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Executive Summary
FinTechs are increasingly challenging the status quo of the financial system, either
providing brand new services or revisiting the actual players’ offerings. The rise of
these companies is fueled by big financing from PE, VC and crowdfunding, and by
an extremely favourable ground from both a regulatory and a clientele point of
view. Given this general scenario, the paper focuses on the major new fintech
players in the European banking landscape, analysing their business model and the
possible implications for the traditional commercial banks.
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hit this paper the authors aim at providing a general overview of the new banking
paradigma - the challenger or neo bank - that is stemming, in a nutshell, from FinTech
development, new regulatory frameworks and change in the customer behaviour.
In the dissertation, the analysis will focus primarily on the eurozone, where the traditional
commercial bank business model is compared to the one adopted by new banking players which
are rising. Among the latter, the authors will compare the approach of the biggest neo-banks, the
English Revolut and Monzo and the German N26.
The paper concludes with a comparison between pros and cons of the two canvas, highlighting
possible issues and opportunities for both traditional and challenger banks.

1.

FinTech at a Glance

In this section, the authors will present an overview of the FinTech sector, introducing the major
players on the market and where they are concentrated.
1.1 Overview of the FinTech Landscape
Citing the Financial Stability Board, in this paper we will refer to FintTech as a technologically
enabled financial innovation that results in new business models, applications, processes or products
with an associated material effect on financial markets, institutions and the provision of financial
services. This means that through the application of technology, fintech firms (hereafter simply
FinTechs) can help to provide better, cheaper and faster services than traditional commercial banks.
In the recent years, FinTechs saw their popularity skyrocket year after year, mainly due to their
ability to create easy and clear solutions to the major issues and inefficiencies customers are facing
with traditional banking system. New such companies are growing all over the world, including
emerging countries where there is a high percentage of unbanked people. FinTechs can do so, even
if not only, focusing on young people and leveraging on technologies almost everyone owns like the
smartphones, key channels to access fintech financial services provision.
In 2018 global investments in FinTechs hit more than $100 billion and 2,000 deals, sector reports
say. Some of global fintech start-ups have reached huge valuations, exceeding $1 billion, fueling
the search for firms to invest in that are more likely to have an impact on financial industry, the
so–called Unicorns.
Looking at the top 100 FinTechs in the world, almost half is established in the Asia Pacific area,
with China as leader in the market, while 22 are American companies and 36 operates in EMEA
area (cfr. [2]) - see Figure 1.
Many of these companies are established in the payments sector (see Figure 2), focusing on
sending and saving money services or easy payments and transfers in any currencies. In this regards,
China is by far the largest market with Ant Financial (part of Alibaba group) and Tencent. Ant
www.iasonltd.com
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FIGURE 1: Number of major FinTech companies; source: H2 Ventures [2]

FIGURE 2: Breakdown of the aforementioned 100 FinTechs by sector; source: H2 Ventures [2]

Financial’s Alipay and Tencent’s WeChat Pay have surpassed 500 and 900 million monthly active
users respectively, or 36% and 65% of the overall population, accounting together for 94% of the
mobile payments market in China (cfr. [1]).
Although many of the FinTechs are currently concentrated in payments, another important
growing sector, especially in the US and Asian markets, is the credit provisioning. FinTechs are
using the latest financial technologies to improve the traditionally outdated and not always that
transparent lending process, giving customers the possibility to obtain customized experiences based
on their own needs. Exploiting, usually, artificial intelligence-related approaches, such companies can
gather and accurately process large amount of data, allowing them to grant clients with credit in as
short as just few minutes.
Innovative and data driven approaches like these helped, for example, Ant Financial to serve
off-line farmers who could not provide sufficient documentation to apply for regular bank credit.
Moving to US, we can find players like Avant, OnDeck or PeerIQ, which also use technology to
simplify the loan application process:
- Avant allows loan-seekers to select different loan options (debt consolidation, home improvement, emergencies,. . . ) and obtain up to $35,000 deposited into their bank account even in just
one day;
- OnDeck offers personalized loans to small and mid-sized businesses, identifying the sector
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in which they operate and the purpose of the loan in order to create a customized payment
structure that best fits each situation;
- PeerIQ allows an easier, transparent and responsible decision-making process for loan originators, asset managers and underwriters;
Other minor sectors in which some players in the fintech industry are specializing in are related
to insurance, investments, savings and brokerage. An example is Yu’ ebao, a Chinese online money
market fund that was established to allow customers to invest small cash amounts sitting in their
Alipay accounts and that has become, now, the largest money market fund in the world.
1.2 FinTechs and Europe
Historically, with respect to other countries such as US or Asia, Europe has always been a step
backwards in the technological and digital innovations. However, in the recent years, the old country
has been an even more fertile ground for FinTech development, as proved by the big excitement
of venture capital investors about the European FinTechs; for example, according to data from
Dealroom:
- Oaknorth raised e 783m;
- N26 raised e 612m;
- Atom bank’s raised e 486m.
Most European FinTechs operate in the payment sector and market leaders like Revolut, Monzo,
N26 or Transferwise have been included, in 2019, in the global Unicorn list, proving even more the
dynamic nature of investments in this segment in the EU.
In our view, distinctive reasons for active development of FinTechs in Europe can be traced to:
1. The favourable and stable regulatory environment, defined primarily by the European
payment directive PSD2 (Revised Payment Service Directive). The directive focuses on innovation improvement and internet payment safety. In particular, customers must be able to use
services (e.g. paying bills, making cash transfers, ...) from different providers, as long as their
money is deposited safely within their bank accounts. All banks are, then, required to create
a system of open APIs (Application Programming Interfaces) that can ensure easy access
to customers’ accounts to authorized third-party providers, allowing them to offer different
financial services using the banks’ data.
The directive is basically aimed at levelling the playground and unifying the financial market
across Europe, at least regarding the payment and money transfer sectors, giving other parties
legal and technical tools to build their applications and services on top of banks’ data. All the
providers with legal frameworks will be allowed to operate not only in their home country
but also in other countries of the EU: a start-up in Italy, for example, may access the financial
data in France as simple as the same data in Italy.
In short, banks are required to be more open and focused on interaction with payment service
providers (PSPs).
To sum up, the directive is being a catalyst for fintech innovation since it has been implemented
with two main purposes:
- Improving unification and competition, thus lowering the cost of financial services and
actually providing benefits to customers;
- Creating open access to banks’ financial data in order to foster fintech development.
2. The large volume of venture capital investments, proven by the fact that in 2018 investments in FinTechs companies have increased up to $34.2 billion.
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FIGURE 3: Number of customers for the big 3 challenger banks in Europe from their inception; source: companies websites

2.

A New Business Model

Following what has been briefly introduced, this paragraph aims at presenting the differences
between the business model of conventional and challenger banks, describing their customer base,
channels, main revenues streams and costs, highlighting how neo-banks are redefining the way of
banking.
Among challenger banks, we chose to analyze the big 3 in the European FinTech landscape:
Revolut, Monzo and N26.
2.1 Traditional Commercial Banks
A traditional bank operates mainly with physical branches and leverages on stratified legacy systems
to provide the customers with all the services in their offering. Such a bank has at its core the
personal relationship with the clients, usually built on reciprocal trust.
Customer Base. Traditional banks own a large pool of customers built on several years of
operations in the financial industry. The clients are actually well diversified in nature, with the
banks providing offerings and services to privates (all the different age segments) and corporates.
Channels. Traditional banks are organized with physical branches where customers can open a
bank account and access banking services. The branches represent the primary contact point with
customers: although they are considered to add value to a long-term relationship with clients, they
may be only available for limited hours and sometimes crowded, making it time-consuming to
conduct even basic transactions.
Revenue streams. In a nutshell, the source of revenues of a traditional commercial bank can be
summarised in three major streams:
1. Interests on loans, the principal income of these types of banks whose primary role is the
financial intermediation, expressed by the credit provisioning to private clients and corporates;
2. Fees applied to services, mainly for the accounts management (credit cards, money transfer
and exchange, ...);
3. Distribution channel commissions, basically fees applied by the bank in the placement of, for
example, investment and insurance products.
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Costs. The main costs a traditional bank has to bear can be summarized in:
1. Interests payed on deposits;
2. Costs for manage all the different branches;
3. Maintenance of the huge legacy systems;
4. Costs due to regulatory compliance.

2.2 Challenger Banks
2.2.1

Overview

New competitors for traditional banks are represented by the so-called challenger banks or neobanks, small to medium sized enterprises with a digital-first approach in service delivery which
are operating in the financial and banking industry. Neo-banks provide a wide stock of banking
features, mainly in services related to sending and saving money. At the core, these players allow to
open either free basic or premium accounts, which provide customers with the access to multiple
services at even more convenient fares; just to name a few:
- Free payments in any currency;
- Cryptocurrencies purchases;
- Insurance cover;
- Free withdrawals worldwide.
Challenger banks operate with a new and innovative business model, which takes into consideration trends in today’s society and aims at fulfilling customers’ current needs: transparency,
flexibility, convenience. Digital is the only predominant channel for engaging clients, without any
physical branch on the territory. The key is designing all the services and the user experience to be
as straightforward as possible: it all starts with downloading the app.
Challenger banks do start as common FinTechs, and only in a second moment receive the banking
license through an application process which starts with the national competent authorities. The
assessment is then, for the eurozone case, conducted jointly with the ECB which is the competent
authority for making the final decision to grant, extend or withdraw a banking license. An
authorization decision must be taken within 12 months and the assessment is, generally, focused on
increased liquidity requirements recognizing the volatility of FinTechs activity.
In Europe we can find major players like Revolut, Monzo and N26, which have managed to
challenge the traditional banking system by exploiting technological innovations and achieve a
national and global outlook for much less cost and time compared to what took traditional banks.
The next three paragraphs focus on the aforementioned players, as key examples in the changing
banking system in Europe.
2.2.2

Revolut

First to be analysed is Revolut, which debuted in 2015 and, since then, has attracted more than 8
million members. The firm has got its ECB banking license in December 2018, which allowed the
English Fintech to ensure more protection on customers’ deposits (under the European Deposit
Insurance Scheme) and offer all services typically provided by conventional banks. This has
represented its first step towards globalization.
The company has been a step ahead of competitors thanks to its highly flexible contracts and
free international cash transfers. It offers free basic and different premium accounts, where the latter
provide customers with additional services and benefits (such as travel insurance, device insurance,
metal card,..), depending on the kind of premium contract subscribed.
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Customer Base. Almost half of the company’s user base is between 25 and 35: target customers
are young people, early adopters and businesses (70,000 companies signed up for Revolut for
Business, mainly freelancers, start-ups and SMEs).
Channels. The strategy adopted to acquire, retain and continuously develop its customers is
coherent with its fintech nature. Channels are for the most part digital, including social media, tube
ads and referral campaign activated by the community.
Revolut’s core value, in fact, is represented by its online community, highly focused on the
products offered by the bank and their virality.
Revenue streams. We can summarize Revolut’s revenues in two major streams:
1. The premium account subscriptions;
2. Ratchet fees applied by the firm. Revolut is free/low-fee, however customers are time-limited
and rate-limited (e.g. fee charged only on weekends or limited free monthly withdrawal up
to $400 for premiums). Moreover, the company raises money from services provision such
as P2P loans or cryptocurrency trading and from business accounts with added options for
enterprises.
Costs. The main costs Revolut has to face to run the business are related to technology
development, regulations, compliance and licensing, to marketing and to community management.
To sum up, what Revolut offers to its customers is a redefined way of banking with:
- No/low banking fee;
- Frictionless/feeless FX currency transfers across multiple global currencies;
- Branchless banking, strong digital app and easy money transfers across different mediums.
2.2.3

Monzo

One of the fastest-growing players in the eurozone is the other UK-based firm, Monzo, started in
2015 and now counting almost 3.5 million of customers. The FinTech got its banking license in
2017, becoming a fully-fledged bank and ensuring more protection for customers’ money thanks to
Financial Services Compensation Scheme (FSCS).
One of the flagship services the company bet on to stand from competition is the set of features
to easily track expenses and manage money: users can break down the outflows into different
categories, being able to control how they spend their balances to the last coin. Moreover, similar to
other players, Monzo offers fee-free international transactions and ATM withdrawals up to $200 per
month and provides customized overdrafts to eligible clients.
Customer Base. One-third of Monzo’s customer base is represented by users aged between
25-31 years. The bank targets millennials, mainly savers, providing services for budgeting, splitting
bills and managing money which are popular across generations. Moreover, Monzo’s customers
are not simply “consuming” bank’s services every month; in fact, thousands of them, the so-called
“prosumers”, have also invested in the company via equity crowdfunding campaigns over the last 3
years.
Channels. Consistent with its digital nature, the bank is all app-based, with no physical
branches available. Like the competitor Revolut, Monzo has built a strong community forum used
to answer FAQs and basic questions. Moreover, the bank offers to customers channels into other
providers for more financial services or insurance products. The company has indeed created
strategic partnerships in other niches (i.e. savings accounts with OakNorth bank) and in new
markets (i.e. US with Sutton Bank).
Revenue streams. Monzo’s revenues can be traced to 3 different streams:
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1. Premium accounts subscriptions, providing benefits such as travel insurance, according to the
account chosen;
2. Provision of overdraft protection to customers for a small monthly fee;
3. Interest-bearing savings/ISA accounts in partnership with OakNorth Bank, on which Monzo
earns a certain percentage depending on the product.
As plan for the future, Monzo is working on launching also business accounts, which competitors
(i.e. Revolut and N26) already offer.
Costs. Similar to the other challenger banks, Monzo’s main costs are represented by technology
development, marketing, customer support and new partner integrations. Also, they have to face
expenses related to regulations, compliance and licensing.
To conclude, the company has created a new marketplace-model of digital banking which:
- Helps users save money, manage budgets, make easy transfers;
- Offers savings/ISA accounts, travel insurance and other services thanks to partnerships;
- Provides a top-notch customer support.
2.2.4

N26

N26 is the other, not UK based, major player in Europe, having recently reached 3.5 million users
from foundation in 2013. The German firm received its license in 2016, key turning point in the
corporate history: the banking license helped the firm grow its customer base across Europe by 1
million clients in two years, enabling the company to operate in 24 different markets.
N26 is popular thanks to its wide range of banking services, easy to access from every location.
One of the key features is the possibility of fee-free transactions when using the card from any part
of the world: the app won’t charge conversion fees when using different currencies, the perfect
solution for frequent international travellers.
Customer Base. The company has a strong focus on youth-driven lifestyle brand for banking.
In fact, even in this case, targeted customer segments involve mostly young Europeans, but also
freelancers and self-employed. Many of these customers have been acquired thanks to strategic
partnerships (which facilitated N26 expansion), other targeted, as in the case of the American market,
thanks to a consistent marketing campaign.
Channels. The relationship with customers is all digital-based: there are no physical branches
and customer service channels are online platform or phone services; social media, of course,
represent the most exploited resource to reach customers and maintaining the relationship created.
Opposed to competitors though, N26 seems to be more commercial-partner focused and less
community-driven: its approach to marketing and customer support is more traditional. In order
to increase scalability and efficiency of the business, the firm has partnered with companies like
Mastercard, which provides all the issuing and processing solutions on the payment side, or
Wirecard, which provides banking back-end.
Revenue streams. Just as Revolut, the company offers free basic accounts and two-tiered
subscription options which include benefits such as free withdrawals abroad, discounts with certain
partners or a sleek card. Also in this case the main revenue streams are:
- Premium accounts subscriptions;
- Usage fees, applied depending on the account chosen;
- Business accounts, which create additional revenues, based on value-added services, such as
travel insurance or purchase insurance.
www.iasonltd.com
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FIGURE 4: Comparison between the general business model of traditional commercial banks and challengers

Costs. Main costs for the company are represented by technology development, marketing
strategies, customer service and, of course, regulations, compliance and licensing.
To sum up, what N26 offers to its customers is banking for native mobile generation:
- No/low banking fee;
- Lifestyle brand, offering benefits like partnership discounts to youth brands;
- Business accounts for freelancers and self-employed.

2.3 Business Models Comparison
Challenger banks are revolutionizing the way people interact with their own money. They have
improved the concept of customer service, raised convenience in cash transfers and loan application
and automatized several financial services like simple bill payments.
In this section the authors summarize the main benefits and drawbacks seen in the new proposed
fintech business model.
Main Benefits of Challenger Banks. It is clear that challenger banks provide a lot of benefits
to customers who are looking for a more convenient, accessible and easy-to-use solution. Such
benefits, in the authors view, can be summarized as follows:
- Improved Customer Service and Experience: better customer support on phone and through
multiple access points like social media, usually providing feedback in a sensible shorter time;
- Easy Access to Banking Services: challenger banks are primarily app-based banking setups,
meaning that it is always possible to access the desired services from any part of the world,
through any device and with disposal for more time during the day/ week;
- Additional Services provision and customized financial planning advice: most neo-banks
provide new kind of services that conventional banks do not offer (e.g. robo-advisors);
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- No/Low Banking Fee: all fees and charges applied are aimed to be affordable and highly
transparent;
- Less Bureaucracy: easy account opening and fast processing of banking services;
- Advanced Options to Control Credit Cards: new features allow customers to, for example,
freeze, unfreeze or geo-lock their own card.
Main Drawbacks of Challenger Banks. All the advantages just presented come of course with
some drawbacks. Traditional banks have on their side a wide pool of loyal clients who, especially
the older ones, are not willing to switch, maybe mainly for safety or legacy reasons. At least at the
moment, conventional banks are indeed assumed to be more stable and solid and therefore more
trustworthy; in addition, they are recognized brands with greater knowledge of regulation with
respect to challenger banks, new on this field.
In general, it is possible to summarize as follows some negative aspects proper of challenger
banks that traditional banks do not present, from customers’ and company’s point of views:
- Customer’s point of view:
* Possible Limited Services: unlike fully fledged traditional banks, challenger ones could
be more specialized, thus offering only limited services such as savings and budgeting or
mortgages;
* Less Solid and New on Financial Markets: this makes neo-banks less trustworthy than
conventional ones (i.e. no reliable P&L history is available);
* Data Exposure: most challenger banks may be more prone to share customer data with
third parties1 .
- Company’s point of view:
* Cyber Threats: online ventures are more exposed to cyber risk;
* Limited Capital: traditional banks can access more capital than neo ones, at least at
inception;
* Lower Loyalty among Customers: simple access to different banking providers makes it
easy for customers to switch whenever it becomes more convenient;
* New Regulation: regulators may take action and introduce some constraints which
could undermine the fintech innovative business model and, therefore, compromise some
distinctive competitive advantages challenger banks have.

3.

Conclusions

The FinTech revolution is challenging the traditional banking model and can threat the existing
players which so far maintained their dominant position thanks to different factors, from a highly
regulated environment to immature technology.
3.1 Key Takeaways
In the authors’ view, key factors that led new banking players to rise and gain marketshare in such
a short time are mainly:
- Advanced and Accessible Technology. Increasingly powerful hardware led to the advent of
BigData and AI, empowered then by the scalability of Cloud computing. It all paved the way
for a radical change in the paradigm: a company has no more to heavily invest in IT systems
to elaborate data and extract from them insightful business ideas.
1 This

risk is, at least, in part mitigated thanks to the new GDPR (General Data Protection Regulation).
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FIGURE 5: Ratio of customers to employees between Monzo and RBS, chosen as representative of challenger and traditional banks respectively in the UK banking system; source: https: // murdo. xyz/ monzo-difference

Such a change shed definitely the light on one of the biggest issues traditional banks have:
huge and no more that competitive legacy systems. These carry with them a burden in terms
of both money to be invested for periodic updates and people to be budgeted in order to take
care of running, updating and changing the IT infrastructure (usually fragmented in a myriad
of smaller architectures, every one of them with its own language, logics, data and owners).
The possibility for almost everyone to exploit scalable computing power and (usually) open
source softwares has enabled start-ups to proliferate in the shadows of the big players, often
not able to keep the pace of much smaller and agile companies.
- Digital Channels and New Customer Behaviour. Nowadays, people is used to a connected
and social media-oriented life, where the great part of the day gravitates around connected
devices. Easy and fast consumption of data and information are what the target clients do
expect, are comfortable with and looks for. Given these premises, start-ups which leveraged
on digital channels, such as for example Facebook and Instagram, have often boosted more
their growth and been able to reach easier the new generation.
- Regulation. In order to foster competition for the ultimate goal of lowering the costs of credit,
competent authorities allowed players outside the banking and financial industry to approach
the existing pool of clients, often not that satisfied with the current offering.
- Big VC/PE Investments. In an era where start-ups can be the new gold, VCs and PEs have
invested even heavily in new ideas. Capital can be then at disposal to more small companies
that, also with crowdfunding, can reach sufficient critical mass to operate and start growing.
Challenger banks are thriving in this environment, offering old services in a restyled way and
adding on top of it new services, all at lower costs. They can do that mostly for what we just stated:
lighter infrastructures and organization, new customers (both private and businesses) looking for a
more agile way to connect with banks and less employees per customer (see figure 5 for a quite nice
example of it).
3.2 Final Remarks
Given all of that, are traditional commercial banks doomed? Definitely hazardous and too early to
say so.
One of the best solutions for banks could be to cooperate with FinTechs, which may add value
to traditional banking system by providing flexibility, innovation, cost reduction, greater ability
to use data and a better user experience. Banks could retain as their core business the banking
license, the customer database and the compliance activity, producing a limited range of products
and services while the others would be offered through APIs by FinTechs. Examples are already in
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place especially in the US were big players in the banking sector partnered with BigTechs: Goldman
Sachs with Apple and Citi with Google, just to name two cases.
In this scenario (the “Distributed Bank”, cfr. [1]), traditional and challenger banks will not
compete for the ownership of customers relationship, but they will operate jointly in the delivery of
services.
On the other side, banks could take the lead in new technologies: they could focus on targeting
customer niches that look for innovative services and specific products; however, this may be difficult
for banks with large legacy IT systems. Moreover, risks may include not being able to find suitable
personnel or partners for a successful innovative project and being subject to changing customer
tastes and needs.
In the authors’ view, traditional banks still have a great competitive advantage: their customer
pool, clients which are not yet ready to pull all their money out of the accounts they already have,
and the regulatory supervisors which will not risk a brutal disruption. After all, no robust P&L
history is available for the new players, which are still in their early expansion phase, with all the
risks it concerns. If existing players do modernize, acquire (even merge) and/ or exploit partnerships
with the new “cool kids in town”, a new banking system could arise, hopefully profitable for banks,
FinTechs and the final customers.
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