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Part A: The External Battlefield

Porter's Five Forces Meets Al

Michael Porter's framework, designed for analyzing industrial competition in the 1980s, reveals new attack vectors when Al enters
the equation. For financial services, each force has been radically transformed:

Force 1: Rivalry - "Algorithmic Velocity"

Traditional banks competed on branch networks and customer relationships. Today, they compete on algorithmic velocity—who
has the fastest, most accurate Al systems.

The New Competitive Dynamic
Old World: Bank A had 500 branches vs. Bank B's 300 branches = Bank A wins market share

New World: Bank A processes loan applications in 11 minutes using Al vs. Bank B's 3-day manual review = Bank A captures
73% of time-sensitive small business loans

This shift creates a winner-take-most dynamic. The bank with superior Al doesn't just win incrementally—it compounds its
advantage. Better Al » More customers — More data —» Even better Al. The feedback loop is brutal for laggards.

Metric Traditional Leader Al-First Challenger Impact

Loan Approval Speed 2-5 business days 15 minutes (automated) 95% faster

Fraud Detection Rate 82% accuracy (rule-based) 97.3% accuracy (ML) $450M saved annually
Customer Service Cost $8.50 per interaction $0.12 per interaction (Al) 98.6% cost reduction
Trading Execution 180 milliseconds (human) 0.3 milliseconds (algo) 600x faster

The implications are stark: speed has become the new moat. Banks that can't match algorithmic velocity will bleed market share
to those that can, regardless of brand strength or historical dominance.
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Force 2: New Entrants - "The Barrier Paradox"

The Al era creates a paradox: barriers to entry have simultaneously risen and fallen. At the application layer, barriers have
collapsed. At the foundation layer, they've never been higher.

The Barrier Paradox in Action

Low Barrier (Application Layer): A three-person fintech can build a robo-advisor using OpenAl's APl in 6 weeks. Total cost:
$50K. They can compete with wealth managers charging $500K annual minimums.

High Barrier (Foundation Layer): Building a Bloomberg-GPT equivalent requires $100M+ in compute, proprietary financial
data from decades of collection, and a team of 200+ ML engineers. Only a handful of firms can compete here.

This bifurcation matters. Traditional banks face threats from two directions:

¢ From Below: Hundreds of nimble fintechs using commoditized Al to attack specific niches (payments, lending, wealth
management)

e From Above: Tech giants (Google, Amazon, Apple) with massive data assets and Al capabilities entering financial services

Force 3: Supplier Power - "The Compute Cartel"

Al has created new kingmakers. Financial institutions now depend on:

Supplier Dependency Lock-In Risk

Nvidia (GPUs) Training large models HIGH - 90%+ market share
OpenAl/Anthropic Foundation models MEDIUM - Alternatives emerging
AWS/Azure/GCP Cloud compute HIGH - Multi-cloud costly
Bloomberg/Refinitiv Financial data feeds EXTREME - Proprietary data

The concentration of Al infrastructure creates strategic vulnerability. When Nvidia experiences supply shortages, every bank's Al
roadmap stalls. When OpenAl changes pricing, margin structures across fintech collapse overnight.

Smart institutions are hedging through:

e Building internal ML capabilities (reducing OpenAl dependency)
e Securing long-term cloud contracts (locking in pricing)

e Investing in alternative data sources (breaking Bloomberg's moat)
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Porter's Five Forces: The Synthesis

When we map all five forces together, a clear picture emerges: the finance industry is experiencing compression from multiple
directions simultaneously.

The Pressure Matrix

* Rivalry Intensifies: Algorithmic velocity creates winner-take-most dynamics

o Barriers Bifurcate: Easy to enter at app layer, nearly impossible at foundation layer

¢ Supplier Power Concentrates: Dependence on Nvidia, cloud providers, and data monopolies
¢ Buyers Gain Power: Machine customers are ruthlessly efficient price-shoppers

o Substitutes Accelerate: Al alternatives deliver 50-500x cost advantages

Traditional financial institutions face a strategic trilemma:

1. Maintain high margins - Lose market share to Al-powered substitutes
2. Match Al pricing - Destroy profitability with current cost structure

3. Build Al capabilities - Requires massive investment with uncertain ROI

Most are choosing option 3, but execution varies wildly. The next section—the 5 Drivers of Al Maturity—reveals why some
succeed while others waste billions on Al theater.

Key Takeaway: The Defensive Moat

In the Al era, sustainable competitive advantage doesn't come from any single force. It comes from the interaction effects
between them:

e Data advantages (Supplier) that enable algorithmic velocity (Rivalry)
e Proprietary models (Barriers) that create switching costs (Buyers)
o Platform effects (Rivalry) that aggregate supply (Suppliers)

JPMorgan, BlackRock, and Bloomberg understand this. They're not just adopting Al—they're using it to restructure the industry's
competitive architecture in their favor. The case studies in Unit 3 show exactly how.

The Strategic Question: Which of the five forces represents your biggest vulnerability? And

which represents your best opportunity for Al-driven defense?
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Part B: The Internal Engine

The 5 Drivers of Al Maturity

Porter's Five Forces tells us where competitive pressure is coming from. The 5 Drivers framework tells us how organizations
respond—which specific Al capabilities unlock which business outcomes.

Most finance executives think about Al adoption as a binary: "Are we using Al or not?" This is dangerously simplistic. What
matters is which Al capabilities you've mastered and how deeply they're integrated into value creation.

The 5 Drivers Framework

Data Force: Converting "dark data" (unstructured docs, emails, PDFs) into structured intelligence
Compute Force: The cost and scarcity of inference at scale
Multimodal Force: Processing vision, voice, and documents—not just text

Agency Force: Moving from "chatbots that read" to "agents that do"

o~ N E

Economic Force: The collapsing cost of intelligence creating deflationary pressure

These aren't independent variables. They compound. A bank that masters all five doesn't get 5x advantage—it gets 50x
advantage through multiplicative effects.

Driver 1: Data Force - "Dark Data Awakening"
The dirty secret of finance: most valuable information is trapped in formats Al couldn't access. Until recently.
The Dark Data Problem

Before Al, financial institutions had:

e Millions of contracts locked in PDFs

Decades of analyst notes in proprietary formats

e Call transcripts, emails, and meeting notes—unstructured and unsearchable

Market intelligence trapped in Bloomberg terminals, manually consumed

Estimated Value: $2.3 trillion in "dark data" across global finance (McKinsey, 2024)

The Al breakthrough: technologies like vector databases, embeddings, and retrieval-augmented generation (RAG) can now
convert this dark data into queryable, actionable intelligence.

JPMorgan's COiN system exemplifies Data Force mastery. They transformed 12,000 annual commercial credit agreements—
previously requiring 360,000 lawyer-hours to review—into structured data that Al can analyze in seconds. This isn't incremental
improvement. It's unlocking latent value that was economically inaccessible before.
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