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Executive Summary

This paper makes one claim, applied to UK retail banking specifically. The gap between how fast Al capability grows inside a bank
and how fast that bank's governance of it grows is not a compliance issue. It is the variable that decides which UK banks thrive
over the next decade and which do not survive it. Lloyds, NatWest and Barclays are already spending hundreds of millions of
pounds closing that gap, because the alternative, measured in the £1.17 billion UK Finance recorded in fraud losses in 2024 alone,
is not hypothetical.

The Premise: The Gap Is The Danger, Not The Al

In October 2023, a group including Turing Award winners Yoshua Bengio and Geoffrey Hinton, alongside Stuart Russell, Daniel
Kahneman and more than twenty other senior Al researchers, published a consensus paper in the journal Science on the risks of
advanced Al. Their argument was precise. Al capability and autonomy are increasing rapidly. Companies are shifting toward
systems that can act and pursue goals with reduced human oversight. Governance is not keeping pace with that shift. The danger
they describe does not come from Al itself. It comes from the widening gap between what a system can now do on its own and how
closely anyone is still watching it.

That paper is about safety and governance at a societal scale. It does not comment on corporate strategy, and | want to be precise
about that rather than overstate its relevance. What it gives this paper is not a business endorsement, it gives us the mechanism.
Capability grows. Autonomy grows. Oversight does not grow at the same rate. The gap between those lines is where damage
happens, whichever scale you are looking at, and in UK retail banking it is now visible in the same institutions moving from rule
based fraud systems, which wrongly decline large numbers of genuine transactions, toward adaptive Al systems that decide in
under a second with far less built-in human review.

This is the basis for the claim in the title. Thrive or die is not a slogan layered on top of the argument. It is the plain consequence of
the mechanism. A firm that builds governance at the same pace it builds Al capability closes the gap and survives it. A firm that lets
capability outrun governance does not get a soft landing. History already shows what that failure looks like when the underlying
capability was digital and connected rather than Al and autonomous. It looks like Kodak. It looks like Blockbuster.

Thrive Or Die: The Pattern In Companies That Did Not Close The Gap

Kodak and Blockbuster are usually told as stories about missing a trend. Looked at through the gap mechanism, they are
something more specific, cases where the company had the capability internally, had time to act on it, and still let the gap between
what it could do and what it was willing to change grow too wide before closing it.

Kodak invented the first digital camera in 1975 and its own internal research predicted by 1981 that digital would eventually replace
film. Kodak had the capability decades before its collapse. What it did not close was the governance gap between that capability
and a business model still built entirely around film margins. Every digital product Kodak launched was positioned as a companion
to film rather than its replacement, because closing that gap meant threatening the profitable core. The company filed for
bankruptcy in 2012, thirty seven years after it had already built the technology that ended it.

Blockbuster was offered the chance to buy Netflix outright for fifty million dollars in the year 2000, when Blockbuster held over six
billion dollars in annual revenue and nine thousand stores. Its leadership saw a small, unprofitable company and declined. What
they failed to see was the same gap, a digital delivery capability accumulating quietly while governance and decision making
stayed anchored to the physical store model. Blockbuster filed for bankruptcy in 2010, having eliminated close to eighty four
thousand jobs in the collapse.

Both companies prove the same point this paper makes about Al. The danger was never that they lacked the capability. The
danger was a governance gap that let a known, capable threat sit unmanaged for years until it was no longer manageable. That is
the exact mechanism now playing out inside UK payments and fraud systems, described in the evidence below.

The Evidence In UK Retail Banking: Firms Already Living This Pattern

Three UK banks show different points on the same curve, proving this is not a future scenario but a current, well-funded institutional
response already under way.

Lloyds Banking Group: Investment At The Scale Of A Genuine Core

Lloyds prevented more than £1 billion of fraud in 2025 and has invested £100 million in new fraud technology since 2023, moving
from rule-based fraud engines, which flag large volumes of transactions incorrectly, to adaptive machine learning scoring that
decides in under a second. The bank plans more than 1,000 new Al-related roles in 2026 and attributes a material share of an
estimated £50 million in 2025 value to internal generative Al tools, including a system that cuts frontline information retrieval from
nearly a minute to seconds. Lloyds has also completed a nine-month experiment with IBM applying quantum computing to
identifying money mule networks inside transaction data. This is Core and Shell at genuine infrastructure scale, not a pilot.

NatWest And Barclays: Two Different Places On The Same Curve

NatWest partnered with OpenAl in 2024 to upgrade its Cora chatbot into what it calls Cora+, and reported around a 150 percent
increase in customer satisfaction scores for chatbot interactions handling more complex queries than the original bot could
manage. Barclays has taken a more targeted governance approach, deploying Al specifically to identify and disrupt money mule



networks, a form of fraud that recruits ordinary people, often young or vulnerable, to move criminal funds through their own
accounts. Both are legitimate responses to the same pressure, UK Finance recorded £1.17 billion stolen through authorised and
unauthorised fraud in 2024, but they show that closing the gap looks different depending on which part of the business is most
exposed.

UK Retail Banking In Three Horizons: The Gap Closes Or It Does Not?

If the gap between capability and governance is the real variable, then each horizon below has two outcomes, not one. These are
deliberately stated as firm positions, not hedged possibilities, because a board conversation needs something to agree or disagree
with.

Two Years: 2026 To 2028

What happens everywhere: agentic Al becomes standard in fraud detection and customer service across the major UK banking
groups.
» Thrive path. Banks separate customer-facing Al governance from transaction-level Al governance, since the Lloyds and
NatWest examples show these require entirely different oversight models and risk tolerances.

* Die path. Banks govern all Al deployment under one generic innovation process, and either move too slowly on fraud, where
speed matters most, or too fast on credit decisioning, where explainability matters most, because one governance model cannot
serve both.

Five Years: 2028 To 2031

What happens everywhere: proprietary fraud and credit decisioning infrastructure becomes a genuine strategic asset, not just an
operational cost.

* Thrive path. Banks that built proprietary fraud and credit decisioning cores, in the Lloyds pattern, begin licensing that capability
to smaller UK banks, building societies and fintechs who cannot build it themselves, opening a new revenue line the way
BlackRock did with Aladdin in asset management.

 Die path. Banks that only bought off-the-shelf Al fraud tools without building institutional expertise underneath them remain
permanently dependent on vendors, with no defensible core of their own and no ability to differentiate on trust or speed.
Ten Years: 2031 To 2036

What happens everywhere: the distinction between a bank and a financial data and trust platform narrows, following the pattern
already visible in Ant Financial's Alipay in China.

* Thrive path. The banking licence becomes one component of a much larger data and decisioning business, and the thriving
institutions are valued accordingly.

* Die path. UK banks that never closed the gap become processing and balance sheet utilities behind fintech and Big Tech
customer relationships, technically still banks, but no longer the party the customer believes they are dealing with.

What | Am Recommending To UK Retail Banking Boards

» Separate Al governance for customer-facing systems from Al governance for transaction and credit decisioning systems, rather
than running both under one committee.

* Track fraud loss and fraud detection rate together as a single board metric, since UK Finance's £1.17 billion 2024 fraud figure
shows the industry is still losing the fraud arms race in aggregate even as individual banks report record prevention.

* Treat agentic Al in fraud and payments, of the kind Lloyds is now deploying, as requiring the same kill switch and audit trail
standard this paper argues for at board level generally, since these systems already act with reduced human oversight in
exactly the way the Bengio and Hinton paper warns about.

Conclusion

UK retail banking is not choosing whether to close the capability to governance gap. Lloyds, NatWest and Barclays are already
spending hundreds of millions of pounds doing it, because the alternative is not a hypothetical risk, it is the £1.17 billion UK Finance
recorded in fraud losses in 2024 alone. Kodak and Blockbuster took decades to find out what an unmanaged gap costs. UK banks
are finding out in real time, one fraud case and one customer interaction at a time, which side of that gap they are on.

Sources: Lloyds Banking Group press releases, Yahoo Finance, Emerj, Klover.ai, DigitalDefynd, Barclays UK Unlocked, UK Finance fraud statistics. All figures current
as of mid-2026, verified at time of writing. This is a first draft prepared for internal board discussion.



