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Fintech:Friend or Foe to Banks?

Uneasy Truce Forms as FIs Partner with Fintechs
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the 1950s — we're talking about financial tech-

nology, better known as fintech. According
to Fintech Weekly (yes, there is a publication and
website devoted to the sector) fintech aims to pro-
vide financial services by making use of software
and modern technolegy.

And the traditional financial industry is taking
note ~ a recent panel of the New York Society of
Security Analysts was devoted to fintech.

“Five years ago, venture capital totaled $5 bil-
lion in fintech. In the last two years, it has reached
$20 billion globally,” Justin Brownhill, managing
partner of SenaHill Partners LP, said at the panel.
“The breakdown is divided equally between Silicon
Valley, New York City, Europe and the rest of the
world. There have been fintech startups in the past
few years that haven't performed particularly well -
On Deck, Lending Club and Square to name three.
I believe these are early-stage hiccups. Financial
services is a one trillion dollar industry; fintech will
soon be the same.”

“Banks should explore fintech, because it will
affect each institution and their small business ser-
vices differently,” said Stephen Sheinbaum, found-
er of Bizfi, an aggregation marketplace that offers
many kinds of alternative funding. (Bizfi has origi-

Fns are back in style. Not the Cadillac fins from

12 | Banking New York

nated in excess of $2 billion in funding to more than
35,000 small businesses.)

“For some, partnering with fintech will be an op-
portunity to quickly and easily improve loan applica-
tion and loan servicing technology without diverting
resources from compliance and other institution-wide
programs,” said Sheinbaum. “For others, partnering
with fintech will be an opportunity to provide fund-
ing services to small businesses that cannot be prof-
itably served by the bank itself while retaining the
small business as a customer for other products and
services."”

Fintech provides new possibilities “that banks
should seek to embrace and collaborate on," said Alex
Baydin, CEO of PerformLine. “Fintech has provided
consumers with new ways to take out loans and con-
duct online banking. In our increasingly consumer-
centric environment, banks would benefit from learn-
ing about fintechs' consumer banking solutions and
even working together to ensure consumers have ac-
cess to banking options.”

Indeed, Fifth Third Bank is partnering with VC firm
QED Investors to bring new products and services to
its banking customers. The firm will advise the Ohio-
based bank and support its NorthStar strategy to “en-
hance offerings through technology.”

Tim Spence, executive vice president and chief
strategy officer for Fifth Third Bank, said the partner-
ship “should enable us to identify new, high-potential



technologies to complement our internal R&D and innovation
efforts.” (It should be noted that if an entity owns 25 percent
of a bank, they are bank holding company and all the other
assets are subjected to banking regulations.)

Another advocate of the partnership business model is Noor
Menal, president and CEO of CTBC Bank, who spoke at a re-
cent Marcus Evans fintech event. He told Banking New York
that “banks are rarely early adapters, and not only because
of the sum cost. Fintech will be an addition to the channels
they have, or it might become the core product of the business
model. Fintech firms are well aware of the regulation factors
which is why many are partnering with banks. In Britain, there
has been a pause in fintech investment in part due to Brexit.
But Britain set up incubators for small fintech firms and helped
them navigate through the waters.”

There is a hope in the financial services sector that Presi-
dent Donald Trump will ease the regulatory burden.

“With Trump in office, there is a change in the tenor of reg-
ulation,” said Divya Narendra, CEO and cofounder of SumZe-
ro. “Banks have benefited after the election in ways no other
industry has. Within six months to a year, we will see what
regulatory turbulence happens, New York will be affected
more than any city. Some of those will be cost-focused — how
reducing regulation can save money in terms of legal and com-
pliance.”

If deregulation at the federal level is to occur, it will likely
be offset by increased regulation at the state level, said Baydin.

“Banks will need to remain vigilant about their consum-
er-facing actions and ensure they are not deceptive, unfair or
abusive," he said. “Previous enforcement actions by the CFPB
and FTC will serve as a guide for state attormeys as they poten-
tially take more responsibility for noncompliance in the bank-
ing industry.”

There are three types of innovation in fintech, Anna Garcia,
a partner with Runway Venture Partners, said at the NYSSA
event, and the first one, product innovation, has been harmed
by recent regulation. The financial services industry has his-
torically been good at product innovation, she said, “but I be-
lieve regulation has put much of it on the back burner. In the
past few years, banks have had to spend their resources on
legal and compliance. That doesn't excite venture capital.”

Separately, Steven Schnall, chairman and CEO of Quontic
Bank, pointed out an evolution “where fintech is carving out a
significant place in the market.”

“Many fintech firms have partnered with banks on a quasi
‘rent a charter' scenario because of the nuances surrounding
state by state licensing,” he said. “Banks are accessing this
whole universe. The need for brick and mortar branches is
waning and the need for Millennials to have access to financial
products online is increasing."

Charles Wendel, president of Financial Institutions Con-
sulting, pointed to the positives of alternative finance compa-
nies. “They bring technology that can allow a bank to expand
its customer base and lower its cost,” he said. “Many alterna-
tive finance firms are looking to the banks as partners, because
the banks can originate loan volume and the alt finance firms
can provide insight that many banks don't have available.” ®
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