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4.3.2 Prerequisites for success

Emotional intelligence to partner and new business models were seen as success factors for

fintechs in the changing landscape by many of the interviewees:

“Times where a single player in the industry can create something successful alone are
gone. -- Those able to bring out solutions that make customers’ life easier will succeed,
given that they 've managed to partner with banks to create business models where banks

benefit as well.” (Interviewee 2, author’s translation).

“I think there's always there's always people who were arrogant enough to think that
we can just do the stuff on their own. I think from a FinTech perspective there's a
increasing realization that this isn't about them creating every product. This is about us
as an ecosystem in the marketplace to actually allow customers to have better choice. -
- [ really think fundamental to this is that it’s not just about going like, well do we have
an API, can we integrate the thing, this is about fundamental transformation of business
models. And actually if you're at the point where you have enough emotional intelligence
that actually you can start thinking about really disrupting your business model, then
you're in a situation where you're probably going to survive the next 25 years of major
disruption to the financial services organizations, because I honestly think that's the

only way that they will.” (Interviewee 3).

Possible partnerships between techfins and traditional financial organizations as well as
techfins and fintechs were mentioned. Half of the interviewees expressed that banks as we
know them could mainly be seen as a platform or commodity in the future, leaving little if

any upside for them:

“You get into the kind of dichotomy of who's the services and who's the plumbing, like
who's distribution, who’s manufacturing. If the banks get pushed into that partnership
place where they’re purely manufacturing products, they're going to really suffer. -- If
you never see your customers because you've been disintermediated through another
player, and then your ability to do cross-sell and upsell is dead. And if that’s dead then
universal banking is dead. And it becomes a low-cost commoditization utilization play.”

(Interviewee 3).
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“Banks are losing customer control, and that's always an essential thing for any

company.” (Interviewee 5).

“It might be that in some period of time the smart players will see banks as a kind of
operating system, a platform, where solutions are created by third parties.”

(Interviewee 2), author’s translation.

“Banks are going to be a commodity. -- So this means that companies like Facebook or
even my start-up can build on top of these banks and create their own products they can
create their own products. From my point of view the banks as we know now are going
to change. They're going to leave the retail market to all these kinds of companies
because banks also recognize that they're not good in tech products or to have a very
customer centric approach. They're going to leave the retail market to other companies

while they're going to focus their self on investment banking.” (Interviewee 1).

Fintechs having already stepped into the regulatory space and big technology companies

providing tooling, partnerships between techfins and fintech were seen plausible:

“Fintech challengers could be better strategic partners for the big non-fs digital players
then the banks could be. So in that scenario we're again talking about who does product
manufacturing or who does product distribution. The people with the biggest community

should always be doing distribution.” (Interviewee 3).

“Big techs have big sets of tooling and stuff that you can use to create other value-added
services. So in that respect, small fintechs will have much quicker access to toolboxes,
to hosting. -- You could just start experimenting with the minimum viable product and
it shouldn't cost that much. -- So I do think that strategically, the new fintechs will turn
to those companies quicker than they will to traditional advice because the most fintechs
are in the end ICT company, so they need they need to build something and they need

tooling.” (Interviewee 5).

“It’s even quite natural for a fintech to partner with a technology giant. -- We're using
their platforms and products so it’s very natural and easy.” (Interviewee 6, author’s

translation).
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Majority of the interviewees felt that the was and is a clear need for fintech companies, which
explains their success. Commonly mentioned success factors included customer experience,

transparency, low cost and agility. Here is what some of the interviewees said on the topic:

“I think that the ability to be agile is part of the success, that quickly move. Where we
find dealing with some of the old banks, their ability to maybe even update the website,
they have policies that takes six months to enact and committee and the committee of
lots of people in this big institution to make a very simple decisions. For the smaller that
they are, the more agile that decision can be made on the spot, it’s not committee it’s a
person. And we find the reaction and ability to turn around is enough lot quicker.”

(Interviewee 4, author’s translation).

“The ones that have grown really quickly from the early days have taken playbooks
from other industries into the backwards industry that we operated in. The ones that are
currently succeeding --, are particularly focused on successfully partnering with banks,
whether it's enabling technologies or alongside banks, which is very much our

strategy.” (Interviewee 7).

“The competitive advantage is that we have the ability to move quicker, the ability to
listen to the customers more and also to create this specific and vertical product. -- The
advantage here is that you can be keep focus on the specific aspects of that user case

and in making a great product.” (Interviewee 1).

“A lot of fintechs are just coming along and going; Hey, we're like you, we 're normal
people. We're going to talk to you like a normal human being, here's the thing that
benefits you and this is how it benefits us as a business as well, so there's like a you
know win-win trade thing here, is this cool? And that for this generation is really sort

of resonating.” (Interviewee 3).

The fact that fintechs are now increasingly getting distribution, was believed to continue to

be important as the landscape is changing:

“The most important thing is how many new customers are they onboarding in a week
or in a month, that might very well be the one criterion that will always show if the

service is good.” (Interviewee 8, author’s translation).
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According to one of the interviewees, it’s good to be first, and that explains a lot of the
fintech success fintech companies had when banks were not doing anything particular to
improve their services. As more people are entering the sector one of the interviewees had
witnessed the fintech focus changing from payments to retail banking to SME space, wealth,
stocks and trade. The majority of the interviewees believed that fintechs are here to stay as

there is still opportunities to take:

“The beachheads of the trends are kind of following each other. All of these value chains
are still opportunities because like mortgages are fucking terrible, so somebody needs
to come on and do that better. But then so is life insurance and health insurance and
savings accounts and proper investments and all of these different things. Personally,
1 think it's like there's so much more opportunity like FinTech is definitely not going to
go away in this space, because there's so many opportunities sort of still left on the

table.” (Interviewee 3).

“I kind of feel like they (fintech challengers) are in there for the journey and as that
generation that started with those early disruptors in this space get older and get more
complex lives, then those challengers are going to get more complex as well.”

(Interviewee 3).

“We are yet to see anything revolutionary, so there is still a lot that could be done. 1
believe PSD2 might bring it as new opportunities arise, but it might take the rest of the

year to actually happen.” (Interviewee 8, author’s translation).

When it comes to surviving the entry of techfins the interviewees commented for example

in the following ways:

“Us, compared to those big companies, we really customize our solution to an
individual company, and Google or Facebook, or whatever, they just provide API's, and
say you come to us, this is how you do it. And that's not what companies want.”

(Interviewee 5).

“I think the small player needs to be good enough to be bought off by the big players,

or to find a small enough sector to specialise in.” (Interviewee 8, author’s translation).

“I’d say that in this initial phase fintechs will survive if they can manufacture their own
end-to-end solution and work with technology companies or platforms such as AWS or

Google. But in practice everyone should in some form work together to bring
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innovation. -- So there is no one way to win or lose the game, but instead there will be
a lot of variation in how services are being offered.” (Interviewee 6, author’s

translation).

“We won't live to fight with them (non-FS big tech), we’ll be a part of their entry because

they will have so much power momentum when they do it.” (Interviewee 7).

While most of the interviewees believed that fintechs are not going anywhere, one
interviewee believed there will be a clear decrease in the number of fintech companies that

is not just explained by a typical start-up scene where not all ideas and concepts survive:

“I personally think we're coming to the end of the hype cycle in FinTech. There may be
more fin techs coming into the market, but unless they're doing something
extraordinarily exciting and disruptive, I think they'll struggle to get capital. -- I don't
see many more fintechs coming. I think the number of fintech starting up will, or

certainly getting funded will decrease.” (Interviewee 7).
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5 DISCUSSION

The purpose of this study was to examine how techfins — big technology companies offering
financial services in addition to their already established businesses — are perceived by
fintech companies, and how fintech companies see themselves as parts of the value chain in
the financial services sector. The main research question framed was: ‘How are established
technology companies such as GAFAM and BAT characterized in respect of entering the
financial services sector, and how are they affecting the value creation strategies and success
factors of fintech companies?’, which was further divided into two sub questions. This
chapter presents the answers to the research questions as well as further discussion of the
results in light of the theoretical part of the thesis. The sub questions and corresponding

answers are as follows:

RQ1. How are techfin companies characterized in respect of entering the financial

services sector?

The study suggests that big technology companies have a strong brand, financing, large
customer base, superior technological capabilities and offer engaging services consumers
are known to love. This puts them in a good position to branch out of their core beachhead
business, and this is why the emergence of techfin companies is expected to have a huge
impact on the financial services industry. Recent data scandals or bad publicity big
technology companies might have gone through is not believed to have had shattered the
trust of consumers in the brands, and the companies are believed to be able to position and
market themselves in a favorable way. The entry of techfin companies is believed to be good
for the development of the industry and it is welcomed by fintech companies. The regulatory
environment is also expected to be welcoming towards techfins, with the biggest give away

being open banking initiatives that open the sector for more competition.

We are seeing the first phases of techfins entering the financial sector, especially in
payments, but the full momentum of techfins is not expected to happen quite yet. This is
accounted for existing business between technology companies and financial service
providers as well as willingness to get to the market without getting into the regulatory space,

which would mean allocating significant amount of resources to handle regulatory
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compliance. Techfins are believed to emerge as technology companies are naturally
extending their business, which could mean fundamentally different solutions or, while of a
less common opinion, their own brands of traditional banking solutions. Techfins are aiming
to create end-to-end journeys, and examples from Asia could serve as an example as to what

Western techfins might look like in the future.

RQ2. How does the emergence of techfin companies affect the way fintech companies

are provisioning their offerings?

The implications for fintechs are largely focused on emotional intelligence to understand
that the future of financial services is more about being a part of an ecosystem rather than
trying to build it alone. All parts of the value chains in the financial services industry are
opportunities for fintech companies, and many areas such as mortgages, life insurance and
health insurance are still waiting to be improved from a customer experience perspective.
While it is not necessary, or plausible, to own the entire value chain, fintech companies will
grow more complex as the lives of their early adopters get more complex through, for
example, marriage and kids. On the other hand, the fintech boom is expected to come to an
end, meaning that the amount of standalone fintechs emerging will decrease as securing
funding will be harder. What will be a possible success factor for the already existing
fintechs, as well as a lifeline for financial incumbent organisations, is to be open to
completely rethink their business models as a part of an ecosystem where techfins are a
prominent player. Fintechs will be a part of techfins entry in one way or another, and we will
see offerings being provisioned in a variety of ways as there is no one way to lose or win.
The following uncertainties affecting the unfolding of future financial services ecosystems
were discovered:

e Are techfins going to benefit from data advantage?

o s there a risk of techfins growing too big and should this be addressed with

regulation?
e Will regulators have authority over techfins?
e  When will mass adoption of open banking happen?

e What kind of a value chain will open banking enable?
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e What will happen to the existing business between big technology companies and
financial incumbents when technology companies start taking more significant steps
in the financial sector?

e Will techfins become fully regulated?

e Will techfins aim to partner with fintechs, banks or both?

e Who is doing what in the ecosystems formed?

e Will banks be pushed to a partnership where they have no upsides and disappear?

This study shows that the implications of emerging techfins are significant for the other
players in the financial services sector. Techfins are already taking steps in the financial
services sector, most prominently in the payments sector, but also in wealth management,
insurance, lending, credit scores and cloud computing. The financial ecosystem as Lee and
Shin (2018) suggested has changed as techfins cannot be categorized mainly as technology
developers but are indeed becoming an increasingly significant element of the financial
sector. Other elements of the financial ecosystem — fintech startups, government, financial
customers and traditional financial institutions — persist. PSD2 and open banking are
supportive towards fintechs (Milne, 2016) but also towards techfins. The opportunity for
these two non-bank players to benefit from open banking is believed to be very similar. This
also serves as evidence of regulators at very least initially welcoming techfins to financial
services industry to mitigate competition concerns. Should any techfin grow too big causing
over-reliance on one large player (KPMG, 2017; Lovells et al, 2017) or the responsibility
for their data is not obeyed (Arnold, 2018b; Binham, 2018; Zetzsche et al, 2017), regulators
are expected to take action. With open banking allowing third parties to expand their services
(Cavallo, 2017), banks are faced with the requirement to change without getting any upsides.
This will be especially true if banks end up in a partnership without the opportunity to cross-
sell and upsell, meaning that their profitability will suffer. Despite the burden of legacy
systems (Nicoletti, 2017), banks have managed to persist. Even though startups are getting
distribution, banks still currently have the majority of customers. This has been accounted
to banks’ long history and security that comes with it (KPMG, 2017). Additional reason
discovered could be the lack of genuinely different options, as many fintech solutions, while
have improved customer experience, are not that groundbreakingly different to make
customers switch. On the other hand, when people do switch, they might never close their

old account, meaning that the incumbent might not know that they’ve lost the customer. This
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would make innovation even harder for incumbents already suffering from timely innovation
processes (Nicoletti, 2017). Fintechs have continued to target distinct segments of the
financial industry (Brummer and Yadav) with different trends in the segment that is being
focused on. The first segment where a lot of innovation was happening was payments, after
which the focus has moved to retail banking and currently a lot of the innovation is
happening in SME solutions. Fintechs will add services around their core service to
accommodate the complexity of the lives of their users, leading to rebundling which
according to Schaus (2016) could pose an even bigger threat to banks than unbundling. The
entry of techfins is welcomed by fintechs as it is believed to push the industry forward and

increase the customer adoption of non-bank solutions.

The success factors for fintechs and techfins are very similar, which is common for
organisations in the same industry (Rockart, 1979). Success factors found for fintechs we’re
all shared with techfins as well. The shared success factors identified are customer focus,
agility, low-cost structure, no jargon, scalability and no burden of legacy. These are
consistent with the critical success factor models introduced by EY (2016) with innovative
and compliance light missing. Possible reason for innovation to not have surfaced in the
study could be that at this point of fintech revolution innovation is given, which is why
interviewees did not think to mention it separately. As for compliance-light, fintechs are
increasingly entering the regulatory space through obtaining various licences or even full
banking licenses. There were additional success factors mentioned for techfins. These are
existing customer base, strong brand, amount of customer data and availability of funds. The
notion that techfins are expected to stay out of regulation and benefit from what they can do
in the financial services industry without becoming regulated, as also noted by Zetzsche et
al (2017), could extend the success factor compliance-light associated with fintechs (EY,
2016; Nicoletti, 2017) to techfins. According to Damyanova (2018) and Zetzsche et al (2017)
the data advantage of techfin companies would give them advantage over the other players
in the financial services sector. The advantage of profiling customers was acknowledged
here as well, but from the fintech perspective this advantage is not as intimidating as it might
be for the incumbents. The increasing consumer trust non-bank financial institutions like
techfins and fintechs have (Bain & Company, 2017; Wyman, 2016) has not been affected by
recent data scandals. The fintech companies interviewed saw no reason why consumers

would not trust techfins, and if any damage to the brand was done, it could be reversed by
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offering solutions consumers truly value. Trust is one of the things fintech companies have
to build from the ground up, whereas techfins will benefit from trust, and other experiences
(Shocker, 2004), initially formed in non-financial relationships with customers, as
mentioned by (Zetzsche et al, 2017), explaining the point gap in trust discovered by Bain &
Company (2017). Availability of funding is a factor that could play a key part in what the
ecosystem will look like, as it is expected that venture capital will not be as readily available
for standalone fintech companies once the hype of fintech evens out. Assessing the success
factors of techfins in the light of the theoretical framework of threat posed by new entry

(Porter, 1979), techfins are in a good position to change the industry structure.

The full force of techfin entry is going to happen over a longer period of time in different
phases as techfins are coming out with financial services and experiences that are a natural
extension of their existing businesses and increase the participation in their own ecosystem.
The fact that fintech companies are applying for banking licenses supports what was said by
Zetzsche et al (2017) on the distinction between incumbents, fintechs and techfins dying
down over time as the different players match each other’s current success factors. Another
possible scenario that was brought up during this study as well, is that techfins will erupt the
business of incumbents (Pollari, 2016). According to Lautenschliger (2017) fintech
companies might be bought off by techfins, which also was brought up by the interviewees
as a possibility. Techfins are large technology firms that are entering the financial services
sector where small firms and big incumbents already operate. Pan and Hanazono (2018)
found that in a setting like this the entry of a large firm will cause disappearance of small
firms with substitute products, and emergence of small firms with complementary products.
This study showed that some fintechs are conscious about possibly being out of the game
should a techfin start doing what they are doing. However, with new value chains forming,
each link is an opportunity for fintechs, which could result in the emergence of fintechs with
complementary services, or more likely, disruption of the business model of existing players
— both fintechs and incumbents. This study supports the notion of the development of the
relationship between fintechs and incumbents from competitive to collaborative (e.g. Ashta
and Biot-Paquerot, 2018; Pollari, 2016; Temelkov, 2018; Zalan and Toufaily, 2017). The
strategies of fintech companies are not focused on replacing banks and creating their own
version of every banking product, but instead emotional intelligence to form partnerships

and being a part of an ecosystem is called upon. There is no single way to construct a winning
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solution, and a lot of variety in partnership play between techfins, fintechs and incumbents
is expected to be seen as the ‘who does what’ of the ecosystems is being explored. What is
evident is that techfins will have great force in entering the sector, and fintechs will be a part

of the entry.

5.1 Limitations and future research

This thesis has a few limitations. Firstly, as a multiple case study of eight cases, the small
sample size limits the generalizability of the results regardless of the using a purposeful
sampling strategy to include different fintech sectors in the study. The geographic coverage
of the sample could also affect the results. Secondly, the semi-structured nature of the
interviews means that the possibility of responses being affected by interviewer or response
bias exists and that the meaning intended by the interviewee might not be understood the
same way by the interviewer. The interview situation did however allow for questions to be

clarified and responses confirmed when necessary, which increases the level of validity.

Possible future research directions could be derived from the industry uncertainties
uncovered. It might be interesting to explore how incumbent financial organizations see the
entry of techfin, and how might they retaliate. To see if the distinction between the different
players is indeed dying down, the initiatives of banks to utilize data could be explored.
Collecting further evidence on techfins activities in financial services including licenses and
partnerships would give a more detailed picture of what techfins are doing in the financial
services sector, and who they might want to partner with. Exploring the relationship between
techfins and incumbent financial organizations could shed light on how far into financial
services can techfins venture without losing the existing business with incumbents, if there

is such line.
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APPENDIX I

Interview guide

What do you think about techfins with regards to the impacts of them entering the financial

services sector?

Do you believe techfins seek to enter the financial services sector as product distributors or

product manufacturers? Why?

How do you expect techfins to be treated under regulatory frameworks?

How would you assess the trustworthiness of techfins’ from consumers’ perspective and will

this affect their entry to the financial services market?

What are the factors that have enabled success for fintech startups, and do you expect these

to change as more players are entering the financial services sector?

How do you believe the entry of techfins will affect strategic priorities of fintech startups?

What is the potential of open banking for fintech startups, and for techfins? Are they in a

different position to leverage it? If yes, why?

Whether it’s competing, collaborating and/or coexisting with techfins, what are the strengths

and weaknesses of fintech companies in coping with the change?



