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Abstract. Digitization of financial services and a decrease in trust in traditional financial institutions allow the
emergence of new entities that provide services which were traditionally reserved for banks. FinTechs, BigTechs
and neo-banks significantly affect the decline in revenues of traditional financial institutions. New entities,
however, are not covered by such regulations as banks, and market regulators very often do not have instruments
to supervise these companies. The article proposes to create lists of systemically important FinTechs, BigTechs
and neobanks that can significantly affect financial stability.
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HOBI OPTAHI3ALII HA ®IHAHCOBOMY PUHKY — FINTECH, BIGTECH
I NEOBANK — MPONO3ULIA LLOAO PErY/IIOBAHHA
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AHoTtauifa. Onudpysanssa GiHaHCOBMX MOCIYT i 3MEHIIEHHS [OBIpM O TpafuLiiiHuX (DiHAHCOBUX YCTAHOB
[O3BO/ISIOTh BUHMKHYTM HOBMM OpraHisawuisM, sKi HafaloTh ITOCIYTH, IO TPaguULiiiHO Oy 3ape3epBoBaHi
mst 6ankis. FinTech, BigTech-kommanuy i Heo6aHKM CYyTTEBO BIUIMBAIOTh Ha 3HIDKEHHS JOXOAIB TPAAULiTHUX
¢inancoBux ycraHOB. OfHaK HOBI OopraHisalii He MiAIAAAIOTD IIif [if0 TAKMX HOPMATVUBHUX aKTiB, K OaHKI,
a peryiaTopy pUHKY Ay>Ke 4acTO He MAIOTh iHCTPYMEHTIB I HAIJIAY 3a MMM KOMIIAHiAMM.

FinTech, BigTech-xommnaHii i Heob6aHKM — Ije KOMITaHii, AKi YCIIIIHO KOHKYPYIOTh Ha (PiHAHCOBOMY PUHKY i3
TPAANLiITHIMU (biHaHCOBMMM yCTaHOBAMIL. TxHii IOVIHAMIi4HII pO3BUTOK IPU3BOAUTD [IO npo6neM, II0B I3aHUX
3 ixHporo Kinacudikanieo. TuM He MeHII, MacTad olepalill HOBUX Cy0’eKTiB Ha (QpiHAHCOBOMY PUHKY BXXe
HACTIIbKM BAXK/IMBUI, 11O BAPTO 3BEPHYTU yBary Ha PErylsaTOpU PUHKY, Ha JOLIIbHICTh KOHKPETHUX HOPM
iHHOBANITHNX KOMIIaHii. BifcyTHiCTD posopocTi Ta HeOOXiAHICTD ageKBATHOI 3BITHOCTI, 110 BUKOPVICTOBY-
€TbCsI B GaHKAX, HETAaTVBHO BIUIMBAIOTD HA iH(OpMaIliio, Ky MaloTh peryastopu puHKy mnpo FinTech, BigTech
i Heobanku. ToMy BapTO CTBOPUTH CINCKI, IO MICTATH Habip HOBMX YCTAHOB, AIKi MOXXYTb leHepyBaTu 30i/1b-
IIeHHs CHCTEMHOTO PU3NKY. BigmoBinHo 1o BKasiBok €BA, mporiec igeHTndikariii cucTeMHO BaXX/TUBUX yCTa-
HoB FinTech / BigTech-xoMmaHii i Heo6aHKM MOBMHEH CK/IA/JaTUCS 3 ABOX KOMIIOHEHTIB: Habip 000B’I3KOBUX
TIOKA3HMKIB, AKi HaljiOHA/IbHi OpraHy HAIJIAY IOBMHHI BUKOPUCTOBYBATU [JI BUSHAYEHHSA CCTEMHO BaXkK/IM-
BIUX YCTAQHOB, Habip He0OOB sI3KOBMX ITOKA3HUKIB, sIKi HAalliOHA/IbHI OpPraHy HAITISALY MOXYTb JOFATKOBO BH-
KOPYICTOBYBATH, 1j06 MaTy MOXK/IMBICTb TOYHO BPaXyBaTy 0COOMMBOCTI BITYM3HAHOTO 6aHKIBCHKOTO CEKTOPY.
Crnckn, ck/IafieHi HaljioHaTbHMMY MaKpOTPY/IeHIiTHMMI YCTaHOBaMU, TIOBUHHI 6yTM nepernAnyTi EBA, sika,
y CBOIO 4epry, noBuHHa koopaunysatu FinTech, BigTech i neobanku B ycbomy cBiti 3a moromkensam 3 OCB.
Taxi cickn, ckmafieni HatjioHanbHNUMMY perynAaTopamu, EBA i @CB, MOXyTb CIpUATI 3MIITHEHHIO PeTy/IATOp-
HUX HOPM II0of0 (PpyHKI[iOHYBaHHA HOBMX OpraHisaniit Ha (piHAHCOBOMY PUHKY.
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AHHoTauuA. OrudpoBka GpUHAHCOBBIX YCIYT 1 CHIDKEHNE JOBEPUsl K TPAAMIVOHHBIM (MHAHCOBBIM MHCTH-
TyTaM II03BOJISIIOT CO3/aBaTh HOBbIE OPTAHM3ALNY, KOTOPbIE IPEIOCTAB/IAIOT YCIYIM, KOTOPbIE TPAXUIIVIOH-
HO IpegHasHadaanch Ayt 6ankos. FinTechs, BigTechs 1 Heo6aHKM CyIleCTBEHHO BIVSIOT HA CHIDKEHNE JO-
XOJOB TPAAMIVOHHBIX (DMHAHCOBBIX yupexx/ieHnil. HoBble opraHmsanny, OfHaKO, He OXBATHIBAIOTCS TAKMMU
HOPMAaTVMBHBIMI aKTaMH, KaK OQHKIL, M PETY/ISITOPBI PHIHKA OY€HD YACTO He MMEIOT MHCTPYMEHTOB /IS Hafi30pa
3a 9TuMu KoMmmaHuamiu. [Ipeamaraercs co3gaTs crmckn cucremMuo sHaunMeix FinTechs, BigTechs n neobanku,
KOTOpBIE MOTYT CYILIECTBEHHO MOBIUATh Ha (PUHAHCOBYIO CTAOMIBHOCTb.

KnioueBble cnoBa: FinTech, BigTech, HeobaHK, perynuposaHie.

Dopmyr: 0; puc.: 1; Tabm.: 0; 6u61.: 30.

Introduction. Banking is necessary, but banks are
not — the words spoken by Bill Gates in 1994 certainly
determined the development of the FinTech sector.
Banking has ceased to be a place where the client goes,
and has become what the client does (banking) (King,
2019). Therefore, as a result of the dynamic development
of the FinTech market, numerous challenges have arisen
for market regulators and supervisors related to the
emergence of new institutions and financial services.
The FinTech sector significantly affects the stability of the
financial system and its security — not only in the area of
cyber-attacks, but also in terms of the scale of operations
carried out by FinTech entities. Numerous legal acts had a
significant impact on increasing the stability of the banking
sector after the financial crisis 2007—2009. Nevertheless,
the literature on the subject often emphasizes the lack of
regulation of the institutions that make up the FinTech
sector, which can lead to significant problems related to
the stability of the entire financial sector.

The purpose of the article is to propose a solution
to create lists of institutions that significantly affect the
stability of the financial sector. One of these lists is a list
of systemically important FinTechs, whose collapse could
lead to financial market turmoil, the next is a list of financial
institutions operating under banking license as credit
institutions in the EU but having only an electronic channel
for providing financial services (so-called neobanks). In
addition, national supervisory authorities should draw up
a list of BigTechs whose activities on a given market may
lead to their significant systemic importance.

FinTech, BigTech, and neobank — key institutions on the
financial market?

Traditional banks have played a key role in the world
of finance. However, rapid technological development
has influenced the functioning of the economic world
so significantly that the main channel for providing
financial services are electronic banking channels (Skan,
Dickerson, Masood, 2015). Non-traditional institutions —
using digital platforms have become participants in
the financial market, effectively challenging traditional
financial institutions and using their financial capabilities
and database (e.g. BigTechs), technological (e.g. FinTechs)
and smartphone financial services (e.g. neobanks). They
offer financial services focused on consumer needs, using,
among others a crisis of confidence in the financial market
after the financial crisis 2007—2009 (Ferrari, 2016). It
is believed that the global financial crisis 2007—2009

weakening consumer confidence in banks, reduced their
competitiveness and negatively affected the profitability
of banks. In addition, it had an impact on the lower
availability of credits for individuals and SMEs and led
to a high percentage of the unemployed who were more
willing to use new technological solutions offered by non-
traditional financial institutions (Bhasin, 2018). According
to, among others de Hann one of the reasons for the
rapid expansion of the FinTech sector is the decline in
public confidence in traditional financial institutions that
has occurred as a result of the financial crisis (de Hann,
Oosterloo, Schoenmaker, 2015). The term FinTech is an
abbreviation for the term «financial technology», which
means companies or representatives of companies that
combine financial services through modern, innovative
technologies (Dofleitner, Hornuf, Schmitt, Weber, 2017).
A company from the FinTech sector is most often defined
as a company that offers innovative technology in financial
services, which may result in the creation of new business
models, mobile applications, processes and even products
that have a significant impact on the provision of financial
services by financial institutions (FSB, 2017).

In the financial sector, one can distinguish numerous
institutions that, as part of cooperation on the financial
market and the development of technology, influence
the generation of financial innovations in various market

segments (Fig. 1).
BigTech

FinTech

Digital platforms

neobank Traditional bank

Fig. Digital platforms

Nevertheless, attempts to define and classify companies
from the FinTech sector are very difficult due to the
dynamics of changes within the products offered by these
companies (for example, Revolut is a dynamically deve-
loping institution in the payment services segment, which
in December 2018, by obtaining a license for banking
activities may provide a range of services restricted to
banks). Different types of FinTech definitions in the
literature usually have three common characteristics:
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« financial services,

« technology,

« innovation.

However, innovation and technology cannot serve as an
element used to classify a company into a given segment,
because the company today will be FinTech if it provides the
same services tomorrow. If the company provides a wider
range of services or using a constantly improved technology
it will already be a new type of FinTech. Nowadays it is
very difficult to distinguish a bank from FinTech banking,
and sometimes even the concept of FinTech bank is used
(especially since financial institutions are shareholders
of many FinTechs). Additionally, acquisitions of banks
by FinTechs will be more and more frequent (one of the
first took place in the USA where FinTech Lending Club
bought Radius Bancorp, a small credit institution based
in Boston, in order to gain access to a cheap source of
financing loans — deposits from customers).

Therefore, FinTech companies offering their solutions
can complement traditional banks — increasing customer
satisfaction. Nevertheless, there are at least two groups of
institutions on the financial market that can significantly
affect the financial stability and security of the entire
financial sector — neobanks and BigTechs.

Neobank is a type of so-called a direct bank that is
completely digital and reaches customers only via mobile
applications and computer platforms (Nielsen, 2018).
Some authors categorize neobanks as entities that do not
have their own banking license, but using the experience of
their partners, they offer services licensed by the bank using
their mobile applications that facilitate the administration
of accounts and cards (Grindstand, 2018). That is why
a neobank that has a banking license is often called a
new bank. Chellenger bank is considered as a new retail
bank competing with traditional financial institutions.
Nevertheless, numerous auditing companies at least:
KPMG, EY, due to the relatively low level of transparency
and the short period of activity of these companies, specify
FinTechs that operate on the basis of a banking license as a
general category — neobanks.

According to EBA analyses, the FinTech sector is
growing very fast, as a result of which many consumers
are not prepared to implement these innovations. It is
also worth emphasizing that the rapid development of
the FinTech sector increases the cyber threat and the level
of data security (EBA, 2019). Big technology companies
(BigTech) have special features that distinguish them from
companies in the FinTech sector. FinTech companies offer
financial services using digital technology, and the main
activity of large technology companies is technology, not
finance (BIS, 2018). Companies from the BigTech sector
very often obtain licenses from payment institutions and
electronic money institutions. BigTech companies are also
categorized as technology companies segmented according
to various criteria — usually emphasizing the scale of
their business: Gang of Four (Amazon, Apple, Facebook,

Google), GAFAM (Google, Apple, Facebook, Amazon,
Microsoft), GANDALF (Google, Amazon, Netflix, Dell,
Apple, LinkedIn and Facebook), BAT (Baidu, Alibaba,
Tencent). The scale of operations of technology companies
has grown rapidly in the last two decades. The business
model of these companies is to enable direct interaction
between a large number of users. The «by-product» of their
business is a large user database that is used to provide
a range of financial services (Big tech ...., 2019).

An important determinant enabling the development
of the FinTech sector is the departure from the traditional
distribution of financial services in favour of providing
services through electronic distribution channels. The
move away from providing financial services through
traditional (branch) banking is evident throughout
Europe — especially in Denmark, where 90% of the adult
population uses online banking. Within a few years, mobile
banking will become even more important, which due to
the convenience of using it will dominate the market for
providing financial services (Eurostat, 2018). This is due
to, among others an increase in the use of smartphones
to use banking services. In Europe, in 2018, over 60% of
smartphone users used this device for banking purposes
(ING, 2018). Noting these trends in the financial market,
FinTechs took advantage of the conservatism of traditional
banks and already took over a significant number of
banking clients, especially in the segment of young
people (the so-called Millenials generation). Basing their
strategies in FinTechs on the use of technology allows them
to implement changes within 2 weeks, where in the case
of traditional banks it takes 3—6 months (Wyman, 2019).

Numerous factors influencing the development of the
FinTech market affect the dynamic increase in the number
of these companies in the post-crisis period. The number of
FinTech companies has been steadily growing since 2009.
In February 2019, there were at least 12,500 companies
around the world (in America 5,779, in Europe, the Middle
East and Africa, there were 3,583, and in Asia and the
Pacific — 2,849) (Szmigiera, 2019). However, determining
the number of FinTech companies is very difficult and in a
world of such dynamic technological changes needed only
for statistical purposes.

In addition, the dynamics of changes in the FinTech
sector indicates the need to abandon the attempt to classify
these companies (which is becoming out-dated) in favour
of developing regulatory solutions that have a significant
impact on levelling the risks associated with FinTech
operations — especially systemic risk.

The European Commission and supervisory authorities
are noticing the dynamically developing FinTech sector
and are attempting to identify possible threats arising from
this sector. The report of the Committee on Economic and
Monetary Affairs of the European Parliament determined
the scale of development of this sector and its state, in which
particular attention was paid to the fact that some FinTech
applications implementing financial innovations may
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someday become systemic while the development of new
financial services and the digitization of existing services
will change the infrastructure of financial services market
(Sprawozdanie, 2017). Therefore, legislation, regulation
and supervision must be adapted to financial innovation
and achieve the right balance between encouraging entities
to innovative investor and consumer protection and
financial stability,

In postulates regarding directions of changes, the most
common proposals that eliminate the risks associated
with financial innovations are consumer protection and
care for financial stability. The low quality of the law —
or even its lack in consumer protection, is highlighted,
e.g. in crowd funding and community loans. The need to
ensure strengthening of financial stability along with the
development of financial innovations is also emphasized
repeatedly.

The Financial Stability Board stated in 2017 that there
are currently no significant threats to financial stability
arising from the emergence of innovative solutions offered
by FinTech companies. Nevertheless, the analysis identified
10 issues deserving special attention of authorities, three of
which are seen as priorities in international cooperation
(e.g. monitoring of macroeconomic risk — especially in
the loans sector, where a large unpaid portfolio may pose a
threat to financial stability) (FSB, 2017).

In the face of significant changes on the financial
market, a key element affecting the care of market stability
is the lack of information asymmetry. The growing activity
of FinTech companies has a key impact on the distribution
of financial services to various sectors in global economies.
Due to changes in the institutions providing financial
services, they should be subject to at least such regulatory
requirements regarding, inter alia, information flow like
traditional banks. According to numerous studies, not only
FinTech companies do not provide necessary information
for market regulators, but also market regulators are not
interested in collecting information relating to this market
(Gerralda, 2019) (von Kalckreuth, 2019).

According to EBAs research on European Fintechs,
in about 40% of cases, these companies are not subject
to any regulatory, registration, national or international
regulations. Additionally, in the case of FinTech companies,
an important problem is to clarify their legal status. Only
9% of companies are credit institutions, to which, among
others, Capital Requirements Directive applies. It is ob-
vious that FinTech companies have a significant impact
on changes in the financial market — often positive. These
companies using new technologies, among others to collect,
process and disseminate information and offer services —
to other companies or end users, they significantly reduce
the operating costs of financial institutions. However,
many of the services that FinTechs provide were also
previously provided by traditional financial institutions,
or they were introduced quickly (except for crypto
currencies).

Attempts to regulate the FinTech, BigTech and neobanks
sectors, and systemically important institutions — a solution
proposal.

The development of the FinTech sector causes many
threats and problems related to financial stability, which
is highlighted by the IMF and the World Bank. Due to
the collapse of numerous financial institutions after the
financial crisis, attention was also paid to the FinTech
sector, which by providing financial services may quickly
be «too big to fail», which is why some companies from the
FinTech/BigTech sector or neobanks should be subject to
detailed regulations. It is therefore necessary to reconsider
the regulatory approach in the field of services provided by
these entities (Magnuson, 2017).

The innovative nature of the activities undertaken by
FinTechs and satisfying the financial needs of consumers
often in a faster, better and cheaper way increases the
interest in these companies. Entities from the FinTech
sector are becoming a real threat to the further functioning
of at least some banking enterprises (Blomstrom, 2018).

The growing scope of operations of FinTech companies
leads to the establishment of research teams operating
at institutions forming a financial security network at
national and international level. As part of the EBA’s work,
the following challenges were indicated facing the financial
market in connection with the emergence of technological
innovations (EBA, 2018):

. consumer protection,

. prudential risk analysis,

o the impact of the FinTech sector on the business
models of financial institutions,

o creation of regulatory sandboxes,

o the impact of technological innovations on the
restructuring and orderly liquidation of credit institutions.

Companies in the FinTech sector very often do not have
significant capital and do not incur significant investment
outlays related to consumer security and protection.
Therefore, there may be a significant problem related to
the protection of consumers using the services of FinTech
companies. Consequently, identifying and limiting pru-
dential risk is a very important task. The EBA also indi-
cates the impact of the FinTech sector on restructuring
and orderly liquidation of credit institutions. The provi-
sions of the BRRD Directive (2014/59) implemented in
EU countries do not provide for an analysis of the impact
of financial innovation on restructuring and orderly
liquidation of credit institutions. Financial institutions,
as part of competition with companies from the FinTech
sector, can make high-risk decisions.

The activities of FinTech companies should be
regulated depending on the segment in which the entity
provides its services. For example, crowd funding and
P2P platforms facilitate crediting, which is why they can
threaten financial stability in the retail and commercial
banking sectors, leading to bad credit and excessive debt
of the society, resulting in an increase in the number of
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outstanding loans (FinTech Credit, 2017). Activities of,
among others, robo-advisers can lower credit standards
through the overall automation of asset and property
management. Automated advisor environments are
susceptible to algorithm modification and manipulation,
which can lead to incorrect advice and sales. As a result,
such practices may expose institutions to significant risks
of financial stability (Magnuson, 2017).

The development of the technological innovation
market in the field of blockchain technology requires
regulatory authorities to develop new regulation and
supervision strategies (Yagiz, 2017). The lack of technical
knowledge of regulatory authorities undoubtedly impedes
regulatory activities and causes significant regulatory
uncertainty, as there is a huge gap between the way FinTech
innovations work, which regulators often do not under-
stand (Donnellan, 2018).

With regard to payment services, innovations such as
crypto currencies can potentially significantly deteriorate
financial stability and systemic risk of the entire financial
sector. The open, decentralized nature of virtual currencies,
inadequacy of formal management and lack of legal status,
as well as the fact that they operate without the support of
a central bank or government, may generate operational,
liquidity and leverage risk, and may also increase the
growth of illegal transactions on the financial market.
However, currently the FSB and the G20 group signal that
crypto currencies do not pose a threat to EU stability (FSB,
2018), and the ECB indicates that all potential implications
of crypto currency functioning are limited or manageable
under the existing regulatory framework (EBC, 2019).

Nevertheless, the scale of operations and the growing
number of non-banking entities that can provide finan-
cial services as well as the lack of information about
companies should force market regulators to require
a different approach to the FinTech, BigTech and neo-
banks market. National institutions dealing with macro-
prudential supervision and drawing up a list of systemi-
cally important credit institutions should draw up lists of
systemically important: FinTechs, BigTechs and neobanks
providing financial services in a given country. Lists of
these institutions should be prepared every six months
due to the specificity of companies in these sectors. The
list of systemically important institutions should include

References

all FinTech market segments that have been distinguished
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Conclusion. FinTechs, BigTechs and neobanks are
companies that successfully compete on the financial
market with traditional financial institutions. Their
dynamic development leads to problems related to their
classification. Nevertheless, the scale of operations of new
entities on the financial market is already so important that
it is worth paying attention to the market regulators, to
the need for specific regulations of innovative companies.
The lack of transparency and the necessity of adequate
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and neobanks. Therefore, it is necessary to create lists
containing a set of new institutions that can generate an
increase in systemic risk. Such lists drawn up by national
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