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EXECUTIVE SUMMARY

This thesis focuses on the revised Payment Services Directive (PSD2), a regulation aiming to
make the European payments market more integrated and efficient, make payments easier and
more secure and increase innovation and competition in the industry. The core challenge for
banks is that PSD2 requires them to provide third parties access to their customer data through
open APIs. Consequently, the directive has implications for banks that go further than
regulatory compliance. Accordingly, the main objective of this thesis is to identify the
implications of PSD2 on traditional banks’ competitive position in the Norwegian bank market
and identify responses for how they can remain their competitive position. The thesis draws

on market analysis, literature reviews and interviews.

Through an extensive review of PSD2 and the Norwegian banking and payments market, we
have concluded that traditional banks will be facing increased competition from third parties
offering banking services. The main threat to the banks’ competitive position in light of this,

is a potential loss of customer interaction and cross-selling opportunities.

Further, we identified the value that lies in a customer’s financial data, and found how

exploiting it can lead to a profitable business model for both banks and third parties.

However, the success of third parties will rely on the consumer’s adoption rate. A customer’s
decision in allowing third parties access to their data is two folded. On one hand, consumers
demand the innovative and personalised services agile third parties are able to deliver. On the
other hand, consumers emphasize secure solutions provided by trustworthy financial
institutions, the prominent strength of banks. Banks can leverage the high trust Norwegian
consumers place in financial institutions to strengthen their position in a new competitive

landscape.

Finally, we identified three approaches traditional banks can use for responding to increased
competition: the compliance approach, the proactive approach and the Open Banking
approach. Most Norwegian banks have dismissed the compliance approach by proactively
engaging in initiatives through launching new products developed by themselves or in
collaboration with technology companies. In a fast changing market characterised by increased
competition and innovation, the two latter approaches will be more viable in order for banks

to remain their competitive position.
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ABBREVIATIONS

PSDI The Payment Services Directive

PSD2 The revised Payment Services Directive
PSP Payment Service Provider

PI Payment Institution

TPP Third Party Provider

PISP Payment Initiation Service Provider
AISP Account Information Service Provider
XS2A Access to Account

RTS The Regulatory Technical Standards
SCA Strong Customer Authentication

CSC Common and Secure Communication
API Application Programming Interface
EBA The European Banking Authority

EU The European Union

SEPA The Single Euro Payments Area

NBO Norges Banks Oppgjeringssystem, The Norwegian Settlement System

NICS The Norwegian Interbank Clearing System



1. INTRODUCTION

1.1 BACKGROUND AND MOTIVATION

Imagine ordering a table at a restaurant, paying for the meal and splitting the bill with your
friends with just a few taps, all in a single application on your smartphone. Imagine the same
application is offering services such as saving suggestions based on your spending habits,
purchase recommendations tailored to your needs, overviews of information on all your bank
accounts, instant loan applications and personalised financial advisory. A super app that assists
you whenever and wherever, covering all aspects of your everyday needs, and at the same time

allowing you to manage your daily financial life.

If this seems unthinkable, you do not need to travel far to make imagination a reality. China’s
success with the platforms AliPay and weChat, with respectively 520 million and 1 082
million active users offer such a seamless customer journey; a concept still unknown for many

in the rest of the world (AliPay, 2018) (Tencent, 2018).

The services these platforms offer will assumedly be welcomed in Norway as Norwegians are
becoming more accustomed to mobile payments and seamless payment solutions. In 2017, 90
million mobile payments were made in Norway and 60% of smart phone owners reported that
they use their phones regularly to check their bank balance, research products and transfer

money to friends (Deloitte, 2017) (Norges Bank, 2017).

Europe’s first step towards facilitating the creation of platforms with integrated payment and
banking solutions was made January 13 2018, as the European Union welcomed a new
regulation of payment services in their law. The regulation, known as PSD2, has become a
burning hot topic within the financial sector, as it brings forward change in the form of

competition and innovation in an industry traditionally known for its inertia and complexity.

China might be light-years ahead of us when it comes to innovative payment solutions, but the
Norwegian industry seems eager to keep up. The newly released partnership between AliPay
and Vipps demonstrates the evolution of new entrants in the Norwegian market (Dagens
Nearingsliv, 2018). The development of innovative financial services may threaten the position

of traditional banks. As PSD?2 is soon to enter into force in Norway, banks are becoming aware



of the upcoming challenges. While some banks fear the change, others are tiptoeing just

waiting to grab the opportunities the regulation enables.

Nonetheless, banks will in some way or another be affected by PSD2. We want to shed light
on this highly relevant topic and apply it to the Norwegian market, which few have deep-dived
into in previous research. We believe our research can bring insight into how the Norwegian

banking and payments market will change following the implementation of PSD2.

1.2 RESEARCH QUESTION

The purpose of this paper is to study the implications of the revised Payment Services
Directive (PSD2) on Norwegian traditional banks, and the strategic options established actors
can consider in order to remain their competitive position. The master thesis will explore and
analyse the implications of PSD2 on Norwegian banks through identifying relevant
competitive strengths and weaknesses of established actors in relation to such changes. Three
strategic approaches are proposed and analysed in order to give insights on how traditional

banks can respond in order to remain their competitive position. Our problem definition is:

What are the implications of PSD2 on traditional banks’ competitive position in the
Norwegian bank market, and how can they respond to remain their competitive

position?

1.3 OUTLINE

Chapter 1 contains a presentation of the thesis. In chapter 2 we include essential theory on the
evolution of financial models, a study of the Norwegian banking and payment market, as well
as a portrayal of current players in the industry. To be able to identify how banks are affected
by the regulation, it is necessary to get an understanding of their function in the market, the
current competitive situation and current customer expectations within the industry. As PSD2
targets the payment market, an assessment of the current payment value chain is needed for
pinpointing where the changes will occur. We also shed light on current players that banks to

a larger degree will compete against when PSD2 is implemented.

Chapter 3 outlines relevant theory used for answering the research question. To study the

effects of collaboration and how taking the first step potentially can benefit the bank, theory
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on coopetition and first-mover advantages are presented. As the interest of platforms has
reached the banking industry, central theory covering platform business models and network

effects are also presented in this section.

Chapter 4 includes the methodological approach used in the thesis, which among other things
include a list of industry experts who participated in our interviews. They represent an
important source of information. Their valuable insights are used for identifying threats and
opportunities of the regulation for banks, determining the banks’ current and future
competitors, as well as contributing to our understanding on how the industry might evolve.
Their input have laid the foundation for our analysis, facilitating the assessment of the most

important implications of PSD2 on traditional banks.

PSD2 is introduced in chapter 5. A detailed description of its history, content and main
objectives are presented. Our focus is on the objectives and details in the regulation that will

have the highest impact on traditional banks’ current operating mode.

Chapter 6 includes a thorough analysis of the implications of PSD2 on banks in the Norwegian
market, while the following chapter presents the identified approaches for banks to respond to
an industry in change. The implications and responses are based on observed trends, current
movements of banks and third parties, as well as the opinion of banking executives regarding
their challenges and opportunities ahead. In chapter 8, the thesis’ conclusion is provided,
which includes the thesis’ main findings and the answer on the problem definition. Finally,

we will provide the reader with possible future market scenarios.
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2. BANKING IN NORWAY

2.1 THE EVOLUTION OF FINANCIAL MODELS

In order to analyse the implications of PSD2 on Norwegian banks, it is convenient to get back
to conceptual fundamentals about the rationale for the existence of financial intermediaries
and the reasons behind their coexistence with financial markets. An examination of the
evolution of financial models is therefore provided. Banks have for a long period of time
played a significant role in the society and financial system. However, the banking world today
is under considerable pressure due to burdens of regulation and infusion of technology. The
evolution of financial technology, commonly known as FinTech, may represent a development
towards a new type of financial model, where the internet digitally replicate the features of

banks and partly replace them as financial intermediaries.

Model 1: Direct finance

In economies where currencies were still linked to gold, direct financing was the only way to
trade. Goods were directly transferred from the person who was in possession of it to the
person who needed it. Direct financing is described as the matching of agents who have money

to invest with those who need money to invest, as shown in the figure below (Su, 2018).

v

Who needs money Who has money to

A

to invest invest

Figure 1: Direct finance

Transaction costs and asymmetric information

This model includes challenges in terms of finding the right contract partner. It requires
sufficient time and effort to succeed in the searching and matching process, and this problem
is defined as observable transaction costs. Other problems present in this model is information
imperfection. Information imperfection involves one of the two agents having more
information than the other in a financial transaction. This agent will have the ability to make
a more informed decision. This problem is referred to as asymmetric information, which

induces unobservable transaction costs, so called agency costs (Su, 2018).
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Assume a direct financial transaction, such as a loan, between a borrower and a lender. The
borrower will invest the money in a project after the loan contract is signed. Since the borrower
knows more about himself than the lender, such as the possibility of defaulting on the loan,
the transaction involves information asymmetry. The lender is bearing the risk of a possible
default. The two agents will thus have conflicts of interests dealing with the project’s risk
level. Agency problems occur because the borrower act on behalf of the lender, and is thus
able to take actions that benefit himself, which further induce costs of adverse selection and

moral hazard (Su, 2018).

Adverse selection and moral hazard

Before the contract is signed, the lender is interested in knowing the borrower’s credit quality,
making him investigate the borrower’s background and project carefully. However, during the
screening process, the borrower can just pretend to be creditworthy. This agency problem is
defined as the cost of adverse selection, since the lender cannot perfectly observe the quality

of the borrower.

After the contract is signed, the lender is interested in reducing the borrower’s opportunistic
behaviours. He will therefore monitor the borrower in case he steals or hides money, purposely
defaults on the loan or invests in a more risky project than previously agreed. This is the
concept of moral hazard. The lender cannot be sure if the borrower sticks to the contract after
signing it. The costs of adverse selection and moral hazard have both originated from imperfect

information between the borrower and lender (Su, 2018).

Model 2: Traditional financial markets model

In the traditional financial markets model, a marketplace brings together agents who would
not otherwise know about each other. The observable transaction costs related to finding the
right contract partner is thus reduced in this model. The financial market connects those who
need money to those who have money, making money flow to where it is needed most, as

shown in the figure below.

Capital Markets
(Stock Exchange)

Who has money to

v

Who needs money to

invest

A

invest

E Stocks, bonds i

Figure 2: Traditional financial markets model
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Even though observable transaction costs are reduced in this model, transaction costs still exist
and occur in all types of financial markets. In a stock market, trading fees are paid to the stock
exchange and taxes are paid to the government. In a credit market, the transaction costs will
appear as the difference between the saving rate received on a deposit and the mortgage rate
that is paid for a loan (Su, 2018). In a well-functioning market, the prices are determined by

aggregated information, such as the principles of supply and demand.

The problem of asymmetric information, which furthermore induces unobservable transaction
costs of adverse selection and moral hazard exist in this model as well. Market efficiency will
thus get reduced. The amount of lent and borrowed money in the market reduces, and the
possibility of illegal insider dealing and trading manipulation increases in line with increased
transaction costs (Norges Bank, 2017). It is therefore of high importance to reduce the
information asymmetry, which can be accomplished by authorities. In the US, the Securities
and Exchange Commission (SEC) is responsible for maintaining a fair and orderly functioning
of the stock exchange, while the Norwegian government is the authority regulating the
Norwegian stock market to improve information transparency (Thomson Reuters, 2018). The
benefits provided by the authorities are large, but cost the society billions to obtain (Finans

Norge, 2016).

Model 3: Traditional banking model

The market is not a perfect instrument to run the economic system in the sense that it cannot
be omnipresent and do all resource allocation by itself. Some of its functions are therefore
taken over by financial intermediaries such as banks when transactions are too costly to
organize by market means (Todorova, 2014). Banks are introduced to connect borrowers and
lenders. They are to a larger degree than financial markets enhancing the searching and
matching process in order to find the right contract partner. This is because banks are in
possession of large customer bases, and it is therefore less costly to find the right bank where
various lenders have deposited their money, rather than finding the right lender. The costs of
time and effort spent on travelling and contracting is therefore greatly reduced in this model.
The process of borrowing funds from a financial market through a financial intermediary, such

as a bank, is defined as indirect financing and is shown in the figure below.
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Interest Interest
Whoneeds money [ et Banks el Who has money to
. < .
to 1nvest B invest

Loans Deposits

Figure 3: Traditional banking model

Lenders place their deposits in the bank, and in return receive an interest from the bank. The
deposited money is furthermore lent out to the banks’ borrowers, who pays interest for
receiving this service. In the model of direct finance, the borrower in the loan contract could
pretend to be credit worthy even when planning to purposely default on the loan, and thus
invest in more risky projects than agreed in the loan contract. A bank is however able to reduce

the problems of information asymmetry to a larger degree than financial markets.

Banks are concentrated bases of professionals with higher expertise and more resources than
the public, and are therefore able to identify borrowers’ credit quality, and screen profitable
loan applicants and investment projects. Banks can for example invest in technologies that
allow them to manage credit ratings and credit history, they can ask for collateral, hire a credit
bureau to share information and monitor borrowers ex post (Su, 2018). All these actions,
unable for individuals, will help lenders gather information about potential borrowers, and

consequently reduce the information asymmetry.

Banks serving as professionals in the financial market, helping in reducing information
asymmetry and all types of transaction costs imply that they increase returns to scale. The
concept of returns to scale is about increasing production output, such as loans in the financial
market, while only increasing a limited amount of cost. Bank inputs of physical capital, human
capital, technology and borrowed funds enable increasing the scale of its lending activities
significantly without incurring a large increase in costs. An open market without any
intermediaries is however not able to achieve such benefits, implying that banks increase the

efficiency in the whole financial system compared to the traditional financial markets model

(Campbell, 2018).
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Model 4: FinTech

Even though banks increase market efficiency, their future is still at risk. The infusion of
information technology, data and more accurate analytics is a key input into the production of
today’s banking services, which enables FinTech services to increase the return to scale
beyond banks’ capabilities. Such services are able to serve the same function as financial

intermediaries, but at lower cost.

FinTech is about using technology to improve and enhance the functions of financial markets
and financial intermediaries. Financial services are digitized via mobile wallets, payment apps,
robo-advisors for wealth and retirement planning, equity crowdfunding platforms for access

to private and alternative investment opportunities and online lending platforms (Su, 2018).

These FinTech services are not simple enhancements to banking services, but rather replacing
banking services completely (Su, 2018). Peer-to-peer (P2P) loan markets are for example
designed to allow borrowers and lenders to interact online without banks as middlemen, as

shown in the figure below.

Depositors Borrowers

00 Of

(O
(O
-

Figure 4: FinTech model

The internet enables direct interaction between the market players, resembling the traditional

financial markets model. The challenge in model 2 was however high observable and
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unobservable transaction costs, an imperfection that was corrected by the existence of banks
in model 3. Partly replacing banks with the internet in the FinTech model increases the market

efficiency to an even larger degree, as it drastically reduces all types of transaction costs.

Online direct interaction between players in the FinTech model makes financial transactions
more accessible, and will in turn reduce the observable transaction costs of searching and

matching with the right contract partner (Balyuk & Davydenko, 2018).

Xie, Zou and Liu (2016) argue that the information processing under such a financial model
will be conducted on the internet, enabling significant changes in methods to collect, present
and evaluate information. The availability of big data can provide a more complete picture of
a borrower. Online P2P lending platforms can use a wide range of data to evaluate credit risk
and screen loan applicants, as information are tied together and assessed from multiple
perspectives to gain new insights, revealing who the borrowers really are (Foundation Capital,

2017).

This technology driven trend has transformed passive information retrieval into proactive big
data analytics. Lenders have traditionally passively been dependent on the borrowers’
provision of information about themselves, but big data enables a more complete search in the
online footprints. Such relevant data may include purchases using credit cards or other online
payment solutions, accounting records from business bureaus, length of time the borrower has
used the same email address, the number of connections on Twitter, Facebook or other social
media sites, reviews and ratings from business directories, and local and government public
records (Foundation Capital, 2017). This implies a reduction in the information asymmetry
beyond banks’ capabilities, implying less problems of adverse selection and moral hazard, due
to the ability of more accurately and reliably separate trustworthy borrowers from bad ones.
Big data analytics also represents a more economic efficient method to reduce the information
asymmetry compared to the traditional information processes in banking systems (Yan, Yu,

& Zhao, 2016).

Technology and data will potentially drastically reduce banks’ role in the financial system, as
FinTechs are better able to function as the main intermediaries, since they can provide better
services at lower costs. Banks will in such a scenario serve solely as the underlying fundament
to enable the functionalities of FinTech services. We believe the existence of banks however

will not disappear, as the need for placing money in bank accounts always will exist.
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2.2 THE NORWEGIAN TRADITIONAL BANK MARKET

FinTechs emerging in financial markets are challenging the banks’ position in the financial
models, but as of today they still represent the most important financial institution in the
economy. As our focus is on the implications of PSD2 on traditional banks, we will in the
following provide an even deeper insight into banks’ role and their functionalities in the
financial market. In order to understand the importance and effects of PSD2 we attempt to
provide the reader with information of why banks are regulated, indication of the current

competitive situation among banks, and a description of what customers except from them.

As consumers in a modern world we use financial services on a daily basis, but few of us stop
to think about how dependent our entire society is on stability in the financial system each
time we use our credit cards or apply for a loan. Various banking and financial crisis that have
occurred over the years however, such as the recent financial crisis in 2008-2009, have
reminded us time and again how a breakdown in a cornerstone of the financial system can
cause ripple effects throughout the whole economy. If financial stability fails, so does the

economy.

2.2.1 The role of banks

Banks are the largest and most important group of financial institutions, and contributes to
ensure financial stability in the economy. Banks work as intermediaries between the different
players in the economy, which represents an important role for both ensuring a well-

functioning financial system and for enabling economic growth.

The banks’ main responsibilities are to enable firms and individuals to take up loans and place
savings, initiate payments and handle cash. They are also responsible for the pricing and
redistribution of risk. The Norwegian Financial Undertakings Act regulates the requirements
for institutions to be established as banks, and how they should operate (Norges Bank, 2018).
Opening and operating as a bank is a complex process, as it requires substantial efforts. Among
other things, it involves applying for a banking license, which means having an initial capital
amounting to at least the equivalent of EUR 5 million in Norwegian kroner (Finanstilsynet,

2017) (Regjeringen, 2018).
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Banks distinguish themselves from other financial institutions by having the exclusive right in
the market to create and receive deposits from the public. Banks also play an important role in

the payment system since deposits can be used as a means of payment (Norges Bank, 2018).

Put simple, banks make money by providing loans and earning interest income from those
loans. The amount of money earned by the bank is determined by the spread between the
interest it pays on deposits and the interest it earns on loans, which is known as net interest
income. The types of loans they can issue vary and may include mortgages, business loans and
personal loans. Customer deposits, such as checking accounts, savings accounts and money
market accounts provide banks with the capital to make loans (Investopedia, 2018). Customers
who deposit money into these accounts effectively lend money to the bank and are paid

interest.

In addition to the interest it earns on its loan book, a bank can generate revenue by charging
its customers fees for mortgages and other banking services (Investopedia, 2018). Other
banking services include the provision of guarantees for borrowers, storing and managing of
valuables and conversion of securities. They also provide their customers with advice on

financial issues (Meinich & Munthe, 2018)

Due to their importance for financial stability in the economy, banks have over time been
subject to heavy regulations from authorities, which have caused banks to invest substantial
resources for regulatory compliance purposes. The main objective of banking regulation is to
gain economic and financial stability through correction of market imperfections, such as
asymmetric information (Finans Norge, 2014). This will create an efficient use and allocation
of resources, as well as create an environment which supports reliable and prudent banks and
reduces excessive risk-taking. Depositors and investors cannot be expected to assess the
riskiness of financial institutions they place their money with, but regulation can to a much
larger degree ensure customer protection though a common set of rules institutions must oblige

to (Dale, 2018).

The business model of traditional banks are concentrated on core services supporting
customers’ everyday needs. Demand for the core services has historically been relatively
predictable in most markets and banks have to a large degree moved toward offering industry-
standard services. The standardization of services in banking has led to a well-known selection

of products. Organizational structure and administration in the banking sector are
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characterized by a strong functional orientation, with focus on cost effectiveness and
compliance within functions. The traditional banking model has historically been asset and
compliance intensive, and banks have traditionally operated in many saturated markets where

further revenue growth has been difficult to achieve (Angelshaug & Saebi, 2017).

2.2.2 Current players

We define Norwegian banks as banks operating in the Norwegian banking market, which
could be Norwegian owned banks, subsidiary banks or branches of foreign banks. Norwegian
banks can further be classified as either a commercial- or a savings bank. They offer nearly
the same types of products and services, but their main difference is linked to their ownership
structure. The Norwegian banking sector is characterized by a large number of banks, but with
a relatively high concentration. The largest bank, DNB, has a market share on total gross
lending of 30% while the remaining banks have a market share ranging from 12% and down.

As a comparison, Sweden and Denmark both have three or four banks with high market shares.

The figure below shows the ten largest banks in the Norwegian market and their market share,

based on total gross lending (Norges Bank, 2018).

Banks NOK (million) Market share
1|DNB Bank ASA 1237973 28,9 %
2|Nordea Bank Norge 538 124 12,6 %
3 [Danske Bank Norge 282 029 6,6 %
4|Handelsbanken 237 800 5,6%
5|SpareBank 1 SR-Bank ASA 185967 43 %
6|Sparebanken Vest 148 321 3,5%
7|SpareBank 1 SMN 144 403 34%
8|SpareBank 1 @stlandet 122 058 2,9 %
9[SpareBank 1 Nord-Norge 101 025 24 %

10|Sparebanken Ser 98 086 23 %

Others 1 183 844 27,7%

Total gross lending 4279 630 100 %

Figure 5: The largest banks in Norway, based on total gross
lending

The Norwegian banking sector is characterized by a large number of banks, but with a
relatively high concentration. The largest bank, DNB, has a market share on total gross lending
of 30% while the remaining banks have a market share ranging from 12% and down. As a

comparison, Sweden and Denmark both have three or four banks with high market shares.
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2.2.3 The competitive situation within the industry

The high concentration in the Norwegian banking market initially dictates a low level of
competition among banks. The four largest banks have major market power, as they dominate

approximately 50% of the total market.

Technological development has redefined the driving forces behind banking competition. The
competitive focus previously centred around having the best face-to-face customer experience,
and having the best availability in terms of number and location of banks. During the last 14
years the proportion of bank customers visiting their bank once a month has decreased from
27% to 6% (Finans Norge, 2016). Digital banking solutions have brought convenience to
consumers, as almost all services can be done in banks’ applications or web pages, reducing
the necessity of physical visits in branches. This technology trend has led to competition being
centred around providing the best digital solutions to their customers, and their availability in

digital interfaces.

Competing on having the best banking service in digital apps and web pages mean that banks
compete at a national level. A person who lives in Bergen can be a customer in a bank located

in Oslo. The bank’s location is becoming irrelevant for the customer’s choice of bank.

Digital solutions have also brought convenience to customers in the process of changing bank
relationship, as agreements can be transferred to the new bank and contracts can be signed
online (Forbrukerradet, 2014). The speed at which customers can make a switching decision
is now instantaneous. In addition, social media made has it possible for customers to share bad
experiences with the world, setting the banks’ reputation at risk and influencing other people’s

decisions on a bank change.

35% of bank customers answered in a survey conducted by TNS Gallup that they would
consider to switch bank during the next 3 years (Finansdepartementet, 2014). People thus
perceive a bank change as relatively uncomplicated, but statistics show that customers do not
utilize this competitive situation. The actual customer mobility is in fact quite low. Only 7%
of bank customers changed their bank relationship during 2017 (Finans Norge, 2018). This
may imply that bank customers are not actively retained, they just remain. The Department of
Finance regarded the competitive situation among banks as vulnerable and thus wanted more
visibility around rules and rights in a bank change, and obligated banks to link to
Finansportalen on their web pages for this purpose (Forbrukerrddet, 2014).
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The digital trend towards providing the most user friendly and efficient banking solutions
facilitate strong competition among banks. Technology permits banks to compete at a national
level and enables the customers to regard bank changes as uncomplicated processes. Despite

their efforts, customers are still not taking advantage of the competitive situation among banks.

2.2.4 Customer expectations

An increased number of better digital solutions have changed what customers expect of their
bank. The development has caused fewer to choose physical attendance in their bank or choose
paper-based services when the service can be performed digitally. Most of us carry our bank
in our pocket, in the form of mobile phones or applications that enable execution of daily
banking services, such as making payments or transferring deposits. Customers benefit from
digitalization in terms of improved and low-cost services. This has furthermore led to
increased flexibility and a broader spectre of offered banking solutions (Finansdepartementet,

2015).

The banks’ increased focus on providing digital solutions for their customers is a result of
changing customer expectations for services to be easier, faster and more user-friendly.
Companies such as Netflix, Amazon and Facebook have for a long time used customer data
to deliver user-friendly services customized for each individual user. Consumers have grown
used to these types of services, and are to a larger degree expecting the same level of

personalised services from banks (Datatilsynet, 2018).

With the increased focus on technology and the use of big data, a concern for data security
and privacy has been a heavily discussed challenge both internationally and nationally. The
composition of service providers are becoming more complex, and more players will be
processing data on consumers’ personal finances (Datatilsynet, 2018). As digitization and the
use of personal data becomes a crucial part of meeting customer expectations, it has become
more demanding to secure and protect privacy in a good manner, which is something

consumers expect and have confidence in financial services to ensure.

Consumers willingly share personal data to companies such as Facebook and Google, and
allow them to collect data when using their services. However, according to a survey about
privacy performed by the Data Protection Supervisor in 2017, 79% of the respondents reported
that they would not be interested in using a banking service delivered by Facebook or Google

(Datatilsynet, 2018).
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Another survey executed by Kantar TNS for Finans Norge, asked their respondents whether
or not they would be interested in using a service that offer a single login portal to view all
their accounts and their entire commitment across all their bank relationships. Over 50% of
the respondents answered that they would be interested in such a service. However, when
asked who they would trust the most in offering the service, over 60% answered their primary
bank, while less than 10% answered they would trust Google, Facebook, Apple and Amazon

in offering such a service (Finans Norge, 2016).

2.3 THE NORWEGIAN PAYMENTS MARKET

Payment services represents an important part of the financial infrastructure, where a well-
functioning payment system is necessary for a stable and efficient financial system. Banks
play a crucial role in facilitating financial transactions between different players in the
economy. As we later on will see is new technology and changing customer preferences
coming align with PSD2. As PSD2 is aiming at fostering increased competition and
innovation, service providers other than banks will possibly enter the payments market and
may threaten banks’ role in the value chain. The financial infrastructure is complex and
involves many players, and we find it necessary to give an understanding of the functioning

of the system to analyse how the payment system will change in light of the new regulation.

2.3.1 The payment system

A payment system can be divided into interbank systems and customer-oriented payment
systems. The latter describes a system targeting customers, allowing individuals and firms to
withdraw cash from their bank accounts, use a payment card or make payments in an online
bank. An interbank system is a system that makes it possible for banks to settle payments

between them (Norges Bank, 2018).

Interbank systems

The central bank in Norway, Norges Bank, is the top settlement bank in the Norwegian
payments system. All payments completed in Norwegian kroner is ultimately settled between
the banks in Norges Bank’s settlement system, Norges Banks Oppgjeringssystem (NBO).
These payments include regular payments for individuals and companies, large payments in
the financial and foreign exchange market as well as payments involving the public sector.

The Norwegian Interbank Clearing System (NICS) is also a key figure in the Norwegian
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interbank system. NICS is the banks’ common system for the receiving and settlement of
payment transactions. Almost all payment transactions in Norway are sent to NICS for
settlement. Based on all payments individuals execute, NICS calculates what banks owe each
other. The result of this settlement is sent five times a day to the NBO, where the banks’

account balance on their accounts in Norges Bank are adjusted accordingly (Norges Bank,

2018).

Customer-oriented payment systems
Customer-oriented payments are mainly payments that are made in a high volume with

relatively small amounts between individuals, firms and authorities.

A payment transaction involves a receivable transferred between a buyer and a seller in
exchange for a good or a service. The payment transaction can be carried out directly through
the use of cash, or by using intermediaries such as payment cards or an online bank for credit
transfers. Cash are claims on the central bank, while bank deposits are claims on banks.
Payments can also be carried out by the use of electronic money, which is money in terms of
digital value units. Electronic money exist in the form of prepaid cards and credit on e-money

accounts, commonly called e-wallets (Norges Bank, 2018).

The payment value chain

Norges Bank

Issuingbank Acquiringbanl Paymentrecievers

L Subcontractors }

Figure 6: The payment value chain

The figure above presents the six players that participate in a regular payment transaction. The
players are payers (individuals or cardholders), the issuing bank, the central bank, the
acquiring bank, payment receivers (merchants and others), and subcontractors. For payments
with cash, the transaction goes directly between the payer and the payment receiver without

any intermediaries. Payments conducted with payment cards or electronic credit transfers goes
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between the payer and the payee through all of the abovementioned players (Norges Bank,
2014).

Norway is among the countries where payment cards are the most commonly used
intermediary in a payment transaction (Norges Bank, 2018). BankAxept is the national
payment system in Norway, responsible for eight out of ten card payments in stores
(BankAxept, 2018). Other card transactions are performed with cards by foreign card

companies such as Visa and Mastercard.

When the customer use their card, their account information is registered on the bank terminal.
The payment request initiated by the use of a payment card is then sent to a central common
collection point for authorization. The payment is controlled in the collection point and the
authorization request is again sent forward to the issuing bank (the bank of the cardholder).
When the issuing bank has controlled that the requirements for authorization of the transaction
are met, they send this information back to the terminal at the user site where the result is

shown. If the requirements are met, the payment will go through (Norges Bank, 2018).

Nets Norge Infrastruktur AS (NNI) then creates transaction data which is sent to the
Norwegian Bank Interbank Clearing System (NICS) for clearing and settlements between
banks. After the settlements are completed in Norges Bank, NICS transmits the transaction
data to the acquiring bank for crediting on the merchants account, and to the issuing bank for

charging of the payer’s account (Norges Bank, 2018).

2.3.2 Development within the payment system

The development in the payment system in Norway is to a large degree characterized by
technology advancements, the main players’ strategies and relations, as well as regulatory
frameworks for the financial system determined by policy makers. The result of this
development is a payment infrastructure in world class, with cheap and efficient payment

solutions.

Up until the 1960°s, cash was the dominating payment method for consumers in Norway. After
the 1960°s the use of information technology increased. The new technology laid the
foundation for the technical solutions that were established in the 1970’s, which improved the
efficiency of the clearing and settlement system. Due to the rapid development in the payment

systems, authorities found a need for management and coordination of the process. In the
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1980’s principles laid out by authorities, including price setting of payment services and a
closer coordination between the different payment systems were set in motion. This resulted

in a stagnation in the use of checks, while the use of payment cards increased.

The 1990’s represents perhaps the biggest leap of progress in the Norwegian payments system
in terms of cooperation between players, technical solutions and services offered for the
public. The commercial and savings bank strengthened the coordination of their systems, and
in 1991 the banks established the card solution BankAxept, which today is the national
payment system in Norway. In the 1990’s, cheaper, electronic payments solutions such as
payment cards accounted for an increasing part of the market for payment systems (Haare &

Solheim, 2011).

During the period from 2000 to 2010, the payment systems were subject to further
technological improvements. Online banking was taken into use during this period. Payment
cards continued to replace checks and cash, and together with the transition to chip cards, this
increased the efficiency and security in the payment system (Haare & Solheim, 2011). In 2017,
2.2 billion transactions were executed using payment cards, and Norway is among the
countries where people most often use cards to pay for goods and services (Norges Bank,
2018). Transactions with payment cards are done almost for free with the most widely used
card type combining BankAxept with an international card, usually Visa or Mastercard. The
average annual fee for such a payment card is as low as 234 NOK, carried by the consumer.
Beyond this fee, consumers are not paying any fees per transaction. Per transaction fees are
covered by banks, and the income losses from providing payment services are covered by
other services Norwegian banks offer, such as income from financial advisory (Norges Bank,

2018).

Payment cards are also being used for mobile and online payments, which respectively
represented 2.6% and 9.7% of total card payments. Innovation in the financial industry has
been particularly visible for payment services, with the emergence of FinTechs offering brand
new solutions. With the infusion of FinTech in the payment market, various types of mobile
banking solutions, such as applications for smart phones, have become available for the public.
These applications offer simpler and faster payment transfers than payment card transactions.
The mobile payment applications also enables transactions between individuals, so called

peer-to-peer (P2P) transactions in addition to payments at physical points of sale. Payments
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using smart phones have increased sharply over the past years, and will likely continue to

increase in the years ahead (Norges Bank, 2018).

The development also takes place within the already established financial infrastructure, where
banks and other established players in the industry continuously cooperates to enhance
existing systems and solutions, such as BankAxept and BankID (Det Kongelige
Finansdepartement, 2018). However, considering the compliance intensive nature of the
banks’ business model, they have in many ways been slow to change. When it comes to
technological advancements, banks have typically adopted them on their own terms as merely

“add-ons” to their existing business models (Angelshaug & Saebi, 2017).

The Norwegian system for payment solutions has become more coordinated and efficient than
systems in comparable countries (Haare & Solheim, 2011). According to the global
Information Technology Report 2016, Norway ranks as the country with the best digital
infrastructure in the world (Baller, Dutta, & Lanvin, 2016). This has resulted in fast, efficient
and low priced payments for Norwegian consumers. The advanced digital infrastructure in
Norway will create a good basis for the success of FinTechs, as they can build services on top

of these well-developed systems (Norges Bank, 2017).

2.3.3 Current players, products and services

The emergence of pure technology firms and FinTechs offering banking services, has
broadened the spectre of companies banks compete with. As the banks’ list of challengers and
potential competitors continue to increase in number, we find it useful to provide some insight

as to what is currently happening in the Norwegian market.

A full list of current players in the Norwegian market is presented in the appendix. A shorter
list of selected firms is presented in the text below. The current players are categorized as
either FinTechs, BigTechs or challenger banks. These firms are either Norwegian firms or
affiliates of foreign companies present in the Norwegian market, and are all in some way
directly affecting traditional Norwegian banks. In our list of current players we have also
included some interesting technology firms and FinTechs we believe are likely to enter the
market in Norway in the near future based on their actions in international markets and the
mentioning of these firms in conversation with industry experts. In the following, we include

a specification of what is included in the terms FinTech, BigTech and challenger banks.
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FinTechs

FinTech, short for Financial Technology, is used to describe new technology firms seeking to
improve, innovate and automate financial services by using advanced technology. They
operate in the intersection of technology and finance, and their services are digital and
designed to improve and simplify customers and companies financial operations and processes
by utilizing specialized software and algorithms. We define FinTech as any technology
innovation in the financial sector, ranging from money transfers and banking to wealth

management and investment advice (Investopedia, 2018).

BigTechs
We define BigTechs as the largest and most valuable technology firms in the global market.
BigTechs are firms providing services relating to computers, as they are driving a large amount

of growth in technology (Wikipedia, 2018).

Challenger banks

Challenger banks are new, small to medium sized commercial banks that seek to compete with
larger established banks. These banks are in the possession of a banking license, but
distinguish themselves from incumbents by the use of modern information technology
(Investopedia, 2018). Challenger banks provide banking services solely through digital
channels and do not have any physical bank branches (Oxford Dictionary, 2018).

List of players
A short list of current players is presented below. The list is based on firms we find particularly
interesting and most relevant for studying the effects of PSD2. A more detailed description of

chosen companies is also presented.

The identified players relevant for examining potential threats to incumbents and their
competitive position is based on a variety of sources from FinTech experts and banking
personnel. The list is also based on Sparebanken Vest and their perspective of who their
competitors are in the new competitive landscape, presented at the seminar “PSD2,
competition and cooperation”. We have also included firms that have been brought up in

interviews by experts within the banking sector and the payments industry.

Both Christoffer Hernees’ (2016) blogg and the Fintech Mundi CEO.Susanne Hannestad’s

(2017) market report over Norwegian Fintech companies have helped in arriving at a list of
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FinTech companies operating in the Norwegian market. The listed FinTechs operating in the
market for payments or are offering savings and account information services are the
companies we believe will be most affected by PSD2, as the directive targets the market for
payments. A broader list of FinTechs operating in other segments of the financial industry is

provided for to shed light on the width of the FinTech landscape in Norway.

While no BigTech to our knowledge has originated from Norway, many of their services are
available to, and used by, Norwegian consumers, and thus relevant to include as they are
developing financial services to their users. Mary Meeker’s report “Internet Trends 2018 has
provided insight to the largest technology firms worldwide. The report includes a list over
today’s top 20 worldwide internet company leaders, which are ranked based on their market
valuation (Robinson, 2018). Based on this list, we identified the companies that either
currently are offering payment solutions in Norway or are offering various payment solutions
in other global markets. Many of these companies were also identified by several of the
interviewees as potential competitors, as well as being highlighted as companies to watch in

an attended seminar about PSD2.

We acknowledge that the industry is still evolving and constantly changing. Both start-ups and
larger established firms are in the process of entering the financial market in Norway at the

time of writing, meaning that the overview evidently will be altered with time.
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Figure 7: List of players
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Vipps

Vipps is a FinTech who offers mobile payment solutions. The service was developed by DNB,
and is currently the leading mobile payment application in Norway. Since their launch in 2015,
the application has reached almost 3 million users. Vipps is now an independent company
cooperating with over 100 banks present in the Norwegian payments market (Finans Norge,
2018). The cooperation and success in the market has caused other previous competitors, such
as mCash and Danske Banks’ Mobile Pay, to shut down, giving Vipps a monopoly on mobile
payments in the Norwegian market (Andreassen, 2017). Their success can in many ways be
explained by heavy marketing, network effects and DNB’s ability to gather the support of

competing banks around the service.

Collaboration within the industry has proven to be a successful strategy for Vipps. The
company recently merged with BankAxept and BankID after obtaining permission from the
Ministry of Finance in 2018. The alliance of Vipps, BankAxept and BankID makes Vipps the
largest player within payment and identification in the Nordics (Konkurransetilsynet, 2018).
The main objective for the merger is to compile knowledge to offer faster, improved and more

cost effective solutions to users, customers and partners (Finans Norge, 2018).
Vipps offer the following services for companies and individuals:

e Payments to private individuals

e Payments to companies, clubs and associations by searching for the recipient’s profile
e Payments online and in apps where Vipps is one of the payment alternatives

¢ Invoice payments

e Account balances (Vipps, 2018)

Vipps is most famous for its mobile P2P service, which allows individuals to transfer money
fast and easy through smartphones. The service utilizes each user’s telephone number to
identify the recipient of the payment. Name, telephone number, and messages along with the

transferred amount is shown to the payment recipient.

Previously, the service only allowed the use of payment card as the underlying payment
processor. In such a payment process, the payment flow from the payer’s bank account goes
through the card network and the clearing system in Norges Bank (NICS) for authorisation

before the payment is successfully received by the recipient.
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During the spring 2018, Vipps launched immediate payments, which are payments directly
from one bank account to another. This means that the registered bank account, instead of a
payment card, is used as the underlying payment processor. The advantage is that the money
immediately will be transferred to the recipient’s bank account without any delays. In addition,
banks will dodge any fees associated with card networks, such as the fees Visa charges for
every transaction that is made using their card scheme. The payment flow goes directly from
the payer’s bank account to the payment receiver’s bank account. The acquiring bank must
immediately accept or reject the payment, and the settlement between banks in NICS is
subsequently done in a separate settlement system (BITS, 2017). Immediate payment is set as

default in the application, and payment card is offered as an optional payment processor.

Immediate payments are possible in Vipps thanks to the collaboration between Norwegian
banks. As of today, other payment service providers are not able to deliver this kind of payment
solution without a contractual agreement with one or more banks. However, as will become
apparent later on, PSD2 will insure that all payment service providers will have the same rights
as Vipps to access immediate payments regardless of any partnerships with financial

institutions.

Payr

The Fintech Payr is a mobile application, introduced to the Norwegian market in 2017. The
service offers customers easy and flexible invoice payments. Invoices can be paid by
registering a payment card independent of bank relationship. By analysing customers’
invoices, the app also provides suggestions to cheaper or better providers of the same products
or services. The application also enables the customer to switch to a different supplier, such
as electricity supplier or mobile subscriptions, directly in the app. Payr does not generate
profits directly through invoice payments, as the service is free of charge to their customers,
but instead they charge a commission from suppliers if the customers choose to change

supplier through Payr (Payr, 2018).

Dreams

Dreams is a Scandinavian FinTech company that offers consumers an innovative and easy
way to save and invest money by using their mobile application. Dreams is based on
behavioral research and use this to identify and take into consideration what usually prevents
consumers to save. The application became available in Norway in 2018 through a partnership

with Storebrand. For now the application requires the use of a payment card, and the amount
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of money saved by the user is placed in a savings account in Storebrand. Dreams generate
income by securing a small interest rate from Storebrand on the amount the users save in the

application (Dreams, 2018).

Apple Pay

Apple, which is defined as a BigTech, launched their payment solution, Apple Pay, in the
Norwegian market in June 2018. Apple Pay is a mobile payment and digital wallet that enables
the user to make purchases in stores, in apps and online. The service is only compatible with

Apple devices (Apple, 2018).

Apple Pay requires the registration of a credit or debit card in an e-wallet, and the registered
payment card works as the underlying payment processor. When making payments in stores,
the Apple device can substitute the payment card, and the customer can place the smartphone
directly on the bank terminal instead of using a payment card. The payment information is
sent by authentication of the customer, either by using Face ID, Touch ID or a password

(Apple, 2018).

Apple Pay uses Near Field Communication (NFC) technology to connect the device with the
payment terminal in stores. The majority of mobile payments use the NFC technology, which
accounted for 75,3% of the global mobile payment market in 2017, and the segment is likely
to reach a value of US$361 billion by 2022 (Accuray Research LLP, 2018). The NFC
technology is used in all contactless bank terminals and in all contactless payment cards in the
market. All stores who offers the use of bank terminals with contactless payments are thus

able to accept Apple Pay (Finans Norge, 2018).

When you make a purchase using Apple Pay in a store, the NFC-enabled terminal displays the
amount and the consumer taps the terminal with the iPhone. The transaction is completed
within one second (Holstad, 2017). NFC technology allows devices to share small bits of
information over very short distances, and the short distance makes it almost impossible for
any unauthorised payments to go through and hijacking attempts from third parties to succeed

(Holstad, 2017).

Payments in stores using Apple Pay are treated as card transactions, meaning that the payment
goes from the payer’s bank account via the bank terminal and the registered payment card to

the merchant’s bank. Like all other transactions using a payment card as an intermediary, the
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payment is ultimately settled between the issuing and acquiring bank in NICS before the
recipient receives the deposit (Apple, 2018).

Apple Pay also offers a P2P payment solution called Apple Pay Cash. The service is currently
only available in the U.S., but it resembles the service Vipps is offering in Norway. In Apple

Pay Cash individuals can send money to each other through iMessage on their iPhone.

Apple Pay is to this date only available to customers in Sbanken, Santander Bank and Nordea
in Norway. Other Norwegian banks have refused their customers to use Apple Pay, and argue
that contactless payment cards is still the fastest way to pay in Norway, and refer to experience
from neighboring countries where only a small number of consumers have embraced Apple

Pay (Dagens Neringsliv, 2018).

AliPay

AliPay, which we define as a BigTech, was launched in 2004 by the Alibaba group and is one
of the most widely used digital payment solutions in China (AliPay, 2018). The app is called
a “super-app” because it is designed to offer a bouquet of services to bring convenience into
the customer’s everyday life. The app offers, among other things, a chat function, social media
features, a marketplace, taxi services, restaurant ordering as well as offering customers the
possibility of purchasing insurance, managing funds, transferring money to other users and
investing in stocks and funds (Financial Times, 2017). The app is linked to a user’s bank
account, and payment solutions are therefore integrated in the application, ensuring quick and

easy payments for the user (Kuzmina, 2018).

Alipay also lets the users make payments to merchants by using quick response (QR) codes.
Consumers can use QR codes to access media, download offers or product information and
the technology is to an increasing degree being used for payments. In China, it is the most
common in-store payment method. A QR code is a two-dimensional code made up of black

and white squares, and can be read by smartphone cameras, point of sale terminals or other

devices (The Asian Banker, 2014).

When a consumer use a QR code as a means of payment, the QR code is scanned by their
smartphone. When the consumer’s payment card and bank account information is stored in
their phone the QR enables the desired amount to be transferred directly from their account to

the merchant, and there is no need for a terminal (The Asian Banker, 2014).
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This is how a payment works also in the Alipay app. The merchant displays a QR on the
cashier register screen. When the customer opens the Alipay app they scan the order QR code.
The customer then confirms the payment amount and makes the payment. When the payment
is successful, Alipay informs the merchant and the customer of the payment result. The amount

is then paid to the merchant’s bank account within an agreed period of time (AliPay, 2018).

For consumers, QR codes represent fast and easy ways of paying, and for merchants they
represent a convenient and inexpensive payment method. It is less costly to print a QR code
and displaying it in the store than purchasing a terminal for card payments. The exponential
growth of QR payments in China can also be explained by the absence of payment cards. In
rural places in China it may be not very common to be in possession of a payment card, and

QR codes makes it easier for merchants to accept cashless payments (Technode, 2018).

AliPay collaborates with all of China’s major banks, and cover many countries in the world
through international card and payment organisations, such as Visa and MasterCard (AliPay,
2018). Internationally, more than 300 worldwide merchants use Alipay and their technology

to sell directly to consumers in China (Marketing China, 2017).

Vipps recently announced a partnership with Alipay, which will facilitate the possibility for
Norwegian merchants to accept payments through QR codes from Chinese tourists. Through
the partnership Norwegians will eventually be able to use the same payment method they use

at home internationally by the means of QR-codes (DNB, 2018).
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3. THE REVISED PAYMENT SERVICES DIRECTIVE
(PSD2)

3.1 BACKGROUND

In 2015, the EU adopted a new directive on payment services, namely PSD2, to improve the
existing rules from the first payment service directive, PSD1. PSD2 came into force in EU law
January 13, 2018 and will be in full effect by September 2019. The purpose of the first
directive was to establish the same set of rules on payments across the whole European
Economic Area (EEA), which includes the European Union, Iceland, Norway and

Liechtenstein (European Commission, 2018).

PSDI1 and PSD2 are called directives, which are EU legal acts that require EU countries to
achieve a certain result, but leaves each country free to choose how to do so (European

Commission, 2018).

The EU countries must adopt measures to transpose them into national law to achieve the
objectives set by the directive. According to the EU treaties, the European Commission may
take legal action if a country fails to implement EU law (European Commission, 2018). Since
PSDI1 are and PSD2 will be implemented into the EEA agreement, the directives are required

to be incorporated into Norwegian law.

3.2 THE FIRST PAYMENT SERVICES DIRECTIVE (PSDI)

The first Payment Services Directive (PSD1) was adopted in the EU in 2007 and is seen as the
most significant piece of the EU financial services legislation in relation to the payment
market. The European Commission created the first directive to ensure a facilitation of an

efficient and integrated market for payment services in the EU (European Commission, 2018).

In addition, a summary of the legislation states that the background for implementing the first
directive is that consumers should be sure that payments through the EU are as easy, efficient
and secure as national payments. To meet this, the EU set up a common framework for
payment services through PSDI1, which should replace each countries’ national rules (The

European Union, 2007).
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The directive lays down rules for all payment service providers. Payment service providers
(PSPs) are any providers of activities that allows people to deposit or withdraw cash on or
from a payment account, to execute payment transactions on payment accounts or by
electronic means, and to issue and/or receive payment instructions or execute money
remittance. Payment services in PSDI1 include credit transfers, direct debit payments, card
payments, online payments and mobile payments (European Commission, 2018). The rules
embedded in PSD1 include information requirements for payment service providers, as well

as rights and obligations linked to the use of payment services (The European Union, 2007).

3.2.1 Efficient payment systems

Payment systems represents an important part of the financial infrastructure, and regulation is
put in place to improve the system because it affects the whole financial system. With the
implementation of PSD1 and PSD2, The European Commission is striving towards making
payments safer, faster and more secure to increase the efficiency of the payments market. The
Commission states that an efficient market for payment services in Europe should guarantee

the following:

e The same rules all over the EU
e (lear information on payments
e Fast payments

e Consumer protection

e A wide choice of payment services (European Commission, 2018).

Several actions have taken place in the Europe in order to achieve such an efficient system. In

the following, an explanation of each objective and related actions are described.

The same rules all over the EU

In the 1990’s, the European Single Market was introduced, which is something the EU still is
striving for to achieve and has as a core objective. The goal is to achieve a single market that
guarantees free movement of capital, goods, services and labor within the European Economic

Area (EEA) (European Commission, 2018).

The first step towards a single market in the EU was the launching of the euro as a single
currency in 1999. To achieve a true single European market, harmonization of electronic euro

transactions was also required. This harmonization process was started by the launching of the
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Single Euro Payments Area (SEPA). The main goal of SEPA is to make it possible for citizens
and businesses related to SEPA to pay with a single payment account or card across Europe
as easily, efficiently and safely and at the same cost as domestic payments (The European

Payments Council, 2018).

At the time of proposal of PSD1 however, the single market of payment services lacked
harmonisation which hindered the operation of the market. The payment service markets of
the Member States were organised separately, along national lines. The introduction of PSD1
facilitated the dismantlement of internal frontiers and ensured free movement of capital
because the same laws now applied for all members within the EEA, instead of each country

operating with their individual national rules (The European Union, 2007).

PSDI1 ensures this further by requiring all PSPs to obtain an authorization to carry out its
payment activities throughout the EU. The requirements for the authorization are the same
across all member states, which ensures that all PSPs follow the same rules (The European

Union, 2007).

Clear information on payments

One of the key elements of PSD1 is information requirements for payment service providers.
According to the directive, PSPs must provide a range of clear information to the users of their
services. Prior to the use of a payment service, the service provider have to communicate
information related to fees, compliant procedures, and all charges payable in an easily

understandable way.

After a payment transaction is executed, the service providers have to provide information to
the payer regarding the reference of the payment transaction and of the payee, the payment
amount, and the fees and commissions related to the transaction. They also have to
communicate information to the payee right after the transaction has taken place (The

European Union, 2007).

The directive implies that conditions and information requirements for payment services are

put in place to ensure transparency of the payment transfer.
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Fast payments

Payment systems promote economic activity, particularly for domestic and international
commerce and trade. Reliable, efficient and timely payment system enable companies to
conveniently acquire raw materials, pay wages and promote economic growth. A payment
delay can increase intermediation costs and reduce economic welfare. The more funds are tied
up in clearing and settlement processes, the less funds are available for productive use to

increase economic growth (Listfield & Montes-Negret, 1994).

Fast payments are thus something the European Commission are striving for in order to ensure
an efficient payment system. To promote fast payments, PSD1 includes rules for the execution
time and value date for payments, and states that member states shall require the payer’s
payment service provider to ensure that the amount of payment transaction is credited to the
payee’s payment service provider’s account at the latest by the end of the next business day

(The European Union, 2007).

Consumer protection

In order for a payment system to work as a facilitation of trade of goods and services to
enhance economic welfare, individuals need to take the available payment methods in use and
should thus be able to rely on the security and trustworthiness of the payment services.
Payment systems must win the user’s confidence by being dependable and reliable. Consumers
must therefore be protected against unauthorized access and fraud, which is ensured by

regulations such as PSD1 and PSD2 (Listfield & Montes-Negret, 1994).

Consumer protection is at the core of PSD1, and even more so in PSD2. PSD1 promotes
consumer protection in a number of ways. First of all, the directive laid out rules for the
requirements of clear information, including information on transactions fees on payment
transaction that should be easily accessible for the consumer. This aims at making the
consumer more aware of charges incurred when completing a payment transaction. In
addition, PSD1 provides protection of customer rights concerning unauthorised or incorrect

charges to the consumer’s payment account (The European Union, 2007).

For example, the directive ensures that it is the PSP and not the consumer who is liable for the
correct execution of a payment transaction. When a transaction is not executed or is defected,
the payer’s PSP must correct it or refund the relevant amount to the payer. The directive also

includes rules for refunds when payment transactions have been wrongly authorised by a PSP.
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A wide choice of payment services

An efficient payment system should not only open the door to increased competition through
better service and reduced transaction costs, but also enable financial institutions to develop
new products which can become important sources of fee income (Listfield & Montes-Negret,

1994).

One of the main objectives of PSD1 was to generate higher competition and innovation in the
European payment market (European Commision, 2018). By creating a new type of regulated
firms called Payment Institutions (PIs), whom are amongst other things able to open accounts,
process payments and issued payment cards, PSD1 opened the European payment services

market to non-banks such as FinTechs (Gremez, 2017).

Increased competition was thus to a certain degree ensured by the directive, which to some
extent reduced entry barriers and made fair market access for all market players. Furthermore,
this resulted in a broader selection of payment services for consumers and thus contributed to

increased efficiency (European Commission, 2018).

3.3 TRANSITIONING FROM PSD1 TO PSD2

PSDI1 is regarded as a successful regulation that improved the efficiency of the payments
market in Europe. However, since the introduction of PSD1 the payment market in EU has
experienced significant technological innovation and developments of new types of electronic
services. New players have emerged in the area of mobile and online payments, where so
called third party providers (TPPs) offer specific payment solutions or services to customers.
Entering the market has proven complicated for TPPs under PSD1, as many barriers were
preventing them from offering different solutions on a large scale and in different member
states, indicating that PSDI1 is not sufficient for enabling a level playing field and

strengthening competition within payment services (European Commission, 2018).

This has resulted in a proposal from The European Commission of a revised and modernised
version of PSD1, called the revised payment service directive (PSD2) (European Commission,
2018). PSD?2 is both a response to the development in the payment market, as well as a catalyst

for the further development.
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As a result of technological development in accordance with changed customer expectations
there has been an emergence of many new types of online and mobile payment services which
consequently either fall in part, or not at all, under the rules of PSD1. These services are
provided by all kinds of payment service providers, and has brought innovation and
competition, provision of more and cheaper alternatives for internet payments, but has

previously been unregulated (European Commission, 2018).

An example of firms present in the market who were outside the scope of PSD1, but are
included in PSD2, are providers that allow consumers to buy goods online without using a

credit card, such as transactions directly from a payer account to a payee account in Vipps.

In order to maintain and contribute to competition which ensures a level playing field between
various providers, these new services and service providers must also be regulated.
Harmonising a fragmented European regulatory framework will then result in equal
competitive conditions between PSPs both within a country and between countries. The
concern of lack of standardization under PSD1 will then reduce dramatically, as all PSPs will

be regulated similarly (PwC, 2016)

PSD?2 is also required in the perspective of consumer protection. The payment service users
need to know that the new and more complex payment services are safe to use. As electronic
payments are being more technologically complicated, PSD2 contributes to ensure that the

offered solutions and services are sufficiently secure.

Analysis of the impact of PSD1 has shown that development and growth within the retail
payment market and the relating digital technologies since PSD1 have raised challenges from
a regulatory perspective. Significant areas of the payments market, in particular internet and
mobile payments, have remained fragmented along national borders and fall out of the scope
of the regulation. In addition, the elements excluded in the scope of PSD1 were proved to be
too ambiguous, too general or outdated, which in some cases resulted in legal uncertainty,
security risks in the payment chain and lack of consumer protection. An updated version of

PSD1 was thus necessitated (The European Union, 2015).
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3.4 THE REVISED PAYMENT SERVICES DIRECTIVE (PSD2)

PSD2 entered into force in January 2018 in most Member States, at the same time as PSD1
was repealed. As PSD2 is not yet implemented into the EEA agreement, the directive will be

incorporated into Norwegian law during 2019 (European Payments Council, 2018).

PSD2 updates and complements the EU rules put in place by PSD1. PSD2 sets out strict rules
regarding security requirements for electronic payments and the protection of consumers’
financial data, transparency of information requirements for payment services and the rights
and obligations of users and providers of payment services. PSD2 also takes into account

emerging and innovative payment services, such as online and mobile payments.

With the updated version of the directive, the European Commission seeks to further

strengthen the efficiency of the market for payment services within EEA, through:

e Contributing to a more integrated European payments market

e Improving the level playing field for payment service providers, including new players
who were outside the scope of PSD1

e Foster innovation and competition in the payment market

e Making payments safer and more secure

e Enhancing consumer protection (European Commission, 2018)

In the following, these objectives will be presented in more detail in addition to an explanation

of how new components in PSD2 contributes to achieving them.

3.4.1 Contributing to a more integrated European payments market

PSD2 continues the work PSD1 started with integrating the internal market for safe electronic
payments. The continued development is crucial for the growth of the economy within EU and
for ensuring that individuals and firms can benefit from choice and transparency of payment

service to fully benefit from the internal market. (The European Union, 2015).

The new rules in PSD2 should thus ensure a consistent application of the framework across
the European Union. This is secured through PSD2 implementation equivalent operating
conditions for both existing and new players in the market. New players entering the market

will have to follow the same rules as the traditional PSPs, which should contribute to new
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means of payments reaching a broader market across the Union as a whole (The European

Union, 2015).

3.4.2 Improving the level playing field for payment service providers

One of the main differences between PSD1 and PSD?2 is that PSD2 widens the scope of the
directive by covering new services and players and extending the scope of existing services,

enabling all players access to accounts (European Commission, 2018).

The revised directive aims to open up the EU payment market to companies offering
consumer- or business oriented payment services based on access to information about the
payment account (The European Union, 2015). By including these companies in the scope of
the directive, PSD2 seeks to level the playing field for all payment service providers and thus
enabling increased competition in the market, which in its turn benefits the consumer by

lowering prices and expanding the service offer in the market.

The directive categorize the new service providers as either Account Information Service
Providers (AISPs) or Payment Initiation Service Providers (PISPs). Both these service
providers are referred to as third party providers (TPPs).

Third party providers (TPPs)

A third party provider is a payment institution which does not hold payment accounts for its
customers and does not enter into possession of the funds being transferred. TPPs are service
providers that can be distinguished in two categories, AISPs that serve account information

services and PISPs that serve payment initiation services (The European Union, 2015).

Payment initiation service providers (PISPs)
The law defines a PISP as a “service to initiate a payment order at the request of the payment
service user with respect to a payment account held at another payment service provider” (The

European Union, 2015).

We will use an example to describe the meaning of a payment initiation service. A customer
is about to pay for a good online and is offered to either pay with a payment card or to pay
directly from his bank account to the store through a company independent of the customer’s
bank. The latter payment solution is in this case referred to as a payment initiation service and
is provided by a third party, referred to as the payment initiation service provider (PISP).

Companies like Trustly, who offers customers to pay online directly from their bank accounts,
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are by PSD2 defined as PISPs. New services like Apple Pay however, will not fall within the

scope of PSD2 because their service use payment cards as the underlying payment processor.

Account information service providers (AISPs)
The law defines an AISP as “an online service to provide consolidated information on one or
more payment accounts held by the payment service user with either another payment service

provider or with more than one payment service provider” (The European Union, 2015).

We will also use an example to describe the meaning of an account information service. A
customer downloads an application to his mobile phone to get a better overview of his
consumption over time. The application, referred to as the account information service, tells
the customer how much he uses on restaurant visits, phone bills, electricity bills etc. The
application provides aggregated online information (payment transactions and balances) for
multiple payment accounts in a single place. This helps the customer to better manage his
money. The supplier of the application is referred to as the account information service

provider (AISP) (European Payments Council, 2017).

Authorisation

Serving as a PISP or an AISP requires authorisation. They are required to hold a license in
their home country, and get passporting rights to operate in other European host countries
(HSBC Bank, 2017). PISPs and AISPs were not regulated under PSD1, but as they are
included in PSD2 they will now have to follow the same rules when it comes to registration,

licensing and supervision as the traditional PSPs.

PISPs and AISPs do not hold client funds when exclusively providing payment initiation or
account information services (European Commission, 2018). The directive thus claims it will
be disproportionate to impose own funds requirements to these new market players, but that
they should be required to hold either professional indemnity insurance or a comparable
guarantee to be able to meet their liabilities in relation to their activities (The European Union,

2015).

Access- to-account (XS2A)

PISPs and AISPs were able to operate in the market before PSD2 was implemented, but to be
able to get information on a customer’s account or to initiate a payment directly from the
customer’s bank account they would need special agreements with financial institutions that

hold the customers deposits and thus information about their accounts in order to offer their
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services. This resulted in barriers of entry for new companies and led to weak competition in
the market. To ensure a level playing field for all payment services and correct the market
failure, article 35 and 36 in PSD2 defines the payment institutions’ rights of access to credit
institutions’ payment account services. The access should be given on an objective, non-
discriminatory, proportionate basis, and access should be provided in a way that allows
payment institutions (including PISPs and AISPs) to provide payment services in an
unhindered and efficient manner. In addition, the directive says that the access to accounts
should not depend on a contractual relationship between the holder of an account and the AISP

or PISP, as it did prior to the implementation of PSD2 (The European Union, 2015).

As banks work as credit institutions and have all access and information on customer accounts,
the access-to-account (XS2A) rule in PSD2 means that banks will have to provide third parties
with access to their customers payment accounts, if accessible online. For third parties, such
as FinTechs, this means that they are able to build financial services on top of the credit
institutions data and infrastructure. However, banks can themselves also become PISPs or
AISPs, which in that case means that they will be given access to information on competing

banks’ customer accounts.

Access to accounts also means that third parties will get information on banks customers’
transaction data on their payment accounts and thus get insight into a consumer’s consumption
pattern. However, the PISP and AISP cannot use, access or store any data for purposes other
than for the provision of the payment initiation service or account information service as
explicitly requested by the payer or user. A PISP is not allowed to access any data other than
what is necessary to provide for their service, and an AISP can only access the information
from the customers registered payment accounts and associated payment transactions (HSBC

Bank, 2017).

It is important to emphasize that a third party only can initiate a payment and get access to a
customer’s payment account if the customer gives his or hers explicit consent to the service
provider. The directive lays out rules for the information service providers are required to give
customers before they consent in allowing third parties access to their accounts (The European

Union, 2015).
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The Regulatory Technical Standards (RTS)

Banks are according to PSD2 obliged to communicate the information specified in the XS2A
rule securely with third parties in accordance with regulatory technical standards (RTS). The
standards are developed by the European Banking Authority (EBA) in cooperation with the
European Central Bank (ECB) and all relevant stakeholders (The European Union, 2015).

The XS2A rule in PSD2 can be seen as the “what” aspect of the regulation, whereas the RTS
defines the “how” aspect that explains how this is to be done. The RTS defines the technical
framework for the implementation of the XS2A rule regarding communication between banks
and third party providers, called common and secure communication (CSC). The RTS also
ensures the establishment of adequate security measures for electronic payments through

requirements of strong customer authentication (SCA) (European Payments Council, 2018)

Common and secure communication (CSC)

All banks offering online access to payment accounts will have to facilitate third parties access
to customer’s payment accounts to enable them to initiate payments or offer account
information services. Banks will have to adjust their systems for third parties in order to

comply with the specifications in RTS.

RTS suggests that banks can choose to establish an interface dedicated to this purpose, such
as an Application Programming Interface (API), or let the third party apply the same interface
the customers themselves use for their banks payment services, such as their online bank. Most

banks wish to establish a dedicated interface by using APIs to fulfill this purpose (BITS, 2018).

As APIs have become the norm in the industry for providing access to accounts, we will

provide some insight to their application in banking.

Application Programming Interfaces (APIs)

APIs are the cornerstone of the modern digital economy. Every time you use an app on your
smartphone or buy something online, you are probably using an API (The Berlin Group, 2018).
An API can be defined as a standardized set of protocols, routines, functions or commands

that governs how one piece of software can talk to another (Techopedia, 2018).

As an example, think of Facebook or Google’s login APIs. These firms use open APIs that
allow other software applications to sign up new users without having to manage the user

identification process themselves. Providers of applications using these open login APIs, such
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as Dropbox or Instagram, need only know how to communicate with the APIs, and do not
need to have any knowledge about Facebook or Google’s client ID management or technology

(Universal Payments, 2017).

APIs are not a new phenomenon, but have evolved in recent years from being mainly used

within an organisation or with key partners to become public and open (Capgemini, 2018).
APIs can broadly be divided into three categories
1. Private APIs

Private or internal APIs have been used by banks for a long time, and were created to integrate
applications and facilitate information flow within the organization. This means that both the

producer and consumer of the APIs are within the same organization.
2. Partner APIs

Private APIs later developed into partner APIs, and are used by the organizations’ key partners
to access business functions depending on their relationship with the bank. Partner APIs can
help banks achieve different strategic endpoints, including expansion of their business and

adding new services.
3. Open APIs

Open APIs make the banks business data and functionality available also to third parties that
are not necessarily in a business relationship with the bank. An open API is an easily accessible
interface that both developers inside the organization and anyone with the right identification
and authorization can gain access to. Open APIs enables third-parties to build and deliver new

services on top of banks’ infrastructure (EVRY, 2017) (Capgemini, 2018).

In order for banks to be compliant with PSD2, they have to use open APIs. APIs have to be
open and accessible for all authorised third parties on a non-discriminatory basis. However,
PSD2 only requires banks to provide third parties information (through open APIs) about
customers’ payment accounts. PSD2 defines a payment accounts as “an account held in the
name of one or more payment service users which is used for the execution of payment
transactions” Information on payment accounts will thus only include transaction history on

this particular type of account (The European Union, 2015).
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Information on other types of accounts are not required to be provided through open APIs.
APIs for communicating with the customer’s saving accounts or with banking software
containing information on the customer’s mortgage conditions or fund savings are not required
to be open and distributed to third parties. However, banks can choose, if they wish to do so,
open more of their APIs for third parties to create additional services other than payment

initiation and account information services. Such APIs are to be viewed as premium APIs.

3.4.3 Foster innovation and competition

An increase in innovation and competition in the payment market is yet another objective of
PSD2, and is in a large degree enabled through third parties obtaining access to the customer’s
payment accounts. Some PISPs and AISPs operated in the market prior to PSD2, but by
providing a proper legal framework in which payment initiation and account information
services can be offered, PSD2 opens possibilities for AISPs and PISPs to operate across the
EU and to compete on an equal basis with other regulated players in the market, such as banks.
Providing the necessary legal certainty for companies to enter or continue in the market can
help stimulate increased competition in the payment market. AISPs and PISPs deliver
innovative services to the marketplace, and by lowering the barriers of entry for these
companies, PSD2 can contribute to accelerate the pace of innovation in the industry. Increased
innovation and competition will also allow consumers to benefit from more and better choices
between different types of payment services and service providers (European Commission,

2018).

3.4.4 Making payments safer and more secure

One of the most important intentions of PSD2 is to increase the security of electronic payment
services in Europe, and thus prevent and limit fraud (BITS, 2018). PSD2 seeks to make
electronic payments safer and more secure, through requiring payment service providers to

apply strong customer authentication (SCA).

Strong customer authentication (SCA)

PSD2 requires all member states to ensure that a payment service provider applies strong
customer authentication where the payer access its payment account online, initiates an
electronic payment transaction and carries out any action through a remote channel which may

imply a risk of payment fraud or other abuses (The European Union, 2015).
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The principle of SCA is to ensure customer protection and enable safe payments through an
increased level of security for electronic payments. Each time a payer accesses its payment
account online or initiates an electronic payment transaction the payer must apply a safe
authentication code. This authentication code must ensure that the service user is the legitimate
user and therefore is giving consent to the service provider which access the account
information or transfers funds (European Banking Authority, 2017). The authentication must

be based on two or more elements categorized as:

e Knowledge: something the user knows, such as a PIN or a password
e Possession: something the user possesses, such as a chip card or a mobile phone
e Inherence: something the user is, such as a fingerprint or voice- or face recognition

(European Payments Council, 2017).

Using at least two of the abovementioned elements should result in the generation of a unique
authentication code which dynamically links the transaction to a specific amount and a specific

payee. The service providers are responsible for the SCA application.

3.4.5 Enhancing consumer protection

PSD?2 ensures consumer protection through strong customer authentication, but also enhance
consumer rights in other ways. Consumer rights are enhanced for example through reducing
the liability for the payer from €150 to €50 in cases were the payer are obliged to bear the
losses relating to any unauthorised payment transaction. PSD2 also give the payer for example
unconditional refund rights for direct debit transactions in euro and removes surcharges for

the use of a consumer credit or debit card (The European Union, 2015).

3.4.6 Special note on Norway

As Norway already benefits from an efficient payment system compared to many other
countries in Europe, certain articles in PSD2 will not be directly applicable in Norway. While
many European banks charge transaction fees to their customers for payments, consumers in
Norway might be unfamiliar with the concept, as the banks cover almost all the fees involved
in a payment transaction for their customers. The implementation of a common payment
system in Norway, BankAxept, ensures low transaction fees. Some transaction fees still exist,
but are almost entirely carried by banks. These fees, in addition to the income losses from

providing payment services are covered by other services Norwegian banks offer, such as
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income from financial advisory. Thus, articles covering transaction fees will not be very

applicable in Norway.

In addition, regulatory standards for strong customer authentication (SCA) is to a large extent
already secured in Norway through the use of BankID, meaning that Norwegian banks will
not have to make extreme adjustments to comply with the standards. BankID is a method for
electronic identification and is used by all Norwegian banks as an authentication method for
initiating payments (BankID, 2018). Nevertheless, PSD2 will have other implications for
Norwegian banks, such as the provision of open APIs to third parties, which has been a so far

unknown territory for Norwegian banks in the past.

3.5 PSD2 TIMELINE

13.01.2018: PSD2in effect Both PSD2and
PSD2in effect in Norway and RTSin effect in
in the EU the EU the EU and

Norway
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Figure 8: PSD?2 timeline

In December 2015, PSD2 was published in the Official Journal of the EU, and came into force
in the EU in January 2016. The transition period for all Member States was 24 months. By
January 2018 PSD2 (with the exception of the security measures described in the RTS) was
transposed and incorporated into national law in most EU Member States. This was not the

case in Norway, as the regulation still is under consideration by the EEA and therefore not yet
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incorporated into the EEA agreement. As of today the Norwegian government has submitted
a proposal resolution for the adoption of amendments to the Act. The proposed amendments

are expected to come into effect at the latest, in early 2019.

In August 2016, the European Banking Authority (EBA) published the draft Regulatory
Technical Standards on strong customer authentication and common and secure
communication under PSD2 for consultation. The final version of RTS was adopted by the
European Commission in November 2017. The test period for the RTS starts in March 2019.
At this date the specifications and test facilities should be ready and available. The deadline
for compliance to the RTS will start in September 2019 (Finanstilsynet, 2018). This implies
that both the PSD2 and the RTS will apply in full effect in the EU Member States, Norway,
Iceland and Liechtenstein by September 2019. By this date all service providers must be ready
to go, having implemented the PSD2 into national law in addition to the RTS security and

functional requirements.
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4. THEORY

With PSD2 aiming to level the playing field for payment service providers and lowering the
market entry barriers, the possibility of new players entering the marketplace is bigger than
ever. Traditional banks will have to adjust to the realities of digitalization, advanced
technology and changing consumer demands driven by the regulation. Taking actions on this
development could necessitate exchange of relevant competencies in collaboration with
competitors or even changes towards platform-based business models to succeed in producing
new and innovative banking services. Capturing the benefits from these actions could require
taking the first step. This has led us to further look at the phenomenon of coopetition,

platforms, network effects, and first mover advantages.

4.1 COOPETITION

The financial market has in the recent years witnessed collaborations in various forms, such
as the newly released collaboration between Vipps and the Chinese giant AliPay, and the
cooperation between the Norwegian bank Storebrand and the FinTech firm Dreams (Dagens
Nearingsliv, 2018). PSD2 will possibly accelerate collaborative measures, as explained by our

interviewee Atle Sivertsen from Finance Innovation:

“PSD2 has multiple effects. It triggers a fast pace of innovation, but it also triggers a special
type of collaboration. So on one hand, PSD?2 creates increased competition among all
players in the market. On the other hand, it also creates increased collaboration between
competitive banks, and with new players. It is quite fascinating that it creates both increased

competition and increased collaboration”

Generally, one could say that a relationship between firms focus on either competition or
cooperation. One might think that a competitive relationship between two businesses harm or
threat the possibility of a cooperative relationship, or the other way around. Interestingly, half
of the cooperative relationships take place between competitors implying that competition and
cooperation are not mutually exclusive (Bengtsson & Kock, 2000) (Harbison, Pekar, &
Stasior, 1998). This introduces the concept of coopetition. Bengtsson and Kock (2000) suggest
the definition of coopetition to be “a paradoxical relationship between two or more actors,

regardless of whether they are in horizontal or vertical relationships, simultaneously involved
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in cooperative and competitive interactions”. This type of relationship can be regarded as the

most advantageous one.

Some of the best examples of coopetition can be seen in the sports world. For example, in
cycling and running, elite athletes coordinate their movements so that each can do far better
than if racing alone (McCarthy, 2018). Banks can use a similar strategy. Banks in coopetition
with other banks or FinTechs can in some respect help each other and to some extent force
each other towards, for example, more innovative performance. In this way, they can
accelerate their innovation capabilities and capacity, and may emerge from the alliance more

competitive than when they entered it.

The crucial implication of coopetition for innovation is represented by the possibility to
exchange relevant and complementary resources, capabilities and knowledge (Estrada & de
Farina, 2016). Individual banks often do not possess all necessary resources and skills to
innovate on their own. By means of partnerships with other banks or FinTechs, flows of
resources, capacities and knowledge are facilitated and will moreover enhance an innovation

development (Bouncken, Gast, & Kraus, 2015).

Since all Norwegian banks are affected by PSD2, they share similar contexts, threats and
opportunities. Since they are operating in the same market, they possess complementary
resources that are relevant to a potential coopetitive bank partner (Gnyawali & Park, 2009).
These key sources represent resources and knowledge which furthermore can foster
innovation processes within banks in a coopetitive relationship. This can be exemplified by
the earlier mentioned close collaboration between various competitive Norwegian banks
during the 1990’s that resulted in a highly efficient interbank system and the establishment of
the national payment system BankAxept (Haare & Solheim, 2011).

A coopetitive relationship between a bank and a FinTech share the similar exchange benefits.
Since FinTech firms’ challenges often are the natural strengths of banks, and vice versa, such
a collaboration will enable exchanging individual strengths in order to gain synergies effects.
FinTech firms are for example experts at taking advantage of customer data, and could provide

this expertise in a coopetitive relationship with a bank.

Expanding the customer base is another major benefit that could result from such a
relationship. Vipps will enjoy being in their first international coopetitive relationship with

one of the most important payment providers in the world. Over 30 merchants in Bergen
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already accept AliPay, and Vipps will in collaboration with this payment provider be able to
expand their customer base as even more merchants possibly will accept this payment method
in the near future. Moreover, connecting with such an important player can lead to
opportunities to partner with other similar providers in disparate markets to extend their reach

and breadth of services in a wider global market (Dagens Neringsliv, 2018).

It is of crucial importance to separate the two different parts of the coopetitive relationship to
manage the complexity and thereby make it possible to benefit from such a relationship
(Bengtsson & Kock, 2000). The relationship can represent hostility due to conflicting interests
where unbalanced competition will maximize only individual benefit or destroy the
relationship. Distrust and conflict may spoil the alliance and threaten its survival, e.g. if they
do not share similar strategic goals (Harvard Business Review, 1989). But friendliness and
common interests will on the other hand bring maximize mutual benefit. A simultaneous
balance must be achieved between these forces for coopetitive relationships to be successful

(McCarthy, 2018).
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4.2 PLATFORMS AND NETWORK EFFECTS

The emergence of the payment platform AliPay in the Norwegian market show that platform-
based business models are taking hold not only in the travel industry, pointing to the successes
of Uber and Airbnb, but also in the banking industry. Potential new market entrants driven by
PSD2 are not only bringing innovation into the field of payment solutions, but are also
attacking banks’ business models fundamentally. Due to the requirements of open APIs, it
may represent a movement towards an API-based economy that paves the way for Open
Banking. The phrase Open Banking is often used to describe a shift from a closed banking
model, as we have witnessed up until this date, to an open ecosystem where banking data is
shared between different players in the banking ecosystem through digital platforms (Deloitte,
2018).

In order to analyse the effects of such a platform based business-model, it is necessary to

describe how a platform works and its potential benefits and challenges.

Consider the digital payment platform Vipps. This is a payment network which brings together
online shoppers and online stores. Their benefits are dependent on participation and usage
decisions of other online shoppers and online stores, which is described as the network effects.
These users are the group that make the same usage decision, and are defined as the network.
Vipps is the intermediary that manage the network effects, and is said to be the platform that
bring these users together and make it possible for the online shoppers and online stores to
interact and exchange values. Platforms provide a way for two, or more, types of participants
to get together (Evans, 2016). Hagiu and Wright (2015) describe a platform as ‘“an
organization that creates value primarily by enabling direct interactions between two, or more,
distinct types of affiliated customers”. Other examples on platforms are social networks such

as Facebook, entertainment services such as Netflix, and search engines such as Google.

Direct and indirect network effects

Network effects can be direct or indirect. The description of direct network effects is when a
platform offer a product where a higher amount of users affect the products’ value to the
existing users. The value of joining the payment network Vipps increases when other
individuals also are members of this network. The P2P service in Vipps is useless on its own.
Payment transactions are only accepted if both the payer and the payee are in possession of a

Vipps user account. It is therefore an invaluable transfer method between friends once
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everyone else possess it. The more users on the network the more valuable the payment

service.

An example of indirect network effects can be found on for example software platforms such
as Google that bring together application developers and end users. Everything else given,
users of Google may not care about the presence of other users on the software platform, while
the developers of Google only care about the number and demand of Google users. The Google
users care about participation and usage of other users only indirectly, as more Google users
attract more developers to the platform, which is beneficial for each Google user (Belleflamme

& Peitz, 2016).

Zero marginal cost

A platform can realize higher profit and lower per usage average cost as the platform becomes
bigger and attracts more users (Zhu, Song, Ni, Ren, & Li, 2016). The ability to scale without
increasing costs is the most powerful aspect of platforms. The marginal cost is near zero.
Marginal cost is the cost of producing an additional unit of a good or service after fixed costs
have been absorbed. Google has for example set up a software platform and gathered amounts
of information at some fixed costs, connected millions of users to their service at near zero
marginal cost. So connecting additional people to the Google platform represents almost no

costs.

A business model based on Open Banking can similarly enjoy these benefits of zero marginal
costs, as it enables to integrate all banking services into digital interfaces, exemplified by the
application AliPay. This platform enables increasing the user base without simultaneously
increasing the costs. Fixed costs are already absorbed in the development processes of
launching the services and features on the app. Additional consumers connected to the app

only represent minimal costs for the provider.
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4.3 FIRST MOVER ADVANTAGE

According to the Norwegian Department of Finance, PSD2 will be implemented into
Norwegian law during 2019. This means that banks are not yet obligated to follow the
regulatory standards. However, market observations show that banks already have started on
the process of rethinking and redesigning their services and business models. Why banks have
started this process before they are obliged lies in the benefits of the novelty value. Taking
actions in the legal vacuum as a first mover can bring large advantages. In order to analyse the
effects of strategic actions at an early stage, it is necessary to provide some insights on the

theory of first mover advantages.

Earlier research finds that the earlier a bank enters the market, the larger the market share it
obtains relative to other banks (Berger & Dick, 2006). The first mover advantage refers to the
benefit a company can obtain by being the first to introduce a product or service to the market.
This advantage will allow a company to earn strong brand recognition and product loyalty
before a later entrant (Corporate Finance Industry, 2018). As explained by our interviewee
Christoffer Hernaes in Sbanken, a new functionality in a banking solution will bring a novelty
value to consumers that later entrants are not able to achieve when providing similar
functionality at a later stage. Lieberman and Montgomery lists three mechanisms leading to
first mover advantages, namely technological leadership, preemption of scarce assets and

buyer switching costs.

Technological leadership

Gaining a sustainable leadership in technology is of high value when trying to achieve first
mover advantages. A bank that for example launches a service that use a new, innovative
technology can obtain a sustainable cost advantage if the technology and the learning curve to
acquire it can be kept within the bank. This may lead to a technological leadership in the
market. Another way of achieving this advantage is when the bank’s technology can be
patented or kept as a trade secret. Possession of technology not generally known to the public
brings large advantages when other firms are not able to replicate or copy it (Lieberman &

Montgomery, 2002).

Preemption of scarce assets
The first mover firm may be able to gain advantages by preempting rivals in the acquisition

of scarce assets. The first mover will thus gain advantages by controlling assets that already
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exist, rather than those created by the firm through development of new technology. Such
assets may be a specific advantageous location, skilled employees or key suppliers. A bank
can for example partner with a valuable FinTech supplier with superior information, aiming
at producing a completely new and innovative service. The first mover bank will then be able
to purchase these assets at market prices below those that will appear at a later stage

(Lieberman & Montgomery, 2002).

Switching costs
First mover advantages may also arise from buyer switching costs. Switching costs are the
costs that a consumer incurs as a result of changing brands, suppliers or products

(Investopedia, 2018).

As already mentioned, very few Norwegian bank customers change their main bank
relationship. Switching costs are a possible explanation for this. Customers may have adapted
to the characteristics of their bank’s online web pages and applications. They will thus regard
it as time consuming to become used to new services provided by the new bank. Other
switching costs could include the concern of administrative costs that are tied up in the process,

or the challenges in transferring special agreements to the new bank (Berger & Dick, 2006).

Presence of high switching costs means that it is harder to enter the market at a later stage as
late entrants need to attract customers away from the first mover. This can be a challenge as
customer preferences and perception of existing products quickly gets formed in consumers’
minds. Gaining the attention of the customers could imply investing substantial resources into
marketing and advertising or providing superior products (Lieberman & Montgomery, 2002)

(Berger & Dick, 2006).

Disadvantages of being a first mover

Neither Google nor Apple were first-movers in their industries, and their success stories shed
light on how being second movers in an industry can be beneficial. Advantages of being a late
mover, or disadvantages of being a first mover, include free-rider effects, learning from the

first movers’ mistakes, shifts in technology and incumbent inertia.

Later entrants may be in a position to free-ride on the first mover’s entry costs, such as research
and development investments, buyer education and infrastructure development. All new bank

entrants in the Norwegian market will for example enjoy the earlier mentioned NICS, the
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common system for the receiving and settlements of payment transactions, as this system was

developed by Norwegian banks decades ago.

Later entrants can also achieve a differentiation advantage by learning from the first mover’s
mistakes in areas such as positioning, product design and characteristics of the product (Kerin,
Varadarajan, & Peterson, 1992). Followers are then able to bring to market products that are
more suited to the target market. Having a deep understanding of consumer needs and wants
is a more important source to success than rushing to market with an untested product

(Cayanne Consulting, 2018).

Late movers may also be in a position where they can exploit technological discontinuities in
the market to replace existing players. The replacement technology often appears while the
old technology is still growing, so it may be difficult for an incumbent to recognize the threat

and implement preventative measures fast enough.

Even though consumer preferences quickly gets formed in their mind, consumer needs are
often dynamic. This creates opportunities for later entrants, especially if the first mover suffers
from incumbent inertia. Incumbent banks are often organizationally inflexible, making them
unable to recognize and take actions to changes in the market (Lieberman & Montgomery,
2002). Later entrants can thus utilize the incumbent inertia by adopting new and efficient

processes in order to better respond to the customers’ demands (Boulding & Christen, 2001).
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5. METHODOLOGY

This chapter will describe the methodology used to answer the research question outlined in

chapter 1. The research method, the collected data and data analysis are presented.

5.1 RESEARCH METHOD

A research approach involves how a topic is studied, in other words, how the collected data
and analysis is approached. Due to the chosen research question, a qualitative research method
is a natural fit. PSD2 has not yet been implemented, and the effect of the regulation is therefore
currently not present, which limits the data available. As a consequence, non-numerical data
had to be used, and the selected appropriate data collection technique was considered to be in-
depth interviews. Another argument in favor of a qualitative method is the absence of
previously performed and reported quantitative and qualitative analysis in the PSD2 context,

due to the future perspective of the topic.

A qualitative research method serves the purpose of diving deep into a chosen topic while
providing flexibility for the researcher (Saunders & Thornhill, 2016). It gives a flexible
structure to permit changes of the research emphasis as the research progresses (Saunders &
Thornhill, 2016), which was useful in order to have an interactive process by going back and
forth between the data gathering and the research question. In addition, flexibility in terms of
open-ended questions in the interviews was helpful in regards to the participants’ freedom to
respond in their own words, rather than only giving answers of ‘yes’ and ‘no’ which provide

less content and meaning.

The strength of qualitative research is its ability to provide complex textual descriptions of
how people experience a given research issue (Mack & Woodsong, 2011). However, complex
descriptions can present both advantages and challenges. As the effects of PSD2 must be
analysed through anticipations of the future, complex descriptions can be a proper approach
to get a detailed portrait of how banks will be affected. On the other hand, descriptions
containing levels of high complexity can represent challenges due to the possibility of losing
or misunderstanding information. Consequently, a systematic and precise execution of the

research approach was required.
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Support of the alternative option, a quantitative method, also exists, but in a limited degree.
One can argue that a changed banking landscape is already observable at present, and that
effects of PSD2 already can be seen due to the fact that newcomers already challenge banks.
This means that numerical data on the topic is available. Consequently, a quantitative method
could be used. However, in order to get significant results to analyse, an effect should be
analysed possessing a clear distinction between two periods of time, one period representing
“before” the change, and one period representing “after” the change. As PSD2 is not yet
implemented, the time period that is available to analyse is too short, only representing the
“before” period. This argues against a quantitative method in this thesis, and we have therefore

applied a qualitative method.

5.1.1 DATA AND ANALYSIS

The thesis is built upon two sources of data, namely secondary documents and primary data
from interviews. Additionally, inspiration was obtained through participation on the academic
conferences “PSD2, competition and collaboration” arranged by Finance Innovation, PwC and
The Norwegian School of Economics, and “The Cash Management Conference 2018”
arranged by Danske Bank. This chapter presents the processes of data gathering associated

with each of these sources.

Document analysis

Using secondary data means reanalysing data that has already been collected for some other
purpose (Saunders & Thornhill, 2016). Secondary data was collected from relevant
documents, researches and articles. Only documents we found reliable were used in this thesis.
A critical approach was used when selecting relevant documents and reports, which is
important due to the fact that secondary data is created for some other purpose, having the

intention to give insights not specifically towards this thesis’ topic and objectives.

A review of the literature was necessary in order to develop a thorough understanding of, and
insight into the bank market and PSD2 as a regulation. Gaining knowledge about PSD1 and
reasons for the extension of this regulation was essential in order to understand the importance
and relevance of PSD2 in the banking industry. This enabled a better understanding of how
banks potentially will be affected by the regulation, and subsequently enabled suggestions of
possible responses. Overall, the critical literature review provided significant knowledge about

PSD2 and the bank market, creating directions for further data collection.
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Reports from consultancy companies and other relevant companies were researched to gain
inspiration and creative ideas about possible topics on the master thesis. After choosing the
topic of PSD2, the inspiration and general knowledge gained from these documents was used
to brainstorm and specify a concrete problem formulation. In order to analyse the implications
of PSD2 on Norwegian banks a systematic review of the directive was necessary. Official
reports from the European Banking Authority (EBA), the European Commission and Norges
Bank were studied to gain knowledge about the regulation in addition to the function,

importance and current situation in the Norwegian bank market and payments market.

Qualitative studies

Primary data was gathered through analysis on semi-structured interviews. A semi-structured
interview is non-standardized, which means that we as researchers had a list of themes and
questions to be covered, although these varied from interview to interview, and where new
issues were allowed to emerge for exploration. This type of interview is referred to as

“qualitative research interviews” (Saunders & Thornhill, 2016).

The interviewees were chosen in order to gain both an incumbent bank perspective, and a more
neutral market perspective of the topic. All the participants had worked with PSD2 in some

way, and consequently brought huge value to this research. The interviewees were as follows:

e Johanna Herbst, Chief Digital Officer in Danske Bank

e Christoffer Hernaes, Chief Digital Officer in Sbanken

e Svein Ove Langeland, Head of Strategy in Sparebanken Vest

e Brian Herring, Cash Management Sales and Lasse Aaseng, System Manager Online
Banking, BankID and Payments in Handelsbanken

¢ Ina Gjerstad, Senior Business Developer within Open Banking in Nordea

e Thea Melsbo Aarseth, Legal Advisor and Brynjel Johnsen, Principal Advisor in BITS

e Atle Sivertsen, Chief Executive Officer in Finance Innovation

e Daniel Nasse, Lawyer in PwC

The interview questions were individually adjusted to the participants’ position, company and
industry, and had the intention to focus on different aspects of PSD2 and banks’ future
competitive position dependent on the interviewees’ background and competence. In addition,
this enabled us to be flexible, ask follow-up questions and move into concepts and topics not

planned to touch upon, and thereby allowing valuable insights that else would not have been
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brought up. In this way, as much information as possible was gathered. Note that quotes from
the interviewees used throughout the thesis is not the companies’ official opinions. The

interview guide is attached in the appendix.
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6. IMPLICATIONS OF PSD2 ON BANKS

PSD?2 is not just another regulatory framework for banks to comply with. It comes with both
strategic challenges and possibilities for traditional banks, and marks perhaps the first step
towards an Open Banking ecosystem. For the first time since banks entered the financial
market as intermediaries, they are required to open up their value chain for third parties.
Inevitably PSD2 will have implications for traditional banks that go beyond regulatory
compliance. The traditionally asset and compliance intensive traditional banking model will
be challenged and banks are forced to think in new ways. Innovation, competition and
collaboration are keywords in this disruption process. Will PSD2 in fact lead to increased
competition in Norway and will banks have the ability to change and remain their competitive

position in the market?

In this section, the implications of PSD2 on Norwegian banks will be discussed. Banks are
first of all affected in terms of compliance efforts, which will be discussed in the first section.
Secondly, the aspect of providing access to customer payment accounts will have particularly
high implications for banks, and these are analysed in this section. An examination of banks’
changed value chain will later on raise questions on the role of banks in the payment system.
Finally, the possibility of increased competition and banks’ ability to innovate and keep up
with an increased pace of innovation is discussed. A summary of the identified implications

of PSD2 on Norwegian banks are presented in the figure below.

The implications
of PSD2 on banks

Implementation Provision of
of new regulatory [l customer data to
standards third parties

Increased

Changed value Increased

chain competition innovation pace

Figure 9: The implications of PSD2 on banks
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6.1 IMPLEMENTATION OF NEW REGULATORY
STANDARDS

Complying with PSD2 requires banks to implement new standards in their banking system,
mainly dictated by RTS. A research conducted by EY suggests that most financial institutions
within Europe consider the regulation of Access-to-Account (XS2A) to be the most critical
aspect of PSD2 in terms of expected implementation efforts, technical impacts and risk

mitigation efforts (EY, 2018).

Compliance
The XS2A rule states that banks are obliged to create a set of open APIs offered to third parties
applying for such access. These APIs should satisfy several needs and demands. Some of the

most important tasks directly associated with XS2A compliance is explained in the following.

Banks should create an API function through which a third party can grant access and retrieve
data from bank customers’ payment accounts. The provision of APIs should include payment

initiation APIs and account information APIs.

A development environment should be created within the bank to ensure that sufficient
security measures and safety of their new API services are met. Banks should therefore test
their API offerings by using test data to ensure the correctness and robustness of their new

API services.

When security measures are in place, banks should create a deployment process to make new
functions available publicly in live environments. This also includes creating a process where
third parties can apply to get an API key, and creating an API authentication process which
verifies the client application and the user making the request. Lastly, banks should create an
API load balancing to ensure that the API scales effectively with unpredictable demand. In
addition, banks will have to consider how their API services relate to data privacy, such as the

relationship between XS2A and General Data Protection Regulation (GDPR) (Difitek, 2018).

The NextGenPSD2
Making a secure and standardized set of open APIs require banks to have technical
competence, especially since PSD2 does not state how the APIs should look like in detail.

APIs can be created in different ways, as there exists different types of APIs.
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To help banks in creating interfaces that comply with the technical standards, the Berlin Group
has established The NextGenPSD2 Initiative. Participants in NextGenPSD2 are working
together to create an open, common and harmonised European API standard to enable TPPs
to access banks account under PSD2. They have created a detailed “Access-to-Account
Framework” based on the RTS in PSD2. Various banks in the Norwegian bank market such
as DNB, Danske Bank, Swedbank and SEB are participants in this association (The Berlin
Group, 2018).

The framework, NextGenPSD2, provides an implementation guideline for banks. Using this
guideline, the complexity and effort associated with XS2A will be reduced. NextGenPSD2
promises a “modern, open, harmonised and interoperable” set of APIs. So relying on these
API standards, the banks will know how they create the APIs, in addition to be sure that they

share their data in a secure and efficient way (The Berlin Group, 2018).

An important note is that the safety requirements of the RTS, referring to Strong Customer
Authentication, will not cause any big implications for Norwegian banks. This is because they
already use an authentication method that is sufficiently safe, as BankID satisfy the directive’s

requirements.

Investment costs

The Access-to-Account rule also has an economic aspect. The implementation of open APIs
require investment costs, which imply that banks need to use a substantial amount of resources
to become compliant. Investment costs include upgrading technical systems and acquiring
necessary competence. These costs will reduce if banks use the abovementioned guideline

according to the Berlin Group (The Berlin Group, 2018).

Summarized, in order for banks to manage PSD2 compliance they need to invest in new
technical solutions that enable offerings of a standardized set of APIs. The NextGenPSD2
developed by the Berlin Group could be a helping hand in this process, as it provides a
framework for how the APIs can be developed, in addition to reduce the costs related to this

development process.
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6.2 PROVSION OF CUSTOMER DATA TO THIRD PARTIES

Convenience, user-friendliness and availability are elements that often appear at the top of the
list when consumers choose their services, whether it comes to travelling, entertainment or
any other industry. Due to new technology and innovation, consumers are to an increasing
degree engaging in online platforms that offer services catered to their needs. PSD2 and the
XS2A rule is at the forefront paving way for such personalised and innovative services to be
offered also in the banking world. Many of these services are based upon insights into
customers’ personal data, which is facilitated through the implementation of PSD2. Access to
customers’ payment account and consequently getting data on their purchase history requires

customer consent and acceptance of sharing financial data with service providers.

This section starts off with a discussion of the value that lies in the customer data, followed
by possible services to offer by embracing the value that lies in getting access to data on a
customer’s transaction history. As customers find financial data particularly sensitive, they
might not uncritically share their data. The last part of this section will consequently analyse

the willingness of consumers giving third parties access to their payments accounts.

Customer data is a valuable resource

Norwegian consumers conduct all payments for free, whether the transaction is executed by a
using a payment card or through a mobile application service. A payment transaction is
therefore not a revenue gaining processes for the service provider. One can thus question why
any firm intend to establish themselves as a PISP or an AISP in the Norwegian payments

market. The answer lies in the value of customer data.

When using a PISP or an AISP service, the service user must allow the service provider to
access data concerning transaction history on the service user’s payment accounts.
Consequently, any consumer that uses a TPP to provide payment or account information
services is at the same time giving away data on consumption patterns. The PISP and AISP
will get data on their account balances and transaction history including the amount, content
and time of their purchases. This data can be used in various ways, and represents an invaluable
resource for the service provider. In today’s digital economy, data is becoming the new oil.

Control over data can contribute to enormous power.

Most of us make payments on a daily basis. In eight out of ten times customers choose to pay

by using a payment card (Finans Norge, 2018). This means that banks are in possession of



66

long transaction histories on all their customers. The systems and processes in place
throughout most banks are generating more data than ever before, and it is only growing
(Deloitte, 2011). However, they have not been good at commercialising on it or exploiting it.
Technology firms, such as Google have to a larger degree generated revenue streams by
becoming experts in benefiting from customer data. Google’s users perform over 3.5 billion
searches daily, and Google has leveraged their users’ online search history, creating
advertisement tailored to individual preferences. Their current market value is reaching US $
1 trillion, implying customer data is a valuable resource (Techrunchs, 2018). Technology
companies are eagerly waiting for PSD2 and XS2A to be implemented, as they consequently

are able to gain access to and take advantage of this customer data.

BigTechs that provide e.g. social media networks on their platform and later on combine the
service with payment initiations are able to gain even more insights on their customers than
they already possess. Such a combined service could provide information like weather
conditions and personal mood at the payment execution, what publications that were done on
social media before and after the purchase, and where the consumer had been before the
purchase. It could also include search history on the Internet, who the consumer spent time
with during the purchase, what goods or services the other people bought and so on (PwC,
2017). Norwegian consumers are eager to use their smart phones, implying that there is
enormous insights to gain. In particular, 29% of smart phone users look at their phone at least
50 times a day, and 62% of smart phone users use social networks on their mobile phone at
least once a day. Harnessing deep customer insights imply that businesses can enhance
customer experience by providing superior personalised products and services (Deloitte,

2017).

6.2.1 How to benefit from and capitalise on customer data

Players in the financial market can benefit from the access to customer data in various ways.
Based on interviews and own analysis we have categorised different products that AISPs and
PISPs can offer to their customers, and how the services can generate revenue streams. These
services are presented below. We also emphasize that banks themselves can become AISPs or

PISPs, meaning that the presented services can apply for banks.
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AISPs
When customers explicitly consent to an AISP accessing their payments accounts, the AISP

can exploit the information from the payment transactions.

Account overview

An account overview service could aggregate the consumers’ different accounts in one place.
Keeping track of different bank accounts, pensions and loans with various logins, apps and
portals could be time-consuming. Getting a single overview of all of them could help the
consumer to never worry about losing track of their spending. Various banks with related
prices on bank loans, pensions and deposits could also be listed, which would enable an easy
bank comparison for the consumer. In this way, the consumer would more easily get an
overview of all the possible banks and thereafter choose to switch to the best bank. The
provider of the service would earn money if the customer changes main bank, pension

agreement and so on through using the service.

Budgeting and saving

Another possible service for an AISP to provide is help with budgeting. With access to the
customers’ data, an AISP is able to provide the consumer with insights into spending habits
and guidance around budgeting and saving. The service could calculate how much the person
would afford to save on a monthly basis, then automatically transfer that cash into a separate
account. The AISP can generate profits through e.g. agreements with a certain bank to open a
savings account for the consumer in that particular bank and charging a fee to the bank
depending on the amount the customer saves in the account. Likewise, the AISP can advertise
saving products offered by various banks in their application, and charge the banks fees for
advertising or charge an amount for the customers who registers to use the banks’ advertised

service.

Purchase recommendations

With access to transaction history, an AISP could advise people on purchase decisions before
consumers even have looked for a particular good or service. Examples could be
recommending travel insurance while the consumer is at the airport, suggesting new cycling
clothing after a bike is purchased, or recommending restaurants the consumer might like based
on previous choices. Other suggestions could be recommending a new mobile phone
subscription or electricity deal that is better suited for the particular customer compared to the

existing agreement the customer has contracted.
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The AISP can earn money on such a service by charging the suppliers fees for advertising their
services and charge fees for the customers who choose to switch suppliers based on the

recommendations the AISP gives the customers.

Additionally, such a service can ultimately benefit banks as well. Through collaborating with
an AISP that analyses the customers’ consumption pattern, a bank can get to know their
customers better and be able to offer them personalised services. Our interviewees from

Handelsbanken exemplified it as follows:

“When you are logging into your online bank service today, you will probably, independent
of your age, get heavily informed about offerings such as BSU (Boligsparing for unge),
Residential Saving for Youths. This loan agreement is however only applicable to people
younger than 34 years. If banks start using their customer data, they are able to inform and
advertise only relevant people, making their advertisement more personalised, appropriate

and relevant.”

Consumers will expect to get relevant advice and product information while they go about
their daily lives. For example, they may want banks to send them information about the best
mortgage deals when they are in the process of buying a property, contextual information that

many banks currently do not provide (Accenture, 2017).

PISPs

When a customer explicitly consents to a PISP accessing their payments accounts, the PISP
will be able to initiate payments on behalf of the customer. This will facilitate the creation of
innovative or integrated payment solutions. It allows companies such as Facebook to offer
customers new ways to pay, through for example providing an easy platform for friends to

make payments to each other through instant messenger.

Innovative payment solutions

Service suggestions for PISPs could be to offer innovative in-store payments through the use
of mobile phones. Such a service could enable a seamless customer journey where customers
do not need to take any physical payment actions. An example of an existing service offering
such a payment solution is Amazon and their cashier-less Go stores. The store use hundreds
of cameras and sensors to keep track of what people are buying. People simply need to use
their Amazon Go app to enter the store, pick up what they need, and leave. The items get

charged to their Amazon account automatically as they are exiting. The service does not
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require customers to wait in line, manually check out, or even any registers, implying a time
efficient process for both consumers and merchants. Such a simple service is possible by the
use of computer vision, deep learning algorithm and sensor fusion, a just walk out technology

according to Amazon (Amazon, 2018).

A payment service solution has four components that must be in place in order to gain success.
These are price, simplicity, trust and availability (Danske Bank, 2018). Due to already low
priced payment solutions, consumers do not want to pay for transactions. The solution should
therefore be offered for free. Simplicity means that the service should be experienced as an
enhanced product, and as a simplification compared to the existing services. In addition, the
service must be seen as a secure payment method and a service that could be used for various
operations, not requiring different apps to be opened. As we later on will explain, the product’s

safety is of high importance.

For a company offering payment initiations as merely add-ons to their existing services, such
as Amazon and Facebook whose main business activities are not payments, they can profit
from combining the insight they get from their user’s consumption habits with the data they
already possess on the user. As an example, Google can get a lot of information on you from
what you search for in their search engine, but what you actually spend money on will say a
lot more about you. Combined, this information can be very valuable and contribute to profit

increasing activities for Google.

PISPs may not be able to charge transaction fees to Norwegian customers for initiating a
payment, since Norwegian customers do not pay fees for any type of payment transaction.
Generating profits might thus be difficult for a PISP operating solely as a payment initiating
service. However, if customers embrace their service, an increasing number of merchants may
want to offer their service as a payment method in their stores or online. This means they can
charge the merchant an amount for offering their customer’s the possibility of using the PISP’s
payment service. However, their success might depend on direct network effects, and could

mean operating at a loss in the company’s early stages.

6.2.2 Consumers’ willingness to share customer data

BigTechs and FinTechs have proven themselves of being experts at benefiting from customer
data in order to create personalised products and services that consumers to a larger degree are

demanding. However, financial data is sensitive for many consumers, implying customers
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require high trust to technology companies in order to make use of their fancy products.
Norwegian consumers have a high confidence and trust in banks to handle their financial data,
and their general trust to banks have proven to be much higher than their trust to technology
companies. When third parties gain access to the banks’ customer data, it is still each
individual’s choice to allow them access. The big question is: When PSD?2 is in place, will we
see consumers willingly sharing their transaction data to enrich their choices of banking

solutions, or will they confide only in banks to deliver such services?

High confidence in banks among Norwegian consumers

On one hand, consumers place great importance on the security and trustworthiness of the
banking services they use. The strict requirements and continuous regulation of the banking
sector over time has contributed to robust institutions that individuals, investors and
companies trust in handling their money and financials. Consumers expect and have
confidence in financial services to be secure and to protect privacy in a good manner (Det

Kongelige Finansdepartement, 2018).

The Norwegian Data Protection Supervisor have pointed out in a recent report that Norwegians
consider details on personal finances particularly defensible, and that they confide in banks
and insurance companies in particular to handle this type of data (Datatilsynet, 2018). In a
survey performed by Deloitte, the second most common reason for not using in-store mobile

payments was that customers did not think they were secure enough (Deloitte, 2017).

The high consumer confidence in Norwegian banks to handle customers’ financial data, could
result in consumers being more reluctant in adopting payment services or other banking
services provided by players outside the financial sector, and thus reduce the impact the entry

of new competitors will have on incumbents.

Furthermore, in another survey performed by Finans Norge in 2018, the respondents answered
that they have most confidence in banks to deliver the new types of services PSD2 opens up
for, and have the least confidence in social media (Finans Norge, 2018). The reason for this
could lie in the nature of the data they are asked to give out and the fear of this data shared in
unwanted places. In conversation with Svein Ove Langeland from Sparebanken Vest he

argued that:

“Personal economy is the last taboo. It is maybe the last thing people like to talk about, how

much they earn and how much debt they have”
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This indicates that consumers might not be willing to embrace new solutions due to the way

they perceive the sensitivity of their financial data.

By taking advantage of the trust Norwegian consumers assign to incumbents, banks can
strengthen their competitive position against FinTech companies and technology firms that

may enter the market when PSD2 is implemented.

When asked which competitive advantages banks can benefit from when facing increased

competition, Atle Sivertsen from Finance Innovation stated:

“Trust is the most valuable asset banks possess, and should be listed in their balance sheet.

They have to use that trust for all it is worth”

Customer adoption of PISP and AISP services

However, consumers are to an increasing degree demanding highly innovative and
personalised services also from their banking and payment service providers. The value the
customer place in using smart and convenient financial services offered by FinTechs, social
media or BigTechs could ultimately surpass the value they place in trusted services from
banks. If the level of convenience, availability and user-friendliness of a service is high
enough, the aspect of trust in the user experience, which banks are offering, may fall short. If
banks fail to provide their customers with services that are innovative enough, customers
might look elsewhere. The result could be higher customer adoption of financial services

offered by third parties.

A large number of articles addressing the effects of PSD2, as well as all our interviewees,
identified large technology firms such as Apple, Microsoft, Google, Amazon and Facebook to
be the ones to watch when PSD2 opens up for third parties gaining access to customer data.
These global firms are massive with enormous user bases, enabling them to reach a large
number of customers with new products and services. Facebook as an example, which is a
social network website, has as of June 30 2013 2.23 billion monthly active users worldwide
(Newsroom, 2018). Most Norwegians are already using the services of these firms, or are in
some way or another connected to them. A banking service offered by these firms would be
convenient for the customers in the sense that they would not need to go through many steps
in order to use the service. It would be very convenient for a customer to be able to perform

their banking services in an application they are already using on a daily basis.
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In addition, the population in the years to come will to a larger degree consist of technology
born generations used to perform many of their everyday tasks on mobile devices and on the
internet. There is a common understanding that both Millennials and younger generations tend
to embrace digital solutions, the use of social media and innovative services to a larger extent

than older generations.

These factors suggests that it is likely that consumers will embrace innovative solutions from
third parties rather than only trust their bank to provide for their financial services. The
possibility of customer adoption to such new and technology advanced services and products

is however, highly dependent on the evolution of consumer trust to these companies.

Security concerns

The fear of data leakage could influence consumers to not embrace payment services or other
banking services offered by firms in this category. The recent Cambridge Analytica Scandal
is one example of how customer data could be exposed without consent. In 2018 it became
known that Facebook had exposed the personal data of up to 87 million users without their
consent, to an analytics firm called Cambridge Analytica (Fortune, 2018). Situations like these
can explain the distrust consumers place in social media or players outside the financial sector

to provide banking services.

While there lies an opportunity in the trust Norwegian consumers assign to banks, security
breaches or faults committed within the systems of the TPPs could ultimately have a negative
effect on Norwegian consumers existing confidence in their bank. In a possible case of fraud
or other complications in a payment transfer initiated by a PISP, banks could be faced with
challenges in terms of settlements for the customer. According to PSD2, the PISP is
responsible for any discrepancies in the execution of the service, but with relatively low
requirements for capital for a PISP, banks could ultimately be forced to bare the risk in case
of bankruptcy. Customers could in such a situation also approach their bank directly seeing
that banks are the one holding their deposits. If these situations occur frequently it could pose
a threat to consumer confidence in the whole financial system, if they hold their bank

accountable for errors or security breaches in money transfers initiated by third parties.

Trust is not a persistent competitive advantage
Norwegian banks are for the time being enjoying a high level of trust from consumers. Banks

have an opportunity in leveraging this valuable asset to create a competitive advantage when
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facing new competition from third parties outside of the financial sector with lower levels of
customer trust. However, Atle Sivertsen emphasized that customer expectations are
continuously changing, and trust, which can shift over time and across generations, may not
be a persistent competitive advantage. Customer expectations and patterns are changing
rapidly. People tend to be inconsistent, implying a vulnerability of the trust advantage for

banks, as explained by our interviewee Christoffer Hernas from Sbanken:

“Even though Norwegian customers express an exceptionally low level of trust to technology
companies compared to their high confidence in banks, there is a big difference in what

people say, compared to what they do”

The severity of the risks banks are facing when third parties enter the market however
ultimately lies in the hands of the consumer. A customers’ decisions in allowing third parties
access to their data will to a large extent depend on the weight customers place on the
perceived value and convenience of the provided service compared to the potential level of
risk the use of the service entail. Risks include not only exposure to breaches in security
measures in e.g. money transfers, but also the risk of personal data being exposed in unwanted

places or to unwanted people.

On one hand, consumers demand the innovative and personalised services agile third parties
are able to deliver. On the other hand, consumers emphasize secure solutions provided by

trustworthy financial institutions, the prominent strength of banks.
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6.3 CHANGED BANK VALUE CHAIN

Payments services are to an increasing degree being digitized through mobile wallets and
innovative payment applications in smartphones and online. Payment services are no longer
only offered by traditional banks but also by FinTechs and players outside of the financial

sector. Services like Vipps and Apple Pay offer consumers new and more convenient ways to

pay.

The previously presented payment value chain in section 2 described a payment flow where
the underlying payment processor was a payment card issued by the bank. However, through
the XS2A rule and the provision of payment initiation APIs, PSD2 facilities payments
executed directly from one bank account to another. If these payment methods are heavily
adopted by consumers and FinTechs and third parties gain the consumers’ confidence, they

can alter the role banks and card networks play in the payment value chain.

This section will describe how the XS2A rule in PSD2 affects the payment value chain and

the potential consequences this will have for banks.

6.3.1 Changed payment flow

Payment flow before PSD2
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Interchange Norges Bank Interchange
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Figure 10: Payment flow before PSD2
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The figure above shows how a payment value chain can look like before PSD2 is implemented.
It is an example of how a payment can be executed, when a payment card is used as the
underlying processor. As previously explained, the payment request goes from the customer’s
bank to the merchants bank through a payment card network, such as Visa, Mastercard or
BankAxept, provided by the issuing bank. The payment is processed through a terminal
provided by the merchant. The transfer of the deposit from the customer’s bank account to the
merchant's bank account is completed in Norges Bank and its clearing system NICS. Only the
customer’s bank can authorize and transfer the payment to the acquiring bank on behalf of the
customer. To initiate this process, the customer use his payment card which is connected to

the bank account.

Payment flow after PSD2
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Figure 11: Payment flow after PSD2

When PSD2 is in place, it opens up for transfers directly between the customer’s bank account
and the merchant’s bank account, without having to go through card schemes and other

processors. As shown in the figure above, the payment initiator is now the PISP, who can
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initiate payments directly from the issuing bank to the acquiring bank without needing a
contractual agreement with the banks to enable such a transfer. According to PSD2, the banks
are required to give third parties access to the customers payment account through an interface,

such as open APIs.

The payment process begins with the customer logging in to a chosen third party (PISP)
application where identification and bank account information has been registered. The
customer can then choose to initiate a payment to the merchant in the PISP. The PISP is in no
circumstances allowed to hold the customers’ deposits in the process, and it only works as the
intermediary between the customer and the merchant. Through an APIL the PISP sends
information to the customer’s bank about the customer’s intent to make a payment from the
bank account. The issuing bank then sends information to the acquiring bank about the

payment, who immediately increases the merchant’s disposable balance.

The payment is ultimately settled between the issuing and acquiring bank in the settlement

system in Norges Bank (NICS) only after the payment is delivered.

During this process the customer does not communicate directly with the bank. The
communication goes between the PISP and the bank, through APIs that send the information

back and forth. The communication process is categorised in five steps, and works as follows:

1. Payment request
The payment flow begins with a consumer consenting to a payment being made, and the
payment request is sent through the PISP via an API to the bank. The request data from the

PISP includes information about the customer’s bank and bank account details.

2. Payment initiation
After the request is made by the customer, the PISP connects to the customer’s payment
account in the issuing bank who creates a payments resource. The API is allowing the PISP to
ask the issuing bank to create the new payment resource. This informs the bank that one of its
customers intend to make a payment. The bank responds back to the PISP with an identifier

code for the created payment resource.

3. Authorisation
The customer consents to the payment being executed in the PISP application through strong

customer authentication (SCA), with such as a password and a fingerprint. The API allows the
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PISP to send a copy of the consent to the issuing bank to authorise for the payment. The credit

transfer is initiated only after authentication.

4. Payment delivery
Once the issuing bank has authorised the payment, the PISP creates a payment delivery
resource to indicate that the payment created in the steps above should be submitted for
processing. This is carried out by making a request through an API to the payment delivery

resource. The issuing bank returns the payment delivery resources identifier to the PISP.

5. Payment delivery status
If the bank provides a status API, the PISP can check the status of the payment with the
identifier for the payments resource or the identifier for the payment delivery created by the
bank. This is carried out by making a request through an API to the payment or payment

delivery resource (Michael, 2017).

Transactions with payment flows directly between bank accounts ensure fast and cheap
payments. No money is tied up in the settlement system during the process, as the payment
receiver immediately receives the funds in their payment account. The money can thus
immediately be put in efficient use and contribute to sustaining the activity level in the
economy. In addition, in this payment flow there are no card networks or terminal processors

involved, which leads to a reduction of transaction costs associated with the payment.

As card networks are not involved in the payment process at all, it inevitably pose a threat to
the future of companies such as BankAxept, Visa and MasterCard. However, it is important
to emphasize that PSD2 does not mandate the use of instant payments. Transactions that use
a payment card as the underlying payment processor will not disappear when PSD2 is
implemented. The continuous existence of card networks will thus depend on consumers’
adoption rate of services offering payments initiations directly from one bank account to

another.

In Vipps’ case, the payment flow that PSD2 facilitates means that they can initiate the transfer
to a merchant or an individual directly from the customer’s account, instead of going through
a card scheme. Thanks to the cooperation between the Norwegian banks, Vipps is already
offering payment transactions directly between accounts. However, the opening of the banks
payment value chain, also enables third parties that do not have any association with either the

customer’s nor the merchant’s bank to initiate payments from the customer’s bank account on
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behalf of the customer. The process is made possible through the provision of the bank’s
payment initiation APIs, which any third party with the right authorization can access. This
means that players such as Auka and Facebook Messenger can initiate payments that goes

directly from the customer’s bank account to the merchant’s bank account.

Account information services before PSD2
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Figure 12: Account information services before PSD2

The figure above shows how a customer can access information to his accounts in different
banks. In the pre-PSD?2 era, the customer would need to login to each of the banks online bank

or mobile application to get informed about account balances and spending.
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Account information services after PSD2
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Figure 13: Account information services after PSD2

The figure above shows how opening the banks’ customer payment account information to
third parties through APIs can make it easier for the consumer to get an overview of the
financial data. When PSD2 is implemented, an AISP can collect data by gathering information
from all the accounts the customer keeps in different banks, through each of the bank’s account
information APIs. This enables the AISP to aggregate all the payment account information the
consumer wishes to see in one place. In this case, the customer does not have any direct contact
with each of the banks. The customer’s bank account information is communicated between
the AISP and each of the customers’ banks through API specifications, which PSD2 requires
all banks to have available for the AISP.

In Vipps’ case, PSD2 opens for the possibility of adding a new feature to their application that
enables their users not only to initiate payments but also to view their account balances across
different banks. This service is already available as a new feature in Vipps as of 2018, but is
for now limited to the customers of certain banks. Banks that allow this service to their
customers have either made a special agreement with Vipps or have already prepared and

started using open APIs. Banks can for the time being decide not to grant Vipps or other third
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parties access to data that makes an account overview service possible to offer. When PSD2
is implemented however, the banks will not have the power to dismiss such a request from

third parties.

Dreams is previously presented as an innovative savings app. The difference between how
Dreams can function before and after PSD2 is in regard to how the application is allowed to
manage the customers’ accounts. In a pre-PSD2 era, the application cannot manage the
customer’s savings account in their preferred bank without a specific agreement with the bank
in question. Hence, Dreams entered into a partnership with Storebrand, and was able to place
the saved money in a Storebrand savings account. When PSD2 is implemented however,
Dreams will be better able to give an overview of the customer’s savings, and manage the
customer’s account regardless of which bank the customer previously has committed to,
thanks to open APIs. Dreams would then be allowed to e.g. initiate the transfer of money
between the customer’s existing accounts and provide an overview of all the customer’s

savings deposited in different accounts.

6.3.2 Consequences of banks’ new role in the payment system

If financial services provided by third parties gain the essential consumer trust, it may lead to
a high adoption rate among consumers, which further will lead to a changed payment flow as
described in the previous section. The payment flow in the post PSD2-era will affect banks’
role in the payment system, as their importance may reduce due to other players partly taking
over their role. Customers making payments through PISP services instead of using payment
cards issued by banks imply that the economic aspect of card transactions disappear for banks.
However, customers make their card transactions almost for free, as banks do not charge any
high fees for this execution. Banks not engaged in the payment process will thus not directly
pose any big threat for them economically, as card transactions do not represent any revenue

gaining process for banks.

Banks’ challenges of not participating in their customers’ payment processes lies however in
the value of customer interaction. Banks’ altered role in the payment system might harm their
possibilities of engaging in a near customer relationship. In the following, we analyse the

challenges of losing customer interaction.
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Reduced customer interaction

If customers migrate from banking services provided by their main bank, to new, more
innovative and preferable channels provided by third parties, it may lower the customers’
engagement with the bank. Johanna Herbst in Danske Bank clearly expressed this concern

during the interview:

“Our sustainability lies in the customer interface, either the communication is over
telephone, digitally in our applications, or when the customer pay bills in our banking
services. This is how we get data on our customer, and this is how the customer see our
brand name, and thus choose us. If too many steps occur between us and the customer, we

would need a completely new strategy in order to survive in such an environment”

Banks offering their customers a choice of contact points is important in order to develop
trustworthy and close relationships. Channels like online platforms, mobile communications,
tweets, blogs and Facebook updates are just some of the communication methods banks can
use to remain such relationships with their customers. The communication can happen
anywhere, anytime because we are living in an “always-on” world (Wipro, 2018). These
customer interactions help banks to increase their customers’ perceived value, loyalty and
trustworthiness. Utilizing these communication channels mean that banks can form

meaningful, ongoing relationships with their customers.

New competitive players entering the market mean that banks’ interaction with their customers
may disappear. Using an AISP or a PISP service means that consumers do not get exposed to
the brand of the bank. The communication between the customer and the bank, initially aimed
at strengthening the customer relation, will then disappear. Reduced customer interaction will

fundamentally alter the way banks generate revenue, profits and business value.

Reduced cross selling

The broad definition of cross selling is the opportunity of selling products and services to an
already existing customer, exemplified by selling a credit card to an existing checking account
customer, or selling a mortgage to an existing credit card customer (Girish, 2010). Decreased

customer interaction may impact banks’ opportunities for this type of marketing.

When customers daily check their account balance or execute payment transactions in a bank’s
mobile application or online web page, this is a great opportunity for banks to promote other

services or products and thereby improve sales. Exposing and introducing customers to other
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banking options is an effective technique for profit increase and represents a great opportunity
to generate revenue from lower cost targets and develop customer relationships. The stronger
the relationship a bank has with a customer, the more loyal the customer will be. A strong
customer relationship will further affect the banks’ opportunity to assess improved credit
quality checks on its customer. Losing the opportunity for cross-selling due to a reduction in
customer interfaces will undoubtedly harm banks, both in regards to revenue and customer

loyalty.

Balance-sheet providers

The worst-case scenario if third parties initiate all payment transactions and become the main
operator for banking services is that banks’ role will be reduced to pure balance-sheet
providers. This would imply a conversion from being a relation bank to serve as a back office
provider with current account transactions limited primarily to incoming salary deposits and
outgoing payments to fund transaction accounts at another service provider
(McKinsey&Company, 2018). Operating solely as balance-sheet providers and only serving
other financial industry players such as FinTechs, means that they will be detached from the

end user.

This would mean that customers would be more unaware and ignorant of their personal bank
relationships. If the customer never gets exposed to the bank brand, there is a higher possibility
that the bank relationship gets less important for the customer. This means that the consumer
will be more eager about getting the lowest price on services such as loans, pensions and
deposits, and having the most user-friendly banking solutions, rather than being bound by
loyalty when choosing bank. This will further make it easier to switch bank, since the loyalty

to the bank is considered less important.

Banks are under considerable pressure due to the threat of competitors taking their place in
the payment system. As a consequence, banks’ role in the payment system may be reduced,
implying that banks’ interaction with their customers is more important than ever for
remaining their competitive position. Staying relevant to their customers should thus be the
banks’ main focus. A worst case scenario if customers adopt to various types of AISP and
PISP services to large degree, is that banks will become balance-sheet providers, almost unable

to reach their customers at all.
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6.4 INCREASED COMPETITION

Today, Norwegian consumers can use Payr to pay their invoices, Dreams to save for their
vacation, Vipps to pay their friends after a restaurant visit and Apple Pay to pay for groceries
in supermarkets. The spectre of companies offering payment services have broadened with the
emergence of FinTechs and BigTechs. With PSD2 functioning as a catalyst for increased
competition and lowering entry barriers for new players, the market expects to see an even

higher number of firms competing to win the customer’s attention in the payments market.

Although PSD2 facilitates increased competition, market factors such as customer adoption,
strategic alliances and time to market ultimately decide if the objective of PSD2 is met. This
section discuss the possibility of increased competition in the payments market, as well as

potential benefits banks can enjoy from head starting the possible new competitive landscape.

6.4.1 The possibility of increased competition

Before the implementation of PSD2, banks alone have had a monopoly on customer’s financial
data and the banks’ main competitors have, up until recent years, been established players
within the financial sector. After PSD2 and the technical standards have been implemented
however, this opens up for new players gaining access to customers’ payment account
information. New players will be able to deliver banking services without needing a banking
license and the heavy compliance that come with it. Banks could thus be facing increased
competition from established banks but also from new players such as FinTechs, BigTechs

and non-banks as a result of PSD2.

However, increased competition is dependent on new players wanting to enter the market
which in its turn depends on the attractiveness of the payments market. Likewise, increased
competition will rely on sufficiently low barriers of entry and the customers’ willingness to
adopt services from new players. By observing the evolution of the market for payments
during the past years and especially during the fall of 2018, we find certain elements that can
indicate that the objective of increased competition in PSD2 will be reached in Norway. These
elements include the observation of FinTechs already present in the market, low barriers of
entry due to obtaining access to a customer’s transaction data and the possibility of exploiting

the efficient payment system in Norway.
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New players are already present in the Norwegian market

The banking market has already witnessed new players entering the market. FinTechs offering
payment services such as Klarna, Vipps and Tink, and innovative saving apps such as Dreams
are already present in the market. These players have only posed a limited threat to banks so
far, since their access to banks’ data have been limited, due to the necessity of negotiating
deals directly with banks in order to get access to the customer data. In order to use Dreams
for example, you would need a savings account in Storebrand, and Klarna requires the use of

a payment card.

PSD2 facilitates superior user experience for new services, and the presence of players

offering such services indicates increased competition on customer interfaces.

Access to customers’ transaction data

Access to accounts means that third parties will get information on banks customers’
transaction data on their payment accounts and thus get insight into a consumer’s consumption
pattern. This enables third parties to compete at the same level as banks. Insight into a
customer’s payment account is perhaps the most attractive aspect for entering the payments
market when PSD2 is implemented, if the player knows how to exploit and generate revenue

from it.

We have previously discussed how some of the most powerful companies in the world excel
at taking advantage of aggregated data, and they definitively exceed traditional banks when it
comes to data volume and processing. They are experts in cloud computing, customer-facing
artificial intelligence, data analytics, and they deliver low-cost personalised products (F10,

2017).

As technology firms already have a particular ability to leverage data and consumer insights,
they know how to offer a unique and personalised user experience to fully engage consumers
(Disover.Jackhenry, 2018). The possibilities for tech companies to break into banking without
actually becoming banks are after the implementation of PSD2 and XS2A bigger than ever

before.

Although big technology companies such as Amazon and Facebook are not present in the
Norwegian market offering banking services yet, PSD2 opens the possibility for these
companies, with millions of customers and users, to enter it. Their presence in the payments

market is more visible internationally, where examples include Facebook obtaining an e-
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payments license from the Central Bank of Ireland, and Amazon offering payment solutions
such as Amazon Pay, a digital wallet for consumers and a payments network for both online
and merchant payments (Business Insider, 2016). As of today, the global mobile payments
market has grown 24% from 2015, implying that technology companies are eager to capture
market shares from banks (Accenture, 2018). The possibility of players entering the
Norwegian payments market is relatively high, as accessing and monetising on customer

transaction history results in low entry barriers.

During the time we have worked with our thesis we have also seen Apple and Google
launching their payment services, Apple Pay and Google Pay in the Norwegian market,

indicating that BigTechs are highly interested in entering the market.

However, in order to get access to data also new players will have to comply with the
regulatory requirements under PSD2. Our interviewees in BITS explained that this could

represent a challenge for newcomers:

“One of the main challenges when establishing as a third party will be to deal with
regulatory authorities, as it requires a lot of reporting and submissions of documentations,

and this is an area in which they do not have much experience”

Compliance effort could therefore represent a barrier to entering the market, as this is
something newcomers potentially are not familiar with. However, this aspect is not expected

to be emphasized as much as the factors in favor of entering the market.

Nonetheless, as the access-to-account rule will able new entrants to operate with many of the

same prerequisites as banks, their entry will mean increased competition for banks.

Exploiting an efficient payment system

The Norwegian payment system is previously described as the best in the world, meaning that
the well-established distribution infrastructure is highly effective, efficient and secure.
FinTechs who want to enter the market are able to develop services built on top of this highly
efficient payment system. Banks have already invested large resources in building a high
quality infrastructure. Technology companies will thus not be burdened with high-capital
expenditures associated with conventional infrastructures as they can connect to the banks’

efficient systems.
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Another reason for low entry barriers in the Norwegian payments market is Norwegians’ high
level of technology adoption. Norway has the second most advanced digital economy in
Europe. 94 % of the Norwegian population pay their bills online, compared with 59 % in the
EU (European Commission, 2018). Norway is a highly digitalized country where customers
already consume online content and use online banking services to a high degree. This speaks

in favour of Norwegians’ consumers embracing AISP and PISP services.

Norwegian authorities are also facilitating the entry of FinTechs in the industry through a
newly launched initiative of a ‘regulatory sandbox’ where startups can test their ideas in a
controlled environment on real customers (Shifter, 2018). This is yet another example of low

entry barriers.

PSD2 and the XS2A rule, will make the already existing services more accessible to a larger
number of consumers. The directive will facilitate the entrance of new players such as big
technology companies. Banks can therefore expect more competition on new areas and from
unconventional players as a result of the regulation requirement of opening up bank data. The
presence of FinTechs in the Norwegian market as well as BigTechs’ advancements in the
payments area internationally indicate that we can expect to see a changing competitive

landscape in the market for payment services.

6.4.2 Will banks benefit from a head start in the new competitive
landscape?

As the regulation will facilitate increased competition, banks should be aware of the challenges
that lie ahead. Norway is still waiting for PSD2 to be implemented. This means that banks still
have several months left with monopoly on their customer data, and can head start the
preparations for PDS2. Head starting the new competitive landscape can be beneficial, but

may also bring disadvantages and challenges.

Our interviewee Atle Sivertsen from Finance Innovation explained the importance of utilizing
a head start on competitors by arguing that banks should start already now to offer new

solutions to customers in order to reduce the possibility of attacks from future competitors.

We have already witnessed several initiatives done by Norwegian banks to prepare for

increased competition, in the form of cooperation within the industry or by collaborating with
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FinTechs and BigTechs to offer their customers innovative services. These initiatives work

both as a defence strategy and as an attack strategy.

One example is the merger between Vipps, BankAxept and BankID, that made Vipps AS the
largest player within payment and identification in the Nordics. According to Jan Digranes,
Director of payments and digitization in Finans Norge, the merger represents an important
step towards preparing for increasing competition from global players in the payments market

(Finans Norge, 2018).

Another form of cooperation already present in the banking market, is the collaboration
between Sbanken, Sparebanken Vest, Sparebanken Sogn og Fjordane and Sparebanken 1
where customers will be able to view their account information across the competing banks.
This type of service will probably be made available by many service providers when PSD2
is implemented, but is however not offered by many banks today. Bjerg Marit Eknes, Vice
President of Innovation and Customer Experience in Sparebanken Vest, claims in an article
that the collaboration represents a way for them to get started well before international players
can enter the Norwegian market. Christoffer Hernas, Chief Digital Officer in Sbanken, further
explains that by opening up early, Norwegian banks will be in a stronger position once the
directive comes into force. If Norwegian bank customers are used to seeing their accounts
across different banks in one place, the entry barrier for international players will be

significantly higher (Hernas, 2018).

However, FinTechs and other third parties who are considering to enter the market can monitor
the banks’ actions and potentially bypass them by learning from their mistakes and take
advantage of their inertia and investment costs before they enter the market themselves. Thus,
it remains to see if being early entrants in the new market with such actions really will result
in a persistent competitive advantage for banks. In the following we present an analysis of
potential advantages and disadvantages for banks of being early entrants in the new

competitive landscape.

Benefits of being the first mover

Theory on first-mover advantages suggest that, by being the first ones to actualize initiatives
or launch products or services that are possible for TPPs to offer with the implementation of
PSD2, banks could gain significant benefits over later entrants in the market. We have

identified two main reasons for why the bank could benefit from preparing for PSD2 before
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the regulations enters into effect: the learning value for customers and the learning value for

traditional banks.

The learning value for customers

Actively preparing for PSD2 by offering new products represents a learning effect for the
bank’s customers. It gives the bank a chance to make their customers familiar with the types
of services PSD2 facilitates, before third parties have the opportunity to offer similar services.
The customer will then get the novelty value from the bank instead of other third parties.
Customers could be less willing to adopt new services offered by TPPs if their bank already

offers the same service.

When customers become used to a service and learns how to use it, their switching costs will
increase. Thus, by testing the market during the transition period, banks could gain a first-
mover advantage through buyer switching costs. The vast majority of the interviewed bank
representatives identified switching costs to be the main advantage of being an early entrant.
Ife.g. anew FinTech firm establish themselves as an AISP, customers might be less interested
in switching to a new brand if they already can see account information across their banking
relationships through their trusted main bank. New players seeking market entry might have
to invest extra resources in order to attract customers away from the first-mover, and especially
new FinTechs might see the need to either enter into partnership with established players or
invest sufficient resources into advertising to obtain sufficient market share in such cases.

Resources that otherwise could be used for product development and value creation.

If the banks succeed in creating and launching services that meet the customer needs and earn
strong brand recognition during this period, their market share might persist. This will make
it considerably harder for later entrants, such as so far unknown FinTech firms, to gain
customer reach and market share. If customers prefer using the abovementioned examples,
Vipps for P2P payments and the account overview service stemming from the collaboration
between Sbanken, Sparebanken Vest, Sparebanken Sogn og Fjordane and Sparebanken 1, new
entrants may have a harder time attracting users and will have to develop even more innovative

and convenient services to succeed in capturing the consumer’s attention.

In the market for payment services, and especially for P2P transfers, the presence of network
effects may further increase the first-mover advantage. Transferring money through for

example Vipps is dependent on the counterparty also having the mobile application and being
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registered (Vipps, 2018). There is no doubt that Vipps, having outperformed both mCash and
MobilePay and obtaining monopoly in the market for mobile payment services in Norway, has
enjoyed the advantages of being a first-mover. Introducing a new P2P mobile payment service
in the Norwegian market will be very challenging in light of Vipps’ high market share,

network effects and substantial switching costs.

The learning value for traditional banks

Svein Ove Langeland from Sparebanken Vest highlighted the learning value for the bank as
one of the main reasons to why his bank could benefit from actively preparing for PSD2 before
the regulation enters into effect. By offering new services in the transition period or by letting
third parties offer payment initiation services or account information services to the banks’
customers, they have the opportunity to test the potential success of new services before new
entrants are able to do the same. By testing the market during the transition period, banks can
identify the services they should exploit, consequently capturing an even larger customer base.
It will also enable banks to make sure security measures and functionalities are safeguarded

before international players and large technology firms will be given access to their APIs.

Disadvantages of being a first mover

However, Hagiu and Rothman (2016) argues that the importance of first mover advantages for
marketplaces is overstated and that the winning marketplace is the first one to figure out how
to enable mutually beneficial transactions between suppliers and buyers - not the first one out
of the gate. There are many examples of marketplace leaders who were not first movers.
Airbnb came after VRBO and Alibaba entered after eBay in the Chinese market. An argument
for why first mover advantages may be less than first assumed is that chasing early growth
before a marketplace has proved its value to both buyers and sellers leaves the business

valuable to competition from later entrants (Harvard Business Review, 2016).

Learning from mistakes

Although launching new products early on to their customers represents a way for banks to
strengthen their position and reduce the attack from new competitors, TPPs entering the
market after the implementation of the regulation might learn from the banks’ experiences and
mistakes. FinTechs can learn from possible mistakes in how the account information services
from the alliance between Sbanken, Sparebanken Vest, Sparebanken Sogn og Fjordane and

Sparebanken 1 was designed, how it functioned and how it was advertised in the market.
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An example of how later entrants can benefit from the first movers experience can be seen
through the launch of Apple Pay and Google Pay in the Norwegian market. Apple Pay was
the first of the two to launch their payment service in Norway during the summer of 2018,
while Google launched the same service in October 2018. One of the biggest problems Apple
Pay has faced in Norway is that the service is not compatible with loyalty programs at
supermarkets. By observing this limitation, Google was able to adapt their way of approaching
this problem by allowing payment cards to be directly linked to the supermarkets’ loyalty
programs (E24, 2018).

Free rider effects

AISPs and PISPs looking to enter the market will be benefiting from free rider effects since
they are able to build services on top of banks’ already existing infrastructure. They are thus
able to avoid some of the banks’ entry costs. In addition, third parties will enjoy the benefits
of an effective payments infrastructure and low transaction costs in Norway. This could reduce

banks’ advantages of being first movers.

Incumbent inertia

Our interviewee Johanna Herbst, CDO in Danske Bank, claimed that while banks are heavily
regulated and need to invest substantial time and resources just to be compliant, FinTechs have
the ability to move faster. Historically, FinTechs have been more agile than traditional banks
in responding to customer needs. This can threaten banks, as they may become too slow and
will not be able to feel the pulse of the customers, and thus loose customer interfaces to new
FinTechs. The conservative nature of banks may increase their vulnerability when acting as
first movers in the market, as more agile third parties can faster respond to changing customer

needs and could easier exploit technological discontinuities.

PSD2 will lead to increased competition in the payments market. Since PSD2 is not yet
incorporated into Norwegian law, banks are currently in a position where they can take
advantage of being first-movers in the new competitive landscape. Through the existence of
switching costs and network effects in the marketplace, and depent on their ability to create a
long-lasting impression on their customers, banks can increase the barriers of entry for new

competitors.

However, not all banks view early entrance as their best option. In conversation with

Handelsbanken on this topic, they suggested that an early entry and a wait-and-see approach
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needs to be weighed against each other. They explained that it is not necessary for them to

always be the first mover, but they always need to stay relevant.

6.5 IINCREASED PACE OF INNOVATION

Innovation and development of new solutions that take advantage of data through advanced
analytics, digital technologies and new delivery platforms is more important than ever. The
practices that once were the domain of FinTech startups are maturing and becoming

incorporated into the banking industry.

As discussed in the section above, the banking sector is becoming more digitally advanced as
new market players that excel at data analytics are increasingly capturing large parts of the
payment market. PSD2, aimed at fostering increased competition and more efficient and
innovative solutions accelerates this development by letting third parties access valuable
resources. The possibility of discovering deep customer insights, as well as building services

on top of banks’ infrastructures are making the banking industry an attractive market to enter.

Technology companies excel at responding to consumer needs, while consumers at the same
time expect their needs to be satisfied. This foster a customer oriented banking industry. New
enhanced products and solutions, along with new players can potentially replace traditional
services offered by banks completely. Consumers embracing such innovative services may
lead to a disrupted banking sector, putting banks’ role at risk. FinTechs and BigTechs
undoubtedly challenge banks’ pace of innovation. To remain competitive, banks should
engage in initiatives aimed at expanding their offerings to target customer preferences. But do

banks have the necessary abilities to change?

6.5.1 Banks’ ability to change

Banks are large and complex organizations subject to heavy regulations, making them slow
moving, risk averse and constrained from the ability to innovate. In addition, Norwegian banks
have traditionally remained solid institutions with high earnings, understandably not eager to
change. Banks’ peculiarities can potentially restrict their capability to adjust and adapt to a
new environment. However, banks can take advantage of their long experience within the

payment system, as they are experts in this area compared to new players.
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Compliance making banks slow moving
Referring to banks as large and complex organizations with high focus on compliance,
Johanna Herbst in Danske Bank, explained how big organizational changes would represent a

difficult task:

“It is a challenge for us as a big organization to develop and transform in large-scale. We
can work agile and make changes when working in small project, but to change large

projects or even the organization as a whole would be a big challenge”

Changing a culture is a large-scale undertaking, especially due to banks’ organizational size
and compliance issue. Regulatory compliance is the biggest challenge for banks in Europe,
and is the most important factor shaping banks today (PwC, 2017). Strict regulatory standards
that have to be met reduce banks’ flexibility, which further make banks struggle to keep up
with the innovation speed of FinTech firms. The effort on compliance requires substantial time
and resources, which consequently give less priority to implementation of new technology and

transformation.

Compliance making banks risk averse

Regulatory burdens such as strict minimum limits of capital and liquidity also reduce banks’
ability of risk-involving operations. According to a CEB research, banks remain constrained
from doing all they should by their perception of the risk involved (Bloomberg, 2015). Banks
have been practicing risk management ever since there have been banks, and due to their
importance in achieving a stable financial system, the industry could not have survived without
it (Meyer, 2000). The strong risk averse culture can be exemplified by the common statement
“secure as the bank” used by our interviewees in Handelsbanken to explain the importance of

risk management.

Banks are nevertheless facing a so called innovation paradox. The main message from
regulators to banks, especially after the financial crisis of 2008, was to take less risk. But with
the fast-evolving financial landscape with increasingly digital customer expectations and
disruptive newcomers, the main message from the public is to innovate. Banks are expected
to both innovate and take less risk while, at the same time, innovating will always involve risk

to some extent (EVRY, 2017).
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Lack of experience of innovation

The financial industry can to some extent represent a traditional and conservative sector,
pointing to the lack of innovation in the industry. Many of our interviewees supported this
view of the banking industry, explaining it with banks beeing in possession of enormous
amounts of customer data without utilizing it. The banking trend of not transforming and
making changes can be explained by regulatory burdens as discussed above, in addition to
banks’ traditionally high profitability and solidity. When banks are doing well, they
understandably have little reason for concern. Norwegian banks have since the financial crisis
had sufficient capital buffers, met all capital requirements and solid profitability (Norges
Bank, 2017). Additionally, banks have not been incentivized to innovate, as they always have

enjoyed high loyalty from their customers.

Another reason of low focus on innovation in banks could be that other less traditional and
less conservative industries are absorbing much of the IT talent that banking providers require
to be innovative. Job seekers with the relevant talent are understandably more attracted to
industries with a high innovation pace where developments within data analytics or Al are
made on a regular basis, rather than to the traditional banking industry where there have been

little room for disruptive mind-sets.

Experience in the payment system

On the other hand, banks are in possession of certain peculiarities that could be utilized as
competitive advantages. Banks have a long experience in regard to operating in the payment
system, something they could take advantage of. The Norwegian payment infrastructure is
highly effective, efficient and secure, and the Norwegian payment market already provides
well developed digital payment services (Norges Bank, 2017). Banks have deep insight into

how the payment system works due to a long operating time.

Critical to develop effective payment systems is to understand how the forces at play in the
industry affect all corners of the value chain. If newcomers in the financial market start to
serve as PISPs, banks could take advantage of their understanding in existing payments
capabilities and business priorities. Banks should view their payment infrastructure as the key
to future front-office product development. The Norwegian payment infrastructure has
facilitated the offering of free payment services to customers. While banks have become

accustomed to not competing at price, third parties must adapt to this. New service providers
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are not able to charge transaction fees to generate income, and will have to find other ways to

profit from their services.

PSD2 can potentially lead to the emergence of new innovative players disrupting the banking
sector, forcing banks to follow the trend in order to remain competitive. Banks are however
subject to strict regulations that absorb time, costs and efforts. It could be quite challenging
for slow moving and risk averse organizations to make changes when they do not have
experience with it. They are fortunately able to utilize their long experience as experts in

payment systems with low priced payment solutions against the new competitive players.
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7. RESPONSES TO PSD2

The identified implications of PSD2 on traditional banks indicate that banks’ competitive
position in fact will be challenged by FinTechs and players outside of the financial sector.
Together with an increased pace of innovation in the financial industry, these market changes
will mandate banks to think in new ways. Ultimately, PSD2 will require strategic measures to

be taken by banks in order to remain their competitive position.

During our interviews, it became clear that all respondents were well aware of the fact that
PSD2 comes with both challenges and opportunities for banks. There are many ways to
respond to the challenges banks are facing, and in the market we have so far seen it through
collaboration within the industry, through banks partnering up with FinTechs or BigTechs and
through introducing their customers to exiting new products. Overall, banks could choose to
play offense or defence, and they should carefully consider both the compliance sides and the

business sides of PSD2.

Banks can choose to view PSD2 as a regulation they are forced to comply with, which is
defined as response 1, the compliance approach. Banks can also view PSD2 as an opportunity
to fundamentally reconstruct their business models. Response 2 and 3 is therefore defined as
the proactive approach, and the Open Banking approach, respectively. The possible responses

we have identified for Norwegian banks can be categorized as presented in the figure below.

RESPONSES TO
PSD2

1 2 3

The compliance The proactive The Open Banking
approach approach approach

Develop
— solutions
internally

Collaboration
s with other

banks

Collaboration
e With non-banks
or third-parties

Figure 14: Responses to PSD?2
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7.1 RESPONSE 1: THE COMPLIANCE APPROACH

If response 1 is chosen, PSD2 is treated as a regulatory compliance issue, where banks solely
focus on implementing the regulatory necessities, such as a basic set of APIs. This can be a
reasonable short-term tactic which enables narrowing the focus of their business model
towards the provision of liquidity and infrastructure services in order to maintain their core
business. This strategy represents having no initial ambitions to leverage the industry-wide
change at a competitive level. Implementing the regulatory minimum will bring costs, but no

new revenues, and is therefore bringing some possible downsides.

A compliance approach requires the least effort. However, it increases the risk of banks
becoming utilities, as innovative competitors leverage the directive to take control over and
own the customer interface. In the long run, this option will most likely lead to incumbents
becoming infrastructure providers of underlying banking infrastructure. Third parties will be
able to utilize bank data to create and deliver new products and services to consumers, and in
turn, they can potentially occupy the banks’ customer interface. If the primary bank
relationship disappears, banks will be left with the role of balance sheet providers with limited

cross-selling opportunities and shrinking margins.

The market landscape can change rapidly, and choosing to only comply may lead to banks not
being able to keep up with the speed in the market, and thus fall behind the rest of the market
participants. If they choose this option, banks can get bypassed by players who see PSD2 as

an opportunity and already capitalise on it.

However, a compliance approach could be a good option due to the uncertainties of the market
changes. Failing fast to achieve innovation could be a risky notion. Starting to innovate in an
immature market could potentially lead to unnecessary use of resources, time and effort. It is
possible that consumers will not trust new fancy and innovative banking solutions offered by
third parties. In such a view it may be better to wait and see how the market landscape

eventually develops before starting to actively make strategic actions.

Nonetheless, a compliance approach will be risky for banks who wish to strengthen or
maintain their competitive position. None of the interviewed banking executives had
considered this options as a strategic response to PSD2, which imply that this seems to not be

a viable option.
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7.2 RESPONSE 2: THE PROACTIVE APPROACH

The second possible response is a more proactive approach, which we have defined as banks
providing new, value-added and aggregated banking services themselves. In this approach,
PSD2 is regarded as an opportunity rather than a mandatory regulation they are obliged to
comply with. Offering competitive services in the TPP field thus require customer data to be
utilized and allow banks to increase customer relevance and provide superior user experience.
This enables banks to maintain the customer interface, and reduce the possibility of banks

becoming balance sheet providers.

We have identified three possible options within the proactive approach. One option is to
develop solutions internally, a second way is to collaborate with competitive banks, and the

third option is to collaborate with non-banks, such as FinTechs.

The latter two options containing collaboration is defined as coopetition, which depends on
whether the partner can be regarded as a competitor to the bank. This is the case if the
collaborative partner provides services within the same market as banks, for example in the

market for payment services.

Option 1: Develop solutions internally

Development of solutions internally within the particular bank is one approach to expand the
product catalogue. This requires development of digital skills and the bank becoming a
relatively technical advanced organization. Capital and resources must be provided for
investing in internal IT divisions for acquiring the relevant knowledge and know-how needed
to support the path towards the desired positioning in the market. In this way, the bank is able
to take the role as a TPP, such as a PISP and/or an AISP, and thus provide a wide selection of

products to their customers.

Gaining the specific knowledge and competence needed could represent very high investment
costs that capture large parts of the banks’ resources. Always being updated on the
technological development and having the relevant technological understanding in the
organization at all times is quite demanding. However, banks hold huge capital holdings and

are therefore suitable organizations to perform such large investments.

The major advantage of developing services internally within the bank and without any

partnerships is the reduced possibility of being subject to business partners acquiring the
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banks’ customer base. When solutions are developed as an integrated part of the banks’
activities, the bank is the only brand named in the service solution, and thus the only brand
name the customer gets exposed to. The bank can thus benefit from maintaining the customer

relationship.

Option 2: Collaboration with other banks

Providing new types of services can also be accomplished through direct collaboration with
other banks. As banks operate in the same industry and compete at the same level, such a
partnership is considered as coopetition. The participants in the coopetitive relationship
compete and collaborate simultaneously. This type of collaboration entails both benefits and

challenges for the collaborative partners.

Two heads are better than one

Exchanging knowledge and innovative technologies can be an essential part in order to be
successful in the process of developing and providing new types of services. In collaboration
with other familiar financial institutions that have the same background and complementary
resources, the partners can thus share experience and exchange capabilities, and consequently
gain a better innovation process than they would have on their own. Since banks share similar
peculiarities such as high trust and are large and complex organizations, they can more easily

combine their knowledge and resources. This can further accelerate innovation.

Gaining a strong position against newcomers

Additionally, having established a powerful and mutually beneficial coopetitive relationship
can strengthen their competitive position against new market entrants such as FinTechs. This
was the intention behind the already mentioned collaboration of 100 Norwegian banks that
have jointly acquired a stake in Vipps. Banks joined the collaboration to make Vipps the single
provider for mobile wallets for Norwegian customers, and consequently built a solid
competitive advantage against new entrants in the payments market. A coopetitive
collaboration aimed at strengthening market position against potential new entrants was also
the intention behind the collaboration between Sbanken, Sparebanken Vest, Sparebanken

Sogn og Fjordane and Sparebanken 1.

Risks of coopetition
A coopetitive relationship between two competitive banks may also represent some

challenges. Competing banks have some conflicting interests, as both participants in the
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alliance want as large customer bases as possible. Banks could potentially steal customers
from each other, which could result in a vicious circle where both parts will suffer in the end.
Unbalanced competition will therefore be harmful for both parties. Separating the two
different parts in the coopetitive relationship, namely the competition part and the

collaboration part, is of crucial importance.

Option 3: Collaboration with non-banks or third parties
Collaboration with non-banks is the third option within the proactive approach. FinTechs and
banks have symbiotic sets of competitive advantages and challenges, making collaboration a

win-win situation for both entities.

The value of exchange

FinTech firms’ challenges are often the natural strengths of banks, and vice versa. They have
a different set of competitive advantages, and through collaboration, mutual needs are
identified and strengths swapped for a mutually-beneficial arrangement. Out interviewees

from Handelsbanken argued that
“Banks have the money, FinTechs have the ideas”

A survey performed by PwC reveals that FinTechs’ unique strengths are new technology,
agility and providing enhanced customer experience. At the same time, banks are characterised
with having secure infrastructure, existing customer base and customer familiarity as their
greatest strengths (PwC, 2017). Exchanging these values can pave the way for new processes,
where one party can influence the other party’s way of thinking, whether applicable to areas

such as business models, customer targeting or innovation processes.

Digital expertise and agility

Digital expertise and knowledge about advanced analysis of client information is a critical
success factor for the development of new products and services, which is an area FinTech
firms are experts in. A bank collaborating with a FinTech will thus gain positive outcomes,

such as reduced development and innovation costs.

At the same time, the FinTech will have the opportunity of building their services on top of
the bank’s secure infrastructure, which implies less investment costs for the FinTech and helps
them to focus on their core competencies. Due to relatively low regulation burdens on

FinTechs compared to banks, and their possession of an innovative culture, FinTechs are able
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to be more agile. Consequently they are able to experiment with new technologies and business
models. This enables testing out new products, and hence develop products that have the best
customer experience, and introduce the winner product through the partnership with the bank.
These synergies will eventually foster better cross-selling opportunities for the bank. New

clients can thus be covered, and new innovation processes can be developed.

Coopetition as the only way to survive

Collaborating with FinTechs in a coopetitive partnership can in some cases be seen as the only
way to survive in the market. If a solution by a FinTech firm succeeds, implying high customer
adoption and in turn reduced customer interaction for the bank, the bank can to some extent
be forced to enter into a coopetitive partnership with the FinTech. Since banks’ biggest threat
is losing their customer interface, they must listen to customer needs, and thereby team up

with those players that provide the most popular solutions among customers.

Coopetition is the most common action taken by financial institutions in the market for
payments solutions (Deloitte, 2018). Nordea has as an example partnered with their FinTech
competitor Tink, a firm operating in the field of payment systems, and Nordea is thus able to
give their customers enhanced customer experience in their mobile application. The service
functionalities developed by Tink is incorporated in Nordea’s mobile app, and thus appears as
though it has been developed by Nordea. Danske Bank is another example of a bank that has
leveraged this opportunity by investing in and partnering with Spiir. In this coopetitve
relationship, Spiir has developed functionalities that is incorporated in Danske Bank’s online

application.

Another coopetitive partnerships within the payments market is Sparebanken Vest and the
FinTech firm Folio. The bank invested 25 million NOK in Folio to build an accounting and
payment system for small and medium-sized enterprises, aimed at staying relevant for their

customers (Sparebanken Vest, 2018).

Finding the right partner

Building a solid coopetitive relationship can also involve some challenges. As there are
thousands of FinTech firms in different life stages and sizes, finding and choosing the right
one can be an uphill battle. A bank that wants to collaborate should therefore focus on finding

a partner which contains the right set of people, has a solid financial foundation, meets their
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business needs, and provides secure technical solutions that is built to last and scale

(Capgemini, 2018).

Risks of coopetition

Challenges may be encountered if the FinTech partner get a bad reputation due to a mistakes
that are made. The collaborative third party could thus induce a negative impact on customers’
trust to the bank and the brand name. This could be very harmful for the bank, as this is one
of their most important strengths. Furthermore, this could impact the whole financial system

in a negative way.

For a coopetitive partnership to become successful, commitment from both partners are
required. Dissimilar business goals and interests can erode collaboration, which indicate that
coopetition with a FinTech does not come without risk. One could imagine a situation where
a FinTech profit from the bank’s broad customer base to a large degree, consequently gets
really big, and eventually establishes itself as a bank. A FinTech acquiring a banking license
due to benefits harvested from coopetition with a bank could harm the bank, as the new
established bank then could have the ability to steal customers from the bank. However, this
is not a likely outcome, because bank establishment is a complex process and requires

substantial capital investments.

Building mutual trust among partners in order to build a successful partnership is of high
importance. They must constantly communicate about issues, goals and interests to constantly
be sure that they both can foster a fruitful collaboration. Communication is also important for
finding out who owns the customers, and how the revenues from the partnership should be

distributed.

Similar to all options within the proactive response is the disruption of banks’ existing business
models and partnerships, and that customer needs are responded through new business ideas.
This can strengthen their ability to maintain the customer interaction, and thus reduce the

possibility of primarily becoming balance sheet providers.
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7.3 RESPONSE 3: THE OPEN BANKING APPROACH

A third option for banks to respond to the changing competitive landscape and to remain their
competitive position is to go beyond the scope of PSD2 and towards even more openness than

is mandated by the regulation.

Together with changing customer expectations and technology advancements, PSD2 is said to
be the main driver for Open Banking, as it forces banks to open parts of their banking data to
third parties. However, PSD2 is limited in the sense that it only regulates the market for
payment services, and the banks are only obligated to share data concerning their customers’
transaction data. Although payment services and account information services act as important
interfaces towards banks’ customers, they are only the tip of the iceberg. Banks also offer their
customers a wide variety of other banking services such as mortgages, managing of their
valuables, conversion of securities and personalised advice on financial issues. Under PSD2,
customer data on these services remain under the banks control, but nothing prevents banks to
share also this data to third parties, given consent from the customer. In the following we will

present an analysis of such an Open Banking response.

More openness

A first step towards what is known as Open Banking is banks opening more of their APIs,
allowing third parties to gain access to more customer data and offer products related to
banking services beyond payment initiation and account information services. This means that

banks will be able to offer their customers even more innovative services through third parties.

Trends towards platfrom based business models

The final step for banking to become a completely open ecosystem is through banks enabling
a platform-based banking system. During the last decade we have witnessed the emergence of
platform-based economies in many industries. Look for example at the travel industry, where
people through an intermediary such as Airbnb can find an available room in a different city,
or they can compare and book hotels online through websites such as hotels.com. People no
longer need to contact a hotel for accommodation when they, to a lower price and more
conveniently, can find it with just a few clicks online or by using a mobile application. Such
a business model has yet to be seen integrating banking services in Norway, but as customer
expectations and regulations pushes change forward, banking as a platform has become a

viable option to consider (EY, 2018).
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Due to lack of examples in the Nordics and in Europe, it may be difficult to imagine how such
a platform can look like and how banking fits into all of this. However, a quick glance towards
Asia might help in understanding the possibilities of platform-based models and integrated
banking services. The earlier described service AliPay and Tencent’s WeChat in China
represents excellent objects to study in this case. These platform based business models have
a particular aspect that make them specifically powerful and sought. Apart from being a super
app that brings convenience into the customer’s life, the platforms are developed with a fixed
investment costs and normally operate at near zero marginal cost. This makes them an
attractive business model, as long as the customer base is large enough. As more people
connect to the platform, the value of the platform increase, without increasing costs. When the
platform is fully developed in the phase of forming the platform, it will not generate any costs

at a later stage if more people get attracted and connect to it.

Platform monopoly

Customers have undisputedly embraced platforms in other industries, as we have seen from
success stories like Uber, Airbnb, Facebook, Google and Microsoft. All these companies share
one similar characteristic, their tendency of becoming sufficiently large, eventually evolving
into platform monopolists. These platform businesses have come to dominate their respective
markets through generating massive direct and indirect network effects which have created

invaluable services (Platformed, 2018).

Assuming the evolution of platform based business model gets widely prevalent in the banking
industry, an interesting question is whether also the banking industry will tend to one platform
monopolist. Various arguments exist in favor of such an outcome. Having one major platform
monopolist will drastically reduce problems of asymmetric information. The bigger the
platform the more likely it is that a borrower will find a lender and vice versa. There is no
doubt that transaction costs of searching and matching in order to find the right contract partner
will be reduced in such a scenario. Furthermore, one major platform will have a range of
products and services available, thereby matching a wider set of tastes (Refus Pollock, 2018).
All financial products and services, such as all types of AISP and PISP services, offered at one
place will make it possible to serve all kinds of customer needs and preferences. This will
enhance customers’ daily lives, as they no longer have to connect to many different brands,
products and services. This creates a strong pressure on the market to just have one platform

that provides all the customers’ financial needs.
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However, an outcome with one monopolist with major market power is a quite strange
paradox, as one of the main objectives of PSD2 is to increase competition in the market. The
introduction of PSD2 is aimed at fostering increased competition, but in the long run it may

instead foster platform monopoly.

This paradox can partly be explained by the industry consolidation life cycle. Most new
industries are first fragmented where many start-ups and new entrants quickly arise, trying to
capture a market share. Eventually, industries will tend to being left with just a few players
that have reached the critical mass that other competitors find it too hard to compete with.
Industries will thus consolidate as they mature, resulting in a few dominant players (Harvard
Business Review, 2002). Only the future will tell if we are to expect an evolution towards an
Open Banking based business models in the financial market in Norway, and whether the

tendency will be one dominating platform with major market power.

Advantages of more openness

First mover advantages

After studying relevant literature, reading articles from leading consulting firms and
conversing with bank executives and industry experts, it has become clear that Open Banking
is a concept that will not cease to exist in the near future. Atle Sivertsen from Finance

Innovation explained clearly how he sees PSD2 as a first step towards Open Banking:

“The reason I think PSD_2 is so important, is that it is not only relevant for viewing account
information or initiate payments, which represents only a narrow part of banking. PSD2 is
Jjust the beginning of what we think about as Open Banking, which is so much more. Open
Banking is about being able to combine value chains and service offerings in a completely

new way. PSD2 is kick starting Open Banking and redefining what it means to be a bank.”

While the outcomes of Open Banking may be uncertain at this time, many experts claim that
banking will in any event evolve into some form of an open ecosystem. PSD2 paves the way
for the possibility of Open Banking, and the banks that start preparing for such a scenario
could create a significant head-start over other banks on something that might be unavoidable

in the near future.

First-mover advantages are also applicable in this case. Once a developer community and a
base of end users have adapted a given platform, it becomes harder for competing platforms

to achieve progress or even enter the market. As more users adapt the platform, the more
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valuable the platform becomes and the first platform will in that way gain substantial direct
and indirect network effects. Furthermore, having achieved a large customer base where
customers have adapted to the platform’s characteristics and functionalities will make it harder
for new entrants to achieve a market share, as customers will regard it as time and cost
consuming to change to a new platform. Being later to the market does not prevent a bank
from succeeding, but it increases the burden on all the other conditions for platform growth

(Medium, 2018).

New and innovative services

As customers to a larger degree are expecting real-time, personalised and seamless user
experiences, and as competition within the banking industry is increasingly focused on
delivering the best products to their customers, banks could use Open Banking as a means to
meet customer needs and create additional distribution channels to their customers. By
offering selected startups and FinTechs access to open APIs that go beyond what PSD2
require, banks will be able to offer even more innovative and customer oriented services.
Banks will be able to introduce new services into the marketplace and profiting from them
while being liberated from the possible costs and problems that the front-facing elements of

retail banking contain (Capco, 2017).

By opening up more of their APIs, banks can appeal to their existing customers who see that
their bank is moving beyond what traditional banks are expected to offer and are providing
their customers with the newest and most innovative services available. Banks can also attract
prospective customers if they are unable to use the newest and latest technology because their
current bank is not embracing Open Banking APIs and thus are unable to provide such

products (Mulesoft, 2018).

Monetising on premium APIs representing new revenue streams

Apart from creating new revenue streams from offering new product, banks could also
monetise from their existing capabilities by offering open APIs as products to the marketplace.
Ina Gjerstad from Nordea was the first to introduce us to the concept of viewing the banks’
APIs as products that can be sold and profited from. Nordea has launched their own Open
Banking developer portal, where developers can use the banks’ APIs for retrieving account
information details and initiating payments. During a pilot period, selected third parties will
build applications on the APIs. The developer portal is currently limited to Sweden and

Finland, but will be launched in all Nordics countries shortly (Nordea, 2017). SpareBank 1



106

Alliance’s Developer Portal is yet another example of a bank who has launched an Open

Banking developer portal (Sparebank 1 Gruppen, 2018)

An example of how APIs can be monetised is a credit reporting agency that has an internal
API for assessing credit scores and other measures of consumer credit history. The potential
of the API is limited when it is only used internally, but if it is introduced to the market place
it could be used by other companies such as banks, loan companies or insurance companies in
exchange for money to the credit reporting agency. This would mean a new stream of revenue
for the agency and other firms would get access to valuable information and could incorporate
new functions in their applications without having to develop the APIs and the systems
themselves. Applying this to banking, banks can monetise from offering APIs other than those
third parties are entitled to according to PSD2. Systems for creating revenue streams from
APIs include a “data for data” based system, a transaction model where the receiver pays for
each transaction the API enables, a per call payment structure that generates income for each

time a third party use their APIs or a subscription based system (Capco, 2017).

As PSD2 requires non-discriminatory access to account information, Nordea’s APIs used for
accessing account information and initiating payments are free of charge to developers.
However, they also present a Forex API, named FIX API, on their website that enables users
of the API to execute Foreign Exchange (FX) spot, forward and swap trades automatically
from the companies own systems (Nordea Markets, 2018). The FIX API represents a way for
Nordea to monetise from APIs by introducing a premium product where developers need to

pay a fee to gain access and thereby create possible new revenue streams for the bank.

Disadvantages of more openness

Losing customer interfaces

Similar to the threats of giving third parties access to the banks customer data, banks could
lose part of their customer interfaces and lose important functions for retaining and attracting
customers when they let third parties take care of their customer interactions. By letting
FinTechs or other players access to more of the banks APIs, such as premium APIs, third
parties will be able to make innovative solutions that banks currently are not offering. Such a
solution could be a mobile application where customers can budget their finances, manage
their debt, and get real-time investment and financial advice through a chat function. None of
the Norwegian banks today offer such a service to their customers, which means that the banks

would have enabled a start-up to fulfil an existing gap and creating distance between the bank
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and the customer by opening up the APIL. Shifting customer interactions from their own
platforms also means that cross selling opportunities for the banks can disappear (Mulesoft,

2018).

Risk exposure and security concerns

As mentioned, Open Banking is a new phenomenon meaning that the outcomes are still
uncertain. Technical modifications and security issues are areas that pose a threat to the
success of opening up more of their banking data. As it does for the required open APIs by
PSD2, banks’ risk of exposure to fraud, data leakage, identity theft or other security breaches

still exist if they choose to open up even more of their data.

The response approach Open Banking goes a lot further than regulatory compliance. The
feasibility and applicability of the concept in the Norwegian market, necessary technical and
structural modifications as well as strategic advantages or disadvantages should be carefully

examined before pursuing this course.
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8. CONCLUSION

The implementation of PSD2 is set to accelerate the pace of competition and innovation due
to new technology and the entry of third party service providers. Through an extensive review
of PSD2 and the Norwegian banking and payments market, we have in this thesis identified
the most important implications of PSD2 on traditional banks’ competitive position. We have

also identified three approaches for responding to the changes that follows from PSD2.

First of all, all Norwegian banks must comply with PSD2 and thus need to adapt their technical
systems to satisfy the requirements in RTS. Based on our interviews with bank executives and
industry experts, regulatory compliance and ensuring efficient and safe solutions is the banks’

main focus in the time before PSD2 enters into force in Norway.

The far most discussed element of PSD2 is the access-to-account rule, which opens up the
bank’s value chain and lets third parties build services on top of the bank’s infrastructure. By
studying the payment flow before and after PSD2 is implemented, we have shown how this

can alter the role banks play in the payments value chain.

The access-to-.account rule in PSD2 also marks the end of an era where banks have had a
monopoly on customers’ transaction data. Due to a lack of profit generating activities in the
payments market in Norway, many of the industry experts we have talked to have questioned
the ability of AISPs or PISPs to offer profitable services in the market. However, we find
access and insight to a customer’s consumption pattern to be the most attractive revenue

generating aspect for entry to the payments market.

Access to customer data and FinTechs and BigTechs presence in the payments market are the
strongest argument for PSD2 resulting in an increased pace of innovation and competition.
With FinTechs’ and BigTechs’ ability to offer innovative solutions and taking advantage of
customer data, their chances of success are without doubt high. Banks on their hand, who have
been subject to heavy regulation and have evolved into large and complex organisation, might

be less able to keep up with the increased pace of innovation PSD2 is paving the way for.

The main implication for banks regarding third parties’ access to the customer’s payment
accounts and thus increased competition is the loss of customer interactions and third parties
taking over their cross-selling opportunities. In a worst-case scenario banks can be reduced to

solely function as balance-sheet providers.
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However, we have seen how the implications of PSD2 will ultimately be decided by the
consumer’s adoption rate of solutions offered by TPPs. The big question is whether they will
embrace new solutions from FinTechs and BigTechs or if they still will rely on, and only trust
established players in the financial industry. On one hand, customers demand innovative and
personalised services, which technology firms specialise on. On the other hand, our research
has shown that consumers in Norway have a particularly high confidence in banks to provide
for their financial services. Trust will thus be weighed against the enhanced value of the

provided service.

An increased pace of competition and innovation resulting from PSD2 indicates a necessity
for strategic measures. Through conversations with bank executives and witnessing most
Norwegian banks being proactive in their approach to PSD2, we find our identified
compliance approach to be risky for banks who wish to maintain or strengthen their
competitive position. Being proactive through developing innovative solutions internally or
by collaborating with other banks or third parties will be more effectful in the purpose of
remaining competitive. As PSD2 paves way for an Open Banking ecosystem and customers
expect a more seamless digital customer journey than ever before, an approach facilitating the
creation of platforms with integrated banking solutions can prove a viable strategic option for

banks.

While the implications of PSD2 to this date are uncertain, working with this thesis has made
it clear that the banking industry will undisputedly be subject to many changes in the upcoming
years, and banking as we know it today will not be the same five to ten years from now. With
reference to the famous quotation made by Bill Gates; it may be true that banks are not

necessary, but banking is, and will continue to be.
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8.1 OUTLOOKS FOR THE FUTURE

As PSD2 and the technical standards are yet to be implemented in Norway and the evolution
of the new competitive landscape is still in its early stages, the future of banking and payments
is difficult to predict. Based on the current movements of banks, FinTechs and BigTechs so
far observed in the market, and the opinions of banking executives and industry experts we

can still provide some insight into how the market might evolve in the upcoming years.

RTS is expected to enter into force around one year from now, but we have already witnessed
actions being taken by banks, FinTechs and other players that can indicate what we might
expect ahead. The innovation and technology advancements in financial services we have seen
until now is not a result of PSD2 but a result of changing customer expectations and innovation
in the financial industry. However, we do expect PSD2 to further accelerate the pace of

innovation and increase the provision and diversity of products and services in the market.

FinTechs

While we have seen startups and FinTechs emerge in the market for some years now, entry
barriers have been high. As PSD2 enters into force however and lower some of these barriers,
we expect to see even more startups enter the market, testing their services in the marketplace
and offering new and innovative ways for the consumer to perform their everyday banking

services.

What we are witnessing today and that we expect to see for some time to come is a fragmented
market where several FinTechs compete with each other and against incumbents to attract
customers - without any of them having enough influence to move the industry in a certain
direction. After a while there might be a market consolidation where there first is a shake-out
of successful FinTechs from unsuccessful, and later a consolidation of the firms emerging

from an aspiration of growth and increased market share.

As many of the services’ success depends on direct network effects, customer reach and
engaged users, the benefits for FinTechs in being first movers in the industry are many. The
battle of attracting users has already begun, and we see that FinTechs are either collaborating
with established banks to gain customer reach or trying independently to create a strong brand
for themselves. We have seen how FinTechs can benefit from entering into partnerships with
incumbents and leveraging their trust and existing customer bases, and expect to see more

collaboration between FinTechs and banks in the time to come.
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Banks

While banks do not have much say in whether they want to give third parties access to
customer data or not and must comply with regulation, we have seen banks take action that go
beyond compliance in order to stay relevant and to be able to compete against both current
and new competitors. Interviews with executives in large Norwegian banks have also led us
to the conclusion that Norwegian banks are taking the implications of PSD2 seriously and are

already addressing the need for adjusting to the forthcoming changes.

We have observed banks introducing several initiatives concerning Open Banking, such as
SpareBank 1 Alliance’s Developer Portal and Nordea’s Open Banking Developer Portal.
Many banks are also exploring and entering into partnerships with FinTech companies, and
we suspect the banks will continue to launch new and more innovative solutions as a result of

collaboration with startups.

Collaboration with existing players within the industry is yet another strategic approach banks
are looking at to respond to increasing competition and as an effort to reduce the threat of

BigTechs and FinTechs taking over their customer relations.

Vipps and the merger with BankAxept and BankID is a further measure many Norwegian
banks are using as a means to withstand increasing competition. Their success and strength in
the Norwegian market combined with current direct network benefits and further plans for
innovation and expansion leads us to believe that they will not be outcompeted by FinTechs

in the near future.

BigTechs

Both Apple Pay and Google Pay were launched in Norway during 2018, indicating that
Norwegian banks will likely not escape the intrusion of Big Techs in financial markets.
Although many banks have been able to diminish the threat by not collaborating with them
and not allowing their customers to use their services, we do not think this is the last we will
see of BigTechs offering financial services in Norway. Valuable insight can be derived from
a customer’s consumption pattern based on transaction data, which is likely something these
firms are interested in getting their share of the pie of. Even though they have not disrupted
the industry quite yet, their huge resources for innovation, large amounts of customer data and
direct network benefits suggest that they do not need to be the first ones to enter the market in

order to obtain a significant market share in a short amount of time.
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We thus believe they still represent a real threat to incumbents, and we expect to see BigTechs
delivering more payment services and banking services to their users during the next few

years.

Services

The common denominator for what banks, FinTechs and BigTechs all are aiming to offer their
customers is faster, easier and a more seamless payment experience. Payments have always
been important and will presumably continue to be important in the future, but the actual
exchange of money will likely become more invisible. We believe the industry is moving in a
direction where payments are frictionless and only make up a small and simple step of a
customer journey. We might first observe an acceleration in the use of mobile payment
solutions and digital interfaces for handling financials both for firms and individuals, before
we see a move towards an unmitigated integration of financial services which finally could
evolve into an open banking ecosystem. We do not believe change will happen overnight, but
we do see that change is happening as we speak and that PSD2 is considerably contributing to

the cause.

Will Open Banking set foot in Norway?
There is no denying that PSD2 facilitates the concept of Open Banking and to an evolution
towards a platform-based banking model where payments and financial management is merely

an integrated part of a frictionless customer journey.

Realizing that AmazonGo and AliPay was brought up in almost every conversation we had
with industry experts and in the seminars we attended, made it clear that the industry is looking
towards Asia and the U.S. for inspiration on how a seamless customer journey, where
payments is but an integrated part of it, can function. The previously described service of

AliPay represents an example of the extremity we can expect the market to evolve into.

However, we see no indication in the Norwegian market that a bank or a player outside of the
financial sector will evolve as the Norwegian response to AliPay, weChat or AmazonGo in
the near future. We might see AliPay or other BigTechs moving into international markets and
gaining market share in Norway in a few years if there exists no substitute for it in Norway.
But acknowledging again the high trust Norwegian consumers place in banks and the benefits

of a free and well-functioning payment system consumers are currently enjoying, it might
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prove difficult for players both outside of the financial industry in Norway and international

players such as AliPay to pass the threshold in the Norwegian market.

What will the banks position look like in the future

In light of the high trust Norwegian customers have proved to place in banks to handle their
financials, we believe that FinTechs to some extent will struggle in obtaining the support of
the consumers. Consumers might need some time to adapt to the changes and explore the
landscape of new services available, giving also the banks more time to adapt and respond to
what the customers are demanding. Even though innovation in finance is gaining increasing
attention, it is not a given that consumers will jump on the bandwagon right away. Many will
be sceptical of letting other than the banks handle their money, but we do expect younger
generations to be more open to adapt and try financial services from third parties. In any case,
what has become inevitably apparent, is that the consumers respond to the changes will be the

key to how the market evolves when PSD?2 is in place.

The joker for the banks in this game are the BigTechs. The banks are to our understanding
paying close attention to their moves in the financial industry in international markets, and is
viewed to be a bigger threat to banks than FinTechs. As they are in possession of enormous
economic resources and large user bases, they are likely to have the largest impact on the

possible loss of the banks customer interfaces if they choose to enter the market.

At last, many of the reviewed articles have deliberated on the probability of banks ending up
as utilities after PSD2 is in full effect. As we have seen many of the largest Norwegian banks
being proactive to the changes that will follow from the regulation, and due to the fact that it
is likely that the consumers trust in banks will persist at least for some time to come, we see it
as unlikely that Norwegian banks will become utilities in the near future, if they do not wish
to be. While it may be true that banks are not necessary, we do not believe they will cease to

exist in the near future.
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8.2 FUTURE REASEARCH QUESTIONS

During the period of time we have worked with this thesis, it has become clear that the
competitive landscape in the payments market in Norway is in its early stages and still taking
form. Third party service providers such as Dreams launched their savings app in the
Norwegian market during the fall of 2018. Danske Bank launched their account overview
service, the partnership between Vipps and Alipay was announced, and Sbanken, Sparebanken
Vest, Sparebanken Sogn og Fjordane and Sparebanken 1 reported their cooperation on account
overview services. These initiatives are only a few examples demonstrating the rapid
development in the industry, even before PSD2 has entered into force in Norway. As we expect
competition and innovation to further accelerate in the next few years, banks could be faced
with other implications than those identified in this thesis and the market could take other
directions than what we have predicted here. Hence, it would be interesting to answer a similar
research question after PSD2 has been implemented and after the market, relevant players and
customers have had time to adapt to the changes PSD2 entails. Furthermore, it would be
interesting to explore the actual effects of PSD2 for banks, and see if their competitive position
has been significantly changed, looking at e.g. potential declines in profit, customers or
market share. Additionally, one could look at which banks have succeeded in the new

competitive market, which strategies have worked and why they have been successful.

In this thesis we have emphasized the importance of customer preferences for the success of
both banks and new players. As of this date, it seems Norwegian consumers have a particularly
high trust in banks and the financial systems to take care of their financial needs. Customer
expectations are however dynamic and can change over time, thus another interesting
approach can be to investigate and test consumer’s response to third parties offering financial
services. To find the future market potential of payment initiation services and account
information services, a deeper look into customer preferences of payment services may

contribute to valuable insight.

Moreover, in our conversation with experts within the banking sector, concerns about the
security of payments when third parties are involved and the potential risk of sharing customer
data has been brought up. It can thus be relevant to address these concerns, and research if
banks have faced a larger risk level when opening up their APIs to third parties. Equally, with
the EU General Data Protection Regulation (GDPR) implemented in 2018, a focus on data

privacy has gained increasing attention. As the access-to account rule involves sharing of
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customer data, it could thus be interesting to view PSD2 in light of GDPR and study the

implications of PSD2 on data privacy and consumer protection.

Finally, this research has opened our eyes to what is happening in the rest of the world, and
especially China where the success of platforms, such as AliPay and weChat, is particularly
visible. In this thesis, we have only touched upon the subject and have not extensively
deliberated on the potential in Norway. It can thus be interesting to study the possibilities of a
platform based banking system in Norway and look closer at the implications for banks if the
market evolves into an increased use of platforms integrating a wide range of financial

services.

Inevitably, PSD2 and its potential implications for the relevant players in the industry appears

as a field of study with significant potential for future research.
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9. APPENDIX

9.1 Al -LIST OF PLAYERS

Segment: Innovative payment solutions Segment: Crowdfunding/Crowlending
Company name Service Company name
Vipps Mobile payments Aparto AS
Klarna Online payments Bidra.no
Payr Invoice processing FellowFinance
Tink Payment initation and account information Spleis
Trustly Online payments Kameo
Strex Mobile payments Monner
Aera Payments and identification Perx Folkefinansiering
Auka Mobile payments Sparkup
MeaWallet Mobile payments and e-wallets FundingPartner
Prego Online payments
Link Mobility Group AS  Mobile payments/mobile subscriptions
24sevenfinans Invoice payments

Other Segment: Asset management

Company name Service Company name
Dreams Savings Edgefolio
Spiir Account information Huddlestock
Kron Savings Fronteer solutions
LiQvi Account information Quantfolio
Risk-Partner Risk management
Spift Savings
Zeipt Digital reciept application
Segment: Authentication Segment: Investment advisory/data analytics for finance
Company name Company name
BankID Aksjeservice
BuyPass Enin
Cypod InFront
DSafe KolibriFX
Encap Oslo Market Solutions
ForgeRock
Promon
Protectoria
Signicat

Zwipe
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BigTechs

BigTechs
Company Banking service
Facebook Payment initiation *Not available in Norway
Amazon (Amazon Pay/Amazon Go) Online payments/in-store payments *Not available in Norway
Google (Google Pay) Mobile payments/online payments/e-wallets
Apple (Apple Pay) Mobile payments/online payments/e-wallets
Alibaba (Alipay) Mobile and online payment platform *Not available in Norway
Trencent (WeChat Pay) Platform/mobile payment/e-wallet *Not available in Norway
PayPal Online payments

Challenger banks

Company Service

Revoult Digital bank (buy/sell cryptocurrency)

Aprila Bank Digital bank (SMB market)

Komplett Bank ASA Digital bank (consumer lending)

Bank Norwegian AS Digital bank (credit card, consumer lending, savings)
Easybank Digital bank (consumer lending, deposit accounts, financing)
Instabank Digital bank (savings, loans, assurance, consumer lending)
Pareto Bank Digital bank (financing)

Monobank Digital bank

yA Bank (will become Resurs Bank december 2018)  Digital bank (credit card, assurance,consumer lending)
Sbanken Digital bank
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9.2 A2 - INTERVIEW GUIDE

Subject Potential interview questions

Introduction e Can you tell us about yourself and your role in the company?

e In what way do you work with PSD2? How is PSD2 affecting
your daily tasks?

The Revised Payment e What do you consider the main reasons for the adoption of

(')
Service Directive (PSD2) PSD2?

e In what way is PSD2 visible to your company and how is it

- How PSD2is affecting the way your company work?

affecting the way

banks operate e On a scale from one to ten, how important do you consider the

process of implementing regulatory compliance measures in
accordance with PSD?2 is for Norwegian banks?

e How do you think current players in the payments market have
prepared for the implementation of PSD2?

e  Which threats and opportunities do you imagine PSD2 will
have for Norwegian banks?

Banks e In what way can increased competition in the payments market
challenge the banks’ current position in the market?

- Competition and e What challenges are the banks facing if third parties take
collaboration over the banks role in the payment process and why is this
within the industry challenging?

- Competing with e What are the benefits for PISPs and ASIPs of entering the
third parties

market? Why is this an attractive market and how can they
generate profits from these services.

e  Which competitive advantages do you think banks can utilize
facing the changes that lies ahead?

e In what way does the efficient payment system in Norway and
the collaboration within the industry place obstacles for new
entry in the market?

e What are your opinions on customer preferences regarding
financial services from third parties? Moreover, how can banks
adapt to retain their customers when the competitive landscape
is changing?
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Industry/market

- Developments in
the banking and
payments market

How do you view the competitiveness between Norwegian
banks?

What characterises the players who will succeed and the ones
who will struggle in the new market?

What are the main challenges for players who want to establish
themselves as PISPs or AISPs?

In what way is technology, innovation and new services
enabled by PSD2 important for your company?

How do you consider the benefit for banks of being the first to
offer such services? Will many banks try to take advantage of
the potential benefits of being first-movers?

Strategy

- Strategic responses
to PSD2

Which strategic responses have you considered concerning the
changes that will follow from PSD2?

How do you think your competitors will position themselves in
the market as a consequence of PSD2?

Outlooks for the future

- The future of the
payments market

and the future of
banks

What concrete measures do you think banks will do to remain
competitive when PSD2 is implemented in the Norwegian
market?

What do you think payments market will look like when PSD2
is implemented?
- What will it look like in 5 years?

Some articles have argued that PSD2 will reduce banks into
becoming balance-sheet providers. Do you consider this to be a
realistic scenario in the future?

How do you view large technology firms, such as
Google/Facebook/Apple, abilities to offer financial services in
the Norwegian market?
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