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Chapter 10: The Self-Governing Enterprise: Digital
Transformation and the Future of Financial
Institutions

10.1. Introduction

The rapid advance of digital technologies along with the availability of unprecedented
amounts of granular data enable a reinvention of financial institutions as self-governing
enterprises that utilize digital platforms and data as the primary resources basis of value
creation. A self-governing enterprise is defined as an autonomous enterprise whose
action framework is continuously refined by its stakeholders to comply with a
comprehensive set of policies whose observance is verified by a retained third-party
certification authority. While these enterprises retain full autonomy of investment,
operation, and exit decisions, they address their key externalities a priori through self-
governance; the observance of the resulting governance framework is formally verified
by a specialized third-party authority in a “compliance-by-design” approach—i.e.,
before the enterprise starts executing any action.

The self-governing enterprise model leverages digital technologies and a decentralised
finance architecture, combined with compliance by-design procedures verified by a
third-party certification authority, in order to deliver more efficiency, improve access to
finance, enhance stability, and avoid the implicit or explicit subsidies that are normally
required by the existing paradigms. Implementing self-governing enterprises will also
contribute to transform the supervision and regulatory role of central authorities in a way
that incentives a shift from an indirect to a direct model of supervision of enterprises and
their key externalities. The transformation to a self-governing enterprise paradigm is
expected to take some time and it is necessary to ensure that the implemented solutions
are suitable for a sustainable growth during the transition.
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10.1.1. Overview of Self-Governing Enterprises

Self-governing enterprises are defined as legally recognized organizational entities that
exercise significant autonomy within a predefined scope controlled by a trusted
authority.
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Fig 10.1: The Governing Code: Architectural Foundations for Self-Governing
Enterprises and Digital Financial Transformation

Examples of self-governing enterprises include social enterprises, cooperatives, not-for-
profit enterprises, community-driven platforms, public services, global commons, and
foundations. Common characteristics include the establishment of enterprise-governing
codes—the normative principles, contractual elements, and supporting technologies
guiding internal decision-making and facilitating external engagement—and a formal
certification process enabling approval, review, and updates. Such characteristics enable
the custodians of the governing code, whether a national regulator or a community of
peers, to adapt the code, assess compliance, and mitigate malfeasance. Platforms
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facilitate multi-party interaction underpinning self-governance; at the same time, multi-
party relationships necessitate data governance and privacy structures, such as
compliance-by-design, that embed regulatory and policy requirements within data-
sharing contracts.

Self-governance offers the opportunity for the digital transformation of financial
institutions—financial service providers, financial infrastructures, and related actors—
closer to their traditional essence. Financial institutions are self-governing to the extent
that the design of their enterprise-governing code (and its actual implementation)
determines their operational control. Digital self-governing financial institutions operate
as digital taxonomies, are capable of autonomously recommending decisions while
maintaining full decision rights, and design their governance frameworks with external
parties. While the transition to digital self-governing financial institutions remains a
work in progress, self-governing enterprises are establishing the necessary foundations.

10.2. Conceptual Foundations of Self-Governing Enterprises

Self-governing enterprises are digital-age organizations in which autonomy is
maximized in every functional domain and in which the independence of the functional
units—with ownership and decision rights assigned to stakeholders in their
corresponding domains—crucially contributes to coping with a complex and uncertain
environment. Such autonomy in the functions that govern resources facilitates the
application of the principle of automaton in the enterprise’s capital structure, as well as
the cloud-based emergence of the self-governing enterprise itself. Autonomy ensures
that effective and sustainable decision-making remains a localized function of
stakeholders’ needs, interests, and expertise. It constitutes a valid conceptual model of
decentralized, "horizontal" enterprise functioning, going beyond the limited scope of
meso-organization (i.e., meso-network) in the social-business domain.

Decision-making must remain focused on the domain of stakeholders' role and tasks
from a privacy-accountability-amor-tized capital structure perspective in all habitats of
all product/tech-information sub-families. The relevant decision rights are attributed
according to the principles of functional governance embedded in a product-hedonistic
economy. Hence the organization chart is self-sustained, that is, there is no need for a
company structure if a group of person achieves the financial performance and the asset
base of a Ltd company. Data ownership and governance pursue similar views applied to
data. Data belonging and usage ownership will define the cognitive privacy on the data
and the cognitive liability at decision making on data exploitation.
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10.2.1. The Role of Autonomy in Enterprise Functioning

The degree of autonomy varies across enterprises and enterprise systems. A self-
governing enterprise possesses adequate autonomy in respect to its external
dependencies. Self-governing enterprises are, however, not completely independent:
they are largely governed by experienced staff with the necessary knowledge and
expertise to enable sound decisions in respect of the enterprise's operations. In contrast
to self-governing enterprises, digital platforms are typically managed in a less
democratic and more autocratic manner, which is more appropriate in the
implementation of coordination decisions. Yet even in the case of digital platforms, some
areas of operation are delegated to smaller self-governing enterprises. Here, the extent
of autonomy in decision making may be considered a strategic choice aimed at achieving
a trade-off between the efficiency offered by coordination and the adaptability afforded
by self-governance.

In addition to autonomy from other enterprises, the degree of autonomy within an
enterprise system also varies with the nature of the enterprise. In a digital enterprise
platform, an enterprise system consists of the platform owner with all the other
enterprises engaged with the platform. The platform owner may decide to create a new
service, such as Uber creating a bike-sharing service, which competes with other
enterprises engaged by the platform. Here, the extent of access to data on the operations
of the other enterprises impacts the level of trust and goodwill, as well as the enterprise
performance of the platform owner, which in turn impacts the volume of transactions
and possible value created by the platform. Hence, the extent of autonomy of the
platform owner from the rest of the enterprises in the system may or may not be optimal.

10.3. Digital Transformation in Financial Institutions

Financial institutions are going through significant changes as the proliferation of digital
technologies, big data analytics, and emerging software platforms reshape how they
serve customers. Although such developments hold great promise, they also introduce
new risks and pose challenges to regulators and supervisors. The digital transformation
of financial services is fundamentally about making data-based decisions and automating
operations. It involves tweaking existing business models, reengineering back-office
processes, redesigning data architectures, embedding advanced techniques such as
machine learning and artificial intelligence (Al) into analytics and decision-making, and
applying data-based platform themes within financial market operations. To navigate
these transformations and innovations successfully, institutions are investing in new
technologies such as cloud computing, artificial intelligence, machine learning, big data
analytics, and blockchain. Technology strategy is now viewed as a core part of business
strategy.
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The enablers of transformation need to be brought together under coherent platforms.
Supporting platforms can be developed within selected institutions or licensed from
technology companies, financial market infrastructure providers, and others. Institutions
increasingly need to forge strategic alliances or partnerships that create ecosystems with
the potential to deliver enhanced customer experiences. Such alliances, partnerships, and
ecosystems are expected to become even more important over time as authorities start
offering platforms. As the use of platform technologies continues to expand across all
sectors, privacy is an increasing concern for customers. A growing body of legislation is
addressing these privacy issues, with Europe’s General Data Protection Regulation
serving as the most comprehensive example. Operators of data-driven business models
that provide targeted services can comply with privacy requirements by incorporating
privacy by design principles into their operations.

10.3.1. Technological Enablers and Platforms

Digital transformation in financial institutions recognizes technological enablers and
platforms as a foundational component that empowers innovative uses. Cloud computing
provides on-demand computing resources, such as servers, storage, databases,
networking, software, analytics, and intelligence, along with a global network of secured
data centers, with no capital investment. Thanks to analytics and machine learning, these
capabilities are becoming cost-effective, with increasing scalability and elasticity.

Distributed ledger technology offers shared digital ledgers that frequently synchronize
over peer-to-peer networks, enabling transaction data to be stored in a secure and tamper-
proof manner. Smart contracts combined with conventional governance mitigates
information asymmetries and reduces transaction costs. The capability of decentralized
finance ecosystems to provide a wide range of financial services at low marginal costs,
with transparency and no financial intermediaries, attracts significant investor interest.
Buildings as a service offer on-demand use, rental, and purchase options of physical
space over the Internet, while operational networks view around-the-clock availability
of assets for service delivery. Independent electronic marketplaces enable private and
commercial clients to demand and supply products in their own terms at small-scale
transaction cost levels.

10.3.2. Data Governance and Privacy

Consumer data is at the centre of digital transformation in all sectors of the economy. As
enterprises move from traditional operating models into the digital realm, the forces
shaping data governance become more complicated. Consumer data travels across
organisational boundaries along platforms and supply chains. Data becomes available
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not only for consumption, but also for analytics. While privacy concerns continue to
dominate discussion, issues relating to trust and responsible use are equally important.
Regulatory policy plays a larger role in shaping the data governance environment,
particularly in the banking sector, as it attempts to expand the net-benefit of such data
flows. The principle of compliance-by-design means that regulators work with the
enterprise to facilitate follow-up inspections rather than testing compliance through
frictional, after-the-fact inspections.

Regulatory supervision and compliance frameworks evolve into softer, less-disruptive
mechanisms that enable enterprise self-governance. Enterprises design and implement
mechanisms for responsible data sharing and usage — for instance, by demarcating access
to consumer data into private, protected, and public spaces. Data-society-wide changes
in attitudes to privacy, trust, and responsible-use further delete non-policy lurks in
enterprise digital transformation. Life and health insurers digitally transformed their core
life and health datasets into a pan-enterprise platform. Responsive to changing consumer
behaviour, policy, and noise in external worlds, it enabled real-time testing of new
product, pricing, and distribution ideas, as well as analytics-based, low-investment
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Fig 10.2: The Compliance-by-Design Frontier: Scaling Digital Transformation
Through Self-Governing Data Ecosystems and Proactive Regulatory Synergy
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10.4. Regulatory andPolicy Context

Digital Transformation in Financial Institutions is possible only if financial institutions
comply with relevant regulation and policy. Self-governing enterprises enhance the
likelihood of complying, making necessary permissions more achievable, and allow for
regulatory requirements to be embedded in the digital architecture of the institution and
its products. Compliance by design reduces friction in the engagement of financial
institutions with regulators and supervisor, and simplifies the assignment of audit,
supervisory, and certification roles. Trust in intermediaries is built, maintained, and
reinforced through the transparency generated by the data governance and privacy
frameworks adopted, and through certification obtained from trusted external sources.

The wide-ranging and interconnected nature of current and anticipated regulation
impacts all financial institutions across different jurisdictions, necessitating a cautionary
approach. Change is not always conducive to sustaining and reinforcing trust. A simple
shortcut through one oversight area does not compensate for the lack of attention in other
areas of regulatory concern. It is prudent to focus, at an abstract level, on compliance by
design and on the thrust of the emerging approach to supervision, highlighting the
implications that self-governing enterprises create for such developments.

10.4.1. Compliance by Design

Seen from a supervisory or regulatory perspective, a self-governing enterprise adopting
digital technologies for process or service delivery may also be considered the digital
transformation of a financial institution into a self-governing enterprise. The regulatory
and policy implications are rooted in the interactions between these pillars and the
effectiveness of supervision and certification for self-governance of specialized digital
service delivery platforms. For regulatory compliance by design, supervisory focus
moves away from conventional consideration of resource constraints, suitability, or
qualifications of the enterprise and towards preserving the integrity of the data handling,
management systems, and process and service delivery platform. The digitalized
process-or-service-delivery platform becomes a specialized hub for access and delivery
in the corresponding economic space or subspace.

In finance, every technology trend or development, such as artificial intelligence,
distributed ledger technology, or machine learning, raises the question of systemic risk
and normal safety. These considerations need to be turned around. With data that is
verifiable in terms of accuracy, origin, authority, integrity, confidentiality, and usability,
every financial institution potentially becomes a smart bank. The self-governance-ready
data-handling and data-management system becomes the key to confidence and trust. In
fact, instead of risk and trust, system operating conditions are controlled and
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automatically managed by dynamic system-management solutions like smart contract-
based supervision.

10.4.2. Implications for Supervision and Certification

Beyond empowering citizens to maintain control over their personal data, the growing
impetus behind privacy-by-design regimes rests in their value to regulators and market
participants. As privacy becomes an integral part of enterprise digital systems, it also
becomes easier for enterprises to demonstrate compliance with privacy requirements.
Demonstrating privacy compliance goes beyond merely satisfying tick-box regulatory
requirements; it involves embedding privacy requirements in the enterprise’s digital
systems in a manner that enjoys the confidence of external parties, be they market
participants, regulators, or privacy advocates.

As privacy becomes an integral part of a financial institution’s digital systems, fulfilling
a basic supervisory objective becomes simpler. The complex architecture of some
privacy regulatory frameworks, notably the EU’s General Data Protection Regulation,
often appears out of balance relative to the underlying objective of protecting consumers’
privacy. Nevertheless, factors such as the requirement for privacy impact assessments
can deter businesses from undertaking processes that expose users’ privacy. In contrast,
the integration of privacy-by-design systems mitigates those deterrents, in turn
simplifying the supervisory process of ensuring compliance and freeing supervisory
resources to focus on enterprises that are less well position to deliver privacy
compliance.”

10.5. Organizational Implications of Self-Governance

A self-governing enterprise’s organizational architecture reflects its pioneering role in
dedicated mission fulfillment. As the enterprise moves toward its mission, such
autonomous structures, powered by alternative decision rights, distinct systems of
management and control, and diverse mindsets and talent pools, become task-specific.
The underlying governance framework ensures that autonomy is applied constructively
in the best interests of the enterprise and society. The specific governance structures and
management processes involved in achieving missions will vary with the level of
autonomy, the sector, and the type of mission undertaken.

Autonomy implies a different distribution of decision rights and obligations than in
conventional enterprises, with a much higher delegation of authority to tasks undertaken
in partnership with other Helper-orientated enterprises. These structures reflect how
much autonomy has been delegated for a specific mission and the degree to which its
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purpose is embedded in dedicated purpose statements, governance structures, culture,
and systems of management. A self-governing enterprise expands and contracts its talent
pool to suit changing strategic priorities and conditions. Talent acquires and develops
not only what is usually termed hard skills but also the soft skills that are essential for
working in a collaborative environment. Assembling the right mix of soft skills depends
on the prevailing culture, which reflects how effectively the self-governing enterprise
inspires its workforce to be fully engaged and embrace change. The enterprise must
carefully nurture its culture to ensure that employees remain highly energized and
motivated to achieve their common purpose.

10.5.1. Governance Structures and Decision Rights

Governance structures define the rules of enterprise self-governance and represent the
means of establishing decision rights. Analysis is conducted from the perspective of
evidence-based governances, as implemented by specialists from various disciplines
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Fig 10.3: Synthesizing Decision Rights: The Intersection of Top-Down Evidence-
Based Governance and Bottom-Up Operational Heuristics
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who possess both theoretical and empirical knowledge in their subject area. A
juxtaposition of the analyst’s knowledge with that of the operative self-governing
decision makers results in decision rights—the expertise determining the legitimacy and
authority of a decision in a given situation. Specialist knowledge is directed by the best
interest of the enterprise, as defined by the key performance indicators established by
self-governing stakeholders. Specialist knowledge is articulated top-down.

However, knowledge of enterprise operation is spread throughout the enterprise—the
analysts can ordinarily cover only a small part of the operation domain—for example, a
financial supervisor cannot predict how regulatory capital will affect the future
performance of a bank. At the operational level, enterprise governance structures emerge
from the articulation of decisions according to coherence and consistency with
prevailing practice and experience. Decisions are fine-tuned bottom-up, in the form of
rules of thumb or heuristics, with the aim of providing guidance for time-pressured
decision makers in specific situations. These rules of thumb ultimately shape the daily
operational routine of self-governing enterprises, leavies, infrastructure providers and
social-cohesion-enhancing enterprises. Operational decisions should be transgressed
only when absolutely necessary.

10.5.2. Talent, Culture, and Change Management

The autonomy of financial institutions as a self-governing enterprise brings important
implications for talent acquisition and retention, culture and value creation, and
management of stakeholder expectations. The shift in the way an organization functions
calls for different types of profiles and expertise. Roles requiring classic, top-down
leadership approaches, such as Chief Data Officer, Chief Risk Officer, and Chief
Strategy Officer, appear less relevant than tech- and business-related ones (such as Chief
Technology Officer, Chief Marketing Officer, Chief Automation Officer, Chief
Customer Experience Officer, and Chief Audience Officer).

This shift also entails stronger emphasis on practitioner- and tech-related profiles, as well
as on data-based decision making. Therefore, soft skills do not preclude the relevance of
analytical skills and, more generally, of specific know-how. Also, the new emphasis on
automation, technology, and digitalization raises a different tension concerning talent.
Many organizations report increasing difficulties finding profiles that fit the needs of
their workforce, whether in terms of skills or mindset. Such organizations are thinking
of augmenting, instead of replacing, their workforce with bots and are consequently
seeking workers capable of co-existing with automation technologies.
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10.6. Economic and Social Impacts

At the macroeconomic level, the sustainable economic impact of self-governing
enterprises stem from three complementary aspects: efficiency, inclusion, and access to
finance; stability, systemic risk, and resilience. The efficiency impact primarily arises
from the architecture of the underlying technological platform. Those self-governing
digital platforms that effectively apply the principles of privacy and compliance by
design, combined with human-centred data governance, tend to foster agents’ confidence
in sharing and providing their personal data as a monetisable asset for others. Such a
higher supply of data enhances the state of play for data- and information-based
businesses, generating greater opportunities for the provision of adaptive and predictive
services (i.e., wisdom), fuelled by a greater supply of machine-learning models (i.e.,
machine-based efficiency gains). Since those services are usually better tailored to the
needs and desires of the final consumer, their fringe and general price elasticities are also
higher, hence stimulating further demand-side competitiveness.

On the microeconomic level, compliance by design from a self-governing enterprise
perspective helps to tackle the market-building and development financing gaps,
reducing the need for public support programmes. With the advent of powerful adaptive
and predictive visualisation platforms, self-governing enterprises can efficiently operate
in the entire spectrum of market-building and development-financing opportunities,
from the more commercially viable initiatives to the most challenging niches where the
investment capacity of private or public agents is currently lacking. Digital finance,
conceived as finance that is both digital and enabled by the digital transformation of the
economy and finance, becomes the complementary building block for the development
of self-governing enterprises’ potential. Digital finance helps to better allocate the
limited financial resources required for effective market-building, development
financing, and the underwriting of new market-creating business models, equally
facilitating the emergence of new sources of supply for the personal moral hazard
(reputation) capacity.

10.6.1. Efficiency, Inclusion, and Access to Finance

A digital transformation that empowers financial institutions to function as self-
governing enterprises could yield significant economic and social payoffs. While
present-day financial institutions tend to displace wealth through excessive profit-
seeking behavior, self-governing enterprises are designed to create and distribute
financial value fairly among all stakeholders, thereby maximizing society's overall long-
term wealth creation and distribution. The redesign of financial institutions as self-
governing enterprises capitalizes on digital technologies, enabling speedy, highly-
efficient processing and market provision for most traditional financial operations. The
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Internet and associated platforms allow a near-frictionless gathering of large pools of
demand for common financial needs, such as deposits, lending, and insurance. Such
pools of demand support the growth of small- and medium-sized enterprises, meet the
lifecycle needs of middle-income households, support inclusion, provide welfare
services in a fiscally sustainable manner, and facilitate investment that responds to
genuine needs rather than the profit-maximization imperative characteristic of profit-
seeking institutions. Moreover, enabling business processes to be operated with zero or
near-zero net profit can reduce processing costs and the price of savings products and
loans for the broad financial system, as well as make such operations viable for relatively
small pools of demand with greater risk-return mismatches.

Self-governance further enables well-functioning financial institutions to provide market
liquidity, including banking and counterparty risk, for normal day-to-day operations and
emergencies without accumulating large profit cushions, thus preventing the
establishment of systemic risk and contributing to macroeconomic stability and
resilience during shocks. The digital transformation of financial institutions into self-
governing enterprises is underpinned by a digital-societal technology framework that
provides the requisite operating conditions.

10.6.2. Stability, Systemic Risk, and Resilience

Self-governing enterprises, by eliminating principal-agent problems, governance
frictions, and the tendency to over-accumulate market power, are expected to contribute
to a more stable financial system. Moreover, the replacement of narrowly defined
supervisory and regulatory requirements with a comprehensive risk-sharing ecosystem
opens the door for more inclusive provision of financial services. Self-governing public
assets tap into unmet demand for data-supported services in a privacy-preserving manner
without relying on excessive data accumulation and dissemination. Supply-side entry
barriers are lowered as participation requires neither market power nor the use of market-
dominating technology platforms. Nonfinancial market actors are incentivized to set up
self-governing enterprises and authorities, and gain access to resources without relying
on financial-economic intermediaries. Again, this helps to overcome economic and
financial inequalities in a direct manner.

While an economic system based on self-governing enterprises may be more resilient
than the current one, it does not guarantee freedom from systemic crises. A
comprehensive and integrated risk-sharing ecosystem does not make participants
immune to real-sector shocks. However, it enables them to share risks among many
instead of a few. Specific characteristics make such shocks less likely and less
aggressive. Risk indicators provide information on risk emergence, and recovery
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management is effectively organized. Approved self-governing authorities set up
emergency funds that enable rapid action during crises.

Structural Stability Composition

Autonomous Govemance

Emergency Liguidity

Risk-Sharing Fabric

Self-Govermning Assets

Fig 10.4: Structural Stability Composition

10.7. Conclusion

Evolving information technology is affecting the functioning of enterprises, both for-
profit and non-profit. New technological capabilities, together with changing consumer
preferences, are allowing radical organization and operation changes: by becoming self-
governing, enterprises engage directly with their customers and other stakeholders for
decision-making, reshaping their governance structures and sharing the benefits derived
from their activities. In the for-profit world, changing risk-reward profiles are prompting
the emergence of a new class of financial institutions — self-governing enterprises — that
combine the principles of fintech and crowdfunding with those of cryptocurrencies,
offering tools for enterprise and project financing that cover a wider sectoral and
geographical spectrum than traditional banks. The self-governing enterprise approach
paves the way for affordable, easy-to-use, and fair financial products accessible to the
large majority of the population, enabling their nonsystemic integration into the capital
markets, with minimal systemic risk.
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As with many technological innovations, social and economic impacts are ambiguous:
on the one hand, they may further increase activity concentration and capital market
dependence; on the other, they can enhance financial inclusion and access to finance for
smaller players and underserved regions. A differentiated supervision and certification
approach would help protect investors without compromising the benefits of low-cost,
technologically-enabled, and easy-to-access funding sources. The proposed framework
is conceptually sound and supported by recent developments in the IT enabling
environment. Future research should explore the implications of self-governing
enterprises for financial stability and systemic risk.

10.7.1. Final Reflections and Future Directions

Institutions and enterprises conducting custodial functions on behalf of others should
seek a return to their original purpose of promoting an open and fair economy, society,
and environment. Financial enterprises with a self-governing community of stakeholders
can embrace digital transformation as driver of foundational change and prepare to fulfil
their purpose in a fundamentally different mode. A wider adoption of the autonomy and
self-governance paradigm, with an explicit self-governing community stakeholder
structure in customer-facing functions, would enable a much deeper and
transformational digitalization journey in other segments, across other sectors and in the
economy as a whole. Transformational change towards self-governing enterprises across
sectors of the economy is crucial to achieving a sustainable, open, just, and inclusive
new economic order.

Self-governing institutions and enterprises respond to these challenges by placing self-
governance at the core of their structure and operations. In their digital transformation
journey, self-governing companies conducting custodial and intermediation functions on
behalf of others are supported by belongingness to a self-governing community of
stakeholders. Digital technology provides the potential to reach greater efficiency,
inclusivity, and market access as well as higher systemic risk and resilience. Autonomy
and self-governance are complementary properties that enhance efficiency, safety,
stability, and resilience at an individual enterprise level as well as at the level of the
economy and society as a whole.
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