Transformation of the Banking Sector in the Digital Era
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In the context of global digitization of the economy and development of alternatives to banking
services, the transition to open platforms and their integration with the FinTech sector becomes relevant.
The article identifies four levels of integration between banks and FinTech companies: traditional
banking, digital banking, open banking and Open-X banking. At the current stage, the first three models
coexist. Traditional banking includes classic banking services (loans, deposits, payments) for
individuals and corporate clients, as well as investment banking. Digital banking involves the
use of various channels of banking services for clients, among which the digital channel plays a
significant role. The analysis of digital banking let to define its main features in terms of the financial
services consumers and the bank. Open banking is based on the bank’s ability to engage non-
banking intermediaries ecosystems and third parties to the banking service provision and to
interact with them through such technologies as application programming interfaces (API). In the
research of the open banking the main reasons for the cooperation of FinTech companies with banks are
considered. These include inhanced visibility by partnership with an established brand, achieving
economies of scale, etc. The highest level of integration of banks and FinTech companies and the future
development trend of the banking sector is Open-X banking. The main features of Open-X banking
include: sharing rather than sole ownership; information is a primary resource instead of tangible assets;
partnerships between market actors are formed instead of developing the product independently or
purchasing ready-made software solutions; focus on providing a positive customer experience from
working with the bank instead of offering a specific product.

Keywords: banking sector, banking services, digital banking, digitalization, FinTech, integration,
open banking.
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Introduction. FinTech companies are becoming more active participants in the financial
services market. They entered this market segment, first of all, with the most profitable and
digitizable banking services, i.e, their provision does not require the physical presence of a
bank or other mediator. The development of the FinTech segment transforms the banking
sector, leads to a change in traditional banking business models. Nowadays, many banks
continue to follow the traditional management approaches and generate their income from two
main sources - interest and commission income, derived from the classic banking services
provision: lending, deposit operations and cash and payment services. However, in the context
of the global digitalisation of the economy, the emergence of new financial management tools
and banking services and the development of alternatives to banking services, the transition of
banks to open platforms and their integration with the FinTech sector are only matters of time.

Problem statement. The issue regarding the impact of information technology on the
banks’ functioning and the prospects of interaction between the banking and FinTech segment
is the subject of many domestic and foreign scholars’ research. Among foreign researchers,
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these problems are studied by J. Cherowbrier [4], K. Pousttchi, M. Dehnert [7], A. Walker [8].
Among the studies of domestic scientists in this field, we can mention the works of such
scientists as L. V. Zherdetska, D.l. Gorodinskii [9], A. A. Derkach, M. V. Korneeva, and
0. V. Abakumenko [5]. Besides, representatives of the largest banks and leading financial
companies in the world, such as Deutsche Bank [6], Capgemini [1-3] and others study the
partnerships between banks and FinTech companies.

The purpose of the research is to study the levels of integration of the banking sector and the
FinTech segment, to analyze current forms of interaction between banks and FinTech
companies.

Results of the research. Depending on the degree of integration of the banks and the
FinTech segment, there are four levels of interaction between these entities in the financial
services market: traditional banking, digital banking, open banking and open-X banking

(Fig. 1).
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Figure 1. Bank and FinTech integration levels
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Traditional banking includes classic banking services (loans, deposits, payments) for
individuals and corporate clients, as well as investment banking. The digital banking model
depends on the degree of digital maturity of the banking institution, the level of information
technology implementation in its activity. In general, digital banking involves the use of various
channels of banking services for clients, among which the digital channel plays a significant role.

Open banking is based on the bank’s ability to engage non-banking intermediaries
ecosystems and third parties (eg FinTech companies) to the banking service provision and to
interact with them through such technologies as application programming interfaces (API).

Open X Banking is the bank’s ability to control data and to create a collaborative
environment to develop and to deliver banking services through partnerships with financial and
non-financial corporations, providing the creation of new and improved products for banking
users [2].

At present, some banking institutions retain the most traditional way of doing business and
almost do not use digital technology as tools to extend banking services and attract customers. At
the same time, understanding the need to change and adapt to the new challenges of the market
and customer needs has provided the transition of many banking institutions to digital and open
banking.

Thus, today there are three coexisting models - traditional, digital and open banking.
Traditional banking is represented in countries where there is a low FinTech development and
there is no demand for digital services among consumers, that is, these are mainly low economic
development countries.

At the same time, the analysis of statistics shows that there is a high level of demand for
digital banking or the coexistence of traditional and digital banking forms in the global
dimension. Thus, according to a survey of banking consumers conducted in 2016 in 32
countries [4], we can conclude that having a full range of digital banking services for consumers
is much more important than the physical presence of its subdivisions. Among three European
countries taken for analysis (UK, Germany and France), only in France, the consumers prefer the
physical presence of the bank to digital services (Fig. 2). At the same time, it should be noted
that at least 57 % of consumers gave a positive answer regarding the importance of digital
banking in all considered countries and on average in the world.
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Figure 2. Importance of the bank’s physical and digital presence
for consumers in Europe and globally [4]
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The identified trends in the banking customers’ priorities reflect current tendencies in the
emerging digital economy and the transition to a new technology industry — Industry 4.0, as well
as changing consumer motivation — to give greater importance to the speed, convenience and
accessibility of financial services.

Modern digital banking is developed in two main areas. The first area concerns the fact that
banks implement digital services in parallel with offline services; develop and launch their
mobile applications; provide the ability to manage personal accounts through smartphones, PCs
and other devices. Another area of digitalisation in the banking field is neo-banks, which fully
operate online without the creation of physical units of the bank.

Either for the bank or the financial services consumer, the transition to digital banking
requires several aspects to be taken into consideration to ensure its effective functioning. The
basic requirements for the secure and stable operation of digital banking for the bank are:

o formation of a comprehensive business model which differs from traditional banking
business models and takes into account the possibilities of multichannel work with clients
(offline through the bank branch, online through the bank application, online through other
applications and social networks, etc.);

o a flexible IT infrastructure that will let to modify and complement the digital banking
service environment without the additional risks and expenses;

e ensuring the data security and maintaining a reliable system to protect information
regarding the personal data of the bank’s clients, transactions, etc;

e technical requirements for data warehouses that enable large volumes of data to be stored
and quickly processed;

o the use of BigData technology and other analytical technologies that provide research
regarding customer behavioural features, data obtained from large online platforms, etc.,
in the managerial decision-making process and new products development;

o the use of artificial intelligence technologies for rapid interaction with clients, forming a
customer profile (credit history, risk aversion, behavioural features) and providing on its
basis individual offers of financial services, as well as a quick response to new
information [5].

In terms of the financial services consumer, the requirements for digital banking are:

 gaining complete experience to use financial services: to provide the client with an
interactive, complete picture regarding the movement of funds in his or her accounts and use of
financial services;

« using different types of biometric controls (fingerprints, retinal scans, etc.) to access digital
financial services;

» complete digitization of processes, including identification of the client, communication
between the bank and the client, the conclusion of contracts, transactions, etc .;

« personalization of services: digital wallet creation and issuance of electronic cards with
credit limit determined on the basis of automated analysis of customer’s behaviour;

« advantage of mobile banking services: most customers use digital banking services via
smartphone;

o access to FinTech services, including support for peer-to-peer lending and
crowdfunding [5].

Digital banking implies that a bank in its structure develops own FinTech divisions or uses
existing FinTech sector investigations to provide certain digital services or incorporate individual
FinTech elements into its application. Thus, unlike traditional banking, at this level, a degree of

Mechanism of Economic Regulation, 2019, No 4 113



II. M. Pybanos.
Tpancdopmanisi 6aHKiBCHKOT0 CeKTOPY B enoxy nudposizamii

interaction between banks and FinTech companies as independent entities in the financial
services market is formed.

The realization of the fact that the modern bank's business model efficiency and its long-term
competitiveness can be ensured through maximum openness to technological innovation and
cooperation with the FinTech segment, facilitated the further integration of banks and FinTech
and the open banking development. At this level of integration, banks and FinTech companies
partner and provide financial services through shared digital platforms. This partnership has
benefits for each participant. For example, banks use FinTech to develop digital banking,
leverage new information technologies, and FinTech companies use banks to increase the
number of consumers of their product, reduce risk, obtain financing, and more.

It should be noted that in most scientific studies, when analyzing the benefits, risks and
opportunities formed by the collaboration of banks and FinTech companies, researchers focus
mainly on banks, as major players in the financial services market. However, there is a need for
partnerships between the banking and FinTech sectors not only for banks but also for FinTech
companies, that is confirmed by studies which observe the interaction between banks and
FinTech companies from the perspective of the FinTech segment. In particular, in 2017, the
company Capgemini surveyed FinTech companies that already have partnerships with traditional
financial intermediaries regarding motives or benefits they see in such a partnership [3]. The
survey found that in most cases the main benefits for FinTech companies are to achieve the scale
effect and increase the visibility of the FinTech company to the consumer through the use of a
well-known brand of a partner bank (Fig. 3).
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established brand
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Infrastructure for product distribution | 56%
Access to capital | 32%
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Expertise in risk management | 17%

Figure 3. Percentage of FinTechs that have given a high rating (6 or 7 on a scale of 1-7) for
each of the options [3]

Thus, traditional banking, digital banking and open banking are three already existing
banking business models. Digital and open banking are the most effective.

At the same time, the FinTech innovations market continues to develop, the tightness of
integration between market entities is gradually increasing, and in addition to FinTech
companies, there are entities in the financial services market that were not previously typical of
it, such as big technology companies (BigTechs), software developers, and more. Thus, the
modern ecosystem of the financial services market is formed by a large number of companies,
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including financial intermediaries (banks, non-banking financial institutions) and non-financial
companies (FinTechs, BigTechs, developers). This ecosystem can interact through open
platforms and application programming interfaces.

The modern consumer wants to have a choice regarding the channels of interaction with the
bank, ways of choosing and using financial services. Based on this, in an analytical report by
Capgemini [2], researchers believe that in the future Open-X banking should be the banking
business model, which provides the possibility of interaction and joint work of all subjects in the
financial services market through open digital platforms. The Bank of the Future is seen as an
institution that controls and manages financial services delivery processes and is not their sole
provider. In the Open-X model, the bank creates an open platform (open APIs) and through it
interacts with other banks, non-bank financial intermediaries, FinTech companies, big
technology companies and other entities that share their FinTech products and technology using
the bank's customers decision.

The key features of Open-X banking are [2]:

« sharing instead of sole ownership;

« information as a primary resource instead of tangible assets;

* partnerships between financial market entities instead of developing the product or

purchasing ready-made solutions;

« focus on providing a positive customer experience from working with the bank instead of

offering it a specific product.

Conclusions and prospects of further research. Depending on the degree of integration of
the banks and the FinTech segment, there are four levels of interaction between these entities in
the financial services market: traditional banking, digital banking, open banking and Open-X
banking. Nowadays, there are three models - traditional, digital and open banking - but the most
effective and operating are digital and open banking. Digital banking involves the use of various
channels of banking services for clients, among which the digital channel is important.
Analytical studies confirm that having a full range of digital banking services for consumers is
far more important than having a physical unit at a bank. Open banking is based on the ability of
a bank to engage and interact with ecosystems of non-banking intermediaries and other third
parties to provide banking services with such technologies as APIs. Further integration of banks,
FinTech companies and other entities in the financial services market may lead to the formation
of an Open-X banking model, the key features of which are shared access instead of sole
ownership; information as a primary resource instead of tangible assets; partnerships between
financial market entities instead of developing the product or purchasing ready-made solutions;
the main focus is on providing a positive customer experience from working with a bank instead
of offering it a specific product
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Tpanchopmanus 6aHKOBCKOr0 CEKTOpPa B 310Xy HH(PPOBU3ALUMA
ITaBern HukonAeBiuYy PyBAHOB™

" KanOuOam KOHOMUHECKUX HAYK, 00yenm, 0oyenm Kapeopbl UHAHCOE U NPeONPUHUMAMENbCMEd,
Cymckuil 20cy0apcmeeHtbvlil YHUSEpCumen,
ya. P.-Kopcaxosa, 2, 2. Cymsi, 40007, Vkpauna,
men.: 00-380-542-335383, e-mail: p.rubanov@finance.sumdu.edu.ua

B ycnoBusx rmoGanpHOM IHMGPOBH3AINK SKOHOMHKH W Pa3BUTHSA albTEPHATHB OaHKOBCKUM
ycIayraM, akTyaldbHBIM CTAaHOBHUTCS Iepexoi OaHKOB HA OTKPBITHIE INIAT(GOPMBI M WX HWHTETpaIHs C
FinTech cexropom. B cratee onpeneneHs! deTripe ypoBHS mHTerpamuu 0ankoB u FinTech xommanmid:
TPaAWIMOHHBIA OaHKUHT, IM(PPOBOH GAHKUHT, OTKPHITEIH GaHKMHT M Open-X OankuHr. Ha texymem
sTane (HaKTHUECKH COCYLIECTBYIOT TPH MepBble MOAeNU. Tpa ulMOHHEINH OAaHKMHT pacCMaTpPUBACTCsT KaKk
MIPEIOCTaBICHNE KIIACCHYECKIX OAHKOBCKUX YCIYT JUTS (PM3MYECKHX JIMI[ U KOPIIOPATUBHBIX KIIHEHTOB, a
TAKKe WHBECTUIMOHHBIA OaHKUHT. L{ndpoBoll OGaHKMHI NpednojaraeT HCIOJIb30BaHUE pA3IUYHBIX
KaHaJIOB TIPEIOCTaBICHUsI OAaHKOBCKUX YCIIYT AN KIHEHTOB, CpPeIH KOTOPHIX NU(POBOH KaHAI MMEeT
OonpIoIoe 3HaueHWe. AHaNM3 LUPPOBOrO OaHKWHTa TMO3BONWI OMNPEAETHTh €ro OCHOBHEIC
XapaKTePUCTHKH C TOYKH 3PEHHs IMOTpeOHTeNell (MHAHCOBBIX YCIAYr W camoro OaHka. OTKpPBHITHIN
OaHKHHT OCHOBBIBAETCS Ha BO3MOXXHOCTH OaHKa MPHUBIEKATh K IMPOIECCAM TPEIOCTaBICHUS OaHKOBCKHIX
YCIIYT 9KOCUCTEMY HEOAHKOBCKHX MOCPEITHUKOB U APYTUX TPETHHX JIMI U B3aMMOAEHCTBOBATh C HUMHU C
MOMOIIBIO TAKUX TEXHOJIOTMH, Kak HWHTepdeHChl NporpaMMHUpOBaHMs INpuioxeHud. B mpomecce
HCCIIeIOBAaHUST OTKPHITOTO OaHKWHra PacCMOTPEHBI OCHOBHBIE MOTHBBI coTpyaHudectBa FinTech
koMranuii ¢ Oankamu. K HuM otHecensl poct Buammoctd FinTech kommanum s motpebuTteneit
Oyaronapsi MapTHEPCTBY C HM3BECTHBIM OaHKOBCKAM OpeHmoM, nocTibkeHHs 3¢ddekra macmradba u
npyrue. Boicoknm ypoBHeMm mHTerpanuu O6ankoB u FinTech xommanmit m OyaymuM HampaBlIeHHEM
pa3BuTHs O0aHKOBCKOTO cekTopa ompexneneH Open-X Gankuar. K ocHOBHBIM xapakrepuctakam Open-X
OaHKMHTA OTHECEHBI: OOIIMH JOCTYIl BMECTO EIMHOJIMYHOTO BIAJCHUS; WH(MOPMAIUS CTaHOBUTCS
OCHOBHBIM PECypcoM Ha 3aMeHy MaTepUalIbHbIX aKTHBOB; (OPMHPYIOTCS MApTHEPCKHE OTHOIICHUS
MeXIy CyOBbeKTaMH phIHKA BMECTO CaMOCTOSTENBHOH pa3pabOTKM MPOAYKTA HMIIM MOKYIKH TOTOBBIX
IOPOTPaMMHBIX pEIleHUH; (OKyc Ha OOECICUCHNH MOJIOKHUTEIBHOTO OIbITa MOTPEOHTENsT OT
COTPYAHUYECTBA C GAHKOM BMECTO MPEJIOKEHNST KOHKPETHOTO TPOIYKTa.

Knrouegvie crosa: GaHKOBCKUII CEKTOp, OAHKOBCKHE YCIyrH, LupoBoil OaHKUHT, 1MbpoBHU3aNLS,
FinTech, uaTerpanus, OTKpBITHIH OaHKKHT.
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B ymoBax riobansHoi mudposizanii eKOHOMIKH Ta PO3BHTKY albTEpPHATHB OaHKIBCHKUM HOCIyTaM,
aKTyaJbHUM CTae Iepexin OaHKiB Ha Binkputi miatdopmu ta ix inTerpamis 3 FinTech cexropom. B
CTaTTi BHM3HAYEHO YOTHPH piBHI iHTerpanii OankiB Ta FinTech komnaniit: Tpaguuiiinmii GaHKiHT,
mudpoBuil  OaHKiHT, BigkpuTHH OaHkiHr Ta Open-X Oankinr. Ha morounoMy erami ¢akTHIHO
CHIBICHYIOTH TpH Tmepini Mopemi. TpagumiliHuii OaHKIHT pO3IIAOAaeTbcs SK HAZaHHS KIACHYHUAX
0aHKIBCHKUX MOCTYT IS (Pi3WYHUX OCi0 1 KOPIOPAaTUBHUX KIIIEHTIB, @ TAaKOK 1HBECTHLIHHMNA OAaHKIHT.
Hudposuii OaHKIiHr mependadae BUKOPHCTAHHS DPI3HUX KaHANIB HAJaHHA OaHKIBCHKUX IOCIYT IS
KITIIEHTIB, cepel AKUX HUPPOBHUN KaHAJI Mae Barome 3Ha4eHHS. AHai3 HUPPOBOTO OAHKIHTY TO3BOJIHB
BU3HAYNUTH HOTO OCHOBHI XapaKTEPUCTHKH 3 TOYKH 30py CIOXKHBayiB (hiHAHCOBHX IMOCIYT Ta CaAMOTO
OaHKy. Binkputmii OaHKIHI IPYHTYETHCS HAa MOXJIIMBOCTI OaHKy 3ajlydaTH JO HPOLECIB HAJaHHS
0aHKIBCHKUX TOCIYT €KOCHCTEMY HeOaHKIBCHKHX ITOCEPETHHKIB Ta IHIIUX TPETiX 0ci0 Ta B3a€MOJISTH i3
HUMH 32 JIOIIOMOTOI0 TaKHMX TEXHOJIOTiH, 5K iHTepdelich mnporpamyBaHHS IoAaTtkiB. B mporeci
TOCII/DKEHHST BiJKPUTOr0 OaHKIHTY pO3IJITHYTO OCHOBHI MOTHBH cmiBrmpami FinTech kommawiii 3
Gankamu. JIo HHX BimHeceHi 3pocramHs Buaumocti FinTech kommawii 1 cnoXuBadiB 3aBASKA
MapTHEPCTBA 3 BIIOMHUM OaHKIBCBKAM OpeHAOM, JOCATHEHHS edekTy macmrady Ttomio. HalBummm
piBaem iHTerpamii GankiB i FinTech kommaniii Ta MaiGyTHIM HampSMKOM PO3BHUTKY OaHKIBCHKOTO
cextopy Bu3HaueHo Open-X Oankinr. Jlo ocHOBHHX xapakTepucTHK Open-X OGaHKIHTY BiJHECEHO:
HAJaHHS CIUILHOTO JOCTYIY 3aMiCTh OJHOOCIOHOTO BOJIOMIHHS; iHGOpPMAIlisl CTA€ OCHOBHHM PECypCoOM
3aMicTh MaTepialbHUX aKTUBIB; (OPMYIOTHCS MAPTHEPCHKI BIJHOCHHU MiX Cy0’€KTaMH PUHKY 3aMicTh
CaMOCTIHHOT pO3pOOKH MPOJIYKTY YM KYIIBII FOTOBHX NMpPOTPaMHHX pilleHb, Gokyc Ha 3abe3nedeHHi
MO3UTHUBHOTO JIOCBIy CIIOXKKMBAYa Bij CIIBMpalli 3 0aHKOM 3aMiCTh MPOMO3HUIIiT KOHKPETHOTO MPOIYKTY.

Kniouogi cnosa: GaHKIBCBKMH CeKTOp, OaHKIBCBKI IMOCIyrd, HMGpOBHil OaHKIHT, IM(pPOBi3aLlid,
FinTech, interpaiis, BiAKpUTHIi GaHKIHT.
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