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Over the past two decades people across the world have seen digital services transform the 

economy and their lives. Taxis, films, novels, noodles, doctors and dog-walkers can all be 

summoned with a tap of a screen. Giant firms in retailing, carmaking and the media have been 

humbled by new competitors. Yet one industry has withstood the tumult: banking. In rich 

countries it is perfectly normal to queue in branches, correspond with your bank by post and 

deposit cheques stamped with the logo of firms founded in the 19th century. 

Yet, as our special report this week explains, technology is at last shaking up banking. In Asia 

payment apps are a way of life for over 1bn users. In the West mobile banking is reaching 

critical mass—49% of Americans bank on their phones—and tech giants are muscling in. Apple 

unveiled a credit card with Goldman Sachs on March 25th. Facebook is proposing a payments 

service to let users buy tickets and settle bills (see article). 

The implications are profound because banks are not ordinary firms. It is one thing for 

Blockbuster Video to be wiped out by a technological shift, but quite another if the victim is 

Bank of America. It is not just that banks have over $100trn of assets globally. Using the 

difficult trick of “maturity transformation” (turning deposits that you can demand back at any 

time into long-term loans) they enable savers to defer consumption and investment and 

borrowers to bring them forward. Banks are so vital that the economy reels when they 

stumble, as the crisis of 2008-09 showed. 

Bankers and politicians may thus be tempted to resist technological change. But that would be 

wrong because its benefits—a leaner, more user-friendly and more open financial system—

easily outweigh the risks. 

Banking is late to the smartphone age because entrepreneurs have been put off by 

regulations. And, since the financial crisis, Western banks have been preoccupied with 

repairing their balance-sheets and old-fashioned cost-cutting. Late is better than never, 

however. Several new business models are emerging. In Asia payment apps are bundled with 

e-commerce, chat and ride-hailing services offered by firms such as Alibaba and Tencent in 

China and Grab in South-East Asia. These networks link to banks but are vying to control the 

customer relationship. In America and Europe big banks are still more or less in control and are 

rushing to offer digital products—JPMorgan Chase can open a deposit account in five minutes. 

But threats loom. Mobile-only “neobanks” that do not bear the cost of branches are nibbling 

at customer bases. Payments firms like PayPal work with Western banks but are expected to 

capture a greater share of profits. Lucrative niches like foreign exchange and asset 

management are being harried by new entrants. 

The pace of change will accelerate. Younger people no longer stay with the same bank as their 

parents—15% of British 18- to 23-year-olds use a neobank. Tech firms that people trust, such 

as Apple and Amazon, are natural candidates to grow big financial arms. The biggest four 

American banks are spending a total of over $25bn a year on perfecting better customer 

applications and learning to mine data more cleverly. Venture-capital firms invested $37bn in 

upstart financial firms last year. 



 

The benefits of technological change are likely to be vast. Costs should tumble as branches are 

shut, creaking mainframe systems retired and bureaucracy culled. If the world’s listed banks 

chopped expenses by a third, the saving would be worth $80 a year for every person on Earth. 

In 2000 the Netherlands had more bank branches per head than America; it now has just a 

third as many. Rotten service will improve—it is easier to get money to a friend using a chat 

app than it is to ask your bank to transfer cash. The system will get better at its vital job of 

allocating capital. Richer data will allow banks to take risks that currently baffle underwriters. 

Fraud should be easier to spot. Lower costs and the democratising effect of social media will 

give more people better access to finance. And more firms with good ideas should be able to 

get loans faster, boosting growth. 

Yet change also poses risks. Because the financial system is embedded in the economy, 

innovation tends to create turbulence. The credit card’s arrival in 1950 revolutionised 

shopping but also sparked America’s consumer-debt culture. Securitisation lubricated capital 

markets in the 1980s but fuelled the subprime crisis. In addition, it is unclear who will win 

today’s battle. One dystopian scenario is that power becomes more concentrated, as a few big 

banks learn to exploit data as ruthlessly as social-media firms do. Imagine a crossbreed of 

Facebook and Wells Fargo that predicts and manipulates how customers behave and is able to 

use proprietary economic data to squeeze rivals. 

Another dystopia involves fragmentation and destabilisation. Banks could lose depositors to 

untested neobanks, creating a mismatch between their assets and liabilities that could lead to 

a credit crunch. If bank customers transact via tech or payment platforms, banks could end up 

with huge balance-sheets but without a direct connection to their clients. If they thus became 

unprofitable, they could be broken up, with the job of financing mortgages and absorbing 

short-term savings left entirely to capital markets, which are volatile. 

To tap the benefits of technology safely, governments should give consumers control over 

their data, protecting privacy and preventing firms hoarding information. Innovation-friendly 

regulation would help; in 2017 the industry faced a regulatory alert every nine minutes (see 

article). And governments should keep the system’s safety buffers at today’s overall size 

(global banks hold $7trn of core capital). If new entrants are properly capitalised, central banks 

could extend to them the lender-of-last-resort facilities that provide shelter in a storm. 

Banking’s dirty secret is that it is backward, inefficient and hidebound. Banks have formidable 

lobbying power, however. Wary of change, customers, politicians and unions complain when 

branches are closed and jobs cut—witness the recent collapse of a German mega-merger that 

depended on both. Regulators love dealing with a few big firms. The thing is that global growth 

is sluggish and productivity gains are hard to come by. A smartphone revolution in finance 

offers one of the best ways to boost the economy and spread the benefits. 
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Facebook’s future: Mark Zuckerberg wants to build 

WeChat for the West 
 

It will revolve around turning the social network’s messaging services into 
something akin to a Chinese mega-app 
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In his spare time Mark Zuckerberg likes to run. In 2016 Facebook’s boss 
pledged to cover 365 miles (587km) that year and, ever the overachiever, 
completed the challenge by July. He does not practise martial arts, but 
his almost discomfiting poise could lead you to mistake him for a master 
of something like aikido. That would be appropriate, for in his 
professional life Mr Zuckerberg is trying to turn his opponents’ energy 
against them. 

When in early March he announced that Facebook would follow a 
“privacy-focused vision for social networking”, complete with encrypted 
messages that even the firm cannot peer into, observers interpreted this 
as a defensive move. Some discerned a belated response to outrage over 
privacy abuses on the world’s largest social network. Others saw the 
plan to knit together its instant-messaging services, chiefly Messenger 
and WhatsApp, as a way to make the company harder to break up, as 
some American politicians demand. Others still spied a ruse to escape 
liability for violent user content, now that Facebook would no longer be 
able to read any of it.  

All three rationales probably played a part. Yet the firm’s “privacy pivot” 
is perhaps better seen as an aikido-like redirection of detractors’ 
momentum. Mr Zuckerberg’s speech at his firm’s annual developer 
conference in San Jose on April 30th suggested as much. Far from 
retreating, he is limbering up for a new contest—to reinvent social 
networking, this time around messaging. “The future is private,” he 
declared grandiosely. Though he might not admit it in public, he seems 
keen to turn Facebook into a Western version of WeChat, the Chinese 
messaging app whose array of mobile services, from payments to filing 
court paperwork, has made it ubiquitous in China—even if his recent 
pledge to store user information only in countries that respect the rule 
of law is an implicit admission that he has given up on the Chinese 



market, where Communist minders insist that Western firms must keep 
all data locally. 

Older. And wiser? 
Facebook’s core business is maturing, as its boss clearly sees. Its 
operating margins—42%, excluding $3bn set aside to cover an expected 
fine by America’s Federal Trade Commission for privacy violations—
remain the envy of the tech world (see article). In the latest quarter 
revenue grew by 26% compared with the previous year, exceeding $15bn. 
But user growth is slowing. In some rich countries, especially European 
ones, it is flat. The young prefer social media which are more “intimate” 
and “ephemeral”, like Snapchat, which pioneered “stories”, messages 
and pictures that disappear after 24 hours—and which Facebook aped. 
More than 500m users of Instagram, Messenger and WhatsApp now 
post stories every day. 

Mr Zuckerberg expects migration from the online “town square” to a 
digital “living room” to continue; stories may soon outnumber posts on 
Facebook’s newsfeed. The plan is to build it around WhatsApp, which 
already offers secure texting. It would let users find each other, pay 
digital and offline shopkeepers, or purchase a cornucopia of online 
services—perhaps one day using Facebook’s own currency. In time, the 
thinking goes, it may become as indispensable to Westerners as WeChat 
is in China. 

Some elements of the new platform already exist; WhatsApp is testing a 
payment service in India. Others, such as new shopping features on 
Instagram, were launched in San Jose. All this falls short of a full-blown 
business plan. But the contours of Mr Zuckerberg’s vision are taking 
shape. The 34-year-old is proceeding more cautiously than in Facebook’s 
early years, when he was guided by the now infamous injunction to 
“move fast and break things”—but no less deliberately. 

That is just as well, for “platform shifts” are tricky. Microsoft did not see 
smartphones coming and Facebook itself almost missed the rise of 
mobile apps. To succeed, it must clear a number of hurdles. The first is 
technical. Facebook wants an Instagram user to be able to send a note 
directly to a friend on WhatsApp. Creating a common phone book for 
these services, with a combined total of 2.7bn users and different source 
codes, presents a knotty problem for programmers. Chris Cox, one of Mr 
Zuckerberg’s top lieutenants, is rumoured to have left the company in 
March because he did not think it could be done (this week Mr Cox 
attributed his departure to “artistic differences” with his boss). 

https://www.economist.com/business/2019/05/02/american-technology-firms-mixed-results


The second challenge is economic. WeChat could become the platform 
of choice on smartphones because China had no dominant app stores. 
Facebook must contend with incumbents such as Apple and Google. 
Since you can’t sell microtargeted adverts against encrypted messages 
your algorithms cannot see, the new platform will need a fresh way to 
make money. For all its ubiquity, WeChat is no cash cow (Tencent, its 
owner, makes most of its revenue from online games). Maintaining 
Facebook’s fat margins would require new revenue sources, such as 
charging businesses to contact users or taking a cut of any purchases, as 
credit-card issuers do. 

Lastly, there are the entwined issues of privacy and competition. Mr 
Zuckerberg accepts that a lot of people dismiss Facebook’s sincerity 
here—his recent article in the Washington Post, imploring governments 
to regulate social media, notwithstanding. It will continue to collect 
plenty of data. Integrating these, and the underlying apps, could in turn 
enable Facebook to convert its dominance in public social networking 
into power over private messaging. This reminds seasoned competition 
regulators of Microsoft’s attempts to bundle its operating system with a 
web browser in the mid-1990s in a bid to control cyberspace. With the 
internet’s rise, the stakes today are bigger: no country wants one firm to 
become society’s de facto operating system. 

Since its services cost nothing, Facebook says, it is not gouging users. It 
could argue that a single dominant social network is easier to police 
than lots of smaller ones and has greater financial and technical capacity 
to keep users safe from harmful content. And it would be a bulwark 
against WeChat, which might otherwise become a force outside China—
bringing the Chinese surveillance state with it. 

Indeed, Mr Zuckerberg’s Washington Post article looks like a bid to 
broker a 21st-century version of the Kingsbury Commitment of 1913, 
when at&t, then America’s telephone monopoly, accepted government 
oversight and agreed to spin off some of its businesses in exchange for 
not being nationalised or broken up. The difference is that, unlike at&t, 
Facebook’s reach extends beyond America and spans a growing range of 
industries, from advertising to finance. It must grapple with politicians, 
regulators and rivals. If enough opponents gang up at once, even the 
most gifted aikido master may struggle to fend them off. 

This article appeared in the Finance and economics section of the print 

edition under the headline "Mark Zuckerberg’s WeChat moment" 


