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Overview

Question How does FinTech a�ect households' �nancing opportunities and welfare?

▶ FinTech: �rms that use technology to enhance and disrupt �nancial services

▶ This paper: FinTech in payment services
▶ A bank produces information to resolve ine�ciencies due to incomplete information
▶ FinTech �rms disrupt information production by unbundling services

▶ Main result: FinTech competition can be bad for some consumers!
▶ Bank's price for payment services can increase or decrease with competition
▶ Consumers who remain bank customers are worse o� when price increases
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The model

▶ Two stages

▶ Strategic bank that o�ers payment and lending services

▶ FinTech �rms that o�er only payment services

▶ Continuum of ex-ante identical consumers
▶ value payment services v in stage 1
▶ may need to borrow $1 in stage 2

▶ Three sources of consumer ex-post heterogeneity (orthogonal to each other)
▶ Preference for bank relationship bi ∼ F

Private information

▶ Reservation interest for bank loan ri ∼ H

Private information

▶ Repayment probability θ ∼ G

Observed by consumers and by bank for customers

▶ Friction: Asymmetric information

▶ Assumption: Banks prefer to be informed when lending
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Bank and consumer choices
▶ Consumers chooses the bank as a service provider if

bi︸︷︷︸
bank relation

+ q (E [Sℓ (r∗I (θ) , θ)]− E [Sℓ (r∗U, θ)])︸ ︷︷ ︸
Expected bene�t of borrowing as a bank customer

> p ⇐⇒ bi > b∗ (p)

▶ Bank's choose
▶ interest rates for loans: r∗I (θ) and r∗U
▶ Bank's expected pro�ts

(1 − F (b∗ (p))) p︸ ︷︷ ︸
payment services

+ q (1 − F (b∗ (p)))E [π∗
I (θ)]︸ ︷︷ ︸

loans to customers

+ qF (b∗ (p))π∗
U︸ ︷︷ ︸

loans to FinTech customers

▶ price for payment services p

(1 − F (b∗ (p)))︸ ︷︷ ︸
↑ pro�ts on payment services

from retained customers

= f (b∗ (p))︸ ︷︷ ︸
↓ in customers


p + q (E [π∗

I (θ)]− π∗
U)︸ ︷︷ ︸

ˇValue of lending
to customers
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Distribution of preferences for bank relationship

Preference for bank relationship

Banked

Unbanked

Banked

FinTech

▶ Bank's price for payment services p∗

(1 − F (b∗ (p∗)))
f (b∗ (p∗))

= p + q (E [π∗
I (θ)]− π∗

U)

▶ Hazard rate of preferences for banking relationship determine p∗
▶ If price decreases, all consumers are better o� with FinTech (↗ Hazard rate)
▶ If price increases, consumers retained by the bank are worse o� (↘ Hazard rate)
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Comments

1. Asymmetric information is at the center of the result
▶ Unobservable preferences for banking relationship

▶ do not allow for price discrimination
▶ Banks can charge �captive� customers more if they don't care about market share

▶ Di�erences in information about customers and non-customers
▶ Without information production from bank

(1 − F (b∗ (p))) = p ⇐⇒ b∗ (p) = −∞ ⇐⇒ p = 0

2. How important are the preferences for banking relationship in choosing FinTech?
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Why not use FinTech?
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Comments
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Heterogeneous liquidity shocks

▶ Consumers choose the bank if qi > q∗ (p), q∗ (p) linear in p

qi (E [Sℓ (r∗I (θ) , θ)]− E [Sℓ (r∗U, θ)]) > p ⇐⇒ qi > q∗ (p)

▶ Bank's pro�ts

(1 − F (q∗ (p))) p︸ ︷︷ ︸
payment services

+
∫

q∗(p)
qdF (q)E [π∗

I (θ)]︸ ︷︷ ︸
loans to customers

+
∫ q∗(p)

qdF (q)π∗
U︸ ︷︷ ︸

loans to FinTech customers

▶ Price of payment services

1 − F (q∗ (p))
f (q∗ (p))

=
p + E [π∗

I (θ)]− π∗
U

E
[
Sℓ

(
r∗I (θ) , θ

)]
− E

[
Sℓ

(
r∗U, θ

)]
▶ Same intuition as before

10 / 12



Heterogeneous liquidity shocks

▶ Consumers choose the bank if qi > q∗ (p), q∗ (p) linear in p

qi (E [Sℓ (r∗I (θ) , θ)]− E [Sℓ (r∗U, θ)]) > p ⇐⇒ qi > q∗ (p)

▶ Bank's pro�ts

(1 − F (q∗ (p))) p︸ ︷︷ ︸
payment services

+
∫

q∗(p)
qdF (q)E [π∗

I (θ)]︸ ︷︷ ︸
loans to customers

+
∫ q∗(p)

qdF (q)π∗
U︸ ︷︷ ︸

loans to FinTech customers

▶ Price of payment services

1 − F (q∗ (p))
f (q∗ (p))

=
p + E [π∗

I (θ)]− π∗
U

E
[
Sℓ

(
r∗I (θ) , θ

)]
− E

[
Sℓ

(
r∗U, θ

)]
▶ Same intuition as before

10 / 12



Heterogeneous liquidity shocks

▶ Consumers choose the bank if qi > q∗ (p), q∗ (p) linear in p

qi (E [Sℓ (r∗I (θ) , θ)]− E [Sℓ (r∗U, θ)]) > p ⇐⇒ qi > q∗ (p)

▶ Bank's pro�ts

(1 − F (q∗ (p))) p︸ ︷︷ ︸
payment services

+
∫

q∗(p)
qdF (q)E [π∗

I (θ)]︸ ︷︷ ︸
loans to customers

+
∫ q∗(p)

qdF (q)π∗
U︸ ︷︷ ︸

loans to FinTech customers

▶ Price of payment services

1 − F (q∗ (p))
f (q∗ (p))

=
p + E [π∗

I (θ)]− π∗
U

E
[
Sℓ

(
r∗I (θ) , θ

)]
− E

[
Sℓ

(
r∗U, θ

)]
▶ Same intuition as before

10 / 12



Comments

1. Asymmetric information is at the center of the result
▶ Unobservable preferences for banking relationship

▶ do not allow for price discrimination
▶ Banks can charge �captive� customers more if they don't care about market share

▶ Di�erences in information about customers and non-customers

2. How important are the preferences for banking relationship in choosing FinTech?
▶ They are important!

3. Alternative interpretation: heterogeneity in probability of needing a loan
▶ Keep heterogeneous welfare e�ects but easier to measure (?)

4. Other sources of sorting
▶ Repayment probability, outside option for loans
▶ Correlated shocks

▶ Consumers who prefer banks are older. FinTech adopters are young and wealthy
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Summary

▶ Nice model to think about FinTech disruption in banking
▶ Spillovers to information production
▶ Highlights role of asymmetric information and information production

▶ Very helpful to think about di�erences in adoption across countries

▶ FinTech regulation: not one size �ts all!
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