue 7.0 Confirmed 

3 
A crypto reality: An emergence of a new 
form of money will change the way we use 
money and the role of central banks. 

8.0 Confirmed 7.0 Will 
continue 6.0 

Confirmed 
- limited 
progress 

4 Artificial general intelligence: The robots 
are taking over, but it’s okay. 8.0 Confirmed 9.0 Will 

continue 7.0 Confirmed 

5 Cyber-security: Hyper-connectivity and 
your (incredibly valuable) digital identity. 9.0 Confirmed 9.0 Will 

continue 8.0 Confirmed 

6 
Scalable, Next-Generation infrastructure: 
Sophisticated banking requires 
sophisticated computing. 

8.5 Confirmed 9.0 Will 
continue 8.0 Confirmed 

7 Access to credit: Everyone, everywhere. 8.5 Confirmed 8.0 Will 
continue 8.0 Confirmed 
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TABLE 5.14  

REAL-TIME DELPHI STUDY: PART 2 SUMMARY 

No. Description 
Importance 

Score Decision 
Part 2 - Disruptive technologies that may define the future of banking in South Africa towards 2055 

8 
High quality data becomes a competitive advantage, where artificial intelligence, 
predictive analytics, process automation, real-time transacting, and hyper-
personalisation of services all depend on the quality of a company’s data. 

9.5 Confirmed 

9 
Digital technology will allow banks to get much closer to customers and understand 
their needs better; serving beyond traditional core business. The customer is the 
core focus of business and banks that do this poorly are no longer in existence. 

9.5 Confirmed 

10 
Consumerism of technology has shifted the expectations of clients to demand real-
time services with the ability to connect and transact at any time of the day. As a 
result, omni-channel banking will be accessible 24 hours a day, 7 days a week. 

9.5 Confirmed 

11 

Chip and Pin and traditional security features are disrupted. Biometrics and other 
advanced security features will form the basis for personal identification. Further to 
this, your digital profile will be the primary identification method for any Know-Your-
Client (KYC) processing. There will be no customer account numbers, but rather 
global unique identifiers like digital passports. All service providers will use the same 
identifier and credit extension can be given on the basis of this digital profile. 

9.0 Confirmed 

12 

Robotic devices will automatically transact on your behalf through heavy integration 
into personal digital assistants (such as Amazon Echo or Google Home), ensuring 
that all your banking needs are kept in order. The digital banking assistant will advise 
whether a purchase is irresponsible, whether it is time to pay off a credit card debt, or 
whether it is time to change insurance schemes. Such assistance is used in next-
generation devices through a software application type of format. 

7.5 Confirmed 
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TABLE 5.15 

REAL-TIME DELPHI STUDY: PART 3 SUMMARY 

No. Description Importance 

Score Decision 
Part 3 - Regulatory developments and approaches that may define the future of banking in South Africa towards 
2055 

13 

South Africa will adopt regulation similar to the Payments Services Directive 2 (PSD2) 
that will drive open banking through the use of open APIs that enable third party 
developers to build applications and services around financial institutions. This drives 
innovation and disrupts traditional banking channels and service offerings. 

8.0 Confirmed 

14 
Further regulation develops around blockchain technology – creating more 
permissioned-public ledgers that have access controls and are owned or managed by 
rules that continue to allow a participatory community. 

9.5 Confirmed 

15 

South African regulation proactively works towards transformation in the sector, 
promoting financial inclusion, transparency and competitive equality in the banking 
sector. The South African regulatory environment develops to be the most forward 
thinking and advanced in Africa, stimulating FinTech advancement and disruptive 
innovation in the banking sector. 

7.5 Confirmed 

16 

South African regulatory bodies lean towards principles-based regulation over rules-
based regulation. Development in regulation sees iterative rulemaking create a shift 
in the oversight function; driving a more agile and adaptive rulemaking environment 
that sees constant engagement between regulators and market participants. 
Regulation becomes more flexible, with the speed of change in the regulatory 
feedback-loop stimulating innovation and participation in the market. 

7.5 Confirmed 

17 

Public engagement with industry, consumer, and investor advocates helps regulators 
to understand the fast-changing and complex market, with increased reliance on 
collaborative models that generate industry and public buy-in. South African 
regulatory bodies drive regulatory harmonisation, ensuring that provincial, national 
and international policy stances are aligned. 

8.0 Confirmed 

 
 

TABLE 5.16  
REAL-TIME DELPHI STUDY: PART 4 SUMMARY 

No. Description 

Part 4 – Wild Cards that may define the future of banking in South Africa towards 2055 

18 By 2055: Traditional banks no longer exist, but are replaced by technology firms that 
provide financial services. 

For qualitative 
discussion 

19 By 2055: An African union issues its own virtual currency. For qualitative 
discussion 

20 By 2055: Traditional monetary policy fails to work, creating systemic financial 
instability. 

For qualitative 
discussion 

21 By 2055: A third world war ensues that is primarily associated with data. The most 
dangerous threat and impactful weapon turns towards syndicated hacking efforts. 

For qualitative 
discussion 

22 By 2055: There is a severe banking crisis that is more systemically widespread than 
that of 2008/2009 and is driven by a digital run on banks world-wide. 

For qualitative 
discussion 
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The outcome of the Real-Time Delphi confirms the South African banking megatrends 

towards 2055 both in terms of importance and probability of occurrence, while it is 

confirmed in all likelihood that regulation will stimulate these trends. The proposed 

disruptive technological developments and the regulatory approaches and 

developments were confirmed to significantly define the future of banking in South 

Africa towards 2055. Finally, the discussion of the Wild Cards that may define the 

future of banking in South Africa played an important role in providing qualitative 

insight from experts regarding the potential impact they could have. 

 

The Real-Time Delphi study provided some key insights, confirming certain trends and 

the driving factors that will undoubtedly influence the future of banking in South Africa. 

Based on participant feedback, it is clear that the theme of a digital identity and 

enhanced data are crucially important to maintaining a competitive advantage in the 

future. This forms the basis for larger trends to develop, such as the ability to have 

personalised digital assistants and to provide a client-centric approach in all financial 

service offerings. The future operating models of financial services organisations may 

look very different to how they look today, where business models are focused on 

scalable infrastructure that allows flexibility in providing on-demand service. 

Participants believe that banks need to ensure they are able to provide services 

through a variety of channels, driving financial inclusion and deepening the domestic 

financial markets. Regulation is confirmed to stimulate all of these trends, but may be 

more cautious when it comes to the regulation of virtual currencies and blockchain 

technology, taking on learning from international best practice before making any 

changes to current legislation. As FinTech develops, regulators are expected to take 

on a principles-based approach and move away from a stricter rules-based regulatory 

approach. The ability for agile and adaptive regulation is seen as a necessity, where 

public engagement is key in driving solutions that suit every stakeholder and ensure 

regulatory harmonisation. Overall, the Real-Time Delphi study has provided valuable 

insight into what may take shape in the years to come. The technique has been a 

fundamental tool for the scoping and creation of scenarios for the research study. 
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5.3 CREATING ALTERNATIVE FUTURES WITH SCENARIO PLANNING 
 

Scenario planning first emerged in the 1950s through the work of Herman Kahn, who 

at the time constructed scenarios in connection with military and strategic studies 

conducted by the US RAND Corporation (Chermack, Lynham, and Ruona, 2001; 

Glenn, 2009). The creation of four scenarios is seen to stimulate more serious and 

flexible thinking about alternative possibilities for which one would have to create 

flexible strategies to adjust to changing futures (Glenn, 2009). Scenarios provide the 

ability for researchers to produce alternative futures based on a variety of 

assumptions, facts, trends, and fields that require further understanding for a particular 

scenario project (Adendorff, 2013; Herbst and Mills, 2006). The ultimate goal of 

scenario planning is to provide several scenarios to researchers and decision-makers 

in order to allow them to better comprehend their options and possibilities (Adendorff, 

2013).  

 

The first four steps of the scenario planning process have been addressed in the 

previous chapters. The next step of the scenario planning process focuses on the 

selection of plausible storylines – giving memorable names to the scenarios and then 

testing the impact of the key driving forces in each scenario. Inayatullah (2013) 

emphasises that each scenario needs to convincingly present a plausible storyline in 

order to be effective. The scenarios in this research have been developed through the 

outcomes of the previous chapters, where the literature review, PESTEL analysis, and 

the results from the Real-Time Delphi and Wild Card study provide the foundation for 

building scenarios.  

 

The following is a list of the variables and critical uncertainties that have been identified 

as likely to impact upon the future of banking in South African towards 2055: 
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TABLE 5.17  
VARIABLES AND CRITICAL UNCERTAINTIES THAT AFFECT SOUTH AFRICA 

Variables and critical uncertainties 

D
is

ru
pt

iv
e 

Fi
nT

ec
h 

de
ve

lo
pm

en
ts

 

Banking solutions and channels 
Insurance 
Lending and Crowdfunding 
Money transfer and payments 
Blockchain technology 
Data solutions 
Trading systems and formats 
Treasury management 
Risk management 
Wealth, asset, and investment management 
Cyber-security and anti-fraud 
Smart contracts 
Virtual Currencies 

D
is

ru
pt

iv
e 

m
ar

ke
t 

co
nf

ig
ur

at
io

ns
 Pace of innovation and adoption 

Disintermediation 
Industry convergence 
Low costs and low barriers to entry 
Borderless platforms 
Democratisation 

R
eg

ul
at

or
y 

co
nf

ig
ur

at
io

ns
 Principles-based versus Rules-based Regulation 

Agile and iterative rulemaking 
Pilots and trials 
Engagement versus enforcement 
Industry and consume advocates 
Sunset provisions 
Regulatory harmonisation 

D
om

es
tic

 fa
ct

or
s 

af
fe

ct
in

g 
So

ut
h 

A
fr

ic
a Political risk 

Population dynamics 
Education 
Unemployment 
Rural development 
Crime 
Economic growth 
Foreign Direct Investment 

 
 

5.3.1 Scenarios Produced as Stories 

 

As previously noted, the scenarios developed need to present a plausible storyline. 

Each scenario should provide a clear picture of a potential future state that is 

memorable and allows the reader to constructively imagine a world with such 
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outcomes. In this research, four scenarios are illustrated below and named: Chariots 

of Fire, Peter and the Wolf, Vivaldi’s Summer and Melody of Tears. 

 
FIGURE 5.1  

NAMED SCENARIOS 
 

  Disruptive innovation   
  (Positive)   

Financial 
regulation 

PETER AND THE WOLF 
 

- Positive disruptive innovation 
- Negative financial regulation 

CHARIOTS OF FIRE 
 

- Positive disruptive innovation 
- Positive financial regulation 

Financial 
regulation 

(Negative) 

MELODY OF TEARS 
 

- Negative disruptive innovation 
- Negative financial regulation 

VIVALDI’S SUMMER 
 

- Negative disruptive innovation 
- Positive financial regulation 

(Positive) 

  Disruptive innovation   
  (Negative)   

 
 
 Source: Researcher’s own construction 
 

At this point in the research, and in the best interests of telling a fulfilling story, it is 

only appropriate to deviate from formal academic language. It is a chance for me to 

tell a story. It is a chance for me to paint you a picture with words. It is a chance to 

provide a true bit of insight into my thoughts, my feelings, my history, and a part of 

myself that has dedicated three years of research to a topic that I feel very passionate 

about. All I ask is that you bear with me. Don’t worry – it won’t be too long. 
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The rationale for the names of each scenario comes from two parts of my life that I 

have always looked to in solace, comfort, support, and relief – my family and music. 

As a child, I woke every Sunday to a very comforting and warm routine. Before I even 

had a chance to make it to the kitchen for breakfast, classical music would be playing 

on my father’s (now archaic) CD player. Every Sunday, without fail, I would wake to 

Vivaldi’s Four Season’s, with the dramatic ups and downs across movements that 

evoked as much emotion from me as I was possibly able to give at the tender age of 

9. With very little understanding (or appreciation) of the sophistication that was blaring 

through the speakers, I grew incredibly fond of classical music. Around the same time, 

my school days were also defined by a 30-minute music lesson on a Friday where our 

teacher would play us a classical music story while our young minds tried not to drift 

into an abyss. We would sit on the carpet, listening to a carefully curated story that 

was read out with classical music as an aid. One of these stood out for me – the story 

of Peter and the Wolf. To me, classical music reminds me of education and the ability 

to take the time to appreciate the complexities of simple things. As with futures 

research, a simple statement is never just that. It is deeply imbedded with 

complexities, that when fully engaged, a new realm of awareness is opened up. While 

you read this, I simply ask you to share this experience with me. There are four simple 

scenarios that are built of complexities that are far beyond the imagination of many. 

When naming the scenarios, I have chosen four classical songs that evoke certain 

emotions relevant to the potential outcomes of the stories I am depicting. I strongly 

urge you to listen to each song before (or while) reading the scenario itself – it will help 

paint the picture.  

 

5.3.2 Scenario 1: Chariots of Fire 

 

The Chariots of Fire scenario is the youngest of the songs, but is probably one of the 

more widely known. Chariots of Fire was a musical score by Greek electronic 

composer, Vangelis Papathanassiou, in 1981. The composition represents 

determination, inspiration, success and celebration. The composition resonates with 

a powerful message and the depiction of achievement through consistent hard work. 

The scenario described is one where disruptive innovation and financial regulation are 

both seen to be in the most preferential state by 2055. 
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The Chariots of Fire scenario paints a picture of an idealistic South Africa, where the 

South African banking sector is defined by successful innovation and sound 

governance. Chariots of Fire is discussed in terms of the overarching themes of the 

variables and critical uncertainties associated with the future of banking in South Africa 

towards 2055; disruptive FinTech development, disruptive market regulations, 

regulatory configurations and the domestic factors that affect South Africa in general. 

 

5.3.2.1 Chariots of Fire: Disruptive FinTech Development 

 

Firstly, the Chariots of Fire scenario points to a world where disruptive FinTech 

development is in its prime. The South African banking sector has successfully 

managed to innovate to ensure that it doesn’t just maintain market capitalisation but 

builds a network of innovation to drive the deepening of financial markets in South 

Africa while stimulating financial inclusion. A multitude of banking solutions and 

channels provide access for all to banking services in a scalable, reliable and efficient 

manner. Both corporate and retail banking have developed to provide customised 

service offerings that are uniquely geared to the customer’s needs. Banks have been 

able to standardise processes and digitise offerings that allow them to sell products 

and services at a substantially lower and more accessible cost. A combination of 

innovation and increased competitiveness in the financial markets sector have aided 

accessibility to banking services and products. Banks utilise up-to-date, flexible and 

digitally enhanced and integrated IT architecture to offer real-time interaction with 

continuous availability, shortened processing times and improved customer 

interaction. 

 

Banks have used data to their advantage, with forward-thinking data solutions 

enabling advanced analytics that aid services such as credit-risk modelling, 

algorithmic trading, insurance, peer-to-peer lending and blockchain-related products. 

As with other financial service offerings, banks have been able to provide client-centric 

insurance offerings that allow for easy-to-enforce contracts, lower transaction costs, 

real-time communication, decreased fraudulent claims and incentivised structures that 

reward customers for certain behaviour. AI, robo-advisory and personalised digital 

assistants are heavily embedded in wealth management products – providing clients 

with tailored solutions based on their needs and behaviour. Lending activity has 



 245 

become more client-centric with banks facilitating a variety of lending platforms that 

utilise advanced analytics to manage peer-to-peer lending and enhance automated 

financial advisory. While the disintermediation of lending has driven greater 

competition among lending services, banks have managed to maintain business by 

collaborating with FinTech companies or creating subsidiary technology companies 

that provide lending services that include crowdfunding and peer-to-peer lending. 

 

By 2055, the South African banking sector has made incredible strides in terms of 

payments and money transfer. Advances in technology have allowed banks to provide 

innovative payment services that have drastically reduced transaction costs and 

improved efficiencies. Settlements, confirmations, and reconciliations are completely 

automated, requiring very little by way of manual resources to function effectively. 

Cross-border remittance channels are highly efficient and drive financial inclusion, 

providing customers with a variety of channels to conduct such business (including 

mobile-based solutions).  Banks have partnered with, adopted, or created their own 

innovations that change the traditional form of transacting, driving an extended 

ecosystem of connected and intelligent devices that create efficiencies, while 

enhancing payment security and authentication. Settlements are facilitated through 

blockchain technology that allows for immediate settlement and secure record-

keeping. 

 

Blockchain technology is widely adopted throughout the South African financial sector 

with the uses ranging from settlements to KYC identification processes, and to the 

application of smart contracts. Smart contracts have transformed the banking sector 

(and others) by ensuring autonomy, greater security, increased accuracy and speed, 

providing trust, enhancing productivity, and reshaping compliance processes. Virtual 

currencies, based on underlying blockchain technology, reconfigure the concept of 

money as it is known today. With a cashless society, currency is now digital, allowing 

individuals to comfortably use virtual currency in every aspect of their lives without fear 

of currency volatility, potential theft or even illegality. Banks have fully adopted AI-

based cyber-security that doesn’t rely on rules or signatures to define problems but 

rather protects the network based on a unique understanding of individual behaviour. 

This allows banks to ensure that they are fully protecting company and customer 
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resources; thereby further building trust in the ability of banks to manage sensitive 

data and store valuable assets. 

 

5.3.2.2 Chariots of Fire: Disruptive Market Configurations 

 

By 2055, the South African banking sector is characterised by a fast-paced, agile, 

dynamic and innovative industry that is in line with world-wide technology and finance 

trends. While still very large, banks have adopted large-scale technology solutions and 

best-practice implementation that allows for adaptive business and operating models. 

By 2055 a trend of disintermediation has challenged the banking sector to diversify 

and enhance business models. The efficiencies gained through disintermediation are 

too attractive for banks to ignore, with the banking sector investing heavily in FinTech 

companies that provide such offerings. Ultimately, banks become parent companies 

to these organisations that would previously have disrupted the traditional banking 

business. 

 

Industry convergence has allowed for software and the internet, telecommunications, 

technology hardware and traditional financial institutions to come together to create 

innovative products and services for end-users. Industry convergence has stimulated 

competition, learning and collaboration; providing domestic banks with a variety of 

tools to broaden their reach. While FinTech innovations have lowered the costs and 

barriers to entry, the banks have benefited from access to a greater (previously 

unbanked) market. Democratisation has promoted financial inclusion and greater 

access to credit, stimulating the general South African economy and its ability to 

further invest in banking products and services. South African banks have been able 

to successfully leverage digital channels to secure business via borderless platforms 

and in so doing growing the scope and reach of banking services throughout Africa 

and the rest of the world. 

 

5.3.2.3 Chariots of Fire: Regulatory Configurations 

 

By 2055, South African regulatory bodies have been highly proactive and supportive 

in their regulatory processes. Regulators have found just the right mix of regulatory 

regimes, being able to benefit from the appropriate implementation of a combination 
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of principles-based regulation and rules-based regulation. The advantages include the 

ability to drive certainty, predictability, respect for future enforcement, clear channels 

of communication and uniform treatment, while also maintaining a collaborative 

environment that is flexible, fast and evolves with best practices and trends. An agile 

and iterative rulemaking process allows banks to maintain flexibility in facilitating 

innovation in the domestic banking sector and providing frequent assessment of 

regulatory outcomes and constantly engaging and collaborating with key stakeholders. 

South African regulators encourage pilots and trials in an effort to become a world-

leader in regulatory thought; allowing for a safe space to stimulate and test innovation, 

observe the outcomes, and tailor rulemaking appropriately. There is, therefore, less 

pressure on regulators to create rules in a vacuum, while measurable outcomes drive 

transparency with broader stakeholders. 

 

By 2055, South African regulatory bodies proactively engage with entities being 

regulated in order to guide the behaviour of market participants. Regulators have 

found an appropriate mix of engagement versus enforcement; allowing for clear and 

open communication channels and increased industry willingness to pursue 

innovation, while deterring unnecessary risk-taking and ensuring a clear separation of 

bias between regulators and covered entities. By 2055, industry and public 

engagement is used as a powerful tool to help regulators understand and regulate 

fast-changing, complex markets. Such engagement helps with industry and public 

buy-in, where an integrated feedback loop works as an effective tool in providing 

regulatory guidance. Sunset provisions assist regulators in the design of an agile and 

iterative rulemaking system. The sunset provisions help review regulatory outcomes, 

automatically eliminate ineffective rules and foster market development and industry 

investment. Finally, as financial regulation is increasingly complex and intrusive, 

regulators are able to successfully drive regulatory harmonisation that reduces 

duplicate, inconsistent and fragmented regulations. By doing so, South African 

regulators increase efficiency, eliminate regulatory gaps and ensure greater cross-

regulator collaboration and communication. 
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5.3.2.4 Chariots of Fire: Domestic Factors Affecting South Africa 

 

Since banking institutions are systemically important to the functioning of an economy, 

the macro-factors affecting South Africa directly influence the ability for banks to 

succeed. By 2055, the Chariots of Fire scenario sees South Africa as a nation doing 

very well. Political risk is at a minimum, with political leaders taking great accountability 

in driving the country forward. Fragmented political governance structures have been 

fully consolidated into a system that serves the developmental objectives of the 

country. By 2055, the political economy has overcome tension in the political 

administrative interface, instability of the administrative leadership, skills deficits and 

inappropriate staffing. The political leaders of South Africa have ensured strong 

organisational design that enhances accountability and authority. Political intervention 

has successfully stimulated economic growth – providing a strong economic climate 

positioned for international investment opportunities. 

 

South Africa’s population dynamics have continued to see individuals move toward 

developed and developing cities or regions, but the concentration of those living in 

rural under-developed areas has become far more empowered through effective 

education, financial inclusion and access to credit. Inequality is at its lowest level, while 

population growth has aided in the deepening of financial markets and a stronger 

financial system through sustained economic development. The South African 

government has appropriately planned for population growth and ensured that basic 

services are provided to all through institutional and policy changes. National literacy 

rates have drastically improved, providing for higher national productivity and 

entrepreneurial activity. The effects have filtered into the financial system, providing a 

highly skilled workforce as well as the ability for entrepreneurial activity to develop 

around a stronger financial system. As a result of rural development and greater 

education, South Africa’s crime rate drops significantly. Financial crime has lessened 

as a result of an improved social climate and advances in technology. 

 

By 2055, South African economic growth is one of the highest in the world among 

emerging economies. There is high international demand for South African investment 

opportunities, with the South African banking and technology sectors providing strong 

returns for international investors. Strong governance enhances the economic 
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performance of the country, which ultimately strengthens financial markets and the 

ability of banking institutions to invest in continuously developing innovative products. 

Business confidence is at a high and the banking sector is able to capitalise on the 

Foreign Direct Investment (FDI) opportunities. The improvement in FDI has promoted 

a strong macroeconomic environment, infrastructure development, and has helped 

reduce trade barriers. Banking sector development has enhanced the effects of 

economic growth. By 2055, the South African economy and the banking sector remain 

heavily dependent on each other, but are both performing very well and are considered 

to be South Africa’s strengths. 

 

5.3.3 Scenario 2: Peter and the Wolf 

 

The Peter and the Wolf scenario is based on a 1936 composition by Sergei Prokofiev. 

The musical composition accompanies a fairy tale that tells the story of a young boy 

and an ominous wolf. The depiction of a lively, upbeat, confident, and cheerful boy is 

placed beside an ever-present threat of reprimand and castigation from his 

grandfather, warning of a potential run-in with a wolf. The scenario is appropriate as a 

representation of an outcome where disruptive innovation is positive and regulation is 

progress limiting. 

 

The Peter and the Wolf scenario depicts South Africa in a mixed state. Disruptive 

innovation has led to strong advances in the financial sector, but regulation has not 

been able to adapt appropriately, thus impeding the potential of the sector to drive 

widespread innovation benefits. The climate for FinTech disruption is rife, but the 

cautious nature of South African regulation hampers the real-world applications of 

innovative solutions. Much like the composition, the Peter and the Wolf scenario is a 

depiction of an upbeat, lively atmosphere that has a forbidding, authoritative presence. 

 

5.3.3.1 Peter and the Wolf: Disruptive FinTech Development 

 

Much like the Chariots of Fire scenario, the Peter and the Wolf scenario is 

characterised by strong disruptive FinTech development. The domestic banking sector 

has successfully innovated to ensure it maintains a competitive advantage in the 

market. South African banks have been able to create ecosystems that deepen 
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domestic financial markets, while stimulating financial inclusion and access to credit. 

Banks have adopted a variety of banking channels to ensure that they can 

appropriately target a variety of customers in an effort to provide scalable, reliable and 

efficient products and services. Customised service offerings are uniquely geared 

towards market needs, where digital channels have provided access to a larger market 

in a more flexible manner. Increased competition and innovation in the South African 

financial services field have provided greater accessibility to banking products and 

services and where digitally enhanced and integrated IT architecture has allowed for 

improved real-time customer interaction. 

 

Data is a key advantage in providing banking solutions, where advanced analytics is 

driving efficiencies across the delivery of superior products and services to clients. 

The domestic banking sector has successfully used big data to enhance offerings and 

provide AI-based solutions that rely on real-time communication, robo-advisory, digital 

assistants and uniquely tailored solutions based on behavioural analytics. Banks have 

successfully collaborated with FinTech companies that were once thought to disrupt 

the sector. By doing so, banks have managed to secure a technological advantage in 

a dynamic and fast-paced world of FinTech evolution. Banks have been able to 

appropriately adopt innovations in the payments and money transfer sphere – allowing 

for vastly improved efficiencies in settlements, confirmations and reconciliations. By 

2055, South African banks have enhanced payment security and authentication, using 

blockchain technology to facilitate secure record-keeping. 

 

As a result of widespread blockchain adoption, the KYC process is exponentially 

cheaper, more accurate and faster. Smart contracts have started to redefine the legal 

aspect of banking by providing automated cost-reducing solutions. Blockchain 

technology has been implemented across the banking sector, which has allowed 

banks to benefit from the ecosystem created. Virtual currencies are a contentious 

issue as the technology has advanced to a point where widespread adoption could be 

in place, but regulators have not been able to provide appropriate oversight in this 

regard. The result is an industry in limbo, where technological advancements have 

provided the ability to increase speed, trust, enhance productivity, and reconfigure the 

monetary system, but regulation has not been able to aid the widespread adoption 

due to poor regulatory management. 



 251 

 

5.3.3.2 Peter and the Wolf: Disruptive Market Configurations 

 

By 2055, the South African banking sector has managed to innovate in line with world-

leading banks. The pace of innovation and adoption in South Africa is positive and 

reflects the desire of domestic institutions to compete on a global scale. Domestic 

banks have been able to adopt large-scale technological solutions and best-practice 

implementation of these solutions, allowing for adaptive business models. The 

disintermediation of financial services has forced banks to adopt innovative business 

models. Heavy investment in FinTech firms has expanded banking service offerings, 

while maintaining the ability to offer services across the entire banking value chain. 

 

By 2055, industry convergence has developed in line with expectations and stimulated 

ecosystems that allow for the co-creation of innovative products and services. Banks, 

as well as FinTech companies, collaborate to share learnings on stories of success 

and best practices in the financial industry. Low costs and barriers to entry have 

promoted structures for financial inclusion and widespread access to credit, but which 

has yet to be fully achieved. Borderless platforms have enabled domestic banks to 

expand their reach throughout Africa and the rest of the world. However, the regulatory 

impact restricts certain opportunities created by this. 

 

5.3.3.3 Peter and the Wolf: Regulatory Configurations 

 

In contrast to the positive sentiment associated with disruptive innovation, the 

regulatory environment is constrained by a cautious and apprehensive adoption of 

forward-looking regulation. By 2055, South African regulatory bodies have been very 

restrictive in their approaches. Regulators have struggled to get the right mix of 

regulatory approaches that appropriately guide innovation in the financial sector. While 

innovation thrives, regulators stick to rules-based regulatory regimes that create a 

myriad of regulatory processes to comply with. Banks are burdened with intensive 

compliance procedures that evade the underlying purpose of the regulation. High 

costs of compliance still exist, where true innovation is deterred or avoided all together. 

A disconnect between regulators and the regulatory outcomes means that a gap is 

formed in the market where innovation drives market behaviour without clear 
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oversight. The unpredictable nature of regulation in South Africa drives business 

uncertainty. Regulation has not been able to ensure the successful implementation of 

agile and iterative rulemaking and therefore, providing for a stale approach that 

remains static. Very little collaboration with stakeholders means that regulation is 

essentially working against the financial sector. 

 

The few pilots and trials that are run by regulators are seen to be divisive and biased. 

With very little industry participation and feedback, the majority of pilots and trials 

undermine their actual intent as a regulatory, developmental tool. With little market 

engagement, regulatory authorities opt for a model of enforcement over engagement. 

As a result, innovators seek to avoid regulations by looking for loopholes or other 

markets to participate in. The important role of industry and consumer advocates is 

undermined as regulators start to clash with a variety of stakeholders. The climate 

becomes a forbidding and divided one, where regulators and market participants clash 

over stringent regulatory controls that create a hindrance to progressive innovation. 

Regulatory harmonisation remains divided as duplicate, inconsistent and fragmented 

legislation creates further complexities for market participants. Overall, regulatory 

barriers still exist, creating unique challenges for innovators as well as for the 

regulatory bodies trying to encourage innovation. 

 

5.3.3.4 Peter and the Wolf: Domestic Factors Affecting South Africa 

 

The macro-factors affecting South Africa remain neutral. As such, the Peter and the 

Wolf scenario sees political risk remain in line with current levels seen today. Political 

structures are somewhat fragmented, but are not major inhibitors of economic 

develop. Population dynamics, education and unemployment also remain unchanged 

– noting a scenario that has not made much progress from current trends. South Africa 

is still divided in terms of its socio-economic factors, but the capacity for improvement 

is there. The major hindrance of this remains the governing structures of the country, 

where private institutions are trying their best to uplift the economy but are met with a 

regulatory backlash. Widespread financial inclusion is still a distant goal, where limited 

progress in rural development acts as an obstruction to fully achieving this. Foreign 

investors see the economic climate as one of potential, emphasising the strong 

financial market’s innovation capacity. However, the regulatory restrictions mean that 
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economic development and FDI are both relatively neutral in comparison to what could 

be achieved. 

 

5.3.4 Scenario 3: Vivaldi’s Summer 

 

The Vivaldi’s Summer scenario is based on a 17th century composition that was one 

of four violin concerti. Antonio Vivaldi’s Four Seasons was inspired by the various 

seasons of the year. Concerto number 2 (Summer) is a passionate and dramatic ode 

to the various characteristics of a blazing Summer heat. The song depicts the season’s 

intense, but lazy, heat, starting with cheerful sounds of birds and positivity. Minor 

chords and dramatic undertones warn that the gentle breeze could turn into a storm. 

It becomes obvious that the storm is building and approaching, where the orchestra 

mimics thunder and furiously buzzing insects. The final movement of the song is 

hurried, anxious and dramatic. The storm is worse than previously feared – bringing 

great thunder, wind, hail, and, ultimately, a dramatic relief from the blazing heat. With 

such a depiction, it is only appropriate to pair the composition with a scenario that is 

comprised of positive regulation, but negative innovation. 

 

As with the previous scenario, Vivaldi’s Summer is a depiction of South Africa in a 

mixed state. Financial regulation has been a strong proponent of structure and 

guidance within the market. However, the ability for financial institutions to 

appropriately innovate has been limited. While regulatory bodies have driven thorough 

regimes to try and drive this, the local banking sector has fallen short of international 

trends. Much like Vivaldi’s Summer, the promise of a positive outcome is 

overshadowed by a build-up of an alternative result. In this regard, regulation can be 

likened to the calm Summer’s day, while the brewing storm can be seen as the frenzy 

associated with the realisation that financial institutions have embraced innovation and 

are now under threat of being completely disrupted. 

 

5.3.4.1 Vivaldi’s Summer: Disruptive FinTech Development 

 

Vivaldi’s Summer depicts a scenario in South Africa where financial institutions and 

large banks in South Africa have failed to adjust business models to accommodate 

disruptive innovations. As a result, the domestic banking sector is at risk of losing 
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major parts of the banking value change to new entrants. Technology savvy FinTech 

start-ups have gained a great deal of market capitalisation by providing financial 

services in a cheaper and more accessible manner. By 2055, domestic banks have 

missed an opportunity to integrate technology to improve specialised service offerings 

that target specific parts of the value chain, to substantially lower costs and to 

capitalise on digital technology innovations to enhance customer interaction. By 2055, 

local banks have maintained a very rigid business model that doesn’t suit the needs 

of a dynamic market. International competitors, as well as companies in other sectors, 

have noticed the lack of innovation and have pursued the gap in the market. Ultimately, 

time efficiencies, engagement models and the inability of banks to adapt to changes 

in the market have left them in a very precarious position. 

 

By 2055, banks have relinquished much of the competitive advantage they once had. 

Innovators that have focused on advanced data solutions have been able to encroach 

on traditional service offerings by the bank, such as lending, insurance and wealth 

management. Banks have failed to lower transaction costs to those of new 

competitors. The growing trend of disintermediation puts further pressure on the 

banking system as new entrants have the ability to provide a client-centric product or 

service that offers greater efficiency. Banks are regarded as too slow and heavy to 

adapt to the ever-changing consumer trends and demands. 

 

Local innovations around money transfer and payments have been slow to respond to 

international trends. As a result, domestic banks are now under pressure from large 

international technology firms that can disintermediate large parts of the banking value 

chain. By 2055, the domestic banking sector has isolated itself in terms of innovation 

– removing its necessity for existence. As a result of poor innovation, banks have not 

been able to sufficiently extend their banking channels to improve their customer 

reach. The ability to use digital channels to promote financial inclusion is one of the 

largest opportunity costs for local banks. While regulation has sought to stimulate this, 

banks have not sufficiently adapted business models to accommodate the potential 

benefits obtained through successful innovation. 

 

Blockchain technology and the associated innovations have not been appropriately 

adopted by South African banks. While they have tried to create structures to facilitate 
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such innovation, local banks have worked in silos and, therefore, limited the extensive 

benefits of blockchain. A key outcome of the advances made in blockchain technology 

is the use of virtual currencies. By 2055, the South African Reserve Bank has issued 

its own CBDC. Banks have been unsuccessful in trying to maintain business as an 

intermediary as the new form of money becomes widely accepted. Further 

applications of blockchain include the use of smart contracts, where outside 

competitors have successfully implemented such an innovation. Unfortunately, the 

local banking sector was not agile enough to adopt such a trend by 2055 and, as a 

result, still relies on many manual processes that are inefficient, time-consuming and 

costly. Overall, South African banks have failed to place themselves at the front of the 

disruptive innovation and are likely to be disrupted out of the market unless drastic 

action is taken.  

 

5.3.4.2 Vivaldi’s Summer: Disruptive Market Configurations 

 

By 2055, banks have exhibited a poor pace of innovation and adoption. As a result, 

banks have faced heavy competition from technology firms that are adapting products 

and services to compete in the financial services sector. South African banks are still 

heavily dependent on human action and legacy systems. The domestic banking sector 

has seen FinTech platforms and services frequently bypass existing intermediaries 

and challenge the traditional understanding of how intermediaries serve their purpose 

in financial markets. Such a trend has shifted the focus to how banks will adapt to 

maintain large aspects of their core business. By 2055, South African banks have not 

adequately answered this question, while the regulatory environment stimulates 

innovation further. 

 

Technology firms have also challenged the ability of banks to provide affordable 

solutions, where the low costs and barriers to entry have seen numerous entrants 

compete for a portion of the market. The banking sector has been held back by layers 

of legacy systems that are only party integrated and too costly to re-engineer. While 

regulators drive appropriate measures to enhance innovation, democratisation of 

financial services sees the development of greater competition that replaces various 

banking activities. As a result, many new entrants are now competing with the 

traditional banks in providing technology-based solutions. Borderless platforms have 
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provided the opportunity for international companies to capture a share of the market 

as well. Banks are slow to respond to such a threat and have lost significant business 

as a result. 

 

5.3.4.3 Vivaldi’s Summer: Regulatory Configurations 

 

Vivaldi’s Summer sees the South African regulatory environment take a highly 

proactive and supportive approach to developing the financial sector. As with the 

Chariots of Fire scenario, regulators have found the right mix of regulatory regimes 

that provide the benefits of both rules-based and principles-based regulatory regimes. 

As a result, the regulatory bodies ensure predictability, certainty, respect for future 

enforcement, uniform treatment and clear channels of communication. South African 

regulation adheres to international best practices and maintain a flexible and evolving 

regulatory outlook. Agile and iterative rulemaking places South African regulators in a 

strong position to maintain such flexibility, while facilitating room for growth in domestic 

innovation. The proactive nature of South African regulation by 2055 also sees 

regulators use pilots and trials as a tool to enhance flexibility and speed, while 

decreasing the pressure felt by regulators to create rules in a vacuum. By providing 

measurable outcomes, the regulatory environment has the ability to track progress 

and create structures that suit broader stakeholder engagement. 

 

By 2055, South African regulators have managed to appropriately use engagement 

and enforcement models that open clear channels of communication and deter 

unnecessary risk-taking activity. While the broader industry is willing to pursue 

increased innovation opportunities, traditional banks have not fully capitalised on this. 

By 2055, banks have also been involved as industry advocates, but have played only 

a small role in driving innovation. With regulators inviting a number of stakeholders to 

engagement forums, the banks have not been developing innovation enough to 

ensure that their voice is the strongest. New entrants that challenge the status-quo 

have been able to successfully work with regulators to ensure that they have an equal 

opportunity to drive procedures and legislation. They have assisted regulators in 

understanding a fast-changing and complex market. Sunset provisions have allowed 

regulators to review regulatory outcomes on an ongoing basis, eliminating any rules 

that are not effective. Ultimately, such a form of collaboration has fostered market 
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development (on which banks have failed to successfully capitalise). Regulators have 

successfully been able to manoeuvre through complex and intrusive regulation to drive 

regulatory harmonisation. As a result, regulators have managed to make great 

progress in reducing duplicate, inconsistent and fragmented regulations. By 2055, 

South African regulators have created an environment that is well positioned for 

innovation to thrive. Banks, unfortunately, have not been able to take advantage of 

improved regulatory regimes and structures. 

 

5.3.4.4 Vivaldi’s Summer: Domestic Factors Affecting South Africa 

 

As with the Peter and the Wolf scenario, Vivaldi’s Summer depicts the South African 

macro-environment in a neutral manner. Political risk, population dynamics, education 

and unemployment remain relatively unchanged from the current status. While not 

necessarily good, these factors have not worsened nor strengthened significantly. As 

a result, there is still great room for disruptors to drive progress in terms of financial 

inclusion and access to credit. Vivaldi’s Summer illustrates a scenario where the 

banking system is failing to do this, while competitors are using innovation as a tool to 

increase their presence in an underdeveloped market. International investors have 

noted the strong regulatory structures and have driven investment, thereby driving 

improved economic growth and foreign direct investment. As a result, the South 

African banking institutions are faced with more competition during a time when they 

are failing to maintain a strong hold of their traditional market. 

 

5.3.5 Scenario 4: Melody of Tears 

  

The Melody of Tears scenario is based on a composition by Ludwig Van Beethoven, 

during the transition between the classical and romantic eras in classical 17th century 

music. The composition evokes many emotions – most of them with a heavy 

undertone of despair, sadness and longing. The pattern throughout the piece is one 

of pain and loss, where the listener gets a feeling of ‘what could’ve been’. The 

composition resonates strongly with a scenario where both innovation and regulation 

are negative, providing for a melody of progress-inhibiting outcomes.  
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The Melody of Tears scenario paints a picture of South Africa in despair, where the 

South African banking sector is defined by poor innovation and unsound governance. 

As with the composition, South Africa is in a sombre state that struggles to look beyond 

the potential that it has fallen very short of. Regulatory structures have failed to provide 

financial stability, while the banking sector has failed to innovate appropriately. 

Progress-limiting regulations have stifled banking innovation while banks have failed 

to appropriately manage the strategic long-term innovation goals. The result is a stifled 

economy that is struggling to kick-start itself. Banks are under severe pressure of 

being completely disrupted out of the market. In response, regulatory bodies have 

added driven, unrelenting rules to try to maintain financial stability. The result is an 

over-regulated market that has stifled innovation and financial market deepening. 

 

5.3.5.1 Melody of Tears: Disruptive FinTech Development 

 

By 2055, the Melody of Tears scenario points to a South Africa that has failed to 

appropriately adapt to international trends, falling behind in terms of FinTech 

development and failing to accommodate positive disruptive innovation. The domestic 

banking sector has failed to innovate appropriately and has lost a great deal of market 

capitalisation to international disruptors. While FinTech start-ups have tried to enter 

the sector, they do not have the institutional and market support to maintain the 

competitive edge. Banks have failed to provide suitable products and services to 

ensure that banking is accessible to all. Due to a lack of innovation, banks have 

become very rigid in their business models. Such rigidity has left banks unable to 

scale, provide reliable services and provide solutions in an efficient manner. Corporate 

and retail banking has stagnated, where new market entrants have managed to draw 

a great deal of business from the traditional structures maintained by banks. The South 

African banking sector has desperately tried to hold on to the old competitive 

advantage it once had, but it has now been unable to answer customer demands. 

International competitors have noticed the inability of domestic banks to provide 

appropriate solutions and have entered the market. Banks have been unable to update 

IT infrastructure and business models to move with the forward-looking, and ever-

demanding, consumer. While international competitors have the ability to offer 

improved, real-time customer interaction, domestic banks cannot provide the same 
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level of service. While slightly improved from today, the processing times and 

engagement models of banks have not developed enough to satisfy client demands. 

 

Banks have failed to ensure that data is used to their advantage, relinquishing the 

competitive advantages that come with advanced data solutions (such as advanced 

analytics in risk-modelling, trading, lending, insurance and wealth management). 

Banks have had to look to external vendors to assist in obtaining appropriate data for 

the products and services that are still being maintained by the banks themselves. As 

a result, the sector has failed to lower transaction costs to a competitive level. 

Disintermediation has led to banks being disrupted out of their traditional service 

offerings. FinTech companies and international competitors do this at a fraction of the 

cost, provide a more client-centric experience and can offer end-to-end efficiency. 

 

Money transfer and payments have become a threat to banking as innovations have 

essentially removed banks from the settlement process and value chain. While 

innovations around money transfer and payments have driven society forward, banks 

have failed to appropriately innovate to maintain reliance in this regard. Disruptors 

have successfully managed to secure large parts of the banking value chain, focusing 

specifically on the intermediation of payments and settlements. While banks had the 

potential to completely automate settlements, confirmations, and reconciliations, they 

were not able to adapt IT infrastructure to make the progress that could have been 

achieved. By 2055, the South African financial ecosystem has become isolated with 

various participants working in silos. The end result is a market that is desperately 

holding on to the market share it currently has; failing to look forward to service client 

needs and to driving financial inclusion. Domestic banks are unable to provide an 

extended range of channels, maintaining only the current available channels for 

clients. Security and authentication remain a concern, while the market looks to 

blockchain technology experts to provide solutions that the banks have failed to 

provide. 

 

Blockchain technology is widely adopted throughout South Africa, but domestic banks 

are unable to fully provide a business case for their solutions. Blockchain consortiums 

for banks have remained isolated, cutting off the general market in participation. Virtual 

currencies have grown in popularity and banks have struggled to fully come to terms 
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with the management of such currency. In an effort to keep up with the market, certain 

derivatives are offered on the back of a variety of virtual currencies. Decentralised 

virtual currencies have caused further problems for banks as a myriad of scrupulous 

regulations restrict them from providing innovative digital solutions. A combination of 

major security breaches and compliance issues has led to domestic banks taking a 

very conservative approach in digital solutions. Regulation has stalled progress with 

regard to blockchain solutions such as smart contracts. Overall, by 2055 the ability for 

South African banks to provide appropriate digital transformation and innovative 

solutions is severely hindered and limited. 

 

5.3.5.2 Melody of Tears: Disruptive Market Configurations 

 

By 2055, South African banks have seen an influx, and a subsequent exit, of 

technologists and computer/data scientists to the field of finance. Initially, these 

individuals sought to create efficiencies and streamline processes. After competing 

with tightening regulation, the technology experts moved to less-regulated, more 

desirable opportunities. Banks have remained traditional in nature, requiring human 

action, networking and organisation to drive innovation. This, however, falls far short 

of technology competitors who (by 2055) have been able to innovate in line with 

increasingly advanced and exponentially greater computer power, improved software 

development, stronger analytical tools and enhanced data gathering. By 2055, 

disintermediation has challenged the South African banking sector to diversify and 

which it has failed to appropriately do. For example, technology has driven innovations 

that automatically connect lenders directly with borrowers without the need for 

intermediary banks. By 2055, disintermediation is one of the largest risks posed to the 

survival of banking. Due to industry convergence, South African banking has been 

challenged by numerous new entrants where regulators have failed to appropriately 

govern, opening a number of complexities and creating general confusion in the 

marketplace. 

 

FinTech innovations have lowered the costs and barriers to entry, thus providing 

greater competition for a growing customer base. By 2055, the South African banking 

industry is a clear example of how large, complex organisations (after many successful 

mergers) have the ability to be held back by layers of legacy technology that is partly 
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integrated and too costly to re-engineer. Democratisation of financial services has 

heightened competition for the banking sector, where large international technology-

based companies have been able to successfully provide alternative solutions to 

provide access to, and investment in, financial services. The local banking sector 

grapples with competition, while regulators struggle to differentiate between helpful 

and harmful technology with very little foresight, flexibility, coordination, education and 

sustained engagement with the market. The internet creates further constraints on 

local banking as consumers start to shift behaviour to borderless platforms that provide 

efficiency without the need for traditional geographical boundaries or borders. 

 

5.3.5.3 Melody of Tears: Regulatory Configurations 

 

By 2055, South African regulators have been very reactive in their regulatory 

processes. Driven by caution and uncertainty, regulators have not been able to find 

the right mix of regulatory regimes. Confusion of when to apply principles-based 

regulation over rules-based regulation has left regulators erring on the side of strict, 

enforceable rulemaking that has stifled innovation. By 2055, regulation is defined by 

heavy compliance-related processes that evade the underlying purpose of the 

regulation, deter innovation and drive disconnection between the purpose of the 

regulation and the actual regulatory outcomes. Additional concerns over the 

unpredictable nature of regulation comes to light, where there are issues associated 

with fairness and bias in application. Rules constantly change, creating uncertainty 

and a lack of clarity around timing and involvement of stakeholders in the rulemaking 

process. Regulatory costs and resource commitment further hinders the ability of 

regulators to stimulate the financial sector. 

 

Where applied, pilots and trials limit industry participation and, ultimately, undermine 

the validity of the pilot or trial. Regulators are criticised for regulatory bias and poor 

design, monitoring and their analysis of pilots and trials. Regulators have struggled to 

choose an approach that is appropriate, leaning towards enforcement measures that 

deter innovation, often lack transparency, have larger regulatory costs and run the risk 

of industry avoidance of regulators. Overly close ties with regulators and certain 

entities undermine regulatory processes. In trying to engage with the industry and 

wider public, there is an increased focus on efficiency at the expense of investor and 
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consumer protection. Sunset provisions have created a significant burden on 

regulators that have to frequently revisit and re-authorise expiring rules, with a 

decreased incentive for regulators to actually review a poorly performing rule. 

Regulators struggle to drive regulatory harmonisation, where duplicate, inconsistent 

and fragmented regulations begin to develop. 

 

5.3.5.4 Melody of Tears: Domestic Factors Affecting South Africa 

 

By 2055, the Melody of Tears scenario envisions South Africa as a nation with 

weakening macro-drivers. The South African macro-environment acts as an inhibitor 

in driving innovative banking and financial market success. Political risk has increased 

on the back of tensions between public and private disputes, while issues associated 

with population dynamics have further strained an already tense system. Fragmented 

political structures remain and severely limit the ability of government to achieve its 

developmental goals. Tension in the political administrative interface, instability of the 

administrative leadership, skills deficits, and inappropriate staffing add to the woes. 

Poor organisational design has left political intervention unable to answer questions of 

economic growth, where the economy is in a state of stagnation. 

 

The South African government has failed to appropriately plan for population growth, 

where a large influx of people to densely populated areas sees government failing to 

provide basic services. As a result, crime and inequality rise. Rural development 

remains in a poor state, where limited access to financial services and insufficient 

education drive a further wedge between South Africa’s diverse population. Financial 

inclusion is yet to be achieved, while access to credit remains one of South Africa’s 

largest problems in developing the nation. National productivity and entrepreneurial 

activity is the lowest it has been in decades, while South Africa’s highly skilled 

workforce seek international opportunities. 

 

Economic development and economic growth is at a minimum, where South Africa 

has struggled to sufficiently recover from a number of recessions. There is low 

international investment demand as FDI stagnates and fails to promote economic 

growth and infrastructure development. The banking sector is heavily dependent on 

traditional forms of investment and this ultimately hampers the ability for banks to play 
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a role in the deepening of financial markets and in stimulating the economy. By 2055, 

South Africa is in a dire state with banking and regulation becoming severely impeded 

by macro-factors affecting the nation. 

 
5.3.6 Summary of the Scenarios 

Table 5.19 provides a summary of the scenarios discussed and the associated 

variables and critical uncertainties. The four scenarios portray a variety of outcomes 

for the future of banking in South Africa towards 2055, with the Chariots of Fire 

scenario being the most ideal outcome and the Melody of Tears scenario being the 

most feared outcome. The scenarios highlight the interdependency of both innovation 

and regulation. 
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TABLE 5.18  

SUMMARY OF THE SCENARIOS 

Variables and critical uncertainties Chariots of 
Fire 

Peter and the 
Wolf 

Vivaldi's 
Summer 

Melody of 
tears 

D
is

ru
pt

iv
e 

Fi
nT

ec
h 

de
ve

lo
pm

en
ts

 

Banking solutions and 
channels Very positive Positive Negative Very 

negative 

Insurance Very positive Positive Negative Very 
negative 

Lending and 
Crowdfunding Very positive Positive Negative Very 

negative 
Money transfer and 
payments Very positive Positive Negative Very 

negative 

Blockchain technology Very positive Positive Negative Very 
negative 

Data solutions Very positive Positive Negative Very 
negative 

Trading systems and 
formats Very positive Positive Negative Very 

negative 

Treasury management Very positive Positive Negative Very 
negative 

Risk management Very positive Positive Negative Very 
negative 

Wealth, asset, and 
investment management Very positive Positive Negative Very 

negative 
Cyber-security and anti-
fraud Very positive Positive Negative Very 

negative 

Smart contracts Very positive Positive Negative Very 
negative 

Virtual Currencies Very positive Positive Negative Very 
negative 

D
is

ru
pt

iv
e 

m
ar

ke
t c

on
fig

ur
at

io
ns

 

Pace of innovation and 
adoption Very positive Positive Negative Very 

negative 

Disintermediation Very positive Positive Negative Very 
negative 

Industry convergence Very positive Neutral Neutral Very 
negative 

Low costs and low 
barriers to entry Very positive Neutral Neutral Very 

negative 

Borderless platforms Very positive Positive Negative Very 
negative 

Democratisation Very positive Positive Negative Very 
negative 
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Variables and critical uncertainties Chariots of 
Fire 

Peter and the 
Wolf 

Vivaldi's 
Summer 

Melody of 
tears 

R
eg

ul
at

or
y 

co
nf

ig
ur

at
io

ns
 

Principles-based versus 
Rules-based Regulation Very positive Negative Positive Very 

negative 
Agile and iterative 
rulemaking Very positive Negative Positive Very 

negative 

Pilots and trials Very positive Negative Positive Very 
negative 

Engagement versus 
enforcement Very positive Negative Positive Very 

negative 
Industry and consume 
advocates Very positive Negative Positive Very 

negative 

Sunset provisions Very positive Negative Positive Very 
negative 

Regulatory 
harmonisation Very positive Negative Positive Very 

negative 

D
om

es
tic

 fa
ct

or
s 

af
fe

ct
in

g 
So

ut
h 

Af
ric

a  Political risk Very positive Neutral Neutral Very 
negative 

Population dynamics Very positive Neutral Neutral Very 
negative 

Education Very positive Neutral Neutral Very 
negative 

Unemployment Very positive Neutral Neutral Very 
negative 

Rural development Very positive Neutral Neutral Very 
negative 

Crime Very positive Neutral Neutral Very 
negative 

Economic growth Very positive Neutral Slightly 
positive 

Very 
negative 

Foreign Direct 
Investment Very positive Neutral Slightly 

positive 
Very 

negative 
(Source: Researcher’s own construction) 

 
5.4 THE VISION 
 

What should the future of banking in South Africa look like by 2055? This research 

effort sought to address the question by developing a long-term Integrated Vision 

towards 2055 for the South African banking sector to achieve its long-term goals. 

 

As part of Stage 4 (use and assess), Step 7 of the scenario-based planning process 

is focused on reviewing existing strategies and developing new strategies as well as 

the setting of a vision for the future of banking in South Africa. A national vision needs 

to represent the goals and objectives of society, while providing a sense of purpose 

for the nation and those that are trying to achieve the best-possible future for South 

African banking (Adendorff, 2013; Brinkerhoff and Goldsmith, 2005). The proposed 

national Integrated Vision that is discussed depicts a realistic, achievable, and sought-
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after future that could form the foundations of any national development plan that is 

associated with the strategic future of the domestic banking sector. Earlier in this 

chapter, four scenarios were developed to highlight potential future outcomes. The 

most positive scenario, the Chariots of Fire scenario, presents a surprise-free 

prognosis and illustration of a future that is desirable for the South African banking 

sector, i.e. the Integrated Vision toward 2055. The Integrated Vision provides ideas on 

the fundamental steps that should be used in the national transformation of the 

banking sector. As a basis for the development of a realistic and achievable Integrated 

Vision for banking in South Africa, existing strategies are briefly reviewed and new 

strategies are proposed. 

 

5.4.1  Integrated Vision 

 

The proposed Integrated Vision is a statement or affirmation that captures ideas and 

aspirations for the future. As it is positive in nature, the Integrated Vision emphasises 

the strengths of the South African banking system as a whole and the core outcomes 

associated with the successful achievement of the surprise-free prognosis. As 

previously mentioned, the most positive scenario (Chariots of Fire) represents the 

Integrated Vision for 2055 and is an idealistic state that would be pursued by decision-

makers. 

 

The proposed Integrated Vision for the South African banking sector describes a 

preferred and achievable future that could become the basis for sustainable banking 

sector development in South Africa. As Oberholster (2017) notes, a vision is essential 

for multiple stakeholders and decision-makers across the private and public sectors to 

engage in a collective future paradigm for the future of banking in South Africa and 

that can effectively address the current shortcomings and failures. Additionally, the 

vision provides guiding principles and recommendations that need to be taken to 

ensure that there is appropriate transformation in traditional banking and regulatory 

practices. 

 

The focal issue of the research effort was to identify the extent to which disruptive 

innovation and regulation will affect the banking sector in South Africa. The question 
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implies the following related questions that need to be taken into consideration by 

various stakeholders in the creation of the preferred future for banking in South Africa: 

 

- What is a plausible level of disruptive innovation in financial services on a global 

scale as well as in the South African context towards 2055? 

- How do South African banking institutions differ from those in the global 

context? 

- What are the drivers for change that will have the greatest effect on the South 

African banking sector towards 2055? 

- Given the drivers for change, how will the South African banking system adapt 

to the influence of future disruptive innovation and financial service regulation? 

- What is the propensity for South African banks to innovate disruptively given 

the current, and possible future, regulatory environment? 

- What impeding variables exist in the implementation of a plausible future for 

banks in South Africa? 

- Which forms of financial service innovation are reasonable given the current 

and probable future economic state of South Africa? 

 

As a basis for the development of a realistic and achievable Integrated Vision, it is 

appropriate to keep these questions in mind when reviewing existing strategies and 

proposing new ones. 

 

5.4.2  Survey of Expert Opinions 

 

The preferred future for banking in South Africa towards 2055, as well as a short 

description of the four scenarios, was presented to a selected number of experts who 

participated in the Real-Time Delphi study. The selection for inclusion was based on 

the level of influence they have in the ability to drive effective change in the South 

African banking sector (with regards to either innovation or regulation). Participants 

were seen to be involved in strategic decision-making and the development of the 

sector. 

 

The selected participants were asked to comment on the preferred future for South 

African banking, with specific reference to the following aspects: 
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- The preferred Chariots of Fire scenario as a decision-making framework, which 

has the ability to facilitate multi-stakeholder engagement and the development 

of innovative and inclusive banking solutions. 

- The ability of the preferred Chariots of Fire scenario to support sustainable 

banking sector development in South Africa. 

- Positive aspects of the preferred future that stand out. 

- Key stumbling blocks that are associated with the preferred future that need to 

be addressed. 

 

Of the initial 45 participants who took part in the Real-Time Delphi study, 10 of these 

participants were requested to take part in the feedback cycle for the development of 

the Integrated Vision. Of the 10 participants requested, 7 experts provided their insight 

into the preferred future for South African banking toward 2055. The feedback further 

complements the research results of the Real-Time Delphi study and acts as an input 

into the visioning process to appropriately identify enabling factors and necessary 

actions to be considered. A summary of the feedback is provided in the following table. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
TABLE 5.19  
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SUMMARY FEEDBACK FROM EXPERTS 

Summary feedback from experts 

Facilitative decision-
making framework 

- As a prerequisite, the level of trust between government, financial institutions 
and the public must be greatly enhanced. The rapid adoption of technologies 
such as blockchain, which improves transparency, would help, as would 
predictable and sensible macroeconomic policies. So too would policies and 
corporate strategies that promote convergence between banking and 
telecommunications, for instance. 

- This would work well if there was assurance that regulation and the private 
banking sector were aligned in their strategic goals. 

- Yes, if one is able to ensure collaboration between the large banks and the 
FinTech innovators. 

- The outcome is possible, but the democratisation of banking services could well 
work against the development of banks in the future. 

- A decision-making framework such as this would require a much larger focus 
from regulatory bodies. The team that is focused on FinTech at the Reserve 
Bank is too small at present. 

- The framework is appropriate. Banks are supportive of such development, but 
the question is then asked if our regulatory environment is aligned to these 
goals? 

- Yes – but policy oversight will determine if this is a success or not. 

Positive aspects 

- This scenario provides fertile ground for innovation and entrepreneurship – the 
best tool for boosting employment levels and general well-being. 

- Technology innovations that will drive banks forward such as AI. 
- Banks are likely to have the capacity to spend large amounts of money on 

innovation. 
- A change in thinking around regulation and its ability to influence market 

developments. 
- The use of pilots to increase engagement and drive innovation. 
- The approach is holistic and covers a more strategic view of banking and how it 

fits into the larger landscape of economic development in SA. 
- The benefits of a centralised central bank cryptocurrency. 

Stumbling blocks 

- To get to this desired outcome, South Africa needs prudent and mature political 
leadership. 

- Economic growth and investment is a large stumbling block. If banks are to 
invest in the future, they need to make profits in the present. 

- A digital evolution could inhibit the control of banks and central banks. 
- South African regulation does not always drive alignment and international 

harmonisation is elusive. 
- South African banks (and regulators) are too cautious. 
- Regulation will not move to a principles-based method as this is too open-ended 

and poses a threat to current norms. 
- The local banks are too large to adapt quickly and their legacy systems could be 

too slow to integrate any new innovative solutions. 
(Source: Researcher’s own construction) 

 

Based on the feedback, the experts all agreed that the South African banking sector 

has the ability to pursue the preferred state depicted in the Chariots of Fire scenario. 

Concerns and limitations, however, were noted in the ability for banks and regulators 

to appropriately align their interests in driving this preferred scenario. While it is in the 
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best interest for banks to provide solutions that enhance financial inclusion, it is also 

a manner in which to grow market capitalisation and improve profitability. On the other 

hand, regulators would be willing to allow a certain level of disruption against banks 

from new FinTech companies if they enhanced the general access to financial services 

for society in general. In short, regulators are guided by societal development, while 

private banks may not hold that same level of pressure. It is clear from the discussion 

that the South African macro-factors that include the political and economic 

environments, are fundamentally important in the achievement of a preferred future. 

 

5.4.3 The Integrated Vision for the Future of Banking in South Africa 

 

The proposed Integrated Vision for banking in South Africa towards 2055, is based on 

the following three development pillars as a foundation and is illustrated below: 

 
FIGURE 5.2  

DEVELOPMENT PILLARS FOR THE INTEGRATED VISION 

(Source: Adapted from Adendorff, 2013: 305) 
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- Economic development: The investment in and adoption of innovative 

solutions. 

- Governance development: Collaborative relationships between banks and 

regulatory authorities. 

- Social development: The facilitation of financial inclusion and equitable banking 

growth that is facilitated through policy and partnerships. 

 

Adendorff (2013) argues that economic development and macro-economic stability is 

a fundamental priority for South Africa. As a result, the Integrated Vision for the future 

of banking in South Africa towards 2055 places great emphasis on such development. 

The investment in solutions that provide widespread access to financial services 

assists in driving economic growth. A stable banking system is at the core of a stable 

macro-economic environment and, as such, the ability for banks to appropriately 

innovate allows them to ensure that economic development is maintained in a 

potentially fragile market. South African banks play a pivotal role in the broader 

economy and, as a result, need to ensure that they commit sufficient resources to the 

development of innovation. Ultimately, this is essential in ensuring that progress is 

made toward the achievement of the desirable future described in the Integrated 

Vision. 

 

Adendorff (2013) emphasises the need for South Africa to fully commit to continuing 

governance reforms in order to create a better environment for doing business and to 

ensure that the rights of every South African are protected in doing so. Regulatory 

bodies need to ensure that they appropriately encourage innovation in the banking 

sector through a mix of direct and indirect measures. A collaborative, flexible and 

forward-thinking rulemaking environment is a necessity in achieving the desired 

outcomes depicted in the Integrated Vision. Regulators need to be proactive and drive 

discussions with market participants to ensure that certain innovations do not develop 

to the detriment of South African society. Financial stability is a key focus for regulators 

in this regard, where disruptive trends could pose more serious concerns for the 

broader financial ecosystem. In order to effectively work towards the Integrated Vision, 

South African regulatory bodies need to drive engagement, collaboration, 

transparency, and flexibility. 
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Adendorff (2013) recognises that social development is not only a determinant of 

effective national development, but it is also a fundamental social issue that addresses 

human rights and the ability for a nation to look after its people. Since the banking 

sector is systemically important in South Africa’s financial system, it is only appropriate 

that the banks are seen as a conduit through which financial inclusion must be driven. 

To achieve the goals of the Integrated Vision that speak to financial inclusion and 

equitable banking, partnerships must be established between the private banking 

institutions and the public regulatory authorities. Review and collaboration of policy 

can help guide the banking sector to better develop solutions that ensure that access 

to financial services is far-reaching. Bank-driven innovation allows banks to 

appropriately achieve this target, driving the concept of shared growth to ensure that 

they profit for a purpose. 

 

5.4.4 Review of Existing Strategies 

 

In order to provide clarity on the necessary reforms needed to ensure the achievement 

of the Integrated Vision, one needs to review the existing strategies in place at present. 

These strategies are briefly reviewed in terms of the three development pillars 

previously discussed. 

 

The first development pillar reviewed is the economic pillar. Specifically, the economic 

pillar considers the extent to which South African banks have invested in innovation 

as a means of driving economic benefits through the domestic financial system. With 

FinTech adoption sitting at 46% in comparison to a global average of 33%, South 

Africa is making strong progress in this regard (SARB, 2018). The South African 

banking sector already fosters world-class innovation in many of its products and 

services (Alkema and Chen, 2016). The leading banks are proactively exploring 

effective ways of incorporating virtual reality in their suite of ubiquitous service 

offerings, while investments in big data are generating more precise analytical 

marketing efforts based on customer behaviour insight (Alkema and Chen, 2016). All 

the major South African banks are already offering cashless tools to ensure that 

customers are not reliant of physical money, while the development of machine 

learning solutions is ensuring that bespoke services are achieved through AI-assisted 

platforms (Alkema and Chen, 2016). Physical bank branches are undergoing many 
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changes, with new entrants in the market not even having any branches at all 

(Shapshak, 2018; Sicetsha, 2018). Discovery Bank is set to be the first ‘behavioural’ 

bank in the world, that rewards and incentivises the customer based on behaviour 

(Shapshak, 2018; Sicetsha, 2018). Overall, it is clear that South African banks are 

taking innovation seriously and want to be at the forefront of the digital revolution. The 

strategies of each bank vary, but South African banks still remain the leaders in driving 

innovation in the financial sector. A clear example of this is how when FinTech 

innovation is developed in a start-up environment, it is subsequently bought by the 

banks or is added into their product offering. Banks have also invested heavily in 

incubation, acceleration and investment hubs to ensure that financial innovation is 

stimulated and capitalised on (Alkema and Chen, 2016). 

 

Secondly, the governance pillar is discussed in the light of regulatory bodies driving 

collaborative relationships that promote financial sector innovation. It is clear that 

governing bodies will ensure that fair entry into the market is allowed. The Prudential 

Authority has maintained that it is striving to allow competition into the local banking 

system in a way that won’t threaten the stability of the industry, while the South African 

Reserve Bank acknowledges that there are more non-traditional banks that are trying 

to enter the market, such as mobile-phone operators that don’t need to hold capital 

(Henderson, 2018). Even though regulatory uncertainty remains a significant and 

ongoing challenge, banks and other competitors are forging ahead with initiatives. By 

embracing regulatory complexity, banks can accelerate their performance and stay 

ahead of any changes in order to better navigate the regulatory landscape (Strachan, 

Nixon, and Spoth, 2017). In doing so, collaborative relationships allow both regulators 

and those being regulated to achieve desirable outcomes. South African regulatory 

authorities deem the impact of FinTech on current economic activities to be low 

(SARB, 2018). It is also noted that the consolidated impact on financial stability is still 

low due to a restricted widespread FinTech adoption and a cryptocurrency market 

where the interconnectedness with the current financial system is still relatively limited 

(SARB, 2018). The South African Reserve Banks, however, notes that as new 

alternative platforms expand and experience a full business cycle, regulators will need 

to remain vigilant in respect of familiar micro- and macro-level financial services risks 

(SARB, 2018). While building collaborative relationships with market participants, the 

central bank’s newly implemented FinTech unit has been established to develop the 
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capacity to monitor and understand these risks (and benefits) of FinTech. The 

establishment of an Intergovernmental FinTech Working Group to jointly assess 

FinTech developments and proactively respond to emerging risks in South Africa is a 

step in the right direction, but further collaboration is still needed with market 

participants. 

 

The third development pillar discussed is the social pillar. Adendorff (2013) highlights 

the need for the South African public and private sector to intensify the application of 

science, technology and innovation in order to raise the productivity and efficiency 

levels across South Africa and to drive widespread social benefits. The South African 

Reserve Bank already places a heavy focus on financial inclusion, noting that FinTech 

regulatory approaches are currently defined by policy objectives that are informed by 

consumer and investor protection, market integrity, financial inclusion, promotion of 

innovation, and financial stability (SARB, 2017). The FSB (2017) notes that several 

jurisdictions have introduced regulatory sandboxes, hubs or accelerators in order to 

promote innovation and improve interactions with FinTech firms, where policy 

objectives such as market integrity, financial inclusion, and the promotion of equitable 

competition are a priority. Specifically, the Integrated Vision sees the implementation 

of appropriate policy and collaboration through partnerships as a fundamental role in 

the achievement of financial inclusion and equitable banking growth. South African 

regulators have put in place the appropriate structures to achieve this goal. However, 

it is the extent to which the policy is practically applied that will determine whether the 

Integrated Vision is achieved by 2055. 

 

5.4.4.1 Strategic Elements and Enabling Factors 

 

The future of banking in South Africa has been narrowed to the preferred future, while 

the current landscape of existing strategies has been reviewed. To ensure a holistic 

approach is taken to provide practical recommendations, it is necessary to answer the 

strategic questions of; What to do? and How to do it?. In this regard, the research 

effort has identified three broad priority elements that need to be addressed: 

 

- Element 1: Client-centricity through innovation 

- Element 2: Financial inclusion through innovation  
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- Element 3: Regulatory compliance through innovation 

 

The first element of client-centricity focuses on the ability for South African banks to 

shift their strategies to ensure that the customer is at the centre of their philosophy, 

operations and ideas so that a positive experience is created for the client. The 

objective with client-centricity is to move away from product silos, to create cross-

selling opportunities and to fully enhance the client experience (Temkin, 2018). It is 

widely accepted that new market entrants (with technological developments that bring 

more innovative and cost-effective solutions) are seen as a threat to traditional banking 

business. FinTech competitors use advances in technology to provide clients with a 

more personalised experience, while specifically targeting a niche financial services 

focus area. Traditional banks, however, have trusted brands and an existing customer 

base that is a significant advantage in remaining relevant (Temkin, 2018). 

 

To ensure that they keep this competitive advantage, banks need to focus their 

strategic efforts on client-centricity. Banks need to drive technology innovation and 

adoption, focus on the best applications of rich data across the organisation and to 

partner with FinTech companies to create ecosystems that maximise the customer 

experience (Alkema and Chen, 2016; De Villiers and Codrington, 2016; Temkin, 

2018). Digital banking challenges the traditional form of banking, asking whether it is 

necessary to have physical branches and to interact with customers through traditional 

channels that are fast becoming outdated. 

 

The second element of financial inclusion focuses on the ability of South African banks 

to provide financial services to the currently unbanked population. Banks play an 

important role in the financial system and the focus on financial inclusion is a key 

priority for all stakeholders involved. Banks, however, have the opportunity to not only 

improve the social status of South Africa through financial inclusion, but to profit from 

doing so. A large percentage of the country does not have access to financial services, 

which means that there is potential opportunity to grow banking market capitalisation 

while stimulating the economic and social well-being of the nation. South Africa has a 

large unbanked population, and as a result, there is great potential for improved 

access to a range of financial services across all economic functions (FSB, 2017). 
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The South African banking sector needs to leverage its competitive advantage of size, 

network and customer base to provide solutions through innovation. Innovation 

associated with mobile banking allows consumers to quickly and efficiently obtain 

credit, make purchases, and transfer money, while innovations such as a digital 

identity and blockchain-based applications could support the improved quality of, and 

accessibility to, financial services for end-users (FSB, 2017; World Bank, 2016b). 

Robo-advisory services increase access to wealth management for households who 

previously could not access similar traditional asset management services due to 

minimum investment thresholds or high fees (FSB, 2017). South African banks need 

to ensure that they are at the forefront of the evolving payments ecosystem which has 

the potential to expand access to wholesale payments systems to non-bank entities 

(FSB, 2017). Ikdal (2017) notes that financial inclusion in South Africa currently faces 

six key challenges that domestic banks should look to address:  

 

- Perceptions of high fees limit the usage of banking services. 

- There is a general sense of mistrust in bank’s motives. 

- Concerns of fraud negate the convenience of cashless transactions. 

- People value a sense of community with trusted advisors. 

- Banks require too much paperwork and the response times are too slow. 

- A significant amount of business is conducted informally. 

 

The third element is regulatory compliance and focuses on the ability of banks to 

maintain compliance during an time that is seeing more stringent regulations placed 

on systemically important institutions. On the other hand, competitive pressure is 

mounting against traditional banks from FinTech companies that do not necessarily 

have to abide by the same regulations. As a whole, the banking sector has largely 

transformed itself over years of post-crisis repair, design, and implementation. While 

there are still some reform initiatives to be proposed by regulators, the vast majority of 

these post-crisis reforms have been designed and built (SARB, 2018; Strachan et. al., 

2017). However, there is now a realisation that the various banks are in different 

stages of maturity in the transformation under enhanced standards and broader 

governance, risk, and compliance expectations (Strachan et. al., 2017). While it is 

important for regulatory bodies to ensure sufficient and appropriate regulation in in 

place, it is equally important that banks adhere to such regulation. South African banks 
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need to ensure there is sufficient integration of regulatory considerations into strategic 

and daily business planning and decision-making. By doing so, domestic banks have 

the ability to provide better visibility into limitations and opportunities in the 

marketplace (Strachan et. al., 2017). Strachan et. al. (2017) provide five focus areas 

that can assist local banks in leveraging innovation to modernise efforts of regulatory 

compliance: 

 

- The simplification of processes to eliminate or reduce low-value redundant 

activities in an effort to streamline key reporting, governance, and management 

processes. 

- The centralisation of activities, people and responsibilities to enable a flexible 

resource model that increases operational effectiveness. 

- The standardisation of processes or frameworks that optimise and simplify 

execution and oversight activity. 

- By leveraging innovative technology, effect the automation of repetitive and 

manually intensive tasks to increase efficiency and decrease costs. 

- Continuously enhancing the capabilities that increase value and decrease costs 

(such as data analytics and alternative delivery models). 

 

Overall, South African banks should continue their efforts to streamline and automate 

regulatory reporting processes and to rationalise operating models across reporting 

functions and data providers (Strachan et. al., 2017). 
 
5.5 CHANGE NAVIGATION 
 

The change navigation process should comprise the steps usually integrated in the 

scenario-based planning process. The steps include laying the foundation for the 

scenario-based planning agenda, finding the focal question, classifying and ranking 

the fundamental local and global factors, deciding on the scenario logics, fleshing out 

the scenarios, analysing the influences of the scenarios on the broader market, 

developing new strategies, selecting the indicators to supervise the change navigation 

process, the final execution of (or warning against) scenarios  and sustaining ongoing 

business (Adendorff, 2013; Geldenhuys, 2006). The change navigation process is an 

important tool in addressing the question of how the change process will practically be 



 278 

driven and allowing the Integrated Vision to become a reality. This section will discuss 

the building blocks for the change navigation process and the role of change 

navigation agents in driving the South African banking sector towards the Integrated 

Vision by 2055. 

 

5.5.1 Building Blocks for the Change Navigation Process 

 

In line with the research conducted by Adendorff (2013), Beckhard and Harris (1987), 

Tushman and O’Reilly (1997), and Veldsman (2002), the change navigation process 

comprises of three distinct conditions: 

 

- The desired future state (i.e. where the leaders want the banking sector to get 

to). 

- The present state (i.e. where the sector is currently). 

- The transition state (i.e. the set of strategies, conditions and actions that the 

sector must go through in order to shift from the present to the future). 

 

Veldsman (2002) distinguishes between five building blocks in the change navigation 

process as highlighted below: 
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FIGURE 5.3  

BUILDING BLOCKS OF THE CHANGE NAVIGATION PROCESS  

(Source: Adapted from Veldsman, 2002) 
 

According to Veldsman (2002) and Adendorff (2013), the five building blocks of 

change navigation are summarised as follows: 

 

- The ‘why’ of change: the capability to comprehend and own the rationale for 

change fully (i.e. the change navigation need). 

- The ‘where’ of change: the capacity to draw the necessary boundaries in space 

and time around the sector (i.e. the change navigation context). 

- The ‘how’ of change: the ability to plan, implement and follow a sustainable and 

appropriate change process (i.e. the change navigation model). 

- The ‘who’ of change: the aptitude to describe and place the change roles 

correctly during the course of the change (i.e. the change navigation agents). 
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- The ‘what’ of change: the ability to recognise the essential and vital 

organisational factors that must be altered as a result of the change need (i.e. 

the change navigation content). 

 

The following table provides a summary of the values regularly cited in assisting to 

guide one through the change navigation process. 

 
Table 5.20  

SUMMARY OF THE SCENARIOS 

Building blocks Values 

The ‘why’ of change 

- There must be a continuous and visible belief in the actualisation of the 
Integrated Vision, where expected benefits coming from the vision must be 
appropriately communicated to all stakeholders by sharing consequences and 
areas of uncertainty.  

- No unachievable promises must be made. 
- The change must be linked to the strategic intent, overall theme as well as the 

necessary importance of achieving the Integrated Vision. 

The ‘where’ of change 

- The way in which the change is steered must align to the desired future state of 
the Integrated Vision. It must appropriately mirror the Integrated Vision. 

- The South African banking sector, therefore, obtains a preview of the 
‘should/must be’ state, where the latter should be reinforced on a continuous 
basis. 

The ‘how’ of change 

- Consistency among all aspects of the change must be maintained. 
- The South African banking sector must be provided with adequate training and 

support to enable the sector to make a success of the journey. 
- Substantial investment of resources such as funding and executive time must be 

given toward the change. 
- Resistance to change must be dealt with in an open, honest and fearless 

manner. 
- Continuous and frequent assessments of the change’s effects and a wide range 

of knowledge sharing must be prioritised. 
- Previous attempts of change that have failed must be appropriately addressed 

to ensure that they do not become a burden on the current Integrated Vision. 
- Milestones and achievements must be celebrated in order to maintain energy, 

support and momentum. 

The ‘who’ of change 
- There is a need for visible and active transformational leadership. 
- Responsible and active participation/engagement of stakeholders is 

fundamental throughout the change process. 

The ‘what’ of change 

- The development of a road map to assist in conceptualising the changes to be 
undergone would assist greatly. 

- Pilots and trials of the change programme would provide a useful testing 
ground for the Integrated Vision. 

(Source: Adapted from Adendorff, 2013; Geldenhuys, 2006; Veldsman, 2002) 
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The ability to drive effective change is often a difficult task. Geldenhuys (2006) and 

Adendorff (2013) outline the following steps that are common in change navigation 

processes: 

 

- Rallying disappointment with the status quo and creating a need for change. 

- Rallying commitment and gaining support from the significant role-players. 

- Designing transition management compositions, policies, procedures and 

plans. 

- Developing a shared vision. 

- Creating flexible change and implementation actions. 

- Maintaining stability and institutionalising the change. 

 

Adendorff (2013) notes that change seldom occurs in isolation or against a clean slate 

where all options are available and possible. There will always be a set of contextual 

issues that need to be considered and that manifest themselves in the internal and 

external environment (Adendorff, 2013). The change process is an ongoing and 

iterative one that requires constant engagement and feedback. To effectively achieve 

the Integrated Vision by 2055, change-advocates need to proactively drive change in 

an unrelenting manner. 

 

5.5.2 The Role of Change Navigation Agents 

 

Development initiatives often produce poor levels of change, where nations, sectors 

and organisations often fail to appropriately change in line with initial targets 

(Adendorff, 2013). Even with the best intentions, the change navigation process can 

fall short unless strict guidelines are adhered to. 

 

In line with research done by Adendorff (2013), the role of change navigation agents 

contains a process for navigating change of any magnitude. The roles and steps are 

set out in the following table. 
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TABLE 5.21  

STEPS FOR CHANGE NAVIGATION AGENTS IN EFFECTING CHANGE 

Stages and Steps Description 

Stage 1: 
Awareness Step 1 

- Step 1 focuses on rallying disappointment with the current state and the 
development of an acceptance for the need for change and change navigation. 

- A growing consciousness about the need for change must be developed in the 
South African banking sector. 

Stage 2: 
Mobilisation 

Step 2 

- Step 2 seeks to harness commitment and to shape a guiding union in order to 
enable stakeholders in the South African banking sector to respond to pressures 
stemming from the need for change navigation. 

- Informal talks between key leaders in the industry should be held to garner 
commitment for change navigation – augmenting ownership and reducing 
resistance to change. 

- A guiding union or committee must be created that has adequate influence and 
power dynamics to form the change. 

- It is suggested that key leaders from the large banks are included in such a 
committee, with representation from regulatory authorities included as well. 

Step 3 

- Step 3 is the communication of a clear image of the future Integrated Vision.  
- Alignment of beliefs and values help guide the manner in which people should 

act in the change navigation journey. 
- The desirable results of the Integrated Vision should be transparent and clearly 

communicated to all stakeholders in the South African banking sector. 

Step 4 

- Step 4 focuses on the establishment of the present state of the South African 
banking sector and then to build the change navigation framework towards 
2055 in order to succeed in driving the change. 

- Change navigation agents should collect information and assess current 
challenges. 

- Focus groups, interviews and questionnaires create a comprehensive picture of 
the banking sector’s current state. 

- Capability of achievement of the Integrated Vision must be recognised. 
- Resources (financing, training etc.) must be made available. 
- The inclusion of feedback methods is needed to establish the efficiency of the 

change navigation process and areas that need further attention. 
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Stages and Steps Description 

Stage 3: 
Conversion 

Step 5 

- Step 5 notes that a change navigation strategy must be constructed that allows 
for the flexible execution of actions as current roles, procedures and structures 
may change as time progresses. 

- This should cover the ‘what’, ‘by when’ and ‘the how’ stipulations previously 
discussed. 

- Plans that are realistic, achievable, flexible and measurable must be established 
based on extensive consultations with key stakeholders. 

- Plans must include responsibilities, benchmarks, control measures and 
performance principles. 

Step 6 

- Step 6 focuses on producing short-term progress achievements, consolidating 
of them and generating larger output as a result. 

- Consistent achievement in the short-term provides for the ability to sustain 
long-term performance. 

- Clear recognition and reward (informal and formal) fosters both short-term and 
long-term performance.  

Step 7 

- Step 7 is the navigation and facilitation of a personal transition from the present 
towards the Integrated Vision in 2055. 

- Change navigation agents and key stakeholders must provide support by 
helping restore the past with the future. 

- Emotional connections must be slowly built with the committed future, where 
stakeholders in the banking sector must be given time to come to terms with 
any disgruntled (or nostalgic) feelings about the past. 

Stage 3: 
Stabilisation Step 8 

- Step 8 is the ongoing maintenance of stability and the formalising of the 
change. 

- The change navigation process should be permanently implanted into the 
future of South African banking towards 2055. 

- Leadership and decision-makers should make it clearly known that the desired 
outcomes are in position. 

- Acknowledgement of those who helped drive the change should be given. 
(Source: Adapted from Adendorff, 2013) 

 

5.6  SUMMARY 
 

Chapter 5 provided the results of the research methodology used in this research. 

Further detail was provided in terms of the results of the Real-Time Delphi study, the 

Wild Card analysis and the scenario planning. In conjunction with the research done 

in the previous chapters, the Real-Time Delphi study provided a tool to assist in 

building out the four scenarios that describe the potential future faced by the South 

African banking sector by 2055. In light of the scenario, the Integrated Vision was 

created with the ‘surprise free’ prognosis in mind. The steps involved in the change 

navigation process were then highlighted to ensure effective change driven in an effort 

to achieve the Integrated Vision by 2055. Chapter 6 will provide an overall summary 
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of the research as well as a contextually aligned set of practical recommendations that 

are applicable to the banking system. 
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CHAPTER 6 
 

RECOMMENDATIONS AND SUMMARY 
 
 
6.1 INTRODUCTION 

 

Chapter 5 provided the results for the various research methodology tools used in the 

study. The combination of the Real-Time Delphi, Wild Cards and scenario planning 

were used to create the Integrated Vision for banking in South Africa towards 2055. 

This ‘surprise free’ prognosis was supported by discussion on change navigation and 

the roles that leaders need to take in order to drive the achievement of the Integrated 

Vision. Chapter 6 continues from the previous chapter by providing a set of 

contextually aligned practical recommendations that would facilitate the achievement 

of the Integrated Vision for banking in South Africa. A synopsis of the research will 

then be given to summarise the various chapters, where after Chapter 7 will provide 

the final reflections and conclusion of the study. 
 
6.2 PRACTICAL RECOMMENDATIONS 
 

The Integrated Vision provides an idyllic state that represents the goals and objectives 

of stakeholders associated with the banking sector in South Africa. The fifth stage of 

the scenario planning process requires the establishment of a contextually aligned set 

of practical recommendations. The communication of the scenarios and their 

associated practical recommendations are a fundamental part of the study and should 

be a point of priority for decision-makers and change-agents. The previous chapter 

provided the groundwork to provide such recommendations. The proposed set of 

guidelines is intended to provide insight to assist the decision-making process for 

change-agents in South Africa’s regulatory environment and banking sector. The 

recommendations are based on the three development pillars and the strategic 

elements discussed in Chapter 5: 

 

- Economic development: The investment in and adoption of innovative solutions 

(Element 1 – Client-centricity through innovation). 
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- Social development: The facilitation of financial inclusion and equitable banking 

growth that is facilitated through policy and partnerships (Element 2 – Financial 

inclusion through innovation). 

- Governance development: Collaborative relationships between banks and 

regulatory authorities (Element 3 – Regulatory compliance through innovation). 

 

6.2.1 The Investment in and Adoption of Innovative Solutions 

 

South African banks are highly unlikely to achieve exponential growth at an enterprise 

level due to their size, share of the market and the mature phase of their life cycle 

(Alkema and Chen, 2016). Specific product lines, however, can exponentially grow. 

As a result, banks should leverage their size and dominance to provide a safe space 

for an entrepreneurial spirit within the organisation that seeks to provide business units 

with a high degree of autonomy to innovate and stay competitive. As Alkema and Chen 

(2016) note, each full-function team in a large bank should think and act as if they are 

a business within a broader environment of support and structure. Such a structure 

would enable exponential thinking and the highly profitable growth that is associated 

with it. The capacity for innovation in South African banks is very broad, but the points 

below highlight key focus areas that will ensure that the domestic banking sector 

remains competitive. 

 

- Prepare for a new era of open banking, where banks will be required to provide 

third-parties access to client data. Banks should work collectively with FinTech 

innovators to develop financial services on top of the bank’s data and 

infrastructure. 

- Banks should invest heavily in artificial intelligence and align business models 

with the associated uses of AI (such as robo-advisory and virtual assistants, 

back-office processes, credit-scoring, compliance, KYC, fraud, anti-money 

laundering and many more). 

- Banks should prioritise the use of AI-based cyber-security measures that 

provide stakeholders with comfort that data breaches and payments fraud are 

effectively prevented. 

- Banks should focus on data as a competitive advantage, possibly looking to 

gear business models to focus on big data as a core function. Artificial 
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intelligence, predictive analytics, process automation, real-time transacting and 

hyper-personalisation of services rely on such data. 

- Based on rich customer data, banks should seek to capitalise on their ability to 

aid in the development of digital identities that are secured via blockchain 

protocol. 

- Banks should invest in biometrics and other advanced security features that 

form the basis for personal identification for a personalised experience and the 

ability for the bank to enhance its KYC process. Single digital identifiers should 

be used across the entire banking sector, secured by blockchain technology. 

- Distributed ledger technology and the various applications should become a 

core focus for South African banks. Settlements and smart contracts are the 

most important applications of this at present. 

- Omni-channel banking must be enhanced, providing clients with a variety of 

means to interact with the bank. This should be more than a transaction-based 

relationship where real-time services are available at all times. Banks should 

seek to become partners for people and businesses throughout their life stages. 

- Banks should drive integration with personal digital assistants (such as Amazon 

Echo or Google Home) to allow greater ease of access to financial services. 

Unique digital solutions should target the African market, focusing on the use 

of mobile smart-phones as a medium. 

- Banks need to move to scalable and next-generation infrastructure that allows 

for more flexible business models that provide greater efficiencies. Cloud 

services that utilise pay-per-use service models can provide a cost-effective 

alternative to physical on-site infrastructure. 

- Banks should prepare for branchless business models that seek to minimise 

physical presence, but maximise the digital presence. 

- Banks need to proactively develop specialised technology skills within the 

sector; providing an enabling environment that develops human capital and the 

requisite skill sets needed to innovate effectively. 

 

The importance of client-centricity has been highlighted extensively and where the 

ability to fully enhance the client experience is a key competitive factor in the banking 

sector and should not be underestimated (Temkin, 2018). While a variety of 

innovations may make banking processes more efficient (creating cost savings), it is 
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ultimately the client who is the most important stakeholder in ensuring that profitable 

business is maintained. As such, innovations that are directly improving the back-end 

processes of banking are indirectly creating benefits for front-end products and 

services delivered to the client. 

 

- South African banks should target customers at an individual level and not at a 

mass market or segment level. 

- South African banks should use client-centric practices of co-creation and 

customer activities outside the organisation to develop new value propositions. 

- South African banks should use client-centric metrics to measure engagement 

and relationship performance. 

- Dedicated customer officers should exist that are responsible for maximising 

customer value and supporting collaboration and information flows. 

- Banks should seek to build positive word-of-mouth and relationship marketing. 

- Banks should seek to maintain and build justified customer loyalty. 

- Banks should build unique offerings where the client experience is so strong 

that the cost of switching would be too high. 

 

6.2.2 The Facilitation of Financial Inclusion Through Policy and Partnerships 

 

Financial inclusion is a central aim of the South African banking sector, whereby the 

sector seeks to improve the range, quality and availability of financial services and 

products focused on the financially excluded, under-served and unserved individuals 

in society (BASA, 2017). The principles of financial inclusion include: access, 

affordability, appropriateness, usage, quality, consumer financial education, 

innovation and diversification, and simplicity (BASA, 2017). By focusing on the 

following recommendations, the banking sector will be well-equipped to stimulate 

widespread financial inclusion. 

 

- Banks should stimulate sector-wide stakeholder debate about accessible and 

affordable services from diverse service providers. Banks should influence and 

shape the debate on a national and international level. 
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- The banking sector should look to change the industry mindset from 

‘deliverable imposed’ to ‘opportunity offered’ business; promoting competition 

and incentives for sustained financial access. 

- Cross-sectoral partnerships and collaborations will enhance the ability to 

capture the missing market. 

- There will be a potential shift from large multi-national banking to larger 

domestic banks that can more appropriately service the local market. Banks 

should seek to build on this opportunity to focus on local clients and drive 

financial inclusion. 

- The concept of shared growth will play a significant role in the future of banking 

in South Africa. Business models and operating models should ensure that this 

is a priority, ensuring that customers are aware that the bank of the future is 

more than a profit-targeting business. 

- Banks should seek to build customer trust wherever possible – overcoming 

negative perceptions and lived experiences. 

- Banks should use technology as a driver of transparency; removing information 

asymmetries and promoting fair market interaction. 

- By using AI and innovative credit-scoring models, banks should provide 

personalised access to credit based on digital identities. Banks should focus on 

innovative methods to provide access to credit for the unserved, under-served 

and financially excluded. 

 

6.2.3 Collaborative Relationships Between Banks and Regulatory Authorities 

 

As the FinTech landscape is evolving at a rapid pace, policymakers should continue 

to assess the adequacy of their regulatory frameworks in an environment of increasing 

adoption of FinTech (FSB, 2017). The FinTech revolution provides both opportunities 

and challenges for regulators. The challenges still reside in the ability to make financial 

regulation and reporting transparent, efficient and effective, while the opportunities lie 

in the ability to apply innovative FinTech paradigms and advanced analytics to 

regulation and compliance (Treleaven, 2015). Ultimately, regulators should seek to 

harness the benefits of FinTech, while mitigating the potential financial stability risks. 

Regulatory authorities should maintain market integrity and transparency, investor 

protection and capital formation. A failure to account for rapid technology-driven 
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change will result in regulatory frameworks that fall short of their goals, impede positive 

innovation and reduce the competitiveness of the domestic banking sector (Brummer 

and Gorfine, 2014). The following practical recommendations are proposed to 

enhance the regulatory framework as FinTech innovation rapidly develops. 

 

- The South African Reserve Bank should proactively look into the issuance of a 

Central Bank Digital Currency (CBDC) and consult market participants on the 

potential effects. The implications of alternative configurations of such 

currencies for national financial systems and the global monetary framework 

should be studied further. The effects on financial stability should be analysed 

in depth, deploying resources to assess the impact of traditional policy tools 

and the role that banks will play if a CBDC was issued. Further research should 

align to that done by the Bank for International Settlements (BIS, 2018). 

- Regulators and banks should further explore the popularity of decentralised 

systems of money and decide on appropriate methods to provide the oversight 

of transactions. Regulators should also consider the creation of more 

permissioned-public ledgers that have access controls and are owned or 

managed by rules that allow for a participatory community. 

- Regulatory bodies should continue to work with financial institutions to ensure 

compliance with data protection standards and regulations, while driving best 

practice behaviour in the market. South African regulators should look to learn 

from international regulators on the implementation of GDPR and PSD2, where 

similar legislation should be considered for local adoption. 

- Regulators should prioritise the management of operational risks associated 

with third-party service providers. Regulators should determine if current 

oversight frameworks for important third-party service providers to financial 

institutions are appropriate (i.e. the systemic importance of cloud computing or 

data services). 

- Regulators and banks should work together to mitigate cyber risks by 

developing contingency plans for cyber-attacks, drive information sharing, 

improve monitoring and maintain a focus on incorporating cyber security in the 

early design of systems. 

- Regulators should continue to monitor macrofinancial risks by monitoring 

systemic importance and procyclicality, while also collaborating with the 
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banking sector to ensure that they continuously assess the impact of FinTech 

innovation on financial stability. 

- Regulators need to monitor cross-border legislative issues and regulatory 

arrangements. Innovations in cross-border lending, trading and payment 

transactions and smart contracts raise the potential issues associated with 

cross-jurisdictional compatibility of national legal frameworks (FSB, 2017). The 

legal validity and enforceability of smart contracts and other distributed ledger 

technology needs to be clarified and investigated further. 

- Regulators need to ensure agility in response to fast FinTech changes by 

constantly assessing the regulatory perimeter and updating frameworks on a 

timely basis. 

- Regulators, banks and other private market participants need to drive shared 

learning to support the benefits of innovation through greater access to 

information on developments. Improved communication channels should be 

prioritised, where regulatory sandboxes, pilots, trials, sunset provisions, and 

other forms of interaction provide strong insights into emerging regulatory 

successes and challenges. 

- Regulatory staff capacity should be built, where supervisors and regulators 

should emphasise the need to have adequate resources and skill-sets to deal 

with FinTech development and innovation. Currently, the SARB’s FinTech unit 

is severely understaffed in relation to the oversight needed. 

 

Based on the three development pillars and the three strategic elements, the 

contextually aligned set of recommendations provides banks and regulators with a 

prioritised focus in order to achieve the Integrated Vision for banking in South African 

towards 2055. 

 

6.3 SUMMARY OF THE RESEARCH 
 

With the final proposition of contextually aligned practical recommendations, all of the 

steps in the scenario-planning process have now been completed. The research effort 

has provided deep insight into the possible, probable and plausible futures associated 

with the future of banking in South Africa towards 2055. This section provides a brief 
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synopsis of each chapter in order to appropriately consolidate the research before 

providing a final conclusion of the study. 

 

6.3.1 Summary of the Research Chapters 

 

The first chapter set the tone for the research by clearly defining how the study was 

going to be carried out. Innovation in the banking sector has been standard practice 

since banking originated – driven by the need to adapt products and services, change 

business models and reengineer the industry based on consumer demands. The 

banking sector, however, has never faced such a threat of disruptive innovation driven 

by advances in technology. Currently there is little research on the ability of South 

African banking institutions to innovate in a disruptive manner, and therefore, displace 

established market practices given the technology revolution (Schwab, 2015). Chapter 

1 defines the research, outlining the primary objective of the research to develop 

scenarios that provide a preferable outlook for the South African banking system 

towards 2055; taking into account the possible, probable and plausible effects of 

disruptive innovation and financial regulation. The research questions are outlined and 

the research designs and methodology are discussed briefly. The conceptual 

framework of the research is given, where after the contribution of the study highlights 

the potential for decision-makers and leaders within the South African banking and 

regulatory environment to drive informed decisions to guide the industry towards a 

desirable and plausible future state. With one of the most efficient financial markets in 

the world, South Africa needs to ensure that it adapts and innovates in line with 

worldwide trends (Schwab, 2015).  

 

The second chapter provided further orientation and scoping by defining futures 

studies and the rationale of such a methodology. Futures studies, in essence, is 

primarily concerned with the understanding of the social constructs that shape the 

future and the development of viable forward-looking views to inspire and lead 

societies and organisations (Slaughter, 2000; Van Vuuren, 2016). This research study 

focused on three futures research methodologies to provide qualitative and 

quantitative insight into the problem statement. The Real-Time Delphi, Wild Cards, 

and scenario-planning techniques were appropriately introduced at this stage; 

providing strengths, weaknesses and a general understanding of how each would be 
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carried out. Importantly, Chapter 2 also mapped the scenario-based planning process. 

The process includes five stages with nine steps in total, from preparation, exploring 

and building, testing, using and assessing, to finally tracking and learning. 

 

An in-depth literature review in the third chapter sought to provide a comprehensive 

analysis in trends in financial services and regulation, the current disruptors and the 

extent to which future innovation may influence the South African banking sector 

towards 2055. As Inayatullah (2010) emphasises, major crises lead to opportunities 

through a process of creative destruction. Much of the theme in the literature review 

focused on the banking reforms since the financial crisis; highlighting the need for 

enhanced regulation in a time of innovation and uncertainty. While financial institutions 

are under increasing pressure to cut costs and exploit growth opportunities offered by 

the digital revolution, they are also placed under pressure by more stringent regulatory 

measures and an abundance of outdated legacy technology (Gach and Gotsch, 2014). 

Lowered barriers to entry are allowing technology start-ups to compete in a way that 

has never been seen before. The various categories of FinTech were discussed – 

highlighting the various areas of potential disruption for each. The development of 

legislation that applied to the FinTech industry is still at an infancy stage and is slowly 

evolving. As FinTech innovation continues to move forward (regardless of legislative 

approval), the regulatory system cannot rely on outdated and uncompromising 

legislation to control technological advancements and disruptive innovation. 

Regulatory structures should be implemented that stimulate a productive ecosystem 

that drives innovation and the social benefits that come with it. Various principles for 

modern regulation, given the FinTech revolution, are discussed. Approaches such as 

principles-based regulation and rules-based regulation, agile and iterative rulemaking, 

pilots and trials, engagement and enforcement, industry and consumer advocates, 

sunset provisions and regulatory harmonisation are all analysed in terms of their 

appropriateness in a new era of regulation. The failure for regulation to appropriately 

adapt will see regulators fall short of their goals, impede positive innovation and reduce 

competitiveness of local economies and businesses (Brummer and Gorfine, 2014). 

The three proposals made by the South African Reserve Bank Deputy Governor, 

Groepe (2017), include the argument that regulatory focus should shift toward 

activities involving financial services rather than on firms; that continued collaboration 

between local and global regulatory authorities is needed and that there is a case to 
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further investigate and decide on the most appropriate structures to keep abreast of 

FinTech developments. 

 

By ultimately guiding the trends envisaged in each scenario, the identification and 

articulation of appropriate driving forces effectively aids the development of scenarios 

(Adendorff, 2013). The driving forces for disruptive innovation futures are extensively 

reviewed in the fourth chapter, providing a full PESTEL analysis to aid in the 

development of the scenario-planning process. There are many factors that have an 

influence on the systemically important banking sector. However, the political, 

economic and technological drivers were found to have the largest direct impact. With 

government instability, tax rates and inefficient government bureaucracy being in the 

top five problematic factors for doing business in South Africa, it is easy to understand 

that political factors have a very strong influence on the domestic banking market 

(Schwab, 2017). With the world currently sitting in the middle of a digital revolution, 

technology is a fundamental driver of growth, opportunity and competition (World 

Bank, 2016b). A variety of technology-related innovations were investigated in depth; 

providing the global trends and the progress made in the South African context. With 

a strong FinTech adoption rate and a highly developed financial services sector, 

domestic banks are well positioned to target the very large unbanked market that relies 

on informal economic activity (Assa-Maor, 2017). The consideration of economic 

activity and its impact on the domestic banking sector, is further investigated when 

discussing the economic drivers for change. A subdued economic climate poses a 

variety of problems for the country, but it specifically reduces competitiveness, 

financial market efficiency and severely hampers the ability to attract international 

investment (Schwab, 2017). The South African economic state is relatively poor at 

present, with the economy officially slipping into a technical recession during the 

second quarter of 2018 (StatsSA, 2018). With a subdued outlook, South Africa has a 

great opportunity in the 2019 elections to provide assurance to national society, private 

sector business and international investors that the country has the ability to drive 

towards a preferable future. Various Wild Cards were also discussed in Chapter 4, 

providing brief scenarios of potential future developments that have a relatively low 

probability of occurrence, but with a very high impact. 
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By using a combination of the Real-Time Delphi method, the Wild Cards and the 

scenario-planning, the research study was able to identify a preferred future with a 

‘surprise-free’ prognosis. The fifth chapter details the Integrated Vision for South 

African banking towards 2055, providing an achievable goal for the sector to work 

towards. The results of the Real-Time Delphi technique confirmed the importance of 

seven megatrends as well as their probability to continue into the future and the 

likelihood of regulation stimulating such a megatrend. The Real-Time Delphi confirmed 

that open-banking, client centricity, shared growth, a central bank digital currency, 

artificial intelligence, digital identities (and the security thereof), scalable and next-

generation infrastructure, as well as improved access to credit and financial inclusion 

are fundamental focus areas for the banking sector and regulatory bodies. The Real-

Time Delphi study also confirmed the importance of five disruptive technology 

developments that will play a role in defining the future of banking in South Africa 

towards 2055. In the same manner, five regulatory developments and approaches 

were confirmed to be significant in defining the future. Finally, five Wild Cards were 

discussed that provided deeper insight into the potential outcomes if any such scenario 

had to occur. All of the Wild Cards were highly debated, but all the participants 

acknowledged that any Wild Card scenario could have drastic implications for the 

future of banking in South Africa. 

 

The next part of the fifth chapter used all the prior research to develop four possible 

scenarios: Chariots of Fire; Peter and the Wolf; Vivaldi’s Summer; and Melody of 

Tears. The chapter presented plausible scenarios associated with disruptive 

innovation and financial regulation, ranging from the most positive scenario (Chariots 

of Fire) to the most negative (Melody of Tears). The most positive scenario became 

the ‘surprise-free’ prognosis of a possible future that is most desirable by the South 

African banking sector. The scenario underlies the Integrated Vision – a depiction of 

a realistic, achievable and sought-after future that could form the foundations of any 

national development plan associated with the strategic future of the domestic banking 

sector. The Integrated Vision was fed back to certain participants of the Real-Time 

Delphi study to provide their views as part of the visioning process. The Integrated 

Vision was confirmed as a desirable and preferred future state, but raised concerns 

and limitations that would need to be overcome to achieve this. The major concerns 

raised were associated with South Africa’s political and economic environment; 
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questioning whether the current limitations would hamper the ability for the South 

African banking sector to achieve the Integrated Vision. Three development pillars 

were identified for the Integrated Vision; Economic development, Governance 

development and Social development. A review of existing strategies was given, 

where after the strategic elements of client-centricity, financial inclusion and regulatory 

compliance (in alignment to the development pillars) were discussed in order to guide 

the contextually aligned practical recommendations. Finally, the fifth chapter 

concluded with the establishment of a change navigation process to ensure that the 

Integrated Vision is a practical reality with achievement in sight. 

 

Following on from the development of the Integrated Vision, Chapter 6 provides a 

contextually aligned set of recommendations that seek to guide agents of change, 

decision-makers and leaders in the South African banking sector to achieve such a 

preferred future state. The recommendations were aligned to the development pillars 

and the strategic elements raised in the fifth chapter. Finally, a summary of the 

research provides a transition to the final chapter that concludes with final reflections 

and conclusions of the research study. 

 

6.4 SUMMARY 
 
By providing a contextually aligned set of practical recommendations, Chapter 6 

concludes the final steps and stages of the scenario-based planning process. The 

recommendations were provided in the context of the three development pillars and 

the strategic elements discussed in Chapter 5. The practical recommendations are 

provided to aid change-agents, policy-makers, thought-leaders, decision-makers and 

influential market participants in driving the South African banking sector towards the 

achievement of the Integrated Vision. A summary of the previous chapters was 

provided, before the final reflections and conclusion of the research study are provided 

in Chapter 7. 
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CHAPTER 7 
 

REFLECTIONS AND CONCLUSION 
 
 
7.1 INTRODUCTION 
 

The previous chapter provided an analysis of the practical recommendations in 

relation to the most important findings of the research. The discussion presents an 

opportunity to propose suggested actions that the South African banking sector can 

use to drive the sector towards a preferred future state (proposed as the Integrated 

Vision). The purpose of the final chapter is to reflect on the research, provide areas of 

potential strength and weakness, consider future research opportunities and provide 

final concluding remarks. 

 

7.2 REFLECTIONS 
 

Traditional financial services institutions are facing some of their greatest challenges 

ever as a result of FinTech innovation. The shifts in the innovation frontier are forcing 

incumbents to review their business models and respond to technology-astute 

consumer demands (SARB, 2018). The dynamics of an ever-changing sector were 

discussed in Chapter 3 and Chapter 4. The scope of innovation in the South African 

banking sector is extensive. There are many external and internal factors that 

influence the ability of South African banks to achieve a desired and preferential future. 

With a continual series of disruptive and disorientating changes that will ultimately 

define the future of the sector, it is increasingly difficult for decision-makers and 

industry leaders to appropriately anticipate the future conditions with any degree of 

certainty. Existing business models, approaches, theories and practices become 

obsolete when placed under the pressure of a disruptive and dynamic environment. 

This is especially the case when considering the banking sector at present, where 

technology-driven innovations are reshaping how markets are structured, how 

information is received and used and how companies access and deploy capital. The 

centrality of the South African banking sector to economic activity makes the topic 

particularly important. 
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Industry leaders and decision-makers are often faced with the complexities associated 

with an intergenerational quandary. Incentive structures place an emphasis on 

immediate success and gratification rather than intergenerational strategies where 

outcomes can only be seen in the distant future (when individuals may not even hold 

the influential position anymore). As such, the South African banking sector needs 

strategic foresight to provide realistic goals that guide towards the achievement of a 

preferred future state. Leaders in the South African banking sector are faced with 

constant issues that challenge the ability to successfully navigate through a process 

of sustainable change. Long-term strategies need to be imaginative and flexible in 

nature, allowing for iterative assessment and course correction (Adendorff, 2013). The 

strategies for South Africa’s banking sector must drive decision-makers and leaders 

to think about multiple futures. Traditional approaches simply extrapolate on learning 

from the past in the hope that the future will be similar to the present. However, this is 

only appropriate for a stable environment that is not prone to exogenous shocks or 

discontinuous events that disrupt existing planning models (Adendorff, 2013). 

Foresight and planning efforts should, therefore, take into account a wide range of 

plausible future scenarios that comprehensively address the future of banking in South 

Africa. This research effort promotes a combined approach of scenario-based 

planning and change navigation that is placed within the context of disruptive 

innovation and regulation in South Africa’s banking sector. 

 

The results of the in-depth analysis of futures studies theory and practice validated the 

argument presented at the beginning of the research that there is a fundamental need 

for the banking sector to drive innovation before it is disrupted out of the traditional 

financial services market. South African banks need to fundamentally change their 

approaches to planning and proactively adopt innovative products, solutions and 

business models to maintain competitiveness by 2055. After incorporating the results 

of the research study, it is proposed that the banking sector adopt the Integrated Vision 

as a future-orientated approach to achieving a preferred future state. Adendorff (2013) 

argues that such approaches reinforce the view that the future will not be an extension 

of the past, and, therefore, places the future in a position to be shaped in many 

different ways. Futures thinking specifically requires three planning processes to be 

effective; policy-making, decision-making and future research (Adendorff, 2013). 
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The results of the research strongly indicate the need for a futures-planning approach 

that addresses the long-term challenges of the South African banking sector. It is 

increasingly important to mobilise agents of change to drive a preferred outcome by 

2055. Collaborative relationships must be sustained between the South African 

banking sector and regulatory authorities to achieve the Integrated Vision. It is clear 

that banks are entering a completely new era of banking, where competition will be 

rife. Regulators, as a result, are being asked to ensure financial stability in a fast-

changing world, where traditional regulatory approaches will not suffice. Collaboration 

is, therefore, the most effective way to ensure effective governance and the realisation 

of future goals. The Integrated Vision provides an opportunity to use a ‘blank canvas’ 

that encourages discussions that are free from present bias and conflict. The future of 

the South African banking sector is paved with both opportunities and challenges. It is 

only the decisions made in the present that can define the potential to achieve a 

preferable future. 

  

7.3 ADDRESSING THE PROBLEM STATEMENT AND RESEARCH 
OBJECTIVES 
 

The research endeavoured to provide a deepened analysis of the potential ability of 

South African banking institutions to innovate in a disruptive manner and displace 

established market practices, before they are replaced themselves. Given the high 

probability of disruptive innovation in the banking sector, further research was required 

to provide a guideline on specific focus areas that would guide change navigation. 

 

The primary objective of the research was to develop scenarios that helped provide a 

preferable outlook for the South African banking system towards 2055, taking into 

account the possible, probable and plausible effects of disruptive innovation and 

financial regulation. The primary objective of the research was achieved with the final 

definition of the preferred future state – the Integrated Vision. To recapitulate, the 

secondary objectives of the research are detailed below: 

 

- Conduct an environmental scanning exercise as well as a literature review on 

the capacity for global as well as South African banks to innovate in a disruptive 
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manner by analysing the global context and then shifting focus to the South 

African financial sector. 

- Provide a greater understanding of the drivers for change and the political, 

economic, social, technological, legal and environmental factors that will 

influence the propensity for banks to innovate disruptively. 

- Analyse the drivers for change that could possibly impede innovation in 

financial services. 

- Select the most appropriate research methodologies and future studies 

research methods for this research effort. 

- Examine how South African banking has converged on, or diverged from, 

international perceived good governance standards in terms of understanding, 

acknowledgement and implementation. 

- Develop scenarios (that includes a ‘surprise free’ outcome) and a set of 

practical recommendations addressing the main factors that impede plausible 

banking futures with the aim of improving the level of its implementation for the 

South Africa. 

 

All the secondary objectives outlined above were achieved through a comprehensive 

literature review, environmental scanning exercise, a PESTEL analysis and the Real-

Time Delphi, Wild Card and scenario-based planning techniques. 

 

7.4 THE CONTRIBUTION OF THE RESEARCH 
 

The research effort sought to contribute by adding theoretical, methodological and 

practical value: 

 

- Theoretical value: The research provided an in-depth review of various 

literature sources, deepening discussion where appropriate. The research 

provided a unique contribution to the current level of knowledge by integrating 

futures-based research disciplines to provide a theoretical view of the future of 

banking in South Africa towards 2055. 

- Methodological value: The research provided a contextually aligned and 

validated set of scenarios for the future of banking in South Africa towards 2055. 

The scenarios should be seen as a generic framework for decision-makers and 
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industry leaders to engage with when utilising scenario-based planning for the 

future. Qualitative and quantitative tools provided the necessary validation of 

the research study and its recommendations. 

- Practical value: The proposed scenarios provide decision-makers and 

industry leaders within the South African banking sector with a set of various 

insights that help interpret how the future may unfold. From the research, 

comprehensive and robust strategies could be formulated and adopted into 

flexible plans for the future of banking in South Africa towards 2055. 

 

The four scenarios are useful in providing a view on potential weak signals that, when 

handled appropriately, can be addressed to shape a preferential future. 

 

7.5 STRENGTHS AND WEAKNESSES OF THE RESEARCH 
 

The development of the Integrated Vision and the proposed scenarios was a result of 

an all-encompassing environmental scan as well as a thorough literature review, while 

being complemented by expert opinions on the topic. The research provides a strong 

and validated account of the potential future as well as guidelines on how to achieve 

a preferred state of banking in South Africa. Not only does the study focus on the 

potential of innovation to disrupt the banking sector, but it combines regulatory 

prospects to deepen the analysis and provide robust recommendations. 

 

Geldenhuys (2006), Adendorff (2013) and Oberholster (2017) emphasise the 

importance of human action in the determination of outcomes. Leaders and agents of 

change play a most crucial role in shaping development towards an idyllic future state. 

The research study, therefore, requires complete engagement and adoption from the 

private sector and public sector in order to drive the necessary change navigation 

towards a preferred future state. Currently, the South African private and public sectors 

are fragmented and divided – meaning that additional effort is needed to ensure 

prosperous partnerships are created. Such cooperation is an important factor in 

developing a collaborative environment that seeks to promote financial inclusion and 

innovation. While current trends signal a continuation of conflict between the private 

and public sector, the ability to course-correct and avoid negative outcomes is still a 

possibility. A unified representation of the future needs to be targeted, with all the 
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stakeholders of the South African banking sector working towards the Integrated 

Vision. 

 

It is also accepted that there remains the possibility that completely unexpected 

scenarios with a high impact can occur. These scenarios have been highlighted during 

the Wild Card process. However, it is very difficult to appropriately cover all scenarios 

of such a nature. The Real-Time Delphi method served mostly to validate previous 

analysis, which may have missed new insights and Wild Cards. Keeping this in mind, 

the impact of a Wild Card could severely impact upon the ability of the banking sector 

to achieve the Integrated Vision – disrupting any prior progression efforts towards the 

preferred future state. 

 

While the research sought to provide an all-encompassing and pragmatic view 

possible scenarios for the future of banking in South Africa, it did not specifically fully 

focus on the ethical elements that may affect decision-makers in the achievement of 

the Integrated Vision. 

 

7.6 FUTURE RESEARCH OPPORTUNITIES 
 

The research effort hoped to facilitate progression towards a preferred future of 

banking in South Africa. It is the hope of the research that participants in the banking 

sector and regulatory authorities adopt the Integrated Vision as a structured 

framework approach for decision-makers to explore future possibilities, understand 

complexities and anticipate change and its consequences. Ultimately, the research 

effort acts as a forum for discussion and a platform for continued dialogue that should 

stimulate and challenge current approaches. 

 

During the course of the study, there were a number of areas highlighted that could 

benefit from further investigation and research. Key research opportunities are 

highlighted below: 

 

- In-depth review of each FinTech development: As the research focused on 

the broad development of innovative solutions in the banking sector, it was not 

able to provide an in-depth analysis of each innovation. A summary was 



 303 

provided, but further research efforts could comprehensively address the 

impact that each innovation has on the future of the South African banking 

sector. It would be useful to fully identify all the ‘potential use’ cases for certain 

innovations in the local South African environment as opposed to the 

applications in other jurisdictions. 

- Ability for the financial sector and regulatory environment to adopt 
change: The change navigation process was briefly touched on, but further 

research on the capacity for stakeholders to proactively adopt a change-agent 

role and effectively drive change towards a preferred future state would be very 

useful. Does the South African environment reward and incentivise proactive 

engagement or does it become a burdensome task that will inevitably fail? If 

so, what are the underlying causes for this behaviour and can this be changed 

to achieve the proposed Integrated Vision? 

- Propensity for South African regulators to become innovators in their 
own right: The South African banking sector is believed to drive innovation and 

seeks to be a world-leader in many respects. On the other hand, however, local 

regulatory authorities are seen to generally take a ‘wait-and-see’ approach. As 

such, this raises the question of the propensity and capability of South African 

regulators to drive regulatory innovation and lead the world into unchartered 

territory rather than taking a cautious approach. In order to realise the 

Integrated Vision, regulators are expected to be world-leaders, but this is 

currently not the case. What is the underlying reason for this and can regulators 

change their approach? 

 

While some opportunities to deepen research are highlighted above, the list is not 

extensive. Further research could be driven on many questions raised during the 

course of the study. While briefly discussed (and in addition to the above), ethics as a 

line of enquiry in the analysis and findings provides room for a further research 

opportunity. However, if the South African banking sector is to achieve the Integrated 

Vision by 2055, it would be essential that the above research questions are further 

analysed. 
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7.7 CONCLUSIONS AND CONSIDERATIONS FOR THE FUTURE OF 
BANKING IN SOUTH AFRICA 
 

FinTech has experienced dramatic growth in the years following the financial crisis 

(Brummer and Gorfine, 2014). The on-going, rapid expansion of technology-enabled 

innovation in financial services has attracted the attention of market participants, new 

entrants and regulators alike (SARB, 2017). The emergence of such innovation is the 

result of a confluence of drivers, including customer preferences that ask for the 

convenience, speed and cost of digitally enabled financial services (FSB, 2017). 

Evolving technology and associated business opportunities add to the drivers for 

innovative solutions. Advances in technology are providing an opportunity for non-

traditional and non-financial participants to enter the market. Democratisation and 

disintermediation pose significant threats to the core functions of traditional banking 

institutions (Brummer and Gorfine, 2014). 

 

While it is still relatively difficult to provide a common taxonomy of the various 

innovations that may influence the banking sector, this research effort has sought to 

consolidate these innovations into broad categories. Despite the forces of change, the 

migration of volume and revenue outside of the traditional banking sector remains 

limited (McIntyre et al., 2017; SARB, 2018). However, the importance of the research 

study lies in the ability to provide appropriate foresight to accommodate for a change 

to the current state. There is a limited window of opportunity for banks to respond to 

FinTech developments, where they have the ability to incorporate the latest 

technology trends and reposition their business models to ensure competitiveness and 

sustainability in the future digital economy (McIntyre et al., 2017). 

 

The South African banking sector is well positioned for the digital revolution. With a 

highly competitive financial sector, domestic banks have heavily invested in innovation 

to maintain (and even grow) business opportunities (Alkema and Chen, 2016). With 

the emergence of six new banks in the sector, the South African banking environment 

is due to become highly competitive in the short- to medium-term (Sicetsha, 2018). 

Traditional banks are placed under further pressure with the many new FinTech 

entrants as well as the non-traditional and non-financial entrants looking to capitalise 

on inefficiencies in the market. The end result is a future that promises an enhanced 



 305 

customer experience that has reduced costs and will alleviate inefficiencies. The future 

sounds promising and appealing, but many challenges still remain. An overarching 

challenge with the sector taking on an entirely new form is the ability for regulators to 

maintain financial stability and oversight in a dynamic, ever-changing environment. 

Given the disruptive characteristics of the FinTech innovation, South African 

regulatory authorities are challenged to re-think current approaches and create 

frameworks that stimulate and promote innovation while maintaining financial stability 

and fairness in the market (Brummer and Gorfine, 2014; SARB, 2018). 

 

The primary objective of the research study was to develop plausible scenarios for the 

future of banking. In order to do so, experts were consulted through the Real-Time 

Delphi technique to validate trends associated with disruptive innovation and 

regulation in the banking sector. The results of the study confirmed the importance of 

several trends, their probability of occurrence and the likelihood of regulation to 

stimulate the trend. Overall, all the discussed megatrends and statements were 

confirmed to play a significant role in the future of banking in South Africa towards 

2055. While still receiving confirmation from the participants of the study, the likelihood 

of regulatory authorities to stimulate such trends was generally weaker than the other 

quantitative scores. The conclusion drawn from this illustrates the lack of confidence 

in the South African regulatory bodies to appropriately lead the way in regulatory 

innovation. South African regulation is seen to be too cautious in its efforts to stimulate 

innovation in the sector, often taking a ‘wait-and-see’ approach. Ultimately, South 

African regulatory bodies place the interests of society first. If there is potential for 

financial instability, the regulatory approach would most likely be one of caution 

(SARB, 2018). However, in order to achieve the desired and preferred future state, 

regulatory authorities need to partner with domestic banks to facilitate innovation in a 

proactive manner. 

 

In defining a preferred future state, four scenarios were created: Chariots of Fire; Peter 

and the Wolf; Vivaldi’s Summer; and Melody of Tears. While each scenario ranged in 

extent as to how it was affected by disruptive innovation and financial regulation, they 

all provided a plausible view of potential futures for decision-makers and industry 

leaders. Ultimately, the ‘surprise-free prognosis’ of the Chariots of Fire scenario was 

defined as the preferred future for banking in South Africa towards 2055. The scenario 
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was used as a baseline for the Integrated Vision, which provides a vision of an idyllic 

future state that was confirmed to represent the goals and objectives of society. The 

Integrated Vision depicts a realistic, achievable and sought-after future that could form 

the foundations of a national development plan that seeks to strategically develop the 

South African banking sector. While it may take much to effect of positive change, the 

expert opinions provided assurance that such a scenario is achievable. Concerns 

were raised around the ability of banks and regulators to appropriately align their 

interests, while South African macro-factors (such as political and economic risk) also 

provided potential limitations in the achievement of the Integrated Vision. A review of 

current strategies in the banking sector allowed for the determination of strategic 

elements that would facilitate the achievement of the Integrated Vision. The change 

navigation process was discussed, highlighting the important role that change 

navigation agents play in achieving effective change of any magnitude. 

 

Finally, a set of contextually aligned practical recommendations were made. The 

recommendations were made in line with the three development pillars and the 

strategic elements defined in Chapter 5. As a result, economic development, social 

development and governance development were highlighted as priority categories. It 

was recommended that South African banks ensure that there is significant investment 

in, and adoption of, innovative solutions. The South African banking sector needs to 

play a greater role in the facilitation of financial inclusion, where partnerships and 

policy frameworks with regulatory bodies will assist in the achievement of widespread 

financial inclusion. Finally, the importance of collaborative relationships between 

banks and regulatory authorities was acknowledged as a priority recommendation. By 

focusing on these three pillars and the sub-set of practical recommendations, the 

South African banking sector will be well positioned to achieve the Integrated Vision 

for banking in South Africa by 2055. 

 

The South African banking sector has an opportunity to take the lead in a new era of 

technology-driven financial services. South African banks play a fundamental role in 

mapping out the future of banking, whether it be locally or internationally. In 

partnership with regulators, South African banks have an unprecedented opportunity 

to define the future and the specific role that they will play in it. The research study 

calls for industry leaders, decision-makers and agents of change to proactively drive 
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toward the Integrated Vision for banking in South Africa. The past remains in the past, 

while the present provides an opportunity to define the future.  

 

The country is at the dawn of a new era of financial services and regulation. South 

African banks are now challenged to take a bold response to FinTech – starting with 

small internal adjustments that build to systemic policy reforms. The Integrated Vision 

is achievable and within reach for those willing to proactively work towards it. 
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