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Introduction

The Federal Reserve Banks (FR Banks) have a shared mission to provide financial institutions
(FIs) and the financial services industry with research and information about banking and
payments in the U.S. Within this context of FR research, the biannual Mobile Financial Services
(MFS) Survey assesses the status of mobile banking and payment services and practices of Fls
located across most regions of the U.S.

Led by the Federal Reserve Bank of Boston’s Payment Strategies group, this survey marks the
third time that FR Banks have collaborated on a mobile banking and payments study. Five FR
Banks participated in the 2014 survey and seven did so in 2016. In 2019, eight FR Banks
fielded the survey to Fls in their districts."

As in prior years, the 2019 MFS Survey sought information about:

¢ Number and percentage of banks and credit unions offering mobile banking and mobile
payment services across reporting Fed districts

¢ Current and projected mobile banking service offerings

¢ Mobile payment solutions supported

e Business drivers for mobile banking and mobile payment service offerings

¢ Consumer adoption of mobile banking and mobile payment services

e Business adoption of mobile financial services

¢ Mobile banking and payment strategies

e Security risks and other barriers inherent to mobile banking and payments

In 2019, the MFS Survey expanded its queries on several topics:

¢ Mobile person-to-person (mP2P) payments and mobile remote deposit capture (mMRDC)
capabilities

o Mobile cardless ATM features

e Mobile education and marketing

Each MFS Survey captures a point-in-time snapshot of mobile banking and payment activities at
Fls and probes for future 24-month plans in key areas. Data from the 2016 MFS survey, as well
as from the Quick Hit email survey (QHS) executed in 2018, add historical context to the 2019
findings.

This study is important to the ongoing understanding of mobile financial services in the U.S.
from the FI perspective. Survey respondents are predominantly Fls under $500 million in assets
and geographically dispersed across the country. Together, these characteristics provide a

' The participating Federal Reserve Banks included Atlanta, Boston, Cleveland, Kansas City, Minneapolis,
Philadelphia, Richmond, and San Francisco.
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comprehensive picture of the types of mobile banking and payment services currently available
to consumers and businesses in the U.S.

The 2019 MFS Survey collected data from 504 Fls — 337 banks and 167 credit unions —
representing 6 percent of all banks and 3 percent of all credit unions nationally.? The credit
union response rate held steady, but that of banks fell 2.4 percentage points from 2016.
Nonetheless, the 2019 survey yielded a consolidated response rate of 9 percent based on 5,774
solicitations and offers the perspectives of a wide range of FIs from across the U.S.

Respondent Fls are slightly smaller institutions than those that responded to the 2016 survey.
This is a key point because it demonstrates that mobile banking services — offered by 91
percent of respondents and planned by 5 percent more — are close to ubiquitous across Fls in
the U.S., despite their size. Forty-three percent of survey respondents offer retail mobile
payment services — almost double the 24 percent recorded in 2016 — and a further 25 percent of
respondents plan to implement mobile payments by 2021. The faster pace of mobile payment
services implementation reflects the fact that payments are a follow-on to mobile banking
services, which build on the existing mobile infrastructure and leverage Fls’ familiarity with
mobile services.

2 There were 5,303 banks and 5,308 credit unions in the U.S. as of June 2019. Source: FDIC
(https://www.fdic.gov/bank/statistical/stats/2019jun/industry.pdf) and NCUA
(https://www.ncua.gov/files/publications/analysis/quarterly-data-summary-2019-Q2.pdf), June 2019
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Mobile Financial Services Industry Landscape

Expansion of Mobile Banking Capabilities

Mobile banking is growing, driven by more mobile phone use and steadily improving mobile
banking services across the globe. In the U.S., 48 percent of online adults use a smartphone
for banking activities at least once per month for a wide range of interactions that include
checking account balances, viewing recent transactions, making payments, transferring
money, and depositing checks.?

As functionality of mobile devices continues to expand, there are more opportunities for
consumers and businesses to conduct financial activities. Consumers can use their mobile
phones to purchase goods and services at a growing number of physical and remote
merchant locations, as well as for public transportation and ridesharing, which generate more
volume with recurring types of transactions. Consumers can also conduct many financial
services without visiting their financial institution by using a mobile app or mobile browser.
Mobile phones enable consumers to manage their purchases, bills, and other activities
through alerts and easy access to service providers.

A growing base of consumers and businesses are becoming more comfortable in the digital
space. This digital transformation means that customers are doing more banking activities
via mobile phones or online, including enrolling in new accounts, depositing checks, or
transferring money to other parties. For these customers, mobile is becoming their primary
mode of banking. Younger generations of customers, in particular, have higher expectations
for mobile services. Industry research estimates that the Gen Z population will be about 40
percent of all U.S. consumers in 2020.4 Gen Z grew up with Google, Apple, Facebook, and
Amazon and want self-service, personalization, and immediate assistance — and their
requirements are influencing other consumer cohorts. This shift requires Fls to rethink their
banking strategies to focus even more on the user experience, which is a prime competitive
differentiator. Fls must leverage the latest mobile banking innovations to keep up with
consumer preference and remain competitive, particularly in several areas discussed below.

FinTechs are increasing services in the banking and retail space.

FinTech companies are working with Fls to provide access to remote payment accounts,
digital credit cards, and other digital banking solutions. Partnerships can be a winning
combination because Fls have brand recognition, a deep understanding of regulations and
compliance that many FinTechs lack, experience in the mobile space, and customer base to
scale. Meanwhile, FinTechs potentially provide disruptive technology, products and agility.
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Digital Transformation through Open Banking

Fls of all sizes need to understand the impacts of digital transformation and open banking.
Fls engaged in open banking are implementing application program interfaces (APIs), and
using data engines and chatbots to deliver a more unified mobile banking experience to their
customers, and to accelerate digital adoption. Fls use APIs to share user data with third-
party providers (TPPs) to create more robust personalized user experiences with new
products and services. Customers benefit from a single login to a central hub and receive a
single, comprehensive dashboard to manage all their accounts. Open banking is still
emerging, especially in the U.S., as privacy, data protection, and other regulatory concerns
need to be evaluated.

Changes in traditional FI mobile banking services

Contactless payments: In the traditional mobile banking space, Fls are enhancing several
card features. They have begun to replace EMV chip credit and debit cards with contactless
(i.e., dual interface) cards that include the same NFC technology® used by the Apple, Google
and Samsung Pay wallets to “tap to pay” at the point-of-sale (POS). As the cards enter the
market, more merchants are enabling NFC contactless at their terminals. Industry supporters
are hopeful that this will have a positive impact on the growth in mobile contactless payments
at the POS because greater merchant acceptance will allow customers to tap to pay using
either a contactless card or NFC mobile wallet as the payment mode.

Mobile P2P Payments: Due to their convenience and growing availability, digital P2P
payments are beginning to displace other payment forms such as cash and checks for some
use cases. For example, consumers use Venmo to split restaurant bills, pay rent or pay their
portion of ride-sharing services, which can reduce the number of cash, card, or check
transactions. Some P2P payments are funded through bank or stored value accounts
instead of cards, which can reduce the cost of payment acceptance while improving overall
customer satisfaction and building loyalty.

Zelle® is a bank-centric digital P2P payment network that competes with PayPal’s Venmo
mobile payment service, Square’s Cash App, and others. Early Warning Services (EWS), the
network that operates Zelle, reported that in Q2 2019 total Zelle payment value was $44

3 L’Hostis, Aurelie, Forrester. ‘State of Digital Banking, 2019.” September 6, 2019.

4 Accenture “Driving future of Payments — 10 mega trends” (2017 North American Consumer Payments Pulse
Survey.

5 Near field communication (NFC) is a standards-based wireless communication technology that allows data
exchange between devices that are a few centimeters apart. Some NFC-enabled mobile phones incorporate a smart
chip (secure element) that allows the phone to store the payment app and consumer account information securely
and use the information as a virtual payment card.

6 Zelle is a consumer P2P transfer service, offered by Early Warning Services for U.S. financial institutions. Users
can send funds directly from their bank account to their recipient’s bank account via the recipient’s mobile phone
number or email address. Cocheo, Steve, The Financial Brand, “Zelle Outpacing PayPal’'s Venmo in Person-to-
Person Payments.” Brand, July 2019.
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billion, with a volume of 171 million transactions. The payments dollar value was an increase
of almost 13 percent over Q1 2019 and an increase of 56 percent over the year-earlier
quarter. (By comparison, Venmo reported total payment volume of $24 billion in Q2 2019,
representing growth of 70 percent over Q2 2018.) A 2019 EWS survey found that first-time
Zelle users were 45 or older. This age group appears to be overcoming their skepticism of
P2P payments, as they tend to have a high degree of trust in their financial institutions.
Including the P2P service in a mobile banking app can further increase consumer confidence.

Cardless ATMs’: Cardless ATM features enable consumers to access their bank accounts
and withdraw cash using mobile phones to tap to pay via NFC technology or a QR-code
displayed on the ATM,2 instead of inserting their cards into the ATM machine. Consumer
interest is driving more Fls to offer this feature; however, it is still primarily limited to the large
Fls with substantial ATM distribution channels.

Biometric authentication to enhance mobile banking security: Data breaches continue to
grow as fraudsters become more sophisticated. The mobile NFC “Pay” wallets initially
implemented biometric technology for consumers to authenticate when opening their wallets
to tap to pay. This type of biometric authentication is now becoming a mainstream security
tool that many Fls are adding to their mobile banking applications. Biometric scans (e.g.,
fingerprint, facial recognition) eliminate the need for a consumer to use a password when
making a mobile payment or logging in to a mobile banking app. Industry experts note that
consumers are prepared and willing to adapt biometrics as a PIN replacement and see it as a
more secure, faster, and convenient process.

Considered collectively, mobile banking and payment services, functionality, and security
requirements are converging. Developments in the mobile space are having a major impact
on Fls. Institutions need to keep abreast of related mobile activities and develop a digital
strategy to support their customers as they become more mobile-centric. Mobile banking
was an established channel several years before mobile payments emerged. While retail
mobile payment adoption has been slow, a successful mobile payments environment
combines banking services and payments functionality. Fls play a key role in ensuring that
the foundation for mobile payments evolves. Underlying most mobile payment transactions
are payment methods supported and funded through Fls. However, in a banking industry
that is typically slow to change, many Fls are behind in developing digital solutions for
consumers. As innovations surface, there are opportunities for Fls to move beyond
traditional services by working with FinTech and mobile solution providers to enhance their
customers’ experiences.

In summary, the pace of change has yet to slow down. This makes for a frenetic MFS
environment. As most respondents tend to be followers due to their limited resources, their
pace is somewhat slower. Nonetheless, they still need to be aware of on the changing
environment in payments. Survey respondents should work with their solution providers and
industry organizations to determine the best strategies for their organizations.
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Key Findings

This study offers insights into FIs’ current mobile banking practices, as well as a window into
their strategies and planning. Although mobile banking services have matured, the findings
present a more nuanced picture of what is taking place and a more detailed outlook of the
evolution of mobile payment services.

Fls of all sizes and business scope, including 60 percent of respondents under $50 million
in assets, provide MFS to consumers.

Consumer adoption of mobile banking has accelerated since the 2016 MFS Survey — 65
percent of respondents, compared to 54 percent in 2016, now have at least 21 percent of
their retail customers enrolled; 26 percent of respondents stated that more than 50 percent
of consumer enrollees actively use mobile banking.

Twenty-six percent of respondents issue or plan to issue contactless cards within two
years, a decision that could influence retail adoption of NFC mobile wallets.

Eighty-two percent of bank respondents and 71 percent of credit unions respondents (313
Fls in total) either offer or plan to offer mobile banking services to their business
customers — and 42 percent charge or are planning to charge some type of fee.
Ninety-five percent of respondents offer a mobile banking app — making it the predominant
delivery channel for mobile banking services.

The percent of respondents offering mMRDC to retail customers increased from 73 percent
in 2016 to 86 percent in 2019, with just 5 percent having no plans to offer the service.
Mobile P2P payments are being offered by more Fls — 56 percent of respondents in 2019,
up from 44 percent in 2016 — but adoption is still low: Over half (59 percent) of
respondents reported that fewer than 5 percent of retail customers use their P2P services.
The number of Fls offering mobile onboarding features has grown — 80 percent of 2019
respondents offer or plan to offer mobile enroliment, compared to 71 percent in 2016. Fls
enabling mobile account openings increased from 29 percent in 2016 to 46 percent in
2019.

Security continues to be a top concern for all Fls, and more respondents are implementing
multiple tools to mitigate fraud and overcome consumer concerns.

Although 69 percent of respondents offer or plan to offer mobile payments by 2021,
adoption for most is still limited to less than 5 percent of their retail customers for digital
check-out wallets (75 percent) and NFC wallets (52 percent).

7 Pinder, Jean, BAI Banking Strategies, “Top Mobile Banking Trends for 2019.” January 14, 2019.
8 A QR code displayed on the ATM is an authentication of the pre-staged withdrawal completed on the mobile
banking app. The phone’s camera captures the QR code.
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Survey Background and Methodology
Background

In 2008, the Federal Reserve Bank of Boston and NEACH, the New England ACH Association,
conducted the first survey of mobile banking at Fls in the First District. Over time, the team
revised the survey to reflect changes in the environment for mobile banking and payments. In
2014, the Boston Fed and four other FR Banks (Atlanta, Dallas, Minneapolis, and Richmond)
fielded the first multi-regional MFS Survey, which shed light on the maturity of mobile banking
and the advent of mobile payment services at Fls across the country. The 2016 MFS Survey,
fielded by seven FR Banks (Atlanta, Boston, Cleveland, Dallas, Kansas City, Minneapolis, and
Richmond), collected mobile banking trend information and considered Fls’ strategies for mobile
payments.

Except for special-purpose or very small institutions, the survey implies that the vast majority of
Fls offer mobile banking to consumers and, in many cases, to businesses as well.® Each time
the MFS Survey is fielded (about every two years) 20-to-30 respondent Fls indicate that they
plan to offer mobile banking. With 96 percent of respondents anticipated to be offering mobile
banking services by the end of 2021, new growth is coming primarily from Fls with less than $50
million in assets.

As the FI market for basic mobile banking services becomes saturated, the survey
demonstrates that more Fls are offering innovative services to enhance the customer
experience. Two major patterns emerge from the survey data:

¢ Mobile account opening and expansion of mobile into areas such as card control/support
features and/or ATM-related services

o Accelerated growth of consumer payment products and services to enhance consumer
convenience and speed

Several other factors are worth noting. First, no “top 100” banks by asset size participated in this
survey, so the report does not capture market-leading services and technologies. This means
that future industry direction for MFS is being set outside the realm of survey participants.
Second, even among mid-tier and smaller Fls, there is no monolithic approach to mobile
banking and payment services. For example, the FR MFS surveys have consistently shown a
pattern where the larger the Fl, the more resources it has to offer advanced functionality to its
customers. Third, although the banking industry has primarily shaped mobile banking, the big
tech companies are driving mobile payment services, a situation that most survey respondents
indicate is changing the competitive market.

9 Among respondents that have business customers, 69 percent of banks and 64 percent of credit unions offer
business mobile banking services.
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Methodology

The 2019 MFS Survey was open to banks and credit unions from June 3 to June 28, 2019. The
participating FR Banks promoted the survey directly to Fls via email and indirectly through four
Regional Payment Associations: ePayResources, EPCOR, NEACH, and PaymentsFirst. All
but four Fls submitted survey responses using an online survey tool: the four emailed surveys
were entered manually into the survey tool.

Data Presentation

This report presents consolidated findings from the eight participating FR Banks. The report
also compares results by Fl type (bank or credit union), and asset size where relevant, to
highlight commonalities and differences in the data. Each table and chart indicates the number
of respondent institutions, as not all answered every question.

Additionally, many figures highlight differences between the 2019 and the 2016 MFS Survey
findings. Because most Fls do not participate in every MFS survey, respondents change over
time, which prevents a strict apples-to-apples comparison. For example, just 69 Fls (14 percent
of total 2019 respondents) have participated in all three surveys since 2014, and 79 Fls (16
percent of the 2019 pool) participated in both 2016 and 2019. The upside is that “new”
respondents increase the survey’s reach and confirm industry trends.

The charts and tables typically show data as percentages rounded to the nearest whole
number.™ Numbers are used only where percentages obscure real differences in the data or
where a paucity of responses makes percentage comparisons misleading.

FlI Participation by Survey Section

Of the 504 survey responses received, 95 percent (481 Fls — 327 banks and 154 credit unions)
answered the retail mobile banking questions. Five percent (10 banks and 13 credit unions)
had no plans to offer mobile banking and were instructed to skip to the mobile payments section
and directed to the end of the survey.

The respondent pool for the mobile payments questions was 487 Fls. The 332 Fls offering or
planning to offer mobile payments comprised 69 percent of bank respondents and 67 percent of
credit union respondents. Thirty-two percent of respondents (155 Fls) had no plans to offer
mobile payments.

The respondent pool for the business mobile financial services section was 392 Fls. Of these,
80 percent or 313 Fls (252 banks and 61 credit unions) offer or plan to offer mobile services to
businesses.

10 Percentages may not add up to 100 percent due to rounding.
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Survey Respondent Demographics
All 504 respondents answered the demographic questions.

Fls across the country, including at least one institution from each state, participated in the
survey. Respondents are weighted toward states in the Northeast and South, but include a
sizeable population from the Midwest and new participants from the West. Figure 1 categorizes
respondents into four regional groupings: Northeast, South, Midwest, and West.

Figure 1: Regional Composition of Respondents™!

Respondent Fls Northeast South Midwest
by Region
Number 177 169 108 50
Percentage 35% 34% 21% 10%

Commercial banks, mutual banks, savings banks, and credit unions participated in the survey,
but respondents identified as either a bank or credit union. In aggregate, banks comprised 67
percent and credit unions 33 percent of the respondents (Figure 2).'> This mix represents the
greatest percentage of credit union respondents in the past two surveys over a five-year period,
although it is still not comparable to the approximately 50/50 balance between the actual
number of banks and credit unions nationally.

Several factors influence the lower credit union participation. For example, FR Banks have
direct relationships with many in-district banks that they do not have with credit unions. Also,
some credit unions may not offer mobile banking due to their size or the nature of their charters
(e.g., municipal teachers’ associations or firefighters’ credit unions) and see no need to
participate in the survey.

" As defined by Census Regions and Divisions of the United States (https://www2.census.gov/geo/pdfs/maps-
data/maps/reference/us_regdiv.pdf).

12 In 2014, the survey population was 70 percent banks and 30 percent credit unions, while in 2016 respondents
comprised 74 percent banks and 26 percent credit unions.
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Figure 2: Survey Respondents by Fl Type (% of respondents)

n=504

= Banks
= Credit Unions

Q7. Please indicate your financial institution type.

Forty-seven percent of survey respondents were in Tiers 1, 2 or 3, with less than $250 million in
assets; 52 percent were in Tiers 4, 5, or 6, with at least $250 million in assets (Figure 3).
Respondents in 2019 were marginally smaller than Fls that participated in the 2016 survey,
which is notable given the industry consolidation in the intervening years. In 2016, 22 percent of
respondents were under $100 million in assets, compared to 24 percent in 2019. The percent
of respondents with $250 million or more in assets was just 2 percent higher in 2016 than in
2019 (54 percent and 52 percent, respectively).

Figure 3: Survey Respondents by Asset Size'® (% of respondents)

Tier 1: < $50 million 13%
Tier 2: $50-$100 million 11%
Tier 3: $100-$250 million 23%
Tier 4: $250-$500 million 19%
Tier 5: $500 million — $1 billion 15%
Tier 6: >$1 billion 20%

Q8. What is your FI’s asset size?

13 Previous MFS surveys measured respondent asset size according to five FDIC asset tiers that have <$100 million
as smallest range. Because the 2017 QHS revealed that many small respondents were under $50 million, the 2019
survey added a sixth asset tier.
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There are significant differences in asset size between banks and credit unions (Figure 4). The
respondents under $250 million represent 66 percent of the credit unions, compared to 39
percent of the banks.

Figure 4: Banks and Credit Unions by Asset Tier (% of respondents)

m Banks, n=337 m Credit Unions, n=167

33%

0,
26% 220, 21%

0 17% 18%

9% 7 I ! I13% 10% 11%
4% l
— O ] O H

< $50M $50M-$100M $100M-$250M $250M-$500M $500M-$1B >$1B

Q8. What is your Fl's asset size?
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Additionally, the percentage of banks and credit unions have an inverse relationship by asset
tier: The percentage of bank respondents within each tier increases with asset size, while the
percentage of credit unions within each tier decreases with asset size (Figure 5). For example,
81 percent of respondents with assets under $50 million are credit unions and 19 percent are
banks, but 80 percent of Fls over $1 billion in assets are banks and only 20 percent are credit

unions.

Figure 5: Banks and Credit Union Share of Each Asset Tier (% of total respondents)

m Banks mCredit Unions

100%
25% 23% 22%
80% 46%
60% 81%
40% 75% 7% 78%
209, 54%
(o]
19%
0%
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Q8. What is your FI’s asset size?
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Survey Results

Retail Mobile Banking Services

The 2019 MFS survey shows that 91 percent of respondents offered mobile banking to their
retail customers. Another 5 percent planned to do so within the next two years, bringing the
projected total of mobile-enabled respondents to 96 percent by 2021.'* These findings are in
line with those from the 2016 MFS Survey, in which 97 percent of respondents offered or
expected to offer retail mobile banking services by 2018, although there were slightly more
respondents in the 2016 survey. (Figure 6).

Figure 6: Fls Offering Mobile Banking Services (% of respondents)

2019, n=504 m2016, n=706

91%  89%

5% 8% 5% 39
= | A —
Currently offer Plan to offer within 2 years Do not plan to offer

Q9. Do you currently offer or plan to offer mobile banking to retail customers?

14 There is a mix of repeat and new respondents in each iteration of the MFS Survey. In 2019, 325 of 504 Fls were
first-time respondents. Of those, only 23 FlIs (5 percent) reported having no plans to offer mobile banking services.

Federal Reserve Bank of Boston | bostonfed.org | Payment Strategies 15



Nearly all respondents with more than $100 million in assets offer mobile banking services, as
do the majority of banks and credit unions with assets less than $100 million. Figure 7 shows
that 60 percent of respondents with assets less than $50 million and 84 percent of Fls with $50-
$100 million in assets offered mobile banking services. Another 13 percent and 16 percent of
the smaller Fls, respectively, planned to offer mobile banking within two years. Of the 23
respondents that reported having no plans to offer mobile banking, 18 were in the lowest asset
tier.

Figure 7: Fls Offering Mobile Banking Services by Asset Size (% of respondents)

99% 99%

84%
m> $1B, n=90
= $500M-$1B, n=77 0%
m $250M-$500M, n=95
® $100M-$250M, n=117
m $50M-$100M, n=57 26%
< $50M, n=68 16%
13%
1%0%5 1% 0%1%0% 0%
—_ . —_— .
Currently offer Plan to offer within 2 Do not plan to offer
years

Q9. Do you currently offer or plan to offer mobile banking to retail customers?
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Most Fls provide multiple mobile access channels to their customers. Mobile apps are the most
common: 95 percent of respondents offered or planned to offer a mobile banking app (Figure
8). Nearly two-thirds (65 percent) of bank and credit union respondents also offer mobile-
optimized websites. Only 10 respondents did not have either a mobile app or mobile-optimized
website. The near ubiquity of the mobile app as an access channel supports industry research
showing that consumers prefer mobile banking apps. According to the 2018 TSYS Consumer
Payment Study, 66 percent of consumers indicated that they use their FI's mobile app to access
their banking information from their mobile device.®

Figure 8: Fl Mobile Banking Access Interface (% of respondents)

n=481

Mobile app

Mobile-optimized website _ 65%

Website not optimized for mobile browser . 13%

Q10. How do you offer retail customers access to your mobile banking services? (Check ALL that apply)

15 hitps://www.tsys.com/2018uspaymentstudy/
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Retail Mobile Banking Services and Capabilities

Almost all respondents offered or planned to offer three basic mobile banking services: view
account balances, view transaction history, and transfer funds between accounts within the
same institution. Figure 9 shows that 95 percent of respondents already offered these services
and the remaining 5 percent planned to offer them within the next two years. Mobile bill
payment, and ATM and branch locator features are also standard, offered by 88 percent and 84
percent of Fls, respectively. Overall, the results are consistent across Fl-type, asset size, and
district.

According to the 2018 TSYS Consumer Payment Study, the most common transactions
consumers conduct through a bank’s mobile app are non-financial: view balance at 93 percent,
and view rec