THE WORLD IS CHANGING – AND BANKING IS CHANGING WITH IT
Consider some statistics:

· In Brazil, between 2000 and 2005 the number of households with annual income of $5,900-$22,000 grew by half, from 14.5 million to 22.3 million

· In Mexico, the number of households with annual income of $7,200-$19,200 has increased from 5.5 million in 1996 to 10.7 million in 20061

· In Argentina, the number of households with incomes of $12,000 (the level to be categorised as middle class) has doubled from 20% in 2003 to 40% in 20071
In Latin America as a whole, 15 million households ceased to be poor between 2002-6. If the trend continues, Banco Santander forecasts that by 2010 a small majority in the region will have joined the middle class.

And it’s a global development, too: on the other side of the world, the same pattern is emerging. According to McKinsey, India, with an economy growing at 8% pa and a population rising to 1 billion, has the potential to overtake Germany as the world’s 5th biggest consumer market by 2025. As part of this take-off to wealth, the middle class will expand from 50 million to 583 million. 

So what’s the implication for bankers?. 

First and foremost, it means more money in more people’s pockets. That will lead to a move from holding cash to checking/current accounts and, in time, savings products. It will also create more spending, and therefore growing volumes in the payments area. Finally, greater discretionary spending power means that consumers’ aspirations grow, and that they’re better prospects for loans. For example, in Brazil, credit as a proportion of GDP has risen from 21% in 2002 to 32% today. There’s a similar pattern in the growth of new mortgages in Mexico, which are soaring at a rate of 35% a year1.

That’s the opportunity: how should banks respond to it?

Well, let’s take a look at a country which has gone through that process of economic take-off. Less than a generation ago, Spain was an business backwater. Now, it’s a star of the European economy, with firms among the global leaders in growth industries: 

· Telefónica is the world’s 5th biggest telecoms firm and Europe’s largest provider of  both fixed and mobile connections

· Banco Santander is the biggest bank in the Euro zone by market capitalisation, and the leader in Latin America

And those stellar performances are feeding right through into customers’ pay-packets.

How are Spain’s bankers responding to this new opportunity? Effectively, they’re re-thinking the business. Here’s Francisco González, who chairs BBVA, one of Spain’s leading banks which has a big operation in Latin America, and also has substantial presence in the US and Asia. 

Sr. González says he runs “An industrial financial company” not a bank. “The bank of the future,” he believes,  “will be a distribution-services company.” He argues that the bank will make money from knowledge it gains about customers to sell them products such as health care, education and even funerals. And he’s putting that strategy into practice: using the bank’s enormous buying power, selected BBVA branches sell houses, cars and health care. Spain’s leadership position in customer data management also allows pre-approved clients to withdraw loans direct from a BBVA ATM without ever speaking to a loans officer.3

It certainly isn’t banking as we knew it twenty – even ten – years ago.

The picture is of new customers, enjoying their financial empowerment, eager for banking services, qualified for credit, and beginning to understand that they have a choice of provider. How will you make sure that they select your bank to do business with?
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