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| What 1s FinTech?

Financial technology—FinTech for short—
describes the evolving intersection of
financial services and technology.

The term can refer to startups, technology
companies, or even legacy providers. The
lines are blurring, and it’s getting harder
to know where technology ends and
financialservices begin.

The term FinTech is often tossed around in the media and in
casual conversation. And while many use the term, its
specific meaning often gets lost somewherealong the way.

Startups use technology to offer existing financial services at lower costs, and to offer new tech-driven
solutions. Incumbent financial firmslookto acquire or work with startups to drive innovation.
Technology companies provide payment tools. These can all be seen as FinTech.

Lookbeyond the name and you’ll see someofthe most exciting industry developments in a generation.

We caught up with Haskell Garfinkel and Dean Nicolacakis, PwC’s US FinTech Practiceco-leads, to
better understand the FinTech ecosystem.
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A.When people think of FinTech, they often
focus on startups, breaking into areas that
banks and otherlegacy financial institutions
have dominated. But we think about all the
playersinalarger FinTech ecosystem, which
we refer to asthe As, Bs, Cs, and Ds:

e Asarelarge, well-established financial
institutions such as Bank of America,
Chase, Wells Fargo, and Allstate. We
sometimesreferto theseas
“incumbents.”

e Bs are big tech companies that are active
in the financial services space but not
exclusively so, such as Apple, Google,
Facebook, and Twitter.

e Cs are companies thatprovide
infrastructure ortechnology that
facilitates financial services
transactions. Thisbroad group includes
companies like MasterCard, Fiserv, First
Data, various financial market utilities,
and exchanges such as NASDAQ.

e Ds are disruptors: fast-moving
companies, often startups, focusedona
particular innovative technology or
process. Companies include Stripe
(mobile payments), Betterment
(automated investing), Prosper (peer-to-
peerlending), Moven (retail banking),
and Lemonade (insurance).

A.FinTechisn’t static. We see it as the
evolving intersection offinancial services and
technology. When we talkabout the As, Bs,
Cs, and Ds, we think of them as sectorsin
motion, allmoving toward each other over
time.

For example, financial institutions are
becoming more technology focused. At the
same time, big tech companies are offering
peer-to-peer payment solutions over social
networks and email. Meanwhile, disruptors
are providing financial services that, until
recently, you could get only from banks or
financial advisors.

A.FinTech disruptors started by offering
products and services in payments and peer-
to-peerlending. Becauseofthis, these have
beenthe most disrupted areas to date. We
can think of this as “FinTech 1.0,” in which
new market entrants have focusedlargely in
the business-to-consumer (B2C) space.!

! Of the many inaugural FinTech “unicorns” (the term that refers to companies with v aluations of US $1 billion or more), most had core businesses focused on B2C lending
and pay ments.
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A. Looking forward, we expect FinTech
disruptorsto continueto expand into other
areas within financial services. There’salot of
interestin areas like marketplacelending,
credit underwriting, digital cash,treasury
functions, deposits, and bill payments. We
also anticipatealot ofactivity inthe robo-
advice and wealth management space over
the nextyear.

Perhaps more importantly, we predict alot of
FinTech innovation in the next 12 monthsin
the business-to-business (B2B) space. You
canthink of this as “FinTech 2.0.” Here,
expect tech innovations like blockchain to
comeonline. Astheydo, they’ll start to
radically alterbusiness processes and drive
down costs. We're already witnessing alot of
firms exploring how they can apply these
breakthrough technologies. Done right, there
are somereal efficiency gains to be had.z2

A.We see incumbent banks, asset managers,
and insurance companies looking for ways to
play defense and offense at the same time.
Andthat’sreasonable. Youhaveto know how
a disruptive FinTech development could hurt
your business, even as you’re looking for ways
to take advantage ofthe technology.

The disruptors themselves take different
approaches. Some target specificniche areas
ofthe industry. Others are using new
technologies, such as blockchain, in ways that
will crossalotofboundaries.

Forincumbent financial institutions to
succeed, they’ll have to do three things well:

e Continuously scan the environment to
identify new threats and opportunities.

e  Quickly understand the effect that
emerging trends and technologies could
have ontheir business.3

e Come up withsolid strategies to react—
from acquiring or working with FinTech
startups to building theirown innovative
solutions.

A.Everyoneneeds to recognize that thisisn’t
going away. It’sthe “newnormal.” Over the
long-term, financial institutions are going to
have to make some fundamental changes.
They’llneed to:

e Becomemore agile.Incumbentstend
to havelongplanning and delivery
cycles. They'llneed to change thisas
they incorporateemerging technology
into their businesses and partnermore
with disruptors.

e Managethebusinessfrom the
“inside out”instead offrom the
“outsidein.” FinTech offers amazing
potential, but thatcan actually be a
distraction. Institutions have to start
with their own needs in mind, rather
than working backwards to figure out
howto use the latest technology.

e Changethewaytheyapproach
innovation. Most incumbents still
struggle with finding and implementing
innovative ideas. There are ways to do it
well, though. Infact, they canlearn from
disruptors. Once you’vefigured outhow
to test-and-learn, alot ofother things
fall into place.

2 For more information on blockchain, see PwC Financial Services Institute, “Making sense of bitcoin, cry ptocurrency, and blockchain” PwC, Feb 2016.

3 For more information on our new platform focused on the impact of FinTech innovation on financial services, visit http:/AMww.strateqy and.pwc.com/denovo.
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