
FINTECH 
 

The word fintech is obviously a contraction of financial and technology but that 

is not an all-encompassing definition or explanation of what it is. At first glance 

we say it obviously covers all areas where financial transactions are taking 

place such as in banking or lending but it also includes payments or maybe 

simply monitoring financial transactions or even perhaps the financial side of 

areas such as healthcare. As technology runs across many industries we see 

what is called “creative destruction”. We have all seen the demise of travel 

agents, physical bookstores and some retailers where the purchase of their 

goods has moved online. At the start of a creative destruction the established 

players in that industry can fight back if they see what is coming. Note how 

major bookstores such as Waldenbooks, Barnes & Noble and Mom & Pop 

bookstores  laughed about the idea of people buying books online through this 

upstart Amazon until it was too late and Amazon became the giant in the 

room. When a new technology appears, the established players have some 

advantages of size, marketing power and customer base but they also have the 

disadvantage of bricks and mortar. Fintech has been a bit different in that the 

large financial companies saw the new technology entrants coming and tried 

to adapt themselves to retain their profits and customers by fighting off the 

newcomers. In some instances the established players have cooperated with 

the new fintech companies sometimes in joint ventures, sometimes by 

acquiring them and sometimes simply hiring their services. The number of 

fintech companies across the world is quite large in terms of number but not 

many of them are yet giants so it is still uncertain who are the big winners and 

who are the losers. It would be unwise in the past  to try to guess who is the 

new computer winner  (Apple) when you might have guessed it was going to 

be Eagle computer, which went bankrupt, or even RadioShack. Therefore, 

investment finfin tech should always contain several companies which need to 

be watched to see how they are competing with the established players and 

against each other. We must also remember there are very few barriers to 

entry in the area of fintech at the smaller level with many areas of financial 

technology not yet fully automated and maybe a new way to automated will 

be discovered. 

 



It helps to think through the environment in which fintech will be operating. 

Many customers of existing financial service companies are not sophisticated. 

This is not a criticism of the people as financial services can be daunting and 

really complicated either as the customer views it or behind-the-scenes. The 

general population is also suspicious of financial services having seen the 

meltdown in 2008 which even to this day is not well understood not only by 

the man in the street but by many people who have had a career in financial 

services. This leads to a general distrust of the big banks and perhaps a greater 

willingness to try an alternative financial approach. In that way the existing 

established financial service companies are at a disadvantage compared to the 

historical position of bookstores or travel agents who were reasonably well 

regarded  and not complicated to understand before they were disrupted by 

online services. 

 

Fintech companies tend to focus in their marketing on the speed with which 

they can do a transaction, the lower cost or the extra information they can 

provide easily to the client.  Just contrast standing in the line at the bank to 

cash a check compared to pulling out your smart phone and instantly doing the 

transaction. This is partly generational as I cannot imagine my parents pulling 

out a smart phone to do a banking transaction while on the other hand I 

cannot imagine my grandchildren sending in a queue in a bank. It is not just a 

generational bias but also geographic. Emerging markets are a major growth 

area for fintech because so many individuals in these countries do not have a 

bank account or quite frankly do not trust a bank - yet they do have a smart 

phone that they regularly use. Intech has developed from its early stages being 

a simple B2C  ( business to customer ) link to now also covering  C2C (customer 

to customer) link in terms of transactions. Intech has embedded itself into 

many online purchasing sites. Take for example eBay when in the early days 

checks or cash were sent to pay the seller then it developed into credit cards 

and now almost everybody is a PayPal user in buying their product. 

 

But Fintech is not just in these smaller additional financial service areas. We 

have seen the rise of what are called Challenger banks which, as the name 

implies, they are going to head  to head against existing banks. These 

challenger banks intend to cream off from the existing banks the easy 

customers meaning those who are technologically aware and do not need to 



stand in that line at the bank or people who do not need to have a face-to-face 

discussion in order to obtain their loan, credit card or other financial service. 

This has the obvious disadvantage for existing banks that they are left with 

some of the more difficult and sometimes more price-sensitive customers. 

Think of the post office in any country trying to compete with something like 

UPS or FedEx where these non-post office companies are taking the easy 

deliveries with a high price and urgent need while leaving those rural deliveries 

with low margin to the post office itself. 

 

Much has been written about the change in financial services by various 

experts trying to gaze into their crystal ball to see what this industry will be like 

in 10- or 20-years’ time. Some recent forecasts say that by 2022 nine out of 

every 10 banking transaction will be conducted remotely. The experts predict 

that 80% of existing financial service companies will not exist in their present 

form by 2030. 

 

The large banks, however, have no intention to be the next Waldenbooks and 

are fighting back by building their own fintech, buying in fintech or taking some 

of these fintech companies over as an acquisition. This is the same way that 

Microsoft has grown over time through the purchase of much smaller 

companies who had developed a new product. In fact, it is hard to think of a 

product that Microsoft has truly developed in-house. Even the first basic 

compiler was purchased as was Hotmail. I am sure many of these newer 

fintech companies are hoping to be purchased by banks at high multiples. 

Recent articles give forecasts such as $50 billion will be spent on fintech over 

the next few years. This money will be in startups, share issues and outright 

purchase of the companies. 

 

Many of the listed companies tend to be quoted in the US although look 

closely and some of them are really overseas operators, at least overseas from 

the view of Americans. Africa has seen enormous growth in fintech probably 

because only 1/6 of African residents have a bank account for a variety of 

reasons. The smart phone penetration in Asia has led to a quick acceptance of 

fintech so much so that Asia represents about 43% of global expenditure in 



fintech. The area that has been left behind his Latin America were almost half 

of the people resident there have no bank account. 

 

Governments view of fintech has evolved over the last decade. Initially many 

countries were against fintech companies as they saw them as an erosion of 

controllable financial transactions that were running through the large banks. 

fintech has become so large now that the attitude of countries has changed in 

that they would like their own country to be a center of fintech both in terms 

of the companies location and in the development of the technology. They also 

worry about the global movement of transactions through fintech hubs that 

could be in a completely different country. Regulation could be seen as having 

increased on fintech companies but when you look more closely the regulation 

it also accommodates new fintech companies entering the space 

 

Fintech stretches across industries other than pure financial. For example, 

Robo-advising to investors is a major growth area in the United States and to a 

lesser extent in the UK. The Robo advisor is particularly attractive to an 

individual who does not have substantial wealth that would bring him 

specialized services from major investment houses. Forecasts of the amount of 

money run by Robo advisors are around 1 ½ trillion dollars within two years 

from now.  It is quite logical that fintect would grow in the area of Robo 

advisors at the same time as there is pressure on fees from clients who have 

their wealth managed by traditional asset managers. Quite bluntly the asset 

manager cannot provide personalized service for individuals with, what 

appears to the individual a large amount but to the advisor $100,000 does not 

justify a lot of his time. But with the Robo advisor such a client suddenly can 

become profitable. 

 

The challenger banks believe the demographics of the world are in their favor 

with an estimated international millennial population of about 2.5 billion. Most 

of this group are technologically sophisticated, if you count being good with 

your smart phone as being technologically sophisticated! Therefore, the 

challenger banks are attacking those millennials who have no bank account, or 

students or those who do not like the idea of banking with an organization that 

they see is antiquated. Now there are between 200 to 300 challenger banks 



and not all of them will survive. Although they have the advantage of not 

having brick-and-mortar expenses their target market is not wealthy and is 

prone to financial difficulties. If a large traditional bank takes on students, their 

strategy is to allow that account be unprofitable to them now so that later 

when that student starts earning serious money they will stay with the bank. 

The challenger bank cannot play that approach as a need to make money 

earlier. Therefore it is a balancing act between having less costs but less 

potential profit per client. This sector will have some big losers and some big 

winners but do not be surprised to see the major banks buy challenger banks 

once they look like they are going to succeed. 

 

We have put together a list of suggested fintech companies trying to be 

diversified both in terms of what area fintech they are involved in and also the 

geographical region they are covering. More information will be provided on 

each of these companies. 


