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FinTech sector and banking business:
competition or symbiosis?

Abstract

Introduction. The rapid development of the digital economy at the national and worldwide levels in recent decades has accelerated
processes of transformation of financial systems and led to financialiation of the global economy.

FinTech companies operating in the financial market represent a new, quite special category of parabank institutions. They are
characterised by the implementation of modern technologies to develop and provide traditional financial services. It would not be
possible to provide such services without the Internet and digitalisation, compatibility of electronic devices, including hardware
and software, nor would it become possible without new experiences, skills and consumer confidence. This is a kind of analogy
with search engines that have changed the architecture of the market and mediation and led to the transformation of business
models of financial market entities, in particular banks.

Purpose. This paper presents the results of the possibility of providing financial services without banks. It determines the main
aspects of competition and directions of combining FinTech and banking.

Methods. In evaluation the FinTech and banking sectors, the authors have used statistical monitoring, as well as dynamic,
comparative and structural analysis.

Results. The results of the study show that FinTech allows creating new services that are not provided by traditional financial
intermediaries. It has been proven that the limits for FinTech companies to avoid banking rules and regulations are expanding,
and it is becoming increasingly difficult to prove that this is happening beyond the law or outside the law. An analysis of the
global trends in the development of the FinTech industry has shown that the volume of investments in this area in 2018 was
USD 111.8 billion, which is almost 6 times more than in 2013. The authors examine the main forms of interaction between banks
and FinTech companies. Basic models of banks’ participation in the creation of FinTech companies are substantiated. The
authors of the article have analysed characteristics of the largest FinTech accelerators, identified and characterised the main risks
and opportunities relating to FinTech for the banking and consumer sectors.

Conclusions. The presented paper reveals the modern trends in FinTech development. They should be taken into account in
defining the key determinants of the transformation of the banking sector in relation to the formation of new business models of
banks with regard to the challenges of digitalisation.
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Technologies
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MONEY, FINANCE AND CREDIT

CekTop thiHaHCOBUX TeXHONOri i 6aHKIBCbKUIA 6i3HeC: KOHKYpeHLia a6o cum6ios?

AHoTauif. Y ctatTi npegcTtasneHo pesynstati gocnigkeHHs sBnnuey FinTech-iHAycTpil Ha po3BUTOK GaHKIBCbKOro 6i3Hecy.
ABTOpamMun po3rsiHYyTO OCHOBHI hopmun B3aemMop;i 6aHkiB i FinTech-komnanii. O6r'pyHTOBaHO OCHOBHI Mopeni yyacTi 6aHKiB y
cTBOpeHHi FinTech-komMnaHiin. MpoaHanizoBaHo xapakTepHi pucun Hanbinblmx 6aHkiBCbkux FinTech-akcenepartopis. BusHaveHo
Ta OXxapaKkTepn3oBaHO OCHOBHI PU3NKN 1 MOXXIMBOCTI 15t 6aHKIBCbKOMO Ta CMOXMBYOro CEKTopiB, siki Hece FinTech. [loBeaeHo,
Wwo TeHAeHUii po3suTKy FinTech cnig BpaxoByBaTh Mpu BU3HAYEHHI KIOHYOBMX OETEPMIHAHT TpaHcdopmalii 6aHKIBCLKOro
CeKTopy Lwono hopmMyBaHHSA HOBUX GidHEC-Mopenel 6aHKiB 3 ypaxyBaHHSIM BUKIMKIB L poBisavi.

KnioyoBi cnoBa: 6aHku; 6GaHKiBCbKui 6i3Hec; FinTech-komnarii; 6aHkiBCcbki FinTech-akcenepatopu; iHaHCOBUIA PUHOK;
chiHaHCOBI nocnyry; iHHOBaLinHi (hiHaHCOBI TEXHOMOTIT.

3BepsikoB M. U.
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CeKTop (hMHAHCOBbIX TEXHONOIMIA 1 6AHKOBCKNIA GU3HEC: KOHKYpPeHLMsa nnu cum6mnos?

AHHoOTauma. B ctaTbe npencTaeneHbl pesynstatbl uccnepoBaHus BavsHusA FinTech-uHgycTpum Ha pasBute 6aHKOBCKOro
6nsHeca. ABTOpaMy pPaCCMOTPEHbl OCHOBHble )OpMbl B3aumopencteus 6aHkoB U FinTech-komnanuin. O60CHOBaHbI
OCHOBHble Mofenn yvactusi 6aHkoB B cospaHun FinTech-komnaHuii. NpoaHanm3npoBaHbl XapakTepHble YepTbl KPYMHEMLWnX
6aHkoBckux FinTech-akcenepatopos. OnpepeneHbl 1 oxapakTepu3oBaHbl OCHOBHbIE PUCKU U BO3MOXXHOCTY A1 6aHKOBCKOro
1 NoTpebunTenbCKOro CEKTOPOB, KoTopble HeceT FinTech. [JokazaHa HeO6X0AMMOCTb y4eTa TeHaeHUmMn pa3sutusa FinTech npu
onpeaeneHnn K4eBbIX OETEPMNHAHT TpaHchopmMaumn 6aHKOBCKOro CEKTOpa OTHOCUTENIbHO (hOPMUPOBaHNSt HOBbIX GM3HeC-
Mogenel 6aHKOB C YHETOM BbI30BOB LpoBM3aLmm.

KnioueBblie cnoBa: 6aHkK; 6aHKoBCKMIN 6u3Hec; FinTech-komnaHun; 6aHkoBckme FinTech-akcenepaTopbl; 1HAHCOBLIN PbIHOK;
hrHaHCOoBbIE YCNYrn; NHHOBaLMOHHbIE (PMHAHCOBbIE TEXHOMOMMN.

1. Introduction

Services offered by FinTech companies do not simply du-
plicate existing banking, insurance, investment or payment
services. FinTech creates new services which are not provi-
ded by traditional financial intermediaries. At the same time,
such services are very often identical to those provided by
classical credit institutions (primarily banks), so they can be
considered as substitutes because of fulfilling the same eco-
nomic function. The borders for FinTech companies aimed at
avoiding banking rules and regulations are expanding, and it is
becoming increasingly difficult to prove that they exist beyond
the law or outside the law. Therefore, the possibilities of legal
arbitration and regulation of competitors are expanding.

FinTech plays an increasingly important role in shaping
the financial and banking landscape. Both banks and FinTech
companies that serve non-financial corporations and house-
holds without additional financial investments can afford the
use of financial technologies (Julapa & Lemieux, 2018) [1].

Understanding the features of the functioning of FinTech
companies and identifying the benefits and threats to banks
in the development of FinTech allows to identify key factors
relating to successful implementation of active strategies and
determines the relevance of the study.

2. Brief Literature Review

The emergence of FinTech is primarily connected with the
rapid development of the digital economy in the world. Is-
sues of the development of digital economy and its impact on
the global financial market’s transformation began to be tho-
roughly considered at the scientific level in early 1960’s, along
with the formation of the theories of D. Bell (Bell, 1978) on
the «information economy» and M. Castells (Castells, 2010),
on «network society» or «<network economy» [2-3]. The most
accurate definition of the digital economy was provided by
D. Tapscott (Tapscott, 1996), who is one of the world’s leading
business strategy authority. He defined the digital economy as
an economy based on the dominant application of digital tech-
nology [4]. The American programmer Nicholas Negroponte
(founder of the Massachusetts Institute of Technology’s Me-
dia Laboratory) formulated this concept as «a transition from
atomic processing to bits processing» [5]. Th. Messenbourg
(Messenbourg, 2001) highlighted three main components of
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this concept, in particular: supporting infrastructure, e-busi-
ness and e-commerce [6].

Modern studies on the FinTech development are ana-
lysed in the paper by Aferdita Berisha-Shagqiri and Mihane
Berisha-Namani (Berisha-Shagiri & Berisha-Namani, 2015)
who have identified the impact of information technolo-
gy on the development of the digital economy [7]. A group
of authors, namely V. Ghotgalkar, J. Baltora, M. Kollo,
A. Rosenberg, T. Riley and V. Framlington (Ghotgalkar, Bal-
tora, Kollo, Rosenberg, Riley & Framlington, 2017) note that
digitalization increases consumer surpluses at the expense
of lower prices. It helps manufacturers to maximise profits
by reducing costs and increasing incomes [8].

Challenges of FinTech development and its impact on
the banking sector of the economy is studied in articles by
J. Lerner and P. Tufano (Lerner & Tufano, 2011) [9], R. Levine
(2002) [10], D. T. Llewellyn (2018) [11].

Important trends in current researches on financial inno-
vations development are related to the establishment of in-
terdependencies and partnerships between FinTech compa-
nies and banks (Navaretti, Calzolari & Pozzolo, 2017; Mocet-
ti, Pagnini & Sette, 2017) [12-13], while business models arise
due to technological financial platforms and create new forms
of non-hierarchical community between stakeholders (Tasca,
Aste, & Pelizzon, 2016; Gulamhuseinwala, Bull & Lewis, 2016)
[14-15], and risk management for banks links to the develop-
ment of FinTech (Thiemann, Aldegwy, 2016) [16].

Despite the sufficient theoretical base of research on the
financial technologies development, empirical works are pre-
sented fragmentarily and do not allow to determine the range
of stimulators or dissimulators of banks’ development in terms
of digitalisation.

3. The purpose of the article is to highlight the features of
functioning of FinTech companies and to identify the advan-
tages and threats that banks face in the development of the
FinTech industry. To achieve this goal, the following tasks are
to be implemented: to define the issues the determine the ad-
vantages and threats of the FinTech industry for the banking,
to determine characteristics of the organisation of cooperation
between banks and FinTech companies and to characterise
main directions for the development of financial technologies.

© Institute of Society Transformation, 2019



4. Results

FinTech provide a new opportunity to change the finan-
cial sector, casting doubt on existing business models, ser-
vices and rules. FinTech is a combination of financial and di-
gital services and more individualized technologies with wide-
ly used databases (Big Data). FinTech includes new forms of
mobile payments, virtual currencies (Bitcoin), advanced trans-
actions, B2C and B2B banking, as well as innovations in in-
vestment funds and database management [17]. The feature
of FinTech is that products are developed by companies from
the shadow or half-shadow banking, e-companies which are
not banks, insurance and investment companies or payment
organisations. These companies offer many alternative ways
to access a variety of services, from online transfers to com-
prehensive financial planning [15].

There arise interesting research problems, namely: Is it
possible to lend and borrow without banks? How can new
and old forms of money compete to better meet the various
needs of society? How exactly new technologies in the finan-
cial services market can reduce isolation and promote social
integration? Can businesses rely on crowd sourcing, and then
finance also crowd funding without the need of using bank’s
services? As so in the digital age, can we interact with new
self-organising and autonomous companies that work without
human intervention based on software? [14]. What new risks
arise in this case and can them destabilise the financial sys-
tem? Obviously, all these questions require a qualitative, ho-
listic and integral analysis of the micro and macro environ-
ment [16].

In 2018, 39 FinTech «unicorns» (similar to «dragons» and
«tigers») were estimated at USD 147.37 billion. The most
prominent representatives of FinTech companies in the year
were TransferWise (USD 1.6 billion, United Kingdom), Revo-
lut (USD 1.7 billion, United Kingdom), MONZO (USD 1.27 bil-
lion, United Kingdom), No.26 (USD 2.7 billion, Germany), Klar-
na (USD 2.5 billion, Sweden), Stripe (USD 20.3 billion, USA),
NUbank (USD 4 billion, Brazil), LU.com (USD 38 billion, Chi-
na), Toss (USD 1.2 billion, South Korea), PAYTM One97 (USD
10 billion, India) and others [17].

Attention should be paid to the growth of investments in
the development of FinTech (Figure 1). The focus of the dis-
cussion is on the replacement of legislation with computer
software.

However, this problem was described earlier as «Order
despite Law», where the law was replaced by other norms, for
example social norms or norms related to certain industries or
communities. While the law may impose sanctions on impro-
per ex-post behaviour, the software programs desired ex-ante
actions or do not allow violating the standards or values that
were laid down in its design by the programmer.

This problem has been described in the literature as a
contrast of regulations and software: «law as a rule vs. law
as a code». An example is Digital Rights Management (DRM)
software that regulates an access to content. Another exam-
ple, which is often mentioned recently, is Sharing Eco-
nomy, where software not only replaces the law, but
also means critical innovations that affect business
models and the elimination of related organizational
structures [19-20].

Another example is the Bitcoin and its associated
Blockchain technology, which could be a substitute for
the financial market infrastructure and has already been
officially recognised by ESMA and the Bank of England
experts. However, this requires proofs for new «smart
contracts» developed, for example, on the basis of the
current derivative trading method, are in accordance to
MIFID 2 or EMIR security standards [21]. Experts believe
that at the present time we are dealing with a dilemma:
regulations or its absence (restriction) - so, it is a matter
of changing the nature (character) of regulation as it is.

The characteristic feature of FinTech companies is
their participation in the sector of small and medium-
sized enterprises. Like in other sectors of the econo-
my, FinTech industry consists of companies with the
appropriate capital and employees with the necessary
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basic knowledge and project management skills, as well as
startups with barriers that significantly limit the opportuni-
ties for doing business. The first group is represented, for
example, by affiliated companies of global corporations that
have sufficient financial resources from the outset, access
to the parent company’s infrastructure, and products or ser-
vices they create should meet the needs of the organisation
that created them first. Subsequently, the result of the com-
pleted project or part of it can be realised by other enterpri-
ses and units, which makes it possible to receive the rate of
return on investment.

The situation with FinTech startups is slightly different:
creators have only a business concept - yet they lack appro-
priate capital, skills in managing business and, finally, a client
base. Such persons may co-operate with organisations that
support newly created entrepreneurs, including venture funds,
business angels, loan guarantee funds, training centers, pro-
duction and technology clusters, technology transfer centers,
technology parks, business incubators and so on [21].

It should be noted that the described forms of assistance
are used by newly created enterprises from different indus-
tries, and not only from the FinTech sector.

Competition between banks and FinTech-companies re-
garding their cooperation is not new. Nevertheless, new tech-
nologies and technological progressive instruments are cur-
rently regulating demo-shifts towards the alliance of these
competitors. The competition between banks and FinTech
companies has already changed into cooperation in the
FinTech / RegTech ecosystem. Banks with an open and fle-
xible digital architectural system can take advantage of such
cooperation. In terms of FinTech, the tension is based on dif-
ferences in culture and operational processes. Banks have
experience in financial expertise, infrastructure and «stable
customers» bases; FinTech firms are flexible, and they have
an innovative focus on building a future client base [22].

Yet, own banks’ systems cannot fully utilize the digital
ecosystem. Banks are expedient to reorganise their opera-
tions and benefit from reviewing their own positions regarding
consideration of FinTech companies as partners, not compe-
titors.

An alternative to previously presented forms of coopera-
tion may be an assistance of banks. At present, the business
accelerators, which are increasingly being created by banks,
are becoming a very popular form of support. There are four
distinctions that are extremely important for the organisa-
tion of cooperation between banks and FinTech companies.
These accelerators are distinguished from other forms of busi-
ness support by extremely strict selection criteria, a group
of support for business partners, cooperation with initiators
of startups (usually only within 3-4 months) and the need to
transfer part of the shares in exchange for financial support.

Such cooperation can benefit both banks and organisa-
tions implementing innovative technologies in the process of
providing financial services. From banks’ point of view, it is
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Fig. 1: Total investment activity (VC, PE and M&A) in Fintech 2013-2018

Source: Compiled by the authors based on [16]
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important to be able to test and implement the latest techno-
logical solutions that can significantly improve the competitive
position in the future. It is notable that by virtue of the provi-
sions contained in the FinTech and banks’ agreements, the fi-
nal product or service can become the property of the bank at
no extra cost, or it can be a purchase, for example, with a high
margin license for a fixed percentage of its value.

It should be remembered that the cooperation between
banks accelerators and FinTech companies is risky. Indivi-
duals who create business structures should be aware of the
fact that they are likely to lose the independence, especially
when the bank becomes a shareholder. In this case, the risk
involves key decisions - the people who control the accelera-
tor can have a different vision of the business than its creators,
which will result in the exclusion of business partners from the
decision-making process.

The risk is also borne by a bank, which, having created an
accelerator, marks investment projects with own brand. Thus,
his reputation, public trust and credibility may be affected if
the supported organization creates a product, found to be de-
fective or does not meet the expectations of either a bank or
a customer. Equally important is the financial aspect - bank
managers predict a certain rate of return on investments in se-
lected startups, and then they correlate with the financial ef-
fect of the stakeholders (especially shareholders).

Credits can be a safe alternative to creating accelera-
tors by banks, but it should be remembered that accelera-
tors of business ideas give access to managing bank gover-
nors, they give bank employees access to cutting-edge tech-
nologies and the ability to create an image as one of competi-
tive advantages.

It is important to count on the features of accelerators as
objects for FinTech branch support. The form of such coope-
ration is not standardised. Therefore, various financial institu-
tions can form it individually, as presented in Table 1.

An element of the joint proposal for the reviewed institu-
tions is an access to a wide range of training, seminars and
mentoring. Each of them emphasizes the individual nature of
the assistance, in addition to providing general subject know-
ledge, as well as project management skills based on the
analysis of the needs of each team representing a patented
business idea for those who form FinTech companies.

Tab. 1: Features of the world’s biggest banks’ FinTech accelerators

It should be noted that FinTech companies offer their cus-
tomers much cheaper products than traditional banking ser-
vices. In addition, FinTech companies apply innovative risk
assessment methods: from analysing their clients’ behaviour
based on social networks and up to machine-learning algo-
rithms [24]. The use of new business models allows para-
banks to operate without the obligation to comply with regula-
tory requirements imposed on classic banks.

Representatives of the banking and capital markets sec-
tors perceive the high rates of technological change as a threat
to growth prospects. Thus, 83% of traditional financial service
providers believe that they are threatened by a loss of busi-
ness that can go to competitors - companies in the financial
technology segment. The greatest pressure from the financial
and technological companies will be subjected to segments of
banking operations and payments. Traditional financial institu-
tions are afraid that FinTech companies can absorb up to 28%
of the market by 2021. Banks themselves estimate the loss
of business in favour of FinTech at 24%, asset management
company at about 22%, and insurers at 21% [25]. Table 2
shows the risks for banks related to FinTech operations.

While FinTech is still developing, it is expected that it will
determine the future of the financial services market, while at-
tracting people, who have not yet been clients of such servi-
ces or have used them insignificantly. The success of FinTech
is determined by a low margin, the need to invest in expensive
assets, innovation, easy scalability and optimization of com-
pliance [28].

In the cases of further FinTech development, key steps
for banking business-models may consider applications that
allow other companies to participate in the value chain for
a client. This will facilitate the adaptation of banks to mar-
ket conditions in which the legislator itself encourages com-
petition from other actors, for example, in the payment ser-
vices market.

Banks can benefit greatly from opening application pro-
gramming interfaces (API), as it becomes possible to integrate
third-party services within their own platform. Banks can be-
come a source of innovations, the so called FinTech enablers,
and take on some of the innovative services previously pro-
vided by other companies - links in the value chain. Thus,
the strategy of cooperation, and not just competition, may
bring many benefits to banks. Such types
of system platforms for innovative custo-
mer service «one-stop-shop» already exist
in some banks. FinTech companies can
also expand their market share through

Accelerator Bank Call for Financing Terms of Area ' .
applications cooperation collaboration with banks, the development
Barclays Once up to USD 120,000 of a new customer approach, the innova-
Barclays - 13 weeks g : ’
Cvcglfs'e;::‘g’; a quarter E°pr :‘OTJQS”S%’OSE;BS tive use of infrastructure (Cloud Compu-
Startup Wells ) for a minority s’,hare 6 months ting) and da.tabases, (,Blg Data).
Accelerator | 72r9° ;W'ec: obal The main condition for banks to suc-
DBS DBS year individual g ceed is the cooperation of old and new
Accﬁ'erator 5000 13 week market players, which ultimately benefits
gorcea up to EUR 130, weeks both parties. While in previous years banks
tartup Nordea on for a minority share X .
Accelerator a quarter perceived FinTech startups as a threat,
Catalyst Société a without financing India they currently support a strategy of coope-
.y 13 weeks . s . K
Génerale ration within the framework of innovative

Source: Compiled by the authors based on [23]

business models.

Tab. 2: Threats and opportunities for banking sector arising from FinTech

Areas of Threats Opportunities
influence
Consumer confidentiality and data security; provision of highly specialised banking services;

sector lack of continuity in banking processes;

unacceptable marketing practices.

reduction of transaction costs;
acceleration of banking processes.

Banks and strategic risks and profitability risks;

system high operational risk;

third parties management risk;

protection and data protection regulation;
terrorism financing risk, money laundering risk;

Source: Compiled by the authors based on [26-27]

.
.
.
.

banking e increasing the relationship between financial parties;
.
.
« compliance risk includes the failure of consumer

¢ liquidity risk and banks’ financing sources volatility risk.

improvement and more effective realisation of
banking processes;

innovative use of data for marketing

e and risk management purposes;

potential positive impact on financial stability due
to increased competition;

RegTech.
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5. Conclusions

The transformation of banking in the context of the ra-
pid development of the FinTech sector involves the creation
of new business models by banks. During 2018, contact-
less payments, biometric technologies and artificial intelli-
gence were among the main trends in the development of
FinTech. In 2019, the following trends based on FinTech are
envisaged: spread of Blockchain, mobile payments, artifi-
cial intelligence, voice technologies, regulatory technologies
(RegTech), personal robotic assistance (PRA), cloud techno-

MONEY, FINANCE AND CREDIT

logies, payment services directive 2.0 (PSD2) and initial pub-
lic offering (IPO).

Recent trends are already changing the economy, espe-
cially phenomena such as cognitive economy, sectoral con-
vergence, mobile solutions, crypto-currencies and decentra-
lised virtual settlements (Blockchain-based). The most suc-
cessful in the future will be banks that have changed their
business models, using the opportunities provided by finan-
cial technologies. Banks will either accept digitalisation or
lose their own customer base.
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