Rotating to the New Core Banking
in the Middle East

SUMMARY
The accelerating pace of innovation and changing
customer needs mean the product-centric approach
common to the architecture of old core bank
systems (CBSs) is quickly becoming irrelevant.
In today’s market, where customers are
totally immersed and used to an always-on
digital experience, banks’ best chance of
survival is to be ‘hyper-relevant’ for their
customers, and to be able to satisfy them with
real-time, compelling and customized value
propositions. This simply isn’t possible with
complicated, customized, legacy CBSs.
A modern CBS, with an agile customer
-centric architecture, enables a truly digital
experience that has the inbuilt ability to satisfy
customers’ changing needs and expectations.
Modern CBSs operate along a gradation
of options:
• The simplest can be hosted on the cloud in
a manner that is secure, scalable on demand,
able to host multiple environments, and
offers a pay-per-user model that removes
the need to purchase hardware.
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• Next, that can evolve from the cloud to
operate on a software-as-a-service model—
where a bank licenses software on a
subscription basis.
• Beyond that, a CBS can have a microservices open architecture (API)—that is,
a structure made up of an array of standalone
services that communicate via a common set
of programming connections, and that can
be integrated with an external ecosystem.
• Finally, a CBS should be ready to integrate
with available business ecosystems and
support development of of the hyperrelevant user experience.

Broadly speaking, banks face two choices
in rotating to the new core banking:

The Greenfield Approach
Build a new, “legacy-free” digital bank with
new technology, aiming to bring it to the
mainstream bank in the future. This can
allow the bank to leapfrog the cultural,
organizational and technology difficulties
associated with transforming legacy
architecture and its organization, test the
system architecture, and expand faster.

The Two-Speed Approach
Rather than start from scratch, banks
can effect a fast process to improve the visible
front-end offering to satisfy and retain the
customer base, and a slower process that
makes the more complex middle- and backend system leaner, more flexible and efficient.
Simplifying the legacy system starts with
recognizing that a CBS is simply a collection
of records. Decoupling—in which certain
functions are removed from the legacy core
system and replaced with more responsive,
flexible add-ons—can be usefully combined
at this point too, with the bank offloading
unnecessary services and processes that
over the years had been added to the core.
The benefit is that the customer rapidly
becomes part of a visibly digital bank,
buying time to revamp legacy infrastructure.

Partnering with fintech companies is also
beneficial: Banks bring trust to the table, while
fintech firms offer innovative solutions that have
the nimbleness to adapt quickly to changing
customer demands.
Although the market for CBSs in the Middle
East is dominated by traditional firms, banks
are interested in the new players’ offerings too,
with a number of initiatives promoting fintech
collaboration and cloud-based service providers
set to establish a presence.
Regulatory issues can be a barrier to change,
but recent developments show regulators in
core markets like Saudi Arabia and the United
Arab Emirates are willing to follow the example
of international regulators, particularly those
in Europe (for example, the Revised Payment
Service Directive or PSD2) as the need for
innovation becomes more apparent. Banks
should prepare to take advantage of the
confluence of talent, innovation and regulatory
reform in the region to effect the transformation
of their core systems now, and should work with
regulators to effect the necessary changes.
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TIME FOR A
NEW APPROACH

Like their counterparts around the world, banks
in the Middle East are beginning the complex
process of transitioning away from their legacy
core banking systems (CBSs).
The reasons are simple. First, the accelerating
pace of innovation and changing customer
needs mean the product-centric approach
common to the architecture of old CBSs
is quickly becoming irrelevant.
Secondly, banks’ legacy systems have been
modified, customized and layered year after
year to address specific issues. That has left
systems carrying far more bulk than they were
designed to handle and has created a complex
spaghetti-like architecture that connects the
core to the rest of the bank’s systems.
The result is a CBS that is inefficient, hard
to scale, impossible to upgrade—which
means the bank lacks the opportunity to
move to a newer version—and slow to react.
In recent years, banks have tried to become
digital, and to fulfill their customers’
expectations by refreshing their internet
banking portals, launching mobile apps
and even redoing the look and feel of their
branches. Some have also started on the
path to become truly data-driven.
While this is commendable, it represents
merely the tip of the iceberg in terms
of what is needed. The real challenge
is to modernize the way the bank operates
and the technology that enables the frontend and—with it—the entire customer
experience and journey of the customers:
the middle- and back-end systems of
the bank.

Banks now understand that in today’s market,
where customers are totally immersed and
used to the GAFA1 experience, their best
chance of survival is to be ‘hyper-relevant’
for their customers, and to be able to satisfy
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them with real-time, compelling and customized
value propositions, either as services and products
or with relationship and engagement styles.
This simply isn’t possible with complicated,
customized, legacy CBSs. A modern CBS,
with an agile customer-centric architecture,
provides a foundation for a truly digital
experience that has the inbuilt ability to satisfy
customers’ changing needs and expectations.

The Decision to Change
While banks understand the need to change,
the decision to embark on a core banking
transformation is difficult. After all, in most
cases the underlying systems still work—albeit
inefficiently—and the capital cost of those
systems has been written off.
A core banking transformation requires fresh
capital, a revised organizational focus, and a time
commitment of 18-36 months, depending on
how complex the legacy system is and the bank’s
vision of its new core. It is also the case that
during that period the bank must contest with
the risks of a slowdown in business and growth.
And the region brings its own challenges
to banks—not least that both the UAE and Saudi
Arabia, for instance, prohibit data on the cloud
from being stored offshore. That is a serious
possible complication given many new core
banking solutions can be cloud-based, giving them
the potential to cut operating costs significantly.
Even though new generation CBSs are evidently
the way forward, executives need to answer
to key questions about them before embarking
on that journey:
• What CBS will best support my digital
transformation and strategic objectives?
• How can I implement it quickly and smoothly
—and without spending a fortune?

2

THE NEXT GENERATION OF
CORE BANKING PRODUCTS

What is a core banking system? In essence
it is a lean, simple system of records that
is surrounded by other modular and scalable
components that are either part of that core
banking suite or, in a best-of-breed approach,
are sourced from different vendors. Each
component has a specific purpose, and each
connects in layers with the core.
The shift from a legacy system to a new
generation system can best be visualized
as a change from a complex ‘spaghetti
architecture’ to a modular and layered
‘lasagna architecture’ where all the
components are connected but independent.
The variety of modules and components
is courtesy of an extremely dynamic CBS
landscape, where innovative fintech players
vie with incumbent software behemoths to
dominate the market—or their niche within it.
The sheer number of options available within
the next generation of CBSs can be confusing
for clients, which is why we recommend
focusing on the following principles:

Modern CBSs operate along a gradation
of options:
• The simplest can be hosted on the cloud in
a manner that is secure, scalable on demand,
able to host multiple environments, and
offers a pay-per-user model that removes
the need to purchase hardware.
• Next, that can evolve from the cloud to
operate on a software-as-a-service model—
where a bank licenses software on a
subscription basis.
• Beyond that, a CBS can have a microservices open architecture (API)—that is,
a structure made up of an array of standalone
services that communicate via a common
set of programming connections, and
that can be integrated with an external
ecosystem.
• Finally, a microservice-build architecture
that delivers the full suite of CBS options.
These features make next-generation systems
faster and more flexible than the legacy
systems they replace. Using a service-based
model also means banks pay only for the
services they use or the customers they have,
which lowers fixed costs.

FROM A SPAGHETTI…

…TO A LASAGNA ARCHITECTURE

The impact of a change request from the business spreads
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The impact of a change request from the business is clearly
identified and touches one or several layers independently
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HOW A CBS CAN
ENABLE STRATEGY
The CBS must be a reliable and efficient system of records able
to feed, enable and sustain the personalization and customization
offered by front-end customer engagement systems. That means
the selection of a CBS depends not only on IT considerations but
must also include strong “business” aspects.
In some cases the new system can even help
to enable a bank’s strategy. That is the case
with TymeDigital, a greenfield digital bank
currently majority-owned by Commonwealth
Bank of Australia, and which is set to launch
by the end of 2018.2
TymeDigital’s strategy is to provide
microlending to South Africa’s under-banked
and unbanked population. Doing so profitably
requires high efficiency and low costs.
The solution came from Mambu, a fintech
firm. Mambu offered the bank its cloud-hosted
product on a service model—where the bank
pays a fixed fee per account—and its open
architecture allows the bank to build a solid
ecosystem with a local physical retailer.
This helped the bank to meet its strategy of
offering appealing products to its customers,
and to multiply the physical touch-points
without investing in a traditional network.
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In the Middle East, although the market for
CBSs in this region is dominated by a number
of traditional firms, banks are interested in
the new players’ offerings too.
That is particularly the case as the concept
of the cloud gains traction: with Microsoft
Azure planning to open in the UAE,3 Etisalat
offering end-to-end cloud solutions including
connectivity,4 and Amazon Web Services
planning to open in Bahrain in early 2019.5
The necessary push to the cloud will be felt
when regulators open the doors to it—as has
happened elsewhere in the world.

3

HOW TO MODERNIZE
THE CORE

Before discussing implementation, it is
important to re-emphasize why the journey
to new core banking is not just important,
but vital. It is to enable the bank to become
truly digital.
Ultimately, the goal is a lean, efficient CBS
that is specifically designed to leverage the
vast volumes of data the bank amasses on its
clients to deliver products and services those
customers need—something legacy CBSs are
unable to do. Having vast amounts of data in
a bank’s data lake is no substitute for being
able to use it.
Getting to this stage is not easy. One dilemma
banks face is ensuring they don’t lose their
customers during the implementation phase.
Replacing a legacy system can take years and,
with customers both more demanding and
more able to switch providers than ever,
the price of inconveniencing them can be
high. Another is deciding where to invest first,
and what actions to undertake.
Broadly, there are two options:
• Build a greenfield “legacy-free” bank with
new technology architecture, and with the
idea to test this new architecture and bring
it to the mainstream bank in the future.
• Transform the bank by revamping the legacy
system directly.

Of course, both options can be pursued;
this is something mBank did in Poland,
a country whose banking sector has a record
of innovation.6 mBank merged three banks
into one digital offering; in part that involved
building a new online platform from scratch,
a process Accenture helped enable.7

The Greenfield Approach
When it comes to new CBSs, we have seen
an interesting trend where rather than
embarking on a legacy CBS transformation,
they simply start from scratch by creating
a new digital bank.
This greenfield approach has a number
of benefits: firstly, it can allow the bank
to leapfrog the cultural, organizational and
technology difficulties associated with
revising a CBS; secondly, the new digital bank
can be used to test the system architecture
that—if successful—can then be brought
into the parent bank; and thirdly, the digital
bank can be used to expand domestically
and internationally, because it is faster and,
especially if it is a pure digital play,
less expensive.
It takes between nine months and two years
to go live with a digital bank—assuming the
process is well managed—with the advantage
being that the bank’s ongoing business is
not negatively affected. The timescale also
depends on the new bank’s business model
(a purely tailored retail offering is quicker
to market than a fully-fledged bank), the
architecture selected, and the bank’s maturity
and its transformation partner.
Those factors also influence the cost, which
can range from US$20-30 million to US$150
million and above.
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The Two-Speed Approach

The two parts run in parallel, although
the second will take more time to complete,
typically around three years when things
go well.

In Accenture’s experience with global clients
and banks in the region, the pivot to new core
banking is best addressed through a twospeed approach, adhering to a roadmap with
a range of different short-term and long-term
interventions.

The benefit of this transformation journey
is that it meets the needs of both the
customer and the business. The customer
rapidly becomes part of a visibly digital
bank—with all of the benefits that brings—
which buys the bank the time needed
to revamp its legacy core banking
infrastructure.

This approach is useful even for banks that
are already undergoing a digital transformation,
and also helps to deliver the all-important
requirement of having the bank keep its
customers during the transformation.

Success requires commitment from key
stakeholders in areas such as IT and business
operations. These various players must work
together to ensure success, and need to be
prepared to deal with problems if they arise
and to continue running the bank’s day
to day requirements.

It works by planning the transformation
journey to run along two tracks: the first
tackles any transformations that can be
achieved in cycles of six to nine months,
as well as any quick wins able to create
value for the customers, typically related
to front-end changes; the second focuses
on replacing the legacy middle- and
back-end systems.

DIGITAL DECOUPLING AS ROAD MAP FOR THE WISE PIVOT
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Decoupling
At the same time, banks looking to modernize
a legacy CBS can use decoupling—stripping
out, for example, the pricing engine from
the legacy core banking architecture, and
replacing it either with a modern version that
the bank can customize or with a more flexible
modular approach that can be configured
according to customer needs.
This approach allows the bank to quickly
enhance its system without a complete
overhaul, and to provide its customers
with a responsive suite of products and
solutions that help buy time for the more
comprehensive changes needed for
its internal systems.
It also simplifies the core, allowing it to
run more efficiently. And it simplifies the
transformation of the CBS, which—if done
in a non-decoupled way—can prove a
complex, expensive and lengthy process.
Having a lean core with the ability to
decouple different elements also futureproofs the bank, allowing it easily
to replace aspects of its new system
or upgrade them without difficulty.

Partnerships
When fintechs arose, the fear for banks was
that they posed a significant competitive
threat. But it soon became apparent that
although customers value the personalization,
speed and convenience that the digital
experience brings—and with which GAFA
have made them familiar—the trust factor that
banks offer is more important still.

Fintechs also face significant regulatory
and compliance hurdles that comprise an
important barrier to entry—for example, the
capital and liquidity requirements that banks
are compelled to meet are out of reach or
impractical for many smaller organizations.
Given that it can be as difficult for banks
to develop fintech solutions as it is for fintech
companies to develop the trust needed to
become a bank, the solution is partnership:
banks and fintech companies working
together to develop and implement solutions
that better serve customers.
The Middle East provides fertile ground
for such partnerships, with dozens
of software providers offering new core
banking solutions, while the number
of fintechs that can work with banks by
offering bolt-on solutions is even greater.
Fintechs and platform providers in this
region are also helped by the forwardlooking approach of the UAE and Saudi
Arabian governments and their regulators—
for example, the central banks of the two
countries are driving a cryptocurrency project
for settlements, for example;8 Dubai is setting
up its own cryptocurrency for its citizens to
use;9 and the UAE has a Minister for Artificial
Intelligence, whose remit is to drive
the adoption of this key technology.10
Regulators in both countries have also set up
sandboxes to provide a controlled environment
where technological solutions can be tried
out. And both nations have established Hives
where fintechs and others can collaborate—
including globally with other Hives—on
technology offerings.
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ISSUE: AS-IS ARCHITECTURE
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DIGITAL INFRASTRUCTURE

Pricing
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REGIONAL CHALLENGES
AND SOLUTIONS

Linchpin Gulf economies like the UAE
and Saudi Arabia have relatively youthful
populations that are tech-savvy and hungry
for innovation, which makes this region
a particularly favorable environment for
banks to adopt new approaches to digital
transformation. Indeed, some are already
shaping their strategies accordingly: in 2016,
the UAE’s Emirates NBD shook up the sector
when it announced it would invest AED500
million (US$136 million) to digitally transform
its processes, products and services
over three years.11
Along with internal issues, institutions
transitioning to the new CBSs face regulatory
challenges. For example, neither Saudi Arabia
nor the UAE allow customer data to be stored
outside the country, which means cloudbased solutions must be hosted internally.
Consequently, some cloud providers
have set up servers inside Saudi Arabia and
the UAE.That said the overall regulatory space
in both countries is growing more inclusive.

For instance:
• Both the UAE and Saudi Arabia have forwardlooking programs to drive changes within their
economies and societies, and that will have
a ripple effect going forward.
• Both have sandboxes where fintechs and banks
can trial products in a controlled environment.
• Both Saudi Arabia12 and the UAE13 have worked
on allowing US fintech firm like Ripple’s
blockchain-related solutions for cross-border
payments—something which, while not directly
related to new core banking, shows a willingness
to engage further in smoothing the path
towards innovative technological solutions.
Reshaping the regulatory environment takes time,
and the solution is for banks and fintech firms to
cooperate more closely with regulators to inform
and drive the necessary changes. After all, the
regulatory changes seen to date in both countries
are at least in part due to this sort of cooperation.
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An ever-expanding set of digital natives are now entering
the banking industry. These include Google, Apple, Facebook,
Amazon, Baidu, Alibaba, Tencent and other large platforms
like Uber and Airbnb – referred to collectively as “GAFA”
for simplicity.

2

NB: As of July, CBA is seeking to sell its stake to the minority
partner. See, for instance: https://www.afr.com/street-talk/
cba-puts-south-african-business-under-review-sources20180629-h121y2

3

https://gulfnews.com/business/sectors/technology/
microsoft-to-open-uae-data-centres-by-early-nextyear-1.2187826

4

https://www.etisalat.ae/en/biz/smb/smb_digital/cloud_and_
data_center.jsp

5

https://aws.amazon.com/blogs/publicsector/aws-region-toopen-in-the-middle-east-by-early-2019/

6

Banks’ homegrown efforts dominate Poland’s fintech scene,
Financial Times (June 6, 2017). See: https://www.ft.com/
content/a45a1018-09af-11e7-ac5a-903b21361b43

7

Case Study: mBank – managing a three-bank merger
& going digital, IBS Intelligence (June 30, 2014). See: https://
ibsintelligence.com/ibs-journal/ibs-news/c381-ibsj-archive/
c503-ibs-journal-archive-2014/case-study-mbank-managinga-three-bank-merger-going-digital/

8

UAE, Saudi working on a joint crypto-currency, Gulf News
(December 13, 2017). See: https://gulfnews.com/business/
sectors/government/uae-saudi-working-on-a-joint-cryptocurrency-1.2140573

9

Dubai just got its first official cryptocurrency, Business Insider
(October 2, 2017). See: http://www.businessinsider.com/
dubai-official-cryptocurrency-blockchain-emcash-2017-10

10

UAE appoints first Minister for Artificial Intelligence,
Arabian Business (October 19, 2017). See: https://www.
arabianbusiness.com/politics-economics/381648-uaeappoints-first-minister-for-artificial-intelligence

11

Emirates NBD to invest Dh500 million in digital
transformation, Gulf News (June 1, 2016).

12

Saudi Arabian Monetary Authority signs deal with Ripple,
Arabian Business (February 14, 2018). See: https://www.
arabianbusiness.com/banking-finance/389967-saudi-arabianmonetary-authority-signs-deal-with-ripple

13

Ripple, the company behind cryptocurrency XRP, signs
international payment deal with foreign exchange giant
UAE Exchange, Business Insider UK (February 11, 2018).
See: http://uk.businessinsider.com/uae-exchange-rippledeal-fintech-international-payments-2018-2
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