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Disclaimers

 The views expressed here are those of the speakers and do
not necessarily represent the views of the Federal Reserve
Bank of St. Louis or the Board of Governors of the Federal
Reserve System.

« Reference or display of a trademark, proprietary product or
firm in this presentation does not constitute an endorsement
or criticism by the Federal Reserve Bank of St. Louis or the
Federal Reserve System and does not imply approval to the
exclusion of other suitable products or firms.
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Not surprisingly, consumers are rapidly adopting
the digital life.

% of U.S. adults in each generation who say they
Own a smartphone Own a tablet computer Use social media
93%
86%

Millennia 0%

Gen X
76%

55%

68% Millennial

59%

Millennial 53%

40%
33%

28%

Silent

Silent Silent

2011 '18 '19 2010 '18 '19 2005 '18 '19

Source: Pew Research Center, September 2019
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Massive amount of data and faster computing drive
the experience.

Big Data
/ Data
Aggregation

Cloud Artificial
Computing

Common Intelligence

Components of
Financial
Technology

Agile Processing
Development Power
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Square started its business in payments. However ...

Gross payment volume of Square
$84.65 B

$6.52 B

2012 2018

Source: Company filings. Photo: Square media resources.
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...the payments data is also cash flow data.

Square parlayed its payments service and introduced Square Capit]al.

Quarterly volume of Square Capital loans

al

Busine lication
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$528 M

Amount raft Protection
(510,000 - $250,000) . Purpozacf Loan
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cotate

$85 M

261 5 Qz 2919 Q2 Source: Company filings. Image: Square media resources; Rapha Designs T
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Credit scores and cash flow data are often used in
fintech lending. But nontraditional data can be used,

too.

« Billing and payment history, including cable, utilities,
phone, insurance and even alimony payments
« Operating system

« research shows that owning an iOS device is a strong
predictor for being in the top quartile of the income
distribution, suggesting lower default potential

 Information on level of education

« Digital “breadcrumbs,” such as activity on social and
professional networks
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Complex technology can make it more difficult to
understand risks to consumers

* Fair lending laws and regulations
« Unfair or Deceptive Acts or Practices (UDAP)
* Fair Credit Reporting Act (FCRA)
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Some businesses choose to use web-based
alternatives because of speed and flexibility

Online Lender, 45% of
Loan Applicants

No collateral was

. Small Bank, 15%
required

Large Bank, 17%

o Online Lender, 63%
Speed of decision or

funding

Small Bank,

Large Bank, 22%

Online Lender, 13%

Cost or interest rate Small Bank, 27%

Large Bank, 29%

.. . . Online Lender, 31%
Existing relationship

) Small Bank, 65%
with lender

Large Bank, 58%

Source: 2019 Federal Reserve Small Business Credit Survey
Note: “Online lenders” are defined as nonbank lenders including Lending Club, OnDeck, CAN Capital, PayPal Working Capital, Kabbage, etc.
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Fintech isn’t all about lending and payments.
Popularity of digital wallets is also rising.

Cash App by Square 5

m Venmo by PayPal \-_
B Zelle by your bank

Venmo, Square Cash and others have
also begun to issue physical payment
cards tied to in-app accounts.

Image: Apple media resources
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Online demand is also increasing for savings
accounts and certificates of deposit.

RISING BANK

Midwest
(( BankCentre.

Varcus: Access?
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Fintech firms rely on bank partners for certain
key services unless they are part of a bank.

* Access to deposits or
deposit-related data

» Clearing and
settlement services

« Loan origination on a
national level

Image: Sorbetto / Getty Images
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Nonbank fintech firms are also exploring other
options, such as:

« Becoming a bank = AMERICAN BANKER
« Becoming an Industrial Square's banking bid avoids backlash
Loan Com pany that doomed Walmart’s
WASHINGTOM — As Square seeks federal approval for a
° Obtalnlng a natlonal Utah industrial loan company, the fintech’s bid has so far
. avoided the kind of loud, public opposition that marred
ban k fl nteCh Charter past ILC bids by higher-profile nonbanks.

FEDERAL RESERVE BANK of ST.LOUIS
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Example: Apple’s Titanium Card

miGstercard —

Image: Apple media resources; Rapha Designs
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Closing thoughts

« Customers are demanding more technology services to
deliver traditional banking services.

* Financial technology will allow banks to increasingly
compete well outside of their traditional markets, but
traditional banking will need to evolve to meet customer
preferences. Most likely, consolidation of bank charters
and branch closings will continue, if not accelerate.

* Nonetheless, the performance of algorithmic models
during stressed conditions is unknown. It is critical that
credit remain available during an economic downturn.
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Connect With Us

STLOUISFED.ORG

NEWS & lezaﬁgge ECONOMIC (5 COMMUNITY @

VIEWS Economic Data EDUCATION == DEVELOPMENT
Stay informed of our Graph, transform and share Find award-winning activities, Learn how the St. Louis
world-renowned economic hundreds of thousands of videos, lessons and more, Fed promotes the financial
research through blogs, data series from trusted with publicly available stability of communities,
podcasts and publications. sources around the world. resources for all ages. neighborhoods and families.
EXPLORE THE EXHIBITS SUBSCRIBE & STAY IN TOUCH
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