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Fintech companies are weighing up the benefits of obtaining a
banking licence in the current political climate or going one step
further and merging with a bank.
This would contrast with previous trends, as established banks
such as Goldman Sachs and Societe Generale both acquiring more
than one fintech start up in 2018.
"The first-mover fintechs have got firepower from funding rounds,
built scale and tested their technology," said White & Case partner
Hyder Jumbahoy. "The next logical step is to start bringing their
service providers in-house."
Jumbahoy suggested one way of doing that would be joint venture
partnerships with service provider banks. "The next logical step, if
you want a banking licence and you can afford it, is to buy an
existing bank," he added.

KEY TAKEAWAYS
Players in the fintech industry are divided over whether
companies should begin buying their banks;
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Some fintechs are "effectively new banks" without the
legacy of traditional financial institutions;
Consolidation is expected in the industry.

German savings platform Raisin recently took over its service
provider, MHB Bank of Frankfurt. This move is intended to increase
growth in Europe, where it has made strides since its inception in
2013.
"If you’re a fintech that has gained critical mass, and you’re looking
towards an initial public offering (IPO), what better marketing
message than to tell international capital markets that you’ve got a
stamp of approval from the Prudential Regulation Authority and the
Financial Conduct Authority, and you’re now a bank?" Jumbahoy
added.
Jumbahoy’s colleague Patrick Sarch thinks this is common sense
for fintechs wishing to expand, explaining that the two main
questions he is asked by fintechs are: should we get a banking
licence? Or should we buy a bank?
See also: Traditional banks warm to PSD2
In the current regulatory and political environment, Sarch thinks it’s
actually quicker to buy an existing bank. It would be a slower
process to apply for a banking licence afresh and go through the
full ordeal with markets and banking regulators.
"Given Brexit and wider market conditions," Sarch continued, "The
UK regulators are very stretched with applications. The new licence
process is taking considerably longer than initially envisaged."
Will Raisin lead the way?
After Raisin’s success, the next question is, of course, whether
fintechs buying banks will become a market trend. It certainly
makes a good headline.
But Stephan Zimmermann, general counsel and corporate
secretary at CreditGate24, is sceptical.
"There are, as far as I know, not many examples of this, and I don’t
think this will change in the near future," he said. "Raisin’s business
model is very close to classic banking services, and therefore that
step made sense."
Zimmerman feels the approach to buying a bank depends on the
services the fintech in question wants to offer, as well as business
strategy, and which country the fintech operates in.
"Buying a bank should be considered thoroughly as with an
acquisition, many inefficiencies also come along," he warned.
Since fintech’s inception, questions have been raised about
whether the industry’s edge is that companies have developed
more efficient, and cheaper ways of carrying out lending or money
management services. When it comes to banks, there are possible
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inefficiencies such as organisational structures or processes as well
IT systems depending on the type of bank and its age.
Zimmerman added that CreditGate24 has weighed the risks and
rewards and decided that a banking licence is not needed to
provide its services.
Fintech confusion
The question raised by some is: are some banks simply posing as
a fintech service?
"Some of the most attractive fintechs are, effectively, new banks,"
said Baker Botts partner David Ramm.
These types of institutions have the benefit of no "legacy issues of
Payment Protection Insurance and small to medium enterprise
product mis-selling, and are without the burden of large high street
and retail offerings."
He drew to success stories, such as Monzo, defining it as a
"challenger banks in a very competitive environment". The same
can be said for Revolut, which while recently grappling with probes
from the FCA and elsewhere, is close to become Europe’s largest
unicorn.
Coincidentally, the current environment has resulted in them
benefiting from the high valuations that fintechs can achieve,
relative to the banking sector.
See also: Harmonisation is key to European crypto regulation
Despite lacking the legacy systems – and issues – of traditional
banks, Ramm thinks fintech services often do struggle with one
much-needed business necessity: customers.
"They don’t have the large and broad customer base of the banks,
who are their competitors," he added.
Ramm continued that many fintechs
also probably don’t have some of
the experience or processes,
especially on anti-money laundering
and cybersecurity, of some of the
banks.
Additionally, ever stricter data
privacy laws such as the General
Data Protection Regulation (GDPR)
could be challenging for less
regulatory savvy companies to
come to terms with.

"Buying a bank
should be considered
thoroughly as with an
acquisition, many
inefficiencies also
come along"

"They also don’t yet have the profitable product range that banks
do, such as mortgages, pensions and insurance products," Ramm
continued.
Ramm feels this has resulted in a short-term drive for fintech and
challenger banks to fill some of the gaps in the future.
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The prospect of fintechs filling the gaps was also predicted by Luca
Bianchi, vice president of the Swiss Finance & Technology
Association.
"Successful fintech companies, neobanks, and tech companies with
innovative products will become stronger competitors of traditional
banks in many business areas," he added.
Bianchi further feels that Europe will see more international
competition in the coming years, especially from Asia, and that at
some point, there will be consolidation in the industry.
"Certain fintech companies will merge or be taken over. Less
fortunate fintech startups will struggle," he said.
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