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1 Buy now/pay later has  
many consumers worried

Shoppers surveyed in the U.S., U.K. and 
Australia cited concerns about debt and fees, 
along with a general lack of knowledge about 
how installment loans work, as reasons for 
their skepticism. (See chart above.) Page 2

2 Seven candidates to lead 
Fannie and Freddie’s regulator

The White House’s firing of Federal Housing 
Finance Agency Director Mark Calabria 
sparked immediate speculation about 
who will run the agency and help chart the 
future of the two mortgage giants. Potential 
nominees include ex-Obama administration 
officials, congressional staffers and members 
of the Biden transition team. Page 3

3  These 10 banks are  
rethinking overdraft fees.  
Here’s why and how.

PNC, Regions and TD are among the banks 
that have taken steps to reduce their reliance 
on charges that disproportionately hit 
consumers living paycheck to paycheck. 
The changes come at a time when the Biden 
administration is expected to take a tougher 
stance on overdrafts. Page 5

4 Former gas station tycoon 
pumping up Texas bank

Sam Susser, who built a family business of 
more than 630 convenience stores in the 
state, thinks he can find similar success 
in community banking by courting small 
commercial clients that larger rivals have 
outgrown. Page 7

5  Backlash over Chime  
account closings highlights 
risks in fraud detection

The company angered hundreds of customers 
when its software flagged their accounts 
as suspicious and suddenly cut them off, 
according to a ProPublica report. The episode 
illustrates the challenge shared by fintechs 
and banks of rooting out scammers without 
being overzealous. Page 9

6 Fintech Wise advances in  
direct listing in win for London

The fintech company Wise rose in its debut 
following a direct listing on the London 
Stock Exchange, in the largest such deal ever, 
bolstering Brexit Britain’s capital-market 
hopes. Page 10

7 Worldline adds handprint 
biometrics for mobile payments

The payments technology provider is adding 
a handprint biometric digital ID to its 
authentication system through a partnership 
with the French fintech A3BC. Page 11

8  Fewer lodging mortgages 
delinquent in June, but 
warning signs remain

It will be several years before business 
and group travel return to normal levels, 
according to an estimate from the American 
Hotel & Lodging Association. Page 11

9  Biden eyes imprint 
on Fed Board as decision  
on Powell approaches

As the White House weighs the potential 
renomination of Jerome Powell as chair of 
the Federal Reserve, officials are discussing 
the use of openings on the board to reshape 
the central bank. Page 12

10  ESG isn’t just PR — 
it’s the new frontier  
in risk management

Issues associated with ESG cut across all the 
traditional concepts of risk facing banks, 
Grace Brasington and Bill Dudley of Treliant 
write. Page 13
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Why consumers avoid
buy now/pay later
Installment payment options have gotten more attention 
during the past year, but consumers have their doubts:

Source: BigCommerce/PayPal
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CONSUMER LENDING

Buy now/
pay later 
has many 
consumers 
worried
By John Adams
July 07, 2021

Buy now/pay later has become one of the 
hottest fintech categories for investors, though 
data suggests many consumers aren’t using 
it regularly, are worried about taking on too 
much debt and in many cases don’t even 
know the product exists.

Research from PayPal and BigCommerce, 
an e-commerce platform for merchants 
that offers BNPL through a partnership 
with PayPal, found that only one in five U.S. 
merchants offers BNPL.

Citi Australia also contends there is a lack 
of uptake, particularly for nonbank BNPL 
offerings. Citi’s internal research found that 
only one in five Australians had used BNPL 
from nonbanks. The bank is partnering with 
the retail site Kogan.com to support BNPL in 
Australia in competition with fintechs such 
as Afterpay. The services will launch later this 
year under a new brand, since Citigroup is 
selling its consumer bank in Australia.

“I think the jury is still out as to whether 
BNPL will have a significant impact on other 
forms of merchant credit,” said Amanda Rose 
McCreight, director of payments revenue at 
BigCommerce. Some consumers are loyal to 
particular payment options and as such may 
be difficult to attract to a new form of credit 
and payment, McCreight said.

PayPal and BigCommerce surveyed 3,000 
consumers from the U.S., U.K. and Australia 
on a range of topics, including BNPL and 
preferences for online shopping. Regarding 
BNPL, 48% of Australian merchants, 20% of 
U.S. merchants and 11% of U.K. merchants 
offer installment payments.

Consumer use is irregular. Across all three 
countries, 46% of consumers report having 
used BNPL at least once over the past three 

months, with just 10% reporting using it five 
or more times during the same period. In 
the U.S., nearly 61% of consumers have never 
used BNPL, mostly because they’re worried 
about debt, fees or a lack of knowledge about 
the service — a third list debt concerns as their 
reason to not use BNPL, according to PayPal 
and BigCommerce’s study.

Source of the doubt
There is a fair amount of skepticism in 

the market around BNPL, according to Brad 
Paterson, CEO of Splitit, a New York-based 
installment lender. BNPL lenders need to 
communicate how the product can be used 
safely and embrace governance for installment 
lending, he said.

“There are dramatic headlines of consumers 
getting financially pummeled because of 
missing payments or overextending because 
of BNPL purchases that have captured the 
attention of businesses, consumers and 
regulators,” Paterson said.

That kind of attention can create 
misunderstanding about the product and 
steer people away, andy firms in the industry 
do earn a third or more of their revenue from 
“overstretched consumers” and late payment 
penalties, Paterson said. “The fact is to many, 
BNPL can sound too good to be true,” said 
Paterson, who positions BNPL as a way for 
consumers to purchase the items they need, 
manage surprises and also obtain aspirational 
items by paying over time.

Investors have poured billions into BNPL 
firms either through venture capital funding or 
public offerings over the past year. Klarna has 
drawn investment from Ant, and Affirm went 

public earlier in 2021 following a fundraise 
of more than $500 million in late 2020. The 
card brands are also investing in BNPL, and 
American Express recently introduced a 
version of BNPL for air travel. This investment 
anticipates growth. Bank of America estimates 
the BNPL market will pass $1 trillion by 2024.

But the funding comes as the BNPL 
industry faces a challenging business model 
that threatens its profitability. The Department 
of the Treasury in Australian reports an 
average BNPL-funded sale of $100 earns $4 
in merchant fees and $0.56 in late fees. That 
bumps against expenses of $4.75, $1 of which 
is credit losses and more than $3 is marketing, 
salaries and operations, suggesting BNPL 
businesses face thin margins.

In Australia, one of the earliest markets to 
embrace BNPL, 30% of the revenue of BNPL 
firms comes from “bad debt,” or debt used 
for consumption rather than wealth creation, 
according to the Department of the Treasury 
in Australia, adding late fees for BNPL lending, 
when converted to APR, are as high as 68%.

BNPL is not heavily regulated in most 
countries, though there is momentum to force 
BNPL lenders to face regulations similar to 
bank lending. BNPL firms should embrace 
regulation as a way to address consumer fears, 
according to Paterson.

“The industry needs to be more transparent 
and work with regulators to ensure we all have 
the consumers’ best interests at the forefront of 
all we do,” Paterson said. “More education and 
more transparency coupled with continued 
innovation will help attract new believers and 
convert them into repeat customers.”

The BNPL market has attracted regulatory 
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attention in Australia, the U.K. and the U.S. A 
report from the Australian Parliament found 
BNPL funding is present in 20% of consumer 
insolvencies, compared with credit card debt 
insolvencies at about 3%. In the U.S., about 
two-thirds of BNPL users have a credit card 
balance of 75% of their limit when making 
their initial BNPL purchase, according to 
Research and Markets.

In an earlier interview, Bradley Riss, 
chief commercial officer at Checkout.com, 
said tighter regulations would spur product 
diversification among BNPL firms, potentially 
improving their long-term outlook.

Affirm earlier in 2021 launched a BNPL-
linked debit card, while Klarna recently 
partnered with the fintech Liberas to power 
merchant credit based on future payment 
flows to counter similar products from Square 
and PayPal. Klarna also launched an incentive 
marketing plan, while Curve, an all-in-one 
card product, recently raised funds to fuel its 
move toward BNPL to grow uses for Curve 
account holders.

Splitit this week introduced Splitit InStore, 
which supports Apple Pay and Google Pay, 
to speed in-store installment lending. InStore 
was designed for sales associates at retailers, 
which are able to offer installment options 
for larger value purchases such as home 
furnishings, jewelry, luxury retail and sporting 
goods. Retailers at launch include La-Z-boy 
Furniture Galleries, Faberge, Gem Shopping 
Network and Aftershock PC in Australia.

Splitit has increased its focus on the 
service sector, including medical and legal 
bills. “Conversion rates and average spends 
with BNPL are higher, and the solution is 
increasingly becoming an organic piece 
of a consumers’ overall financial wellness 
journey,” Paterson said. Splitit uses 
consumers’ existing credit relationships to 
fund installment payments, which Paterson 
said allows consumers to avoid opening a new 
credit line. “Once our users understood Splitit, 
they consistently asked for more ways to use 
it, which is why we have also focused on the 
service sector,” he said.

Despite the research showing tepid 
consumer uptake, BigCommerce is still bullish 
on BNPL, noting its research found 74% of 
BNPL users were prompted by a message 
early in their shopping experience, suggesting 
marketing and other messaging could boost 
usage. “While adoption of buy now/pay later 
has not been as pervasive as some other 
payment options, it’s showing strong growth, 

particularly with younger consumers who are 
growing in their spending power,” McCreight 
said.

BNPL can contribute to consumers’ 
financial health if used wisely, McCreight 
said. Additionally, 57% of U.K. consumers are 
more likely to make a purchase at a retailer 
that doesn’t charge interest for point of sale 
financing, creating more upside for BNPL, 
according to BigCommerce.

“BNPL plans often don’t charge interest and 
are generally easier to get approved for than 
traditional credit cards, so there is potential 
for them to lower debt risk as long as shoppers 
don’t miss payments, which could affect credit 
scores,” McCreight said. The overall trend is 
toward more merchant and consumer use, 
she said.

BNPL grew during the pandemic from a 
very low base of early adopters. But it is still 
not a mature product. Many of the consumers 
who use BNPL do so to avoid revolving debt, 
or to attain a simpler picture of their debt, 
since BNPL lending is usually tied to a single 
purchase.

“Offering a BNPL option has revenue-
related benefits like increasing conversion 
and average order value while decreasing 
cart abandonment,” Paterson said. “What 
many haven’t yet realized is that not only does 
BNPL help shoppers spend smartly, but it’s a 
win for merchants, too, allowing retailers and 
consumers to align in their financial goals.”

Need drives awareness
According to The Ascent, a personal finance 

firm affiliated with Motley Fool, 40% of adults 
who use BNPL do so to avoid credit card 
interest. And 38% use BNPL to buy things they 
can’t afford otherwise.

Vrbo, an Experdia subsidiary that supports 
vacation home rentals, thinks of BNPL as 
a financing option that can help with an 
expected jump in travel volume that comes 
as more people schedule trips after the 
pandemic restrictions lift. The travel market 
is still unpredictable as it emerges from the 
pandemic, leading travelers to make decisions 
on booking and payments quickly.

Vrbo in March partnered with Affirm to 
allow consumers to book accommodations 
and split the cost into monthly payments. The 
Vrbo/Affirm offering bases interest rates on 
the consumer’s credit profile. The emerging 
need for flexible financing is making people 
more aware of the relatively new BNPL option, 
according to Vrbo.

“We’re seeing families stay longer, travel 
with more people and spend more in 2021,” 
said Mike Sutter, senior vice president of 
product management at Vrbo. Renters “can 
use Affirm to find the perfect property and 
book it before someone else does.”

At the online jeweler JamesAllen.com, 
BNPL is a payment option alongside PayPal, 
wire transfers, credit cards and the merchant’s 
own customized financing plans (which 
require a minimum purchase of $1,000 or 
$2,000 depending on the customized plan).

James Allen uses Splitit’s BNPL offering, 
and says that option has increased average 
order value, though the company did not 
provide specific numbers. The jeweler has 
expanded marketing and other messaging to 
boost BNPL usage and raise awareness among 
consumers, according to Shannon Delany-
Ron, James Allen’s chief marketing officer.

“It allows consumers to purchase a more 
expensive engagement ring or piece of jewelry 
without having to worry about having the 
full funds available at the point of purchase,” 
Delany-Ron said. As the use of BNPL 
increases, along with knowledge about the 
product, consumers’ comfort with the debt 
risk will increase, Delany-Ron said.

“As consumers do the math, I think it’s 
less about debt and more about cash flow,” 
Delany-Ron said. BNPL, she added, provides 
flexibility without contributing to concerns 
that the consumer is increasing overall payout. 
“We believe it will become more popular over 
time.”

HOUSING FINANCE REFORM

Seven 
candidates to 
lead Fannie 
and Freddie’s 
regulator
By Hannah Lang
July 8, 2021

WASHINGTON— Following President 
Joe Biden’s June 23 ouster of Mark Calabria, 
speculation has intensified about the 
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administration’s pick to run the Federal 
Housing Finance Agency and therefore chart a 
new path for the mortgage giants Fannie Mae 
and Freddie Mac.

It remains to be seen how quickly Biden will 
nominate a permanent FHFA director. After all, 
he has yet to send Congress a name for another 
key financial regulatory position: the head of 
the Office of the Comptroller of the Currency. 
But given how quickly the administration 
moved to fire Calabria after a key Supreme 
Court decision and how important housing is 
to the economic recovery, a nomination could 
come soon.

After the Supreme Court ruled June 23 that 
the president has the authority to fire the FHFA 
director at will, Biden exercised that power 
almost immediately. Later in the day, senior 
FHFA official Sandra Thompson was named 
acting director of the agency.

Calabria, a libertarian economist appointed 
by then-President Donald Trump, took the 
helm of the FHFA in April 2019 and made 
clear his goal from the start of putting the 
government-sponsored enterprises on a path 
out of conservatorship.

While Biden has not made clear his stance 
on GSE reform, his administration is likely 
to deviate from Calabria on several key 
policy decisions. That could include relaxing 
restrictions that Calabria codified with then-
Treasury Secretary Steven Mnuchin on GSE 
purchases of certain “high-risk” loans, which 
many worry will limit credit access.

Though it is still unclear whom the 
administration is eyeing for the job, here is 
a list of potential FHFA chiefs in the Biden 
administration. 

Sandra Thompson
Thompson could be a natural choice for 

Biden to nominate as FHFA’s permanent head, 
given that she is already serving in an acting 
capacity and is familiar both to lawmakers and 
staff at the agency.

Thompson, who was most recently the 
deputy director of the FHFA’s Division of 
Housing and Mission Goals, has been at the 
agency since 2013. Before joining FHFA, she 
worked for 23 years at the Federal Deposit 
Insurance Corp., ultimately serving as the 
director of risk management supervision.

In a statement after Biden appointed her 
to serve as acting director, Thompson said 
she is “committed to making sure our nation’s 
housing finance systems and our regulated 
entities operate in a safe and sound manner.”

“We can accomplish this, and at the same 
time have a laser focus on mission and 
community investment,” she said, alluding 
to one of the Biden administration’s primary 
housing goals. “There is a widespread lack 
of affordable housing and access to credit, 
especially in communities of color. It is FHFA’s 
duty through our regulated entities to ensure 
that all Americans have equal access to safe, 
decent, and affordable housing.”

In a tweet following Thompson’s 
appointment, Calabria called her “an 
outstanding public servant” and a “regulator’s 
regulator.”

Christopher Whalen, chairman of Whalen 
Global Advisors, argued in an op-ed for 
National Mortgage News that Thompson 
“would make an excellent candidate as FHFA 
director.”

“She provides Biden a great opportunity to 
recognize a leading female executive in the 
mortgage industry,” he said.

Mark Zandi
Zandi is currently the chief economist at 

Moody’s Analytics and a member of the board 
of directors of the mortgage insurance giant 
MGIC.

His name has frequently been mentioned 
as a top contender for the FHFA director role, 
including before the Supreme Court’s decision 
in Collins v. Yellen.

But the Revolving Door Project published a 
blog post in February warning Biden against 
nominating Zandi, expressing concerns about 
his ties to the mortgage industry.

Still, Zandi is not only an influential voice 
on housing policy, but also on inflation, 
unemployment and government stimulus. 
He has made frequent media appearances 
and penned a number of op-eds for CNN, 
which have caught the attention of the Biden 
administration. The Department of Housing 
and Urban Development circulated an op-ed 
that Zandi wote with Jim Parrott, a fellow at the 
Brookings Institute, in June that argued Biden’s 
American Jobs Plan is “the most significant 
housing policy effort in a generation.”

In a June 24 research note, Ian Katz, a 
director at Capital Alpha partners, noted 
that Zandi “could be less objectionable to 
Republicans than other potential nominees” 
and could have the support of moderate 
Democrats as well.

Susan Wachter
Wachter, a professor of real estate and 

finance at the University of Pennsylvania’s 
Wharton School, has been a proponent of 
spinning off Fannie Mae and Freddie Mac into 
public mortgage market utilities, a method 
of reform that small lenders have previously 
supported. She testified in front of the Senate 
Banking Committee in 2019 in support of 
designating the government-sponsored 
enterprises as “systemically important 
financial market utilities.”

In December 2020, Wachter co-authored 
a paper discussing the viability of converting 
Fannie and Freddie to public utilities. She 
also wrote a separate paper in 2019 with the 
National Association of Realtors outlining how 
the “utility model” of reform would work in 
practice.

Bloomberg reported in January that 
Wachter was one of the candidates the Biden 
transition was eyeing for the FHFA role. She 
would likely be a natural choice if the Biden 
administration decided that it wanted to 
move forward with the “utility model” path to 
reform.

Eric Stein
Stein, a special advisor to former FHFA 

Director Mel Watt from 2014 to 2019, 
served on the Biden transition team and 
specifically advised officials on HUD and 
FHFA. Previously, he also served as deputy 
assistant secretary for consumer protection 
in the Treasury Department during the 
Obama administration, where he worked on 
legislation to create the Consumer Financial 
Protection Bureau in 2011. Stein currently 
serves as senior vice president at the Center 
for Responsible Lending as well as senior vice 
president at the Center for Community Self-
Help.

Stein co-authored a paper in March 2020 for 
CRL with Bob Ryan — another potential FHFA 
nominee—arguing that Fannie and Freddie 
should be spun off into public utilities.

“Utility-like regulation would allow the 
GSEs to continue to operate at low risk 
and in a way that provides broad access to 
affordable mortgage credit nationwide,” the 
paper read. “Removing that check on GSE 
returns on equity would lead to greater risk 
and less systemic stability, less pooling of risk 
and access to credit, and higher prices for 
America’s homebuyers.”

Bob Ryan
Ryan, who coauthored the March 2020 

paper with Stein on the “utility model” 
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approach to GSE reform, is the co-owner 
of Parrott-Ryan Advisors, which he started 
after leaving FHFA in 2019. At the agency, 
Ryan served as special advisor to then-FHFA 
Director Mel Watt, and was also the acting 
deputy director for the agency’s Division of 
Conservatorship from 2015 to 2018. From 
2009 to 2012, he served in a variety of roles 
at HUD, including acting Federal Housing 
Administration commissioner, senior advisor 
to then-HUD Secretary Shaun Donovan and 
chief risk officer at the FHA.

After leaving HUD, Ryan was the senior vice 
president of capital markets at Wells Fargo 
Home Mortgage.

Ryan has co-written a number of papers 
for the Urban Institute in the past year that 
explore several of Calabria’s policy decisions, 
including the post-conservatorship capital 
framework. Ryan, Zandi and Parrott argued 
that that framework “would ultimately take 
the GSEs and the housing finance system in 
the wrong direction.”

Bharat Ramamurti
Ramamurti is currently deputy director of 

the National Economic Council for financial 
reform and consumer protection. He served 
for seven years as a top economic advisor to 
Sen. Elizabeth Warren, D-Mass., where he led 
her investigation of Wells Fargo and advised 
her 2020 presidential campaign.

Ramamurti emerged as a particularly 
powerful voice at the outset of the coronavirus 
pandemic when he became the first member 
of the COVID-19 Congressional Oversight 
Commission, which was tasked with 
overseeing the Treasury and Federal Reserve’s 
use of stimulus.

Before joining the Biden administration, 
Ramamurti worked as the managing director 
of corporate power at the Roosevelt Institute.

If Biden is looking for a progressive figure to 
run the FHFA, Ramamurti could be a natural 
choice given his popularity with the left. Still, 
his confirmation process would likely be an 
uphill battle unless he was able to get support 
from key Republicans or moderate Democrats.

Meg Burns
Currently the executive vice president at 

the Housing Policy Council, Burns spent four 
years at FHFA starting in 2010, where she held 
a number of roles including senior associate 
director for housing and regulatory policy. 
While at the agency, she also served as the 
senior associate director for congressional 

affairs and communications, and testified 
several times in front of Congress.

Prior to her time at FHFA, Burns spent 19 
years at HUD, where, among other positions, 
she served as the director of the FHA’s Office 
of Single Family Program Development. 
After leaving FHFA in 2014, Burns joined the 
Collingwood Group as managing director.

At HPC, Burns has been particularly 
active on rulemaking around the “qualified 
mortgage” standard and the so-called “GSE 
patch” that allows loans backed by Fannie and 
Freddie to be considered QM.

OVERDRAFTS

These 10 
banks are 
rethinking 
overdraft fees. 
Here’s why 
and how.
By Laura Alix, Polo Rocha, Jon Prior 
and Allissa Kline
July 7, 2021

Since President Biden took office in January, 
several U.S. banks have announced major 
business changes that will reduce the amount 
of revenue they generate from overdraft fees.

Other banks have indicated that they are 
reconsidering the fees, which have long been 
a key pillar of fee income despite persistent 
criticism from consumer advocates.

The recent changes, which are being led 
by regional banks, range from eliminating 
overdraft fees altogether to introducing new 
products that will offer less expensive options 
to customers who live paycheck to paycheck.

These moves could be bellwethers for an 
industry that is under pressure to change. They 
are coming as overdraft-free startups continue 
to lure customers away from traditional banks. 
They are also occurring at a time when Biden 
administration officials — and particularly the 
new leadership at the Consumer Financial 
Protection Bureau — are expected to take a 
tougher stance on overdraft fees.

“Overdrafts have the potential to be very 
costly for consumers, and we are continuing 
to monitor market activity in this area,” a CFPB 
spokesperson said in a statement.

In the years before the COVID-19 pandemic, 
the amount of money that banks collected 
from overdraft fees remained fairly steady, 
hovering around 5% of fee income. But last 
year the revenue cratered, partly as a result of 
government stimulus programs that padded 
consumers’ bank accounts, and partly because 
some banks waived fees in anticipation of 
widespread economic hardship.

In 2020, banks that reported the data to 
their regulators collected $8.82 billion in 
overdraft-related revenue, a 24.5% decline 
from 2019, when those banks raked in $11.68 
billion. Some industry executives have 
recently warned investors that they do not 
expect the revenue generated from overdraft 
fees to recover.

What follows is a look at 10 banks that are, 
to greater or lesser degrees, reconsidering 
overdraft charges. 

Ally Financial
Detroit-based Ally announced in June that 

it would permanently stop charging overdraft 
fees. The calculus was fairly easy for the $182 
billion-asset company: Overdraft fees account 
for a fairly thin sliver of income, consumers 
don’t like them, and the burden that they 
impose falls hardest on those who can least 
afford to pay them.

In announcing its decision, Ally cited 
research showing that the lion’s share 
of overdraft fees are paid by people 
living paycheck to paycheck, and they 
disproportionately fall on people of color.

“Overdraft fees are a pain point for many 
consumers but are particularly onerous for 
some. It is time to end them,” CEO Jeffrey 
Brown said in a press release. “Eliminating 
these fees helps keep people from falling 
further behind and feeling penalized as they 
catch up.”

Ally has long been far less reliant on 
overdraft fee revenue than many other large 
and midsize banks. Before the company 
eliminated the charges, it recorded about $1 
million in overdraft fee revenue in the first 
quarter, which was equal to about one-tenth 
of one percent of its pre-tax income from 
continuing operations during the quarter.

PNC Financial Services Group
This spring, PNC introduced a digital service 
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that tells account holders when their balances 
are low and gives them at least 24 hours to halt 
transactions or deposit more money in order 
to prevent overdraft fees.

The Pittsburgh-based company began 
rolling out the product, which is known as 
Low Cash Mode, in April. Chairman and CEO 
William Demchak said that modern payments 
technology enabled its development.

“Banking in a batch process mode, people 
didn’t actually know what they had in their 
account,” he said last month during an industry 
conference. “And they’d get into an overdraft 
situation, and then it would grind on and get 
worse and they’d ultimately be charged off. 
To fix that, we had to create a real-time world 
… where in the moment, you actually knew 
exactly what was going on in your account.”

PNC expects Low Cash Mode to help 
customers avoid $125 million to $150 million 
in overdraft fees each year. The $560 billion-
asset company collected about $273 million 
in overdraft fees in 2020, down from more 
than $412 million in 2019, according to data 
reported to its regulators.

The introduction of Low Cash Mode will 
reduce PNC’s fee income, but the company 
has said that the loss is already baked into its 
2021 revenue outlook.

Demchak signaled the company’s direction 
on overdraft fees last November when he said 
that banks are “going to have to get back to 
charging basic fees for basic products and be 
less reliant on some of the gotcha fees that 
historically have supported the industry.”

TD Bank
TD, which has relied more heavily on 

overdraft fee revenue than many other banks, 
announced last month that it is making 
changes to its policies starting in August.

The bank will raise the threshold below 
which a transaction cannot trigger an overdraft 
fee to $10 from $5, and it will decrease the 
maximum amount of overdraft fees per day 
to three from five, a spokesperson said. The 
changes will apply to all existing customers 
with personal deposit accounts.

The changes will come a year after TD Bank 
reached a $122 million settlement with the 
CFPB, which said that TD deceptively charged 
overdraft fees for certain ATM and one-time 
debit card transactions. The $412 billion-asset 
U.S. arm of TD Bank Group in Toronto did not 
admit to any wrongdoing as part of the civil 
settlement.

TD Bank is also planning to launch a no-

overdraft account in August, joining the list 
of institutions that offer accounts certified by 
the Bank On initiative, which is working with 
banks to launch low-cost deposit accounts. 
Customers will have no minimum daily 
balance requirements and will not be able to 
overdraw their accounts, the bank said.

“TD’s goal for this new account offering 
is to help our customers establish a more 
secure, inclusive and sustainable financial 
future for themselves, their families and their 
communities,” Alissa Van Volkom, TD Bank’s 
head of consumer deposits, products and 
payments, said in a press release.

Regions Financial
Birmingham, Alabama-based Regions, 

another bank that has historically relied 
relatively heavily on overdraft fee revenue, 
announced last month that it will soon make 
changes.

Regions plans to revise the order in which 
it posts transactions so that debits and 
withdrawals will generally be processed in the 
order in which they were made, regardless of 
whether the customer paid by check, debit 
card, wire or another method.

The move is part of a multiyear effort to 
help customers gain better control of their 
finances, Chairman and CEO John Turner said 
in remarks last month. But it also stems from 
a realization that overdraft fees at the $153 
billion-asset company are slipping. During the 
pandemic, customers built up more cash as a 
result of stimulus checks and other assistance.

“Part of the reason we’ve been signaling we 
don’t expect those levels of fees to come back 
up is because of the changes we are making 
internally to benefit customers,” Turner said.

Regions is one of a number of banks that 
have been recently investigated by the CFPB 
in connection with their overdraft practices. 
In November, the company disclosed in a 
regulatory filing that it was in the process of 
responding to a civil investigative demand 
from the consumer bureau over overdraft 
policies, and that it was cooperating with the 
inquiry.

Fifth Third Bancorp
In May, Cincinnati-based Fifth Third 

launched a low-cost deposit account designed 
to help customers avoid fees and get their 
paychecks faster.

The $207 billion-asset bank said that it 
will give customers extra time to replenish 
balances before an overdraft hits, faster access 

to direct deposits and cash advances against 
future direct deposits. It will also charge no 
maintenance fees for its Momentum Banking 
checking or savings accounts.

Fifth Third executives have said that they 
hope the move will build customer loyalty, 
ultimately translating into greater sales of 
other products and services, and outweighing 
any decline in fee income.

“We’re giving the consumer the widest 
possible range of options to avoid fees. We’re 
getting the benefit of that in the form of 
household growth and of primacy, which is 
the entry point for us to the broadest range of 
products and services that we offer,” President 
Tim Spence said during remarks in April.

Huntington Bancshares
Last month, Columbus, Ohio-based 

Huntington announced a line of credit 
designed to help customers avoid overdraft 
fees. Customers can borrow up to $1,000, and 
are not subject to interest charges or fees as 
long as they enroll in automatic payments. No 
applications are necessary.

“If you’re in a pinch, this is like a godsend,” 
Huntington Chairman and CEO Stephen 
Steinour told American Banker in an interview 
at the time.

The bank, which has about $175 billion 
in assets after its recent acquisition of TCF 
National Bank, has projected it will lose about 
$1 million per month in revenue because of 
the product. But it also is anticipating that new 
customers attracted by the service will make 
up for a significant chunk of those losses.

“There’s a short-term give-up for long-term 
gain, and we’re willing to make that trade-off,” 
Steinour said.

The Standby Cash option comes on top of a 
24-hour grace period the bank has long offered 
to customers to avoid overdrafts, as well as a 
“$50 Safety Zone” that prevents penalties on 
overdrafts below that amount.

Cullen/Frost Bankers
Cullen/Frost in San Antonio announced 

in April that it is making changes to help 
customers avoid overdraft charges.

The $42.4 billion-asset company plans to 
waive fees on transactions of up to $100 that 
take customer balances into negative territory. 
Customers must set up a monthly direct 
deposit of $500 to qualify for the offer.

Jimmy Stead, chief consumer banking 
officer at Frost Bank, said in April that the offer 
“is an effort to do what’s right for our customers 
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and help build long-term relationships with 
them, not as a result of regulations.”

Cullen/Frost’s $28.8 million in overdraft 
fees last year were down by 22% from 2019.

Citizens Financial Group
Citizens in Providence, Rhode Island, has 

not announced any plans to reduce overdraft 
fees. But executives at the $187 billion asset-
bank are reevaluating the product.

Overdraft fees have been on the decline, 
mainly because Citizens’ customers were 
flush with cash from stimulus checks, Chief 
Financial Officer John Woods said at an 
industry conference in mid-June.

Woods said that he believes Citizens’ 
customers generally “understand that product 
extremely well” and that it’s important for 
some of them to have that option.

But he added: “I think it’s an area that we’re 
going to look at and evaluate and analyze 
whether there are tweaks that we can make 
to those practices over time to align with what 
the expectations are of our customers and our 
other stakeholders.”

Wells Fargo
San Francisco-based Wells Fargo said 

in May that it will increase outreach to 
consumers about its no-overdraft-fee Clear 
Access Banking account.

The bank launched the account last fall and 
opened more than 500,000 of them by March 
31, a spokesperson said. The account has a $5 
monthly maintenance fee and meets the Bank 
On standards.

The expanded outreach efforts are part of a 
broader banking inclusion initiative from the 
$1.9 trillion-asset Wells, which is embarking 
on a 10-year effort to help reduce the number 
of unbanked Americans.

“We recognize the high number of 
unbanked households is a complex and long-
standing issue that will require gathering the 
best minds, ideas, products and educational 
resources from across our communities to 
bring about change,” CEO Charlie Scharf said 
in a May press release.

Associated Banc-Corp
Green Bay, Wisconsin-based Associated 

has had discussions about making changes to 
overdraft fees, new CEO Andrew Harmening 
said in a recent interview, though he added: 
“We haven’t come up with a final view of what 
that could look like.”

The $34.5 billion-asset company collected 

$18.6 million in overdraft fees last year, down 
24% from 2019, according to regulatory data.

Now is a logical time for banks to reconsider 
the overdraft model, Harmening said, since 
more customers are accessing banking 
services through mobile apps, where it’s easier 
to monitor their accounts.

“It’s a conglomeration of the pandemic, 
the usage of mobile, the underlying need for 
liquidity all kind of coming together at the 
same time,” he said.

CORRECTION
An earlier version of this article cited 

comments made in June by Regions Financial 
Chairman and CEO John Turner that 
mischaracterized the change in transaction 
posting order that the company is planning. 
Regions already was posting credits before 
debits; it now intends to modify the order in 
which various kinds of debits or withdrawals 
get processed.

COMMUNITY BANKS

Former gas 
station tycoon 
pumping up 
Texas bank
By John Reosti
July 07, 2021

Before taking over Affiliated Bank in 
2018, Sam Susser led a family-owned fuel 
distribution business, ultimately selling it for 
$1.8 billion. It’s a success he’s loath to repeat.

The selling price was “a multiple that was 
much higher than any multiple of cash flow 
that had been paid for convenience stores to 
that point — our bankers, board and outside 
lawyers felt it was so record-breaking that we 
really had a fiduciary duty to accept,” Susser 
said.

“I literally cried like a baby at the closing 
table. … It so broke my heart,” Susser said. 
“That was my blood, sweat and tears for 28 
years.”

Seven years later, at a new company in a 
different industry, Susser sees an opportunity 
he believes is just as big as the one he took 
advantage of to build a convenience store 

empire 20 years ago.
Texas’ big established banks are feeding off 

the supercharged growth the state is enjoying, 
but it’s further distancing them from smaller 
clients as they add scale, Susser said. He is 
convinced the trend is creating an opening 
for his bank. And if merger-and-acquisition 
activity heats up — as many observers predict 
— it could serve to shine an even brighter 
spotlight on a family-owned bank led by 
an ownership group determined to remain 
independent.

Susser is positioning the institution to take 
advantage of the market gap he senses. Last 
month, he hired a team to lead an expansion 
in San Antonio. The goal is to build a presence 
in all of the state’s major metropolitan areas.

“We saw an opportunity in a rapidly 
consolidating space to build a Texas-owned, 
Texas-based bank geared toward the middle 
market,” Susser said.

Founded in 1959 as Affiliated Federal 
Credit Union, the Arlington, Texas-based 
organization converted to a depositor-owned 
thrift in 1998 and a stock-owned bank three 
years later.

Susser led a group that acquired Affiliated 
July 2, 2018, and became the bank’s chairman. 
His family owns about 50% of the company, 
and Susser plans to keep that stake in the 
family. In May, the $1.4 billion-asset institution 
rebranded as Susser Bank. 

“We’re excited about building a company 
that will be multigenerational,” said Susser, 
who also became the bank’s CEO last month.

Susser, which operates four branches in 
the Dallas-Fort Worth metropolitan area and 
one in Round Rock, near Austin, faces heated 
competition in Texas.

“There are a lot of great banks here that are 
so successful,” Susser said. “They’re getting so 
darned big.”

But with that size comes inertia, Susser said. 
“They just aren’t as nimble and close to their 
clients as they were when they were $3 billion 
or $4 billion of assets … they’re walking away 
from middle-market clients” whose credit 
needs fall in the $2 million to $15 million 
range, he said.

Family history
The original family business, Susser 

Holdings, was involved in wholesale and 
retail fuel distribution as well as real estate 
development. It lasted 85 years until it was 
sold in August 2014, after getting an offer 
from Energy Transfer Co. that was too 
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attractive to refuse.
Susser took the helm of the family 

enterprise in 1998, at the bottom point of a 
deep regional recession. Under his leadership, 
Susser Holdings invested heavily in retail fuel 
distribution, building a chain of more than 
630 gas station convenience stores in Texas, 
New Mexico and Oklahoma. It also developed 
a quick-service Mexican restaurant concept, 
Laredo Taco Co.

Susser hopes to keep the bank family-
owned for at least as long as the fuel company 
existed. Susser Bank’s website proclaims it is 
“built to last, not to sell.” The rebranding was 
intended to reinforce that message.

Susser admitted the new name led to a “split 
decision” inside his family, where his wife 
and one of his three children “are incredibly 
committed to being low profile.” Though the 
company considered several other options, it 
ultimately concluded none packed the punch 
of the family name, which links the bank to the 
Sussers’ long history of entrepreneurship.

“Frankly, we’ve done tens of billions 
of dollars of business with Texas-based 
companies and have always been maniacally 
obsessed with how we handled ourselves,” 
Susser said. “We couldn’t come up with a 
name we thought would be more helpful in 
terms of opening doors, recruiting people and 
recruiting clients.”

Lee Bradley, senior managing director 
at Community Capital Advisors in 
Duluth, Georgia, said the kind of not-for-
sale declaration Susser is touting is not 
unprecedented. It doesn’t always act as a 
shield against offers from suitors, either.

“It’s kind of like Murphy’s Law,” Bradley 
said. “They’re the ones that [get] courted 
most.”

At the same time, positioning the bank 
as a long-term player inside a rapidly 
consolidating industry will likely carry weight 
with Texas business owners, Bradley added. 
Texas entrepreneurs “like community banks,” 
he said. “They want to size you up, know who 
they’re doing business with.”

Paul Schaus, chief executive of CCG Catalyst 
Consulting Group in Phoenix, largely agreed. 
While a bank’s ownership doesn’t matter 
to a lot of people, the ones likely to be the 
most sensitive to Susser Bank’s new message 
happen to be the ones it’s most interested in 
courting, according to Schaus.

“When you’re a small-business client 
who has a loan or a line of credit and a 
great relationship with a lender, you get 

nervous” about change, Schaus said. “A new 
management team or different lenders might 
not know the client as well, or they might have 
a new process that adds friction.”

Messaging will be key. Susser’s built-to-last 
tagline offers “a huge opportunity to create 
messaging and a story that could resonate 
with entrepreneurs,” said April Rudin, CEO of 
the Rudin Group, a New York-based financial 
services marketing firm.

“There’s plenty of white space for this 
type of bank,” Rudin added. “The win will 
happen if their message is client-centric and 
demonstrates how their offerings connect 
with entrepreneurial pain points.”

Path to banking
While Susser profited significantly from 

the sale of Susser Holdings, he never seriously 
considered retiring. “I was 51 years old,” he 
said. “I didn’t want to be a family-office guy 
that just invested in other people’s deals. I 
wanted to build another company.”

Banking seemed a natural option. Susser 
had worked three years as an investment 
banker at Salomon Brothers after graduating 
from the University of Texas, and the long years 
in business had produced healthy respect for 
the profession within the Susser family.

“When my grandfather passed away in the 
early 1990s, he asked for his bankers to be his 
honorary pallbearers,” Susser said. The family 
also hosted a lunch for those bankers as a 
thanks for their 50 years of working together.

Susser hired an investment banker, who 
introduced him to the top executives of nearly 
two dozen Texas community banks, including 
Garry Graham, Affiliated Bank’s longtime 
CEO.

Affiliated “had good bones,” Susser said. “I 
found a group that I was really excited about, 
that I thought could be the platform to help us 
build a really interesting company.”

Since taking over, Susser has worked to 
reposition the organization as more of a 
traditional commercial bank. Affiliated had 
been profitable under Graham, generating 
$26 million in the three and a half years 
before Susser’s arrival. However, its loan 
book was concentrated in construction-and-
development, commercial real estate and 
residential mortgage lending. Construction-
and-development loans made up nearly a 
third of the $568 million loan portfolio on June 
30, 2018.

“The board felt the regulators weren’t 
going to let them keep growing with all that 

concentration,” Susser said. “All the eggs were 
in one basket.”

Graham stayed on at Susser Bank after 
the change in leadership. Rather than scale 
back the money-making construction-and-
development business, Susser’s goal has been 
to grow the other parts of the bank around it.

The strategy appears to be working. 
Though its investment in construction-and- 
development lending remains substantial, 
it amounted to just under 20% of Susser’s 
portfolio — excluding Paycheck Protection 
Program loans — on March 31 of this year. 
Meanwhile, the commercial-and-industrial 
portfolio has doubled in size, to $85 million.

Building a legacy
For now, Susser’s plans for organic growth 

in the big Texas markets he is targeting. Still, 
acquisitions are possible, especially if the 
deposit market tightens.

“The industry is awash in liquidity and 
deposits,” Susser said. “That’s not going to last 
forever. … When the pendulum swings, we will 
probably be interested in [acquiring] deposit-
rich franchises.”

An initial public offering is likely also in the 
cards, though Susser is quick to add a stock 
sale won’t alter the bank’s long-term strategy.

“Public companies don’t all manage for the 
short term,” Susser said last month during an 
interview on a Dallas radio station. An IPO, 
moreover, would offer other investors an 
opportunity to cash in their stakes, Susser said.

“In the long run, the only way I see that is 
practical for us to have a multigenerational 
company is to perform well and to have a 
pathway to liquidity for our outside investors,” 
Susser said. “I think we’ll continue to finance 
growth with private capital for a while, but 
someday we’ll tap the public markets.”

With barely three years of banking 
experience under his belt, Susser can still be 
described as a novice, but as a CEO seeking 
to build a middle-market bank, he possesses 
one key insight: He knows how it feels to lead a 
small business struggling to realize its growth 
potential.

“Our business was so bad in the late 1980s 
and 1990s, it would be routine for me to have 
to make 10 or 20 requests before I could find 
someone to lend us the money we needed,” 
Susser recalled. “Now I’m on the other side 
of the table. I have tremendous empathy for 
entrepreneurs and all they go through to 
cobble together a business.”
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FINTECH

Backlash 
over Chime 
account 
closings 
highlights 
risks in fraud 
detection
By Penny Crosman
July 07, 2021

The neobank Chime is coping with 
growing pains, including a surge in customer 
complaints about suddenly closed accounts.

At the end of June, the data firm Apptopia 
declared Chime to be the most-downloaded 
neobank app in the U.S., with 6.4 million 
new installs in the first half of 2021. The San 
Francisco company now has an estimated 12 
million users, and it’s valued at $14.5 billion.

But on Tuesday, the nonprofit news 
organization ProPublica ran a lengthy 
investigative report that found many Chime 
customers had had their accounts closed 
without warning and were unable to access 
their money.

The case highlights a challenge every 
financial company struggles with: detecting 
fraud and suspicious activity without 
inadvertently red-flagging innocent 
customers. That task has only grown harder 
lately as many people’s financial behavior has 
been skewed by the need to conduct many 
activities remotely, an influx of short-term 
government aid and other hallmarks of the 
pandemic.

ProPublica told the story of Jonathan 
Marrero, who took his 5-year-old twins out for 
lunch at an Applebee’s the day after receiving 
a federal stimulus payment. Earlier that day, 
he had seen a balance of nearly $10,000 in his 
Chime account.

“When he went to pay, his only means 
of payment, a debit card issued by the hot 
financial technology startup Chime, was 

declined,” ProPublica wrote.
He then was unable to log into the Chime 

app. He checked his email and found a 
message from Chime that read, “We regret to 
inform you that we have made the decision to 
end our relationship with you at this time. Your 
spending account will be closed on March 18, 
2021.” He had to ask his parents to pay his 
lunch bill and was deeply embarrassed.

There have been 920 complaints filed about 
Chime in the Consumer Financial Protection 
Bureau since April 15, 2020, according to 
ProPublica. Many of the complaints involve 
closed accounts, the publication said. 
Customers have also filed 4,439 complaints 
against Chime at the Better Business Bureau. 
By comparison, there have been 3,281 such 
complaints filed for Wells Fargo, which has a 
far larger customer base.

Chime told ProPublica that the closed 
accounts were a result of its efforts to crack 
down on fraud related to stimulus and 
unemployment payments.

A Chime spokeswoman told American 
Banker on Tuesday that many complaints 
submitted on the CFPB’s portal — and their 
sources — are hard to substantiate. Chime 
was able to prove that fraud or violations of 
Chime’s terms were involved in some of the 
instances ProPublica reported, she also said.

“For those cases where Chime did make 
a mistake, including the two highlighted 
in this story, we sincerely apologize,” the 
spokeswoman said. “We have made efforts 
to make things right with these members. We 
are proud of Chime’s robust anti-fraud efforts, 
which have returned hundreds of millions of 
dollars to state and federal agencies during the 
pandemic.”

Chime is not the only neobank that’s heard 
from unhappy customers who can’t access 
their money.

A number of consumers recently lashed 
out at Varo online for closing their accounts 
unexpectedly and without a clear explanation.

Customers eventually got their money back. 
Some received messages from Varo stating 
that their accounts had been closed in error.

CEO Colin Walsh said in April that the 
incidents resulted from suspected fraud.

“That is definitely not something that is an 
ongoing or recurring pattern,” he said.

Fintechs like Chime and Varo, like 
all financial institutions, aim to develop 
technology that is sophisticated enough to 
detect the activity of scam artists and criminals 
yet not so sensitive that it’s triggered by the 

unusual characteristics or behavior of good 
customers.

A recent Supreme Court case shows the 
danger of simplistic, rules-based fraud and 
anti-money-laundering software. In 2002, 
TransUnion introduced an Office of Foreign 
Assets Control Name Screen Alert. When a 
business opted into the service, TransUnion 
would conduct its ordinary credit check of 
the consumer, and it would also use third-
party software to compare the consumer’s 
name against a list maintained by OFAC — a 
unit of the U.S. Treasury Department — of 
terrorists, drug traffickers and other criminals. 
If the consumer’s first and last name matched 
the first and last name of an individual on 
OFAC’s list, then TransUnion would place an 
alert on the credit report indicating that the 
consumer’s name was a “potential match” 
to a name on the OFAC list. At that time, 
TransUnion did not compare any data other 
than first and last names.

This led to a class action: 8,185 people 
with OFAC alerts in their credit files sued 
TransUnion, saying the company failed to use 
reasonable procedures to ensure the accuracy 
of their credit files. The Supreme Court ruled 
that only those who had actual harm done 
were eligible for compensation. For instance, 
in some cases, lenders denied credit to people 
because of these OFAC alerts.

Fraud and crime-detection technology 
have evolved since 2002, when U.S. businesses 
were still reeling from the World Trade Center 
attack of Sept. 11, 2001.

“The circumstances that led to this case 
were quite some time ago, and they happened 
at a time when everyone was still getting used 
to a lot of the Patriot Act requirements,” said 
Stephen Newman, partner in the New York 
law firm Stroock & Stroock & Lavan. “Across 
the industry, everyone’s using techniques that 
are more refined. There’ve been tremendous 
improvements in computer technology even 
in the past five years.”

Machine learning has been a big part of 
the advances. Companies like PayPal and 
Synchrony, for instance, have improved their 
ability to detect fraud and crime through the 
use of such software, which learns over time to 
understand people’s habits: where, when and 
over what devices they buy things and conduct 
banking transactions.

Chime executives have spoken publicly 
about the company’s use of machine learning 
fraud-detection software from Simility, a 
company that was acquired by PayPal in 2018.
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A case study posted on the Best Practice AI 
website states that Simility’s software helped 
Chime decrease fraud losses by 40%, from 18 
basis points to 11.

The Chime spokeswoman declined to 
comment on the company’s use of Simility 
software.

Any AML software is subject to errors of 
two types: false positives and false negatives, 
pointed out Todd Baker, a senior fellow at 
the Richman Center for Business, Law & 
Public Policy at Columbia University and the 
managing principal of Broadmoor Consulting.

“Errors happen everywhere and to 
regular banks as well as neobanks,” Baker 
said in discussing Chime’s issues. “In this 
case, the software detected fraud and the 
partner bank’s policy was followed, which 
apparently required that the account be 
closed and in some cases that the deposit 
be returned to the U.S. government 
sender.” Chime’s bank partners are the $6.2 
billion-asset Bancorp Bank in Wilmington, 
Delaware, and the $1.17 billion-asset Stride 
Bank in Enid, Oklahoma.

Chime says it has been trying to meet or 
exceed federal anti-fraud guidelines at a time 
of major economic disruption and massive 
unemployment benefits fraud.

“In partnership with our bank partners, 
Chime has continued to deploy new detection 
systems and adopt new rules as we’ve adapted 
to the increase in attempted fraud,” the 
company spokeswoman said. “Total account 
closures remain very small, a fraction of a 
percent of our overall member base.”

Chime’s real problem is customer service, 
Baker said.

“As the primary customer service interface 
for the banks, Chime needs to automate its 
operations as much as possible to keep its 
costs low,” he said. “That’s because it has an 
extremely limited revenue base — essentially 
its share of debit interchange revenue — 
that can’t support costly human-centered 
customer service. So it pushes customers 
to email and text-based chatbots and away 
from phone contact. The result? Frustration 
when something goes wrong. In this regard, 
the neobanks are worse off generally than 
standard banks which typically make it easier 
to get to a person to resolve issues.”

Many fintechs are in the same boat.
“You saw it with Robinhood when it 

misreported balances and when it had to 
halt trading in meme stocks,” Baker said. 
“Automation works great when things are 

going well, but customers get angry when their 
problems aren’t resolved quickly.”

FINTECH

Fintech Wise 
advances in 
direct listing 
in win for 
London
By Bloomberg News
July 07, 2021

The fintech company Wise rose in its 
debut following a direct listing on the London 
Stock Exchange, in the largest such deal ever, 
bolstering Brexit Britain’s capital-market 
hopes.

The money-transfer company born as 
TransferWise opened at 800 pence, giving 
it a market capitalization just shy of 8 billion 
pounds ($11 billion). That’s more than 
double the $5 billion valuation in a July 2020 
fundraising. After jumping as much as 4%, 
the stock traded at 825 pence at 12:30 p.m. in 
London.

The company eschewed a traditional initial 
public offering, opting not to raise fresh funds. 
Instead, shareholders were offloading a stake 
of at least 2.4% directly into the open market. 

“The successful direct listing of Wise is 
clearly a boost to London’s ambitions as a 
global hub for tech companies,” said Liberum 
Capital strategist Joachim Klement. “Wise is a 
highly profitable and fast-growing challenger 
to traditional banks, that is what counts for 
investors,” he said.

Wise’s first-day pop brought some relief to 
London, where high-profile new stocks such 
as the food-delivery startup Deliveroo and the 
semiconductor technology firm Alphawave IP 
Group have had disappointing trading debuts 
this year. Wise’s listing also rode the tailwind of 
a rally in tech stocks.

Unlike the traditional initial public offerings 
for Deliveroo and Alphawave, where banks 
set a price based on investor feedback during 
roadshows, Wise’s valuation was determined 
by demand during an hourslong opening 

auction.
While Deliveroo was felled by its lofty 

valuation, investors also balked at the 
company’s unequal voting rights. More 
common in the U.S. and used by the likes of 
Google parent Alphabet and Facebook, dual-
class shares are controversial in the U.K. They 
are seen as putting new shareholders at a 
disadvantage, with a select group of backers 
retaining tight control over the business even 
after going public.

Wise’s sale will lead to “greater acceptance 
of enhanced voting rights among more and 
more investors, particularly growth investors,” 
said Gavin Launder, a fund manager at Legal 
& General Investment Management. Still, 
the “limited amount of stock available in the 
listing means it could be squeezed a bit too 
high to start with,” he said.

Wise’s listing price is “richer” than expected, 
especially in comparison to its profitability, 
and indicates a shift in European stocks 
toward “more U.S.-type valuations,” said Colin 
McLean, chief investment officer at SVM Asset 
Management.

Wise’s revenue grew nearly 40% to 421 
million pounds in its latest financial year. Profit 
before tax for the year more than doubled to 41 
million pounds, it said.

Structure
Wise’s listing follows the British 

government’s plans to allow dual-class share 
ownership on the top tier of the LSE, where 
they are currently prohibited. The proposed 
change is part of a wider effort to make it easier 
for companies to go public in London.

Chancellor of the Exchequer Rishi Sunak 
last week promised to make London “the 
world’s most advanced and exciting financial 
services hub.”

Wise, which counts the billionaire Peter 
Thiel, Silicon Valley’s Andreessen Horowitz 
and U.K.-based Baillie Gifford among its 
early investors, considered listing in the U.S., 
“but London was the choice,” Chief Financial 
Officer Matt Briers said in a June interview. 
“London is a great place to access global 
capital, and it’s also a great place to do a direct 
listing, a little-known secret that we are about 
to blow up.”

Wise was started in 2011 when the 
Estonian-born co-founders Taavet Hinrikus 
and Kaarmann grew frustrated with the high 
fees charged by banks on money sent from 
London back to their homeland. The firm now 
has more than 10 million customers.
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It’s “a watershed moment for London,” 
said Alasdair Haynes, chief executive of Aquis 
Exchange, a share-trading platform. “While 
one deal alone doesn’t a city make, innovative 
deals of the kind will help establish the U.K. as 
a global hub that can compete with the U.S.”

Direct listings
Wise’s successful debut aside, bankers 

aren’t anticipating a rush of direct listings in 
the U.K., saying this route to public markets 
will be limited to a select few well-funded 
companies with wide investor bases.

Spearheaded by the likes of streaming 
service Spotify Technology SA in New York, 
they are popular among founders of tech 
startups, and typically used to sidestep hefty 
underwriting fees and hit-or-miss pricing in 
traditional IPOs.

But recent stumbles in the U.S., including 
by the cryptocurrency exchange Coinbase 
Global, are raising doubts about this route 
to market. Companies also can’t raise fresh 
capital in a direct listing, which only gives 
existing holders the opportunity to cash out.

While there were no underwriters, Wise 
retained banks to advise on the listing process, 
including Goldman Sachs Group, Morgan 
Stanley, Barclays, as well as co-adviser 
Citigroup.

“The success of Wise’s debut will be 
a good litmus test to gauge the appetite 
for direct listings here in the U.K.,” said 
Manish Madhvani, managing partner of GP 
Bullhound, a tech investment firm.

BIOMETRICS

Worldline 
adds 
handprint 
biometrics 
for mobile 
payments
By David Heun
July 07, 2021

The payments technology provider 

Worldline is adding a handprint biometric 
digital ID to its authentication system through 
a partnership with the French fintech A3BC.

By combining technologies with A3BC 
(whose name stands for Anything Anywhere 
Anytime Biometric Connection), Worldline 
seeks to protect mobile phones from intrusion 
through a two-factor authentication process 
that would include the biometrics.

“Fraud is on the rise due to the pandemic, 
and that is why our work with A3BC is so 
important,” Claire Deprez-Pipon, global 
product manager for authentication services 
at Bezons, France-based Worldline, said in a 
press release Wednesday.

“We are now able to add a new layer of 
security with no friction into the Worldline 
Trusted Authentication and other solutions of 
Worldline,” Deprez-Pipon said. “In addition, 
it opens new doors to facilitate an even better 
customer experience and authentication for 
any device.”

The combined solution eliminates a single 
touch on a button to confirm a fingerprint, 
as the technology recognizes fingerprints 
through a picture of the hand, the companies 
stated.

Through the process, the biometric 
data of every user is protected separately 
from the mobile device. The two-factor 
authentication automatically secures any 
kind of online payment or transaction from 
the mobile phone, in compliance with PSD2 
and its Strong Customer Authentication 
requirement.

“The kindness and motivation of the 
[Worldline] team is what really stuck with 
us,” Dinesh Ujoodah, CEO and founder of 
A3BC, said in the release. “We are proud 
to be working with one of the biggest 
European payments processors to provide 
even more security when it comes to digital 
transactions.”

Worldline provides payments and 
transactional services for merchants, banks 
and third-party acquirers, as well as public 
transportation operators, government 
agencies and industrial companies in all 
sectors worldwide.

COMMERCIAL MORTGAGES

Fewer lodging 
mortgages 
delinquent 
in June but 
warning signs 
remain
By Brad Finkelstein
July 07, 2021

Lodging property mortgages showed 
notable improvement in performance in 
June, but it doesn’t necessarily mean the 
worst is over for the sector.

June’s late payment rate for lodging loans 
of 17.6% is nearly 10 percentage points better 
than the same month in 2020, according to 
the Mortgage Bankers Association’s CREF 
Loan Performance Survey. Compared with 
May, the performance of these loans is 2.4 
percentage points better.

Even as Americans start traveling again as 
the pandemic wanes, the all-clear is not yet 
being sounded for the lodging sector.

Revenue per available room for urban 
properties was down 52% in May compared 
with the same month in 2019, according to 
the American Hotel & Lodging Association. 
For hotels near airports, the REVPAR was 
down by 33% and for suburban properties it 
was down 21%.

Of the 25 largest hotel markets in the 
nation, it considers 21 of them to be depressed 
and that is not likely to change soon.

The recent uptick in leisure travel is 
encouraging for hotels, but business and 
group travel, the industry’s largest source of 
revenue, is not expected to return to 2019 
levels until at least 2023 or 2024, according to 
an AHLA press release.

The late payment rate for all commercial 
and multifamily loans was unchanged from 
4.8% in May and down from 6.3% in June 
2020.

“Commercial and multifamily mortgage 
delinquencies continue to be driven by 
loans backed by hotel and retail properties 
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that ran into trouble during the pandemic 
and are now more than 90 days late,” said 
Jamie Woodwell, the MBA’s vice president of 
commercial real estate research. “We expect 
these late-stage delinquencies to wane as 
the economy continues to open and there is 
less uncertainty surrounding the prospects of 
these and many other property types.”

The share of seriously delinquent loans 
— those 90 days late or more, or real estate 
owned — was 3% in June, down from 3.1% the 
previous month.

Meanwhile, late payment rates for all other 
property types increased on a month-to-
month basis. The retail delinquency rate rose 
for the second consecutive month, to 10% 
from 9.5% in May.

Industrial property delinquencies rose to 
3.1% from 1.9% in May, while office property 
owners late on their payments increased to 
3.5% from 2.4%. For multifamily loans, June’s 
delinquency rate of 2.1% was 30 basis points 
higher than for May.

FOMC

Biden eyes 
imprint on 
Fed Board 
as decision 
on Powell 
approaches
By Bloomberg News
July 07, 2021

As the White House weighs the potential 
renomination of Jerome Powell as chair of 
the Federal Reserve, officials are discussing 
the use of openings on the board to reshape 
the central bank to closer align with 
administration priorities such as inequality 
and tighter banking regulations, according to 
people familiar with the matter.

President Joe Biden currently has one 
vacant Fed governor seat to fill and could 
potentially replace three more top central 
bank officials in the coming year, depending 
on how much he wants to revamp the Fed’s 

leadership. Powell and Fed vice chairs 
Richard Clarida and Randal Quarles all have 
terms that will expire in coming months.

With several seats opening up, the White 
House isn’t looking at the chairmanship in 
isolation, but rather what mix of governors 
to appoint so as to reshape policy toward 
the administration’s agenda, according 
to the people, who spoke on condition of 
anonymity.

While no decision appears imminent, 
the lack of any clear candidates to replace 
Powell, along with his expressed interest in 
keeping his job, indicate that a renomination 
is possible. That would be in keeping with 
a decades-long tradition of presidents 
maintaining continuity in Fed leadership — 
one that former President Donald Trump 
broke.

One key influencer on Fed appointments, 
Treasury Secretary Janet Yellen, has told 
those close to her that she has a good 
relationship with Powell, and is pleased with 
how he has steered monetary policy through 
the pandemic-induced crisis, according to 
two people familiar with the matter.

Keeping Powell, 68, would remove a 
chance to install someone from a minority in 
the job for the first time in history, however, 
and could stoke criticism from progressive 
Democrats. One option to reduce potential 
tensions could be to present a package of 
appointments that addresses the need for 
diversity, people familiar with the matter 
said. All Fed board nominations are subject 
to Senate confirmation.

With the right mix of candidates, Biden 
may be able to persuade progressive allies 
in Congress and outside the White House to 
support his choices. That’s how the White 
House is approaching a decision that history 
suggests is expected this fall on whether 
Powell is asked to stay, or if the administration 
proposes a new candidate, according to 
people familiar with the matter.

Spokeswomen at the White House and 
Treasury and White House declined to 
comment.

“Nominations are made in a group — but 
usually the group is made to protect one 
or more of the nominees,” said former Fed 
Governor Laurence Meyer. In the 1990s, 
Meyer and Governor Alice Rivlin were part 
of package with Fed Chair Alan Greenspan, 
who was considered hawkish on policy 
by senators. The nomination of Powell, a 
Republican, to the board in 2011 was yoked 

with Democrat Jeremy Stein.
Yellen, who was Powell’s predecessor at 

the Fed’s helm, along with White House Chief 
of Staff Ron Klain and National Economic 
Council Director Brian Deese are expected to 
play key roles in making recommendations to 
Biden as his decision nears, the people said.

Cecilia Rouse, Jared Bernstein and Heather 
Boushey of the White House’s Council of 
Economic Advisers, and Bharat Ramamurti, 
an NEC official who previously worked for 
Senator Elizabeth Warren, will also be part of 
the process, they said.

Yellen and Powell were colleagues at the 
Fed board for six years before she left in early 
2018 after Trump replaced her with Powell 
as chair. Since Yellen became Treasury chief, 
the pair have kept up a tradition of weekly 
discussions between the secretary and Fed 
chair.

The pandemic crisis has highlighted long-
standing disparities across the U.S. economy, 
a major focus for Biden and his top advisers. 
The unemployment rate for Black workers, 
who have a disproportionate share of lower-
wage jobs and union membership, was double 
that of their White counterparts during much 
of the past 50 years — in part because the Fed 
has historically tightened monetary policy 
just as the benefits of economic growth began 
to reach lower-income workers.

Powell has overseen the adoption of 
a new framework for monetary policy, 
incorporating a more inclusive assessment 
of the labor market and a pledge to allow 
inflation to overshoot a 2% target to make 
up for prior underperformance. He’s 
also pledged a gradual trajectory for the 
withdrawal of monetary stimulus as the U.S. 
economy recovers from the pandemic — 
moves that have been applauded by many 
Democrats.

“If President Biden was asking me — which 
he isn’t — I would advise to keep Jay Powell in 
place,” Alan Blinder, a former Fed vice chair 
appointed by President Bill Clinton, said 
Wednesday on Bloomberg TV. “Not so much 
as a reward for good behavior, although you 
could say that he deserves a reward, but just 
for the stability that it represents.”

Financial markets early this year reflected 
rising concerns about an inflation surge as 
the Fed held off from signaling any tightening. 
More recently, Treasury yields have slumped 
as some economic data undershot forecasts.

Democratic Senator Sherrod Brown of 
Ohio, who chairs the Banking Committee, 
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said in a recent interview that Powell has 
rankled Republicans with his own tilt toward 
the issues of inequality and climate. “Don’t 
talk about justice, don’t talk about poverty, 
don’t talk about climate. Don’t talk about 
things that affect Americans,” Brown said in 
summarizing his take on GOP views.

Brown, while refraining from saying if he 
supports or opposes a second term as chair 
for Powell, said his disagreements with Powell 
have been mostly about Quarles, whose 
tenure as vice chair for supervision ends in 
October 2021, and about “how the Fed has 
been too weak on regulation and making sure 
banks behave in a public, reasonable way,” 
including on decisions like stock buybacks.

Quarles has left open the possibility of 
remaining a governor even if he is no longer 
vice chair, given that his board membership 
slot doesn’t expire until 2032.

Senator Elizabeth Warren, a Massachusetts 
Democrat, told Quarles in May that the U.S. 
financial system “will be safer when you are 
gone.”

Clarida’s term as a Fed governor expires in 
January 2022. He has not publicly discussed 
his future at the central bank.

Powell’s term as chair expires in February 
2022.

Biden met with Powell for the first time 
since becoming president last month, when 
the president hosted the nation’s top financial 
regulators in the Oval Office.

On climate change, Powell has pushed 
back against any idea that the issue should be 
a centerpiece of monetary policy, saying it is 
mainly a question for government and elected 
representatives. But he has noted that it has 
implications for the financial institutions the 
Fed oversees, and he did bring the Fed into 
a club of central banks that discusses climate 
change.

As for the current vacancy on the Fed board, 
many White House officials have agreed that 
economists Lisa Cook and William Spriggs, 
both Black, are good candidates, the people 
said.

BANKTHINK

ESG isn’t 
just PR — 
it’s the new 
frontier in risk 
management
By Grace Brasington and Bill Dudley
July 07, 2021

Today, there is much discussion about 
environmental, social and governance issues 
and their societal implications for 2021 and 
beyond. The past year has shown how quickly 
an environmental event can have implications 
for the entire economy. The focus on ESG 
challenges bank executives to identify how 
environmental, social and governance matters 
will be transmitted through the economy and 
affect a bank’s portfolio of risks.

Bankers have been working for years 
to fine-tune their risk management 
frameworks. While ESG issues may represent 
macroeconomic concerns, they can have 
very real microeconomic impacts. ESG risks 
will have an impact on the traditional credit, 
market, liquidity, operational, legal and 
reputational risks that bankers have developed 
risk frameworks to manage.

The focus for bank executives should be 
on ESG’s relevance to risk management and 
financial soundness. This is the prism through 
which bank regulators and supervisors will 
assess banks’ efforts in this area. Put simply, 
ESG is a credit, reputational and supervisory 
risk issue. When a financial institution lends 
money and takes on credit risk relating to 
environmentally or socially sensitive assets 
and/or business practices, the underlying 
assumptions regarding creditworthiness and 
collectability can turn out to be fragile and can 
be upended very quickly. And even under the 
best circumstances, other lenders’ declining 
appetites for financing certain types of 
activities can create meaningful rollover risk.

Enumerating ESG risks
The price of assets supporting repayment 

or collateral securing loans can decline 

rapidly, and well before the loans mature. 
For example, mortgages secured by collateral 
in hurricane zones may become riskier if 
climate change causes an increase in the 
number or severity of storms.

In addition, ESG transition risks may 
result in cash flow disruptions that impede 
the ability to service debt. For example, an 
accelerated transition to green energy or a 
significant price change on carbon emissions 
could result in cash flow shocks to the oil-
and-gas sector from the combined effect of 
greater costs and reduced demand.

In the consumer portfolio, increases in 
flood insurance may interfere with borrowers’ 
ability to repay existing mortgage debt. The 
average cost of flood insurance policies 
increased 11.3% in 2020, and the Federal 
Emergency Management Agency’s Flood 2.0 
changes may result in additional increases 
of up to 25% per year for certain higher-risk 
properties.

Governments may respond to public 
pressure by limiting industrial activities 
that form the basis for loan or investment 
repayment. We see this pressure in the coal 
industry, where there are more than 450 
environmental and community lobbying 
groups pressing for the end of coal finance. 
Other industries previously targeted by 
regulators or advocates include private 
prisons, abortion clinics, factory farms, gun 
manufacturers and retailers, money services 
businesses, foreign correspondent banks and 
oil-and-gas companies.

Lobbying, regulatory and public pressure 
activities aimed at inducing banks to sever 
their financial services access to “disfavored 
(but not unlawful) sectors of the economy” 
were among the stated reasons for the 
promulgation of the “Fair Access to Financial 
Services” rule by the Office of the Comptroller 
of the Currency during former President 
Donald Trump’s term. (That rule has yet to, 
and may never, take effect under the Biden 
administration.)

Laying the operational and regulatory 
groundwork

Regulating ESG has risen to the tops 
of national and international agendas. In 
January 2021, the Federal Reserve formed 
a Supervision Climate Committee and 
Financial Stability Climate Committee to build 
regulatory knowledge of the implications of 
climate change for financial institutions and 
stability. The Office of the Comptroller of 



For up to date and complete coverage go to AmericanBanker.com

FRIDAY JULY 9, 2021 AMERICANBANKER.COM PAGE 14

the Currency has noted that national banks 
and federal savings associations need to 
understand, monitor and mitigate the risks of 
climate change. The Securities and Exchange 
Commission has requested public input on 
ESG disclosures, and the World Economic 
Forum has recommended a global ESG 
disclosure regime.

Although some might believe that ESG is 
mainly a public relations issue, these recent 
regulatory statements and actions show 
ESG is not limited to public relations. We 
believe that focusing on ESG fundamentals 
from the perspective of credit risk and safety 
and soundness is the best way to safeguard 
one’s institution in an environment of rapid 
change.

Questions that need to be asked include:
• Should I continue to lend to clients in 

these industries? If so, under what terms and 
conditions?

• Should my lending be confined to 
facilitating change and adjustment to the 
emerging new regime, or should I continue 
to lend to support the more controversial 
activities of my customers?

• Where does loyalty to my customers end?
• Do I need to establish limits in my 

exposure to sectors that are under increased 
environmental and social pressure?

• Does increased political focus and 
lobbying pressure change the risk profile of 
the economic sectors of borrowers?

• If I choose to exit financing certain 
industries, how would I replace that revenue?

• When exiting industries or relationships, 
how do I deliver the message to manage 
reputational risk?

Regulators expect that risk management 
is a core competency of the commercial 
lending business. This means that the ESG 
impact on credit and revenue risks must 
not just be considered in the C-suite, but 
embedded in business operations. There is 
an important role to play for each of the three 
risk lines of defense, from the business units 
to the compliance and risk officers to the 
audit team.

From a supervisory perspective, bank and 
securities regulators are going to ask three 
key questions that will inform the future 
regulatory agenda for ESG.

• Where are the firms in terms of managing, 
reporting, and properly disclosing ESG 
impacts on credit risk management?

• How do ESG considerations influence 
what constitutes sound lending practices?

• What are the near- and longer-term risks?
While the precise timing and methods 

by which regulators and supervisors tackle 
these questions are still unclear, it is likely 
that they will conduct a series of horizontal 
examinations to compare and contrast 
practices across firms. This horizontal 
examination process will then inform 
their understanding of what constitutes 
best practice and where there is scope for 
improvement. From these reviews they can 
then begin to assess how risk management 
should incorporate emerging ESG issues on 
a sustainable basis. While it is unclear how 
fast regulators and supervisors will be able 
to push this agenda forward, banks should 
anticipate that a clear set of supervisory 
expectations for ESG will emerge over the 
next few years.

This the first of two opinion articles by the 
authors about ESG challenges facing banks. 
Coming next: What regulators will expect.

Grace Brasington is senior managing 
director at Treliant, a financial services 
consultancy.

Bill Dudley, a Treliant regulatory advisor 
and board member, is past president and CEO 
of the Federal Reserve Bank of New York. q
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