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Abstract FinTech is an innovation that integrates technology into financial services.
FinTech contributes to the economy by increasing financial access and new products
and services, therefore it has an important role in shaping the future of the finan-
cial system. FinTech market has been rapidly growing worldwide, and awareness of
financial market users of FinTech has been increasing. This rapid growth in FinTech
market makes evaluating status of FinTechs significant. This paper aims to eval-
uate the economic significance, benefits, and solutions of FinTech, status of FinTech
markets worldwide and in Europe, and impact of FinTech on banking market struc-
ture. This paper evaluates the FinTech ecosystem in Turkey and effects of FinTech on
financial stability and financial markets with a SWOT analysis and makes proposals
for Turkey.
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2.1 Introduction

Globalization has transformed the financial markets and this transformation has
accelerated with the technology. Technological transformation makes it easy to
access financial services, increases diversity and quality of the financial products
and services, and reduces costs. The impact of FinTech has been felt in the world
and in Turkey also.

FinTech has no common accepted definition. The Financial Stability Board (FSB)
defines FinTech as technologically enabled innovation in financial services that could
result in new business models, applications, processes, or products with an associated
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significant effect on financial markets and institutions and the provision of financial
services (FSB 2019).

FinTech is an important opportunity to shape the future of the financial system
due to its contribution to the economy and increasing financial access and new prod-
ucts and services. The demand for digital financial services has increased due to
changing consumer expectations, and the progress in the information technology
(IT) sector and changes in financial regulations have contributed to the accelera-
tion of FinTech’s progress and expansion in recent years. It is expected that the
development of FinTechs will have more impact on the banking sector activities and
riskiness in the future and the financial regulations for the sector are expected to
be reviewed and changed accordingly. The heightened competition of FinTechs is
expected to have an impact on financial stability and requires an evaluation of the
FinTech ecosystem in terms of financial stability.

The main factors that make FinTech popular are technological developments,
changing customer demands, and macroeconomic conditions. The strong banking
system, the expansion of card payment systems, and an intensive use of mobile
technology provide important opportunities to FinTech start-ups in Turkey. This
situation shows Turkey will have an important role in FinTech ecosystem in the long
run. The FinTech ecosystem has been growing with new start-ups and investors with
banking system and financial markets’ support. FinTech start-ups come into focus
in Turkey as well as all over the world.

This paper aims to evaluate the economic significance, benefits, and solutions of
FinTech, status of FinTech markets worldwide and Europe, and impact of FinTech
on banking market structure. This paper evaluates the FinTech ecosystem in Turkey
and effects of FinTech on financial stability and financial markets with a SWOT
(Strengths, Weaknesses, Opportunities, Threats) analysis and makes proposals for
Turkey because FinTech has become a rising star in the world and shaped the finan-
cial system. This paper intends to contribute to literature on conceptual FinTech
evaluation.

The rest of the study is organized as follows. The following section overviews the
economic significance of FinTech, world and European FinTech markets, benefits of
FinTech industry and solutions for capital markets, and the impact of FinTech on the
structure of the banking industry. The third section evaluates the relation between
FinTech and financial stability. The fourth section is about the FinTech ecosystem
and its impacts on financial markets in Turkey. A SWOT analysis of Turkey’s FinTech
market is figured in the fourth section. The last section concludes the paper.
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2.2 The Overview of Fintech Market

The Economic Significance of FinTech

The evolution of FinTech has occurred in three periods. The finan-
cial services industry largely remained an analog industry for the public while the
industry was intensively interconnected with technology from 1866 to 1987,
a period that we label FinTech 1.0. The period between 1987 and 2008 is called
as FinTech 2.0. In this period, financial services had become highly globalized and
digital in developed countries. FinTech was dominated primarily by the traditional
regulated financial services industry which used technology to deliver financial prod-
ucts and services in FinTech 2.0. The period after 2008 is FinTech 3.0, and new start-
ups and existing technology companies have begun to provide financial products and
services besides the traditional regulated financial services companies in FinTech 3.0
(Arner et al. 2015). The FinTech sector has grown significantly over the last decade
with the invention of cloud computing, smartphones, and high-speed internet (Arner
et al. 2018). According to GSMA (2019) report, the number of mobile internet users
is expected to reach 5 billion by 2025. This increase reported by GSMA reveals
that the world’s ongoing appetite for the internet may be a signal for the future of
FinTech sector that has the power to change all financial systems worldwide. After
2008, almost all financial institutions were affected by FinTech, in parallel with
regulatory and structural changes (Bayon and Vega 2018). Fintech companies are
trying to receive a part of the profitable business of the banking industry (Varga
2017). FinTech activities include a number of alternative financial services such as
peer-to-peer, alternative lending and crowdfunding, payments, clearing and settle-
ment, personal finance like robo-advising, investment management, market support,
and insurance (Demertzis et al. 2017; FSB 2017) that banking sector provides also.
These services that FinTech provides disrupt financial intermediation by changing
the structure of the financial system at various levels demonstrated in Fig. 2.1.

The rise of Fintech has quickly shifted from being a threat to being an opportunity
for traditional players. All players have started to develop strategies to benefit from
the development of new, technology driven, financial products and services (Deloitte
2016).

Digitally active customers are using several FinTech services. 50% of customers
are using money transfer and payments, 24% insurance, 20% savings and invest-
ments, 10% borrowing, and 10% financial planning (EY 2017). The usage of
technologically enabled financial services reveals the significance of FinTech sector.

Financial behaviors have been changing due to enhanced and easy-access tech-
nology. According to a survey by Goldman Sachs (2015), 33% of Millennial believe
that they will not require a bank in 5 years, 14% of Millennial small business owners
use alternative (nonbank) finance, less than half have a credit card and only half
expect to use cash on a weekly basis by 2020.
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Fig. 2.1 The effect of Fintech on financial intermediation (Source “Capital Markets Union and the
FinTech Opportunity” Demertzis et al. 2017: 24)

The Worldwide FinTech Market

FinTech market has been rapidly growing worldwide, and financial market users’
awareness of FinTech has been increasing. EY, one of Big Four accounting firms,
has been publishing FinTech Adoption Index since 2015. According to EY reports
global consumer adoption of FinTech services increased from 16% in 2015 to 33%
in 2017, to 64% in 2019. Worldwide, 96% of consumers know that at least one
alternative FinTech solution is available to help them to transfer money and make
payments. Small and medium sized enterprises (SMEs) are also using FinTech and
EY report says that global SMEs adoption rate is 25% (EY 2019). Adoption of
insurance (insurtech) has seen a significant growth from 8% in 2015 to nearly 50%
in 2019 (Statista 2019).

More than 50 billion devices will be connected to the Internet by 2020. 50% of
global payments predicted to be made through FinTech channels by 2022 due to
increasing access to the Internet. $200 million of investments poured into RegTech
companies since 2017. 80% of large banks have been set to support the development
of FinTech application through open banking (SEON 2019).

The total value of FinTech deals globally declined 29% from the first half of
2018 (US$31.2 billion) to the same period of 2019 (US$22 billion) due to the lack
of a giant deal like Ant Financial’s record US$14 billion fundraising in May 2018.
Excluding that transaction, global FinTech investments would have increased 28%
in the first half of 2019 over the same period of 2018 (Accenture 2019). The global
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FinTech market worth would increase to $309.98 billion until 2022 from $127.66
billion in 2018 (Ketabchi 2019).

Figure 2.2 demonstrates the value of investment in FinTech sector worldwide
between 2011 and 2018. Investment in FinTech sector has increased from $2,5 billion
to $54.4 billion dollars between 2011 and 2018.

According to the Crunchbase database, there are now 13.221 FinTech start-ups
worldwide. Figure 2.3 demonstrates the number of Fintech start-ups worldwide as of
February 2020, by region. There were 8,775 Fintech start-ups in Americans, 7,385
start-ups in Europe, the Middle East, and Africa, and 4,765 start-ups in Asia and the
Pacific region. The Americans had the most Fintech start-ups globally.
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Fig. 2.2 Value of investment in FinTech Sector Worldwide (billion $) (Source Statista

[2018, October] https://www.statista.com/statistics/557237/value-of-fintech-financing, accessed
02.01.2020)
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Fig. 2.3 Number of FinTech start-ups worldwide (2020, February) (Source Statista [2020] https://
www.statista.com/statistics/893954/number-fintech-startups-by-region, accessed 16.03.2020)
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Fig. 2.4 Global FinTech rankings of countries (Source Findexable [2020])

Global FinTech rankings of countries are demonstrated in Fig. 2.4. USA has the
highest FinTech score and UK follows the USA. Fintech’s top 10 countries are USA,
UK, Singapore, Lithuania, Switzerland, Netherlands, Sweden, Australia, Canada,
and Estonia (Findexable 2020).

Share of Fintech in total VC investment per region (2017-2019 YTD) is stated in
Fig. 2.5. Share of Fintech in total VC investment in Europe is 20%, higher than the
USA and Asia.

2.3 The European FinTech Market

There are 3.044 FinTech companies in Europe currently according to the Crunchbase
database. Most EU Fintech companies operate in the areas of payment and alternative
finance, and there are five Fintech unicorns (Adyen, Funding Circle, Klarna, Revolut,
and Transferwise) in Europe, each of them with a value of $1 billion or more. FinTech
is Europe’s largest venture capital investment category with 20%, and the sector is
more active in Europe than in Asia and the USA as demonstrated in Fig. 2.5 (Finch
Capital and dealroom.co 2019).

The size of FinTech industry is smaller than the size of capital markets, and
FinTech industry falls behind in Europe. EU countries have no significant develop-
ment of FinTech applications as much as the UK has (Vives 2017: 97-98). Fintech
investment in the UK is approximately $2.6 billion, and the number of deals reached



2 Fintech Ecosystem in Turkey: An Evaluation ... 17

Lerael 6%

USA 11%

12%

France

Asia

17%
20%

Ewope

Sweden 20%

i

21%

5

30%

Fig. 2.5 Share of FinTech in total VC investment per region (2017-2019 YTD) (Source [Finch
Capital and dealroom.co 2019])

263 increasing by 25% (Accenture 2019). The UK and Spain have the highest share
of FinTech users in Europe, with 41% and 37%, respectively. The share of FinTech
users in Germany is 35%. Germany is the third European country with 35% and
above the global average (Carmona et al. 2018).

Cross-border activity can be measured in terms of funds inflow or funds outflow.
Almost 50% of surveyed platforms had no inflow of funds from other countries, and
76% of FinTech start-ups reported no outflow of funds in 2015. This data reveals
that FinTech activities tend to be based in Europe on a domestic basis and has very
limited cross-border flows (Demertzis et al. 2017).

Other European markets also improved greatly with more than doubling invest-
ments in FinTechs in Germany in the first half of 2019, from $406 million to $829
million in the same period of last year. Fundraising in Sweden more than quadrupled,
to $573 million, while French FinTechs raised $423 million in the first half of 2019,
48% more than the previous year (Accenture 2019).
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2.4 Benefits of FinTech Industry and Solutions for Capital
Markets

Fintech provides different products and consumer experiences, thus FinTech can
extremely change financial intermediation. The availability of financial products
through user-friendly mobile applications can change the way consumers and
especially households use financial products (Demertzis et al. 2017).

Fintech can enhance the financial services industry in many ways, from providing
a better client experience to reduce friction, strengthening critical infrastructure
components, realizing efficiencies, and reducing costs for market participants and
investing public (DTCC 2017). FinTech can also help businesses through improved
payments systems, and invoicing and collections and customer relationship manage-
ment. FinTech solutions include supply chain finance and e-invoice management
portals. FinTech’s innovative solutions include marketplace lending, ecommerce
and merchant finance, invoice finance, online supply chain finance, and online trade
finance for small businesses and providing them with increased access to more diver-
sified financing options (AGT 2016). FinTech sector may help to reduce the cost
of financial intermediation by improving access to finance (Demertzis et al. 2017)
increasing financial inclusion, assessing the creditworthiness of loan applicants,
improving the interface between financial clients and financial service providers
(Vives 2017).

Due to having a potential to overcome information asymmetries that are related
with the banking sector, FinTech market is efficient. FinTech companies also have
no legacy technologies to handle and a culture of efficient operational design. This
provides them to have a larger innovating capacity than traditional institutions (Vives
2017). FinTech services have several benefits for consumers, such as greater trans-
parency and easy-access and affordable financial services to large masses of the
population and SMEs, particularly in the area of credits and payments (Carmona
et al. 2018).

FinTech companies offer disruptive innovations for the provision of specific
services. FinTech start-ups are not held back by existing systems and are willing
to make risky choices. In banking, for instance, successive mergers have left many
large banks with layers of legacy technologies that are at best partly integrated. On
the other hand, FinTech start-ups have the opportunity to build the right systems from
the start. Moreover, FinTech start-ups share a culture of efficient operational design
that many incumbents do not have. FinTech may show how far technology can go in
providing low-leverage solutions. FinTech companies are funded with much more
equity than existing firms (Philippon 2016).

FinTech improves efficiency and the customer experience and enables individ-
uals to conduct transactions via their mobile phone and tablets, therefore FinTech
reduces compliance costs for businesses through synchronization of financial data
from several sources and integrate bank accounts from different financial institutions
by data aggregators. FinTech intermediaries enable retail investors to participate
more in the market by reducing information asymmetry in the market and matching
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investors, lenders, and borrowers well, thus FinTech intermediaries provide addi-
tional liquidity to the market (AGT 2016). FinTech provides a variety of possibilities
for the financial services industry. B2B FinTech companies create real opportuni-
ties for incumbents to improve their traditional offerings. For example, white label
robo-advisors provide software that helps clients to better investment management,
so customer experience of an independent financial advisor may be improved.

Incumbent businesses could be more efficient thanks to partnerships with FinTech
companies. A telematics technology provider in the insurance industry can help
insurers to monitor their risks and driving habits. According to PwC Global FinTech
Survey in 2016, cost reduction is the main opportunity of the rise of FinTech with
the ratings of 73% of respondents. Incumbents could simplify and rationalize their
core processes, services, and products, and therefore reduce operating inefficiencies
in this regard. But FinTechs do not have the only advantage of cutting costs. Working
together with FinTech companies could provide a differentiated offering, improve
retention of customers, and generate additional revenues for incumbents. In this
regard, 74% of fund transfer and payment institutions consider generating additional
revenues as an opportunity of FinTechs. That FinTech generates additional revenues
through faster and easier payments and digital wallet transactions is already true in
the payments industry (PWC 2016).

2.5 The Impact of FinTech on Banking Market Structure

Due to their innovative solutions, FinTech start-ups are slowly getting a share of
the banks (Belli 2016). Fintech institutions are putting pressure on the conventional
banks’ business model. Two competitive advantages of retail banks which may be
undermined by the new entrants are that borrowing cheaply with their access to cheap
deposits and explicit or implicit insurance by the government, and privileged access
to a stable customer base that can be sold a range of products (Vives 2017).

The role of traditional bank deposits faces a challenge of the usage of digital
currencies. Digital central bank money could pose a question fractional reserve
banking and shift the financial system toward narrow banking (Demetrtzis et al.
2017).

Figure 2.6 shows the impact of alternative financial companies that nonbank insti-
tutions on several banking products and services according to opinions of senior
banking executives worldwide in 2018. Alternative financial companies were having
alarge impact on wallets and mobile payments globally according to 66.7% of senior
banking executives.

There are several risks and opportunities emanating from FinTechs on banks
and the banking system. FinTech includes strategic and profitability risk, cyber-
risk, operational risk, compliance risk with regard to data privacy, liquidity risk,
and volatility of funding sources for banks. Opportunities of FinTech for banks are
improved and more efficient banking processes, positive impact on financial stability
due to increased competition (FORFIRM 2019).
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Fig. 2.6 Impact of alternative financial companies on several banking products and services
according to senior banking executives worldwide in 2018 (Source Statista [2018, September])

There are over 30 fields such as next-generation personal financial management,
new digital lending, peer-to-peer lending and investment, mobile payments, aggre-
gator comparison engine, mobile point-of-sale devices, international remittances,
other payment processing, social integration IoT and connected devices, telematics,
next-generation trade finance, prevention, next-generation collateral management,
trading, trade analytics, peer-to-peer corporate lending and investment, one-stop
shop for businesses, digital cash management, next-generation lending to SMEs,
robo-advisory, crowdfunding, social investing, blockchain, investment across regions
engine, payment infrastructure, big data base risk assessment, application program-
ming interface ecosystem, anti-money laundering and know your customer, cyberse-
curity, artificial intelligence, and machine learning emerging as new norms in global
banking and FinTechs provide services in these areas (BKM 2016). That FinTech
finance is a substitute for bank finance can be thought because of providing services
in the same fields by banks and FinTechs, but Cole et al. (2019) state that bank finance
is a complement to, and not a substitute for, crowdfunding that is a form of FinTech.

2.6 Fintech and Financial Stability Relationship

FinTech is worth looking at from a financial stability perspective. Fintech can improve
the financial services industry by providing a better client experience to reducing fric-
tion, increasing access to the financial system, strengthening critical infrastructure
components, reducing costs, and realizing efficiencies for market participants and
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the investing public. Besides these benefits, FinTech may also pose negative conse-
quences, such as exacerbating cybersecurity threats or increasing third-party risks
(DTCC 2017), systemic problems arising out of operational risk and risk of devel-
oping a new shadow banking system that increases systemic risk due working with
less leverage than traditional banks (Vives 2017). These risks and benefits of FinTech
affect financial stability.

The core banking function of credit, liquidity, and maturity transformation
provided by FinTech companies may affect financial stability in a positive way by
diversifying credit and liquidity risk within the financial system, and in a negative
way by creating systemic vulnerabilities due lack of banking experience. The level of
competition or cooperation between FinTech start-ups and traditional financial insti-
tutions may affect financial stability. The cooperation between FinTech companies
and incumbents promotes financial stability because the competition forces banks to
pursue riskier strategies and endangers financial stability (DTCC 2017).

FSB (2017) stated potential benefits of FinTech for financial stability as decen-
tralization and diversification, efficiency, and access to financial services. FinTech
may lead to greater decentralization and diversification in lending. Technological
developments such as big data processing and automation of loan originations, have
reduced barriers to entry. Robo-advice, RegTech, or applications of technology could
strengthen efficiency of business models of incumbent financial institutions. Greater
efficiency could reduce risks by decreasing settlement time. FinTech implications
such as payment, lending, robo-advisory, InsurTech services have a significant role
in increasing access to financial services.

FSB (2017) stated potential micro- and macro-financial risks of FinTech on
financial stability. Micro-financial risks include financial risk and operational risk.
Financial risks are maturity mismatch, liquidity mismatch, and leverage. Maturity
mismatch of FinTech lending may cost to the economy and affect financial stability
in a negative way. FinTech credit platforms do not perform liquidity transformation,
because FinTech operations do not involve the holding of client monies. FinTech
activities are not generally associated with leverage. Only a small part of FinTech
credit platforms become involved in leverage when they use their own balance sheet
to provide fund for loans. Operational risks include cyber risks, third-party reliance,
and regulatory risk. Cyber-attacks pose a growing threat to the entire financial system.
Disruptions to third-party services like cloud-based financial services are more likely
to pose systemic risks. Existing legislation, legal, and regulatory frameworks do not
cover FinTech activities. Macro-financial risks are contagion, procyclicality, and
excess volatility. Significant and unexpected losses incurred on a single FinTech
lending platform could be viewed as a signal of potential losses across the sector
because of contagion effect. Interaction between investors and borrowers on FinTech
lending platforms could potentially display larger fluctuation in sentiment than tradi-
tional fund intermediation. Because of the fast nature of FinTech activities asset prices
volatility can increase and financial system is more sensitive to news.

FinTech-related developments which are new providers of bank-like services
competing or cooperating with established financial services providers, provision
of financial services by large technology companies, and reliance on third-party
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providers for cloud services have the potential to alter the current structure of the
financial system, and may affect financial stability implications (FSB 2019).

Financial stability implications of FinTech have generally been considered as
small due to their small size. Deeper involvement of large technology providers
alter this consideration (FSB 2019). There is no more available official and privately
disclosed data in the FinTech area, therefore there is a challenge on assessment of
the implications of FinTech for financial stability. While there is currently limited
evidence about risks emanating from advances in FinTech to financial stability,
change is occurring rapidly and decisions taken in this early period may set signifi-
cant precedents. Policymakers should continue to evaluate the adequacy of regulatory
frameworks in an environment of rising adoption of FinTech, with the objective of
harnessing the benefits while alleviating potential financial stability risks (FSB 2017).

Fintech has a welfare-enhancing capability but regulation should be adopted so
that the new technology provides several benefits without endangering financial
stability (Vives 2017).

2.7 Fintech Ecosystem, Impacts on Financial Markets
in Turkey, and a Swot Analysis

High-growth technology investments supplant the investments in traditional indus-
tries, so that FinTech needs attention among the competitive strategies of countries
to attract more foreign direct investments (Yazici 2019).

The Turkish industry has great potential and strong infrastructure; however
comparingly to the major hubs in the world, such as London or San Francisco,
that the Turkish industry is only at the beginning of a race is clear. This lagging of
Turkey in FinTech is related with the late start in the game and thus time is required
to adapt to the new tools of FinTech. Nevertheless, it has provided the industry with
fast-paced adaptation skills, and the companies advantages of forecasting risks and
opportunities (StantonChase 2014).

FinTech investments in Turkey decreased from $12,2 million to $8,4 million from
2018 to 2019. Although there was a decrease in FinTech investments, the number of
ventures had increased from 14 to 17 (FinTech Istanbul 2019).

Istanbul is a very important city for FinTechs in Turkey. Istanbul has several
strengths such as having a young talent pool both, having cheaper labor costs,
and increasing brand value (Belli 2016). The government plans to make Istanbul
a regional center of finance within the next 10 years. Banking sector is so strong
in Turkey. Digitisation and skillful workforce within the banking sector is creating
several opportunities for talented individuals to explore new innovative ideas in
FinTech (Global FinTech Hubs Federation and Deloitte 2017). Companies in FinTech
ecosystem of Turkey are banks and payment services companies and e-money insti-
tutions established in accordance with the amendments introduced by Law No. 6493
(EY 2018). Representative FinTech companies in Turkey are IyziCo and Papara.
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Well-developed securities market and mature in attracting foreign capital are the
advantages for FinTech in Turkey (Global Fintech Hub Report 2018).

According to FinTech country rankings that is demonstrated in “The Worldwide
FinTech market” section in Table 2.1, global FinTech ranking of Turkey is 44 with the
score of 8.937. Regional ranking of Istanbul, the emerging hub in Europe, between
European FinTech cities is 21 with the score of 9.303 and global ranking of Istanbul
is 56 (Findexable 2020).

There are more than 300 start-ups operating in 13 different verticals that include
payments, banking, finance, asset management, corporate finance, personal finance
management, insurance, crowdfunding, investment, big data, hubs, crypto coins, and
blockchain in the field of FinTech in Turkey in 2019 according to the Startups.Watch
statistics as seen in Fig. 2.7.

According to Cantiirk who is a Financial Services Sector Director of Turkey
in KPMG which is an international tax, audit, and consultancy firm, FinTech sector
will develop by consolidation, agreements, global growth, open banking, blockchain,
insurtech, RegTech, collaboration between banks and start-up companies in Asia and
digital banking. Higher consolidation is expected in payment, credits and blockchain
and start-up companies grow in international areas. Investors focus on FinTech
companies as a result of agreements in FinTech sector. Banks also will continue
to grow with increasing services and global growth will be realized. Open banking
regulations will enhance the increasing role of start-up companies in financial sector.

FinTech investments are growing rapidly in Turkey due to the sound structure of
financial institutions, particularly in the banking sector (Soylemez 2020). Investment
into FinTech looks likely to continue and private equity investment is seen as being
the largest source of finance to fund FinTech’s future growth in Turkey (The City
UK 2018).

Stakeholders of FinTech ecosystem in Turkey are entrepreneurs, universities, tech-
nology firms, traditional financial institutions, consumers, regulatory and supervi-
sory authorities, government, investors of public offerings, venture firms, and angel
investors. FinTech ecosystem in Turkey may be expressed with four main topics
affecting FinTech ecosystem and factors of these topics demonstrated in Table 2.1.

Capital markets, asset management, mobile banking, payment methods, and
digital currencies attract investors’ interest in Turkey. FinTech players in Turkey
are active in wallet applications, payment tracking, offline payment, pre-accounting,
cash register, VPOS, credit scoring, and banking software (Deloitte 2017). Turkish
banks demand Google Glass, wallet, beacon, and ATM projects from the FinTech
companies in addition to mobile banking solutions. The m-commerce supplanted
ecommerce currently in Turkey which makes P2P money transfer more vital. P2P
money transfer innovations, like paying through mobiles, watches, and Google Glass
arouse the interest of Turkish consumers. Some of the Turkish payment compa-
nies work very closely with the technology vendors and entrepreneurs within the
ecosystem. These companies are open to work with anyone willing to introduce a
new solution and to support them with their experience and know-how. This cooper-
ative environment is very significant for companies because that may contribute to
their businesses (Belli 2016).
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Table 2.1 Main topics of the fintech ecosystem and the impacting factors

Topic

Factor

Explanation

Demand

Market Structure in the Country

The structure of the current
financial services sector and the
place of FinTechs

Competition

The competition within the FinTech
market, and between FinTechs and
other financial institutions

Consumer Behavior

The consumers’ perspective to the
FinTech industry

Customer Experience

FinTechs’ contribution and
advantages for customer experience

Opportunities and Threats

Opportunities and threats that
FinTechs face in their fields of
activity

New Markets

New markets that may occur in the
financial services sector

Regulation

Trust and Security

The public trust in the services
provided by the FinTechs in terms
of data security and finance

New Regulations

Design and implementation of new
regulations that will regulate the
financial markets, and affect the
FinTechs

Operating Permits

Operating permits especially in the
fields of payment and ecurrency

Constraints and Obstacles

Constraints and obstacles faced by
FinTechs when providing certain
services

Capital

Public Funds and Government
Assistance

Public aids and incentives to be
provided for FinTechs

Banks The investments and financial
support of banks in FinTechs
Investors The factors that have an impact on

the angel investors, VCs, and public
offering investors who invest in
FinTechs

Business Model

The new and creative business
models of FinTechs to attract new
investment

Human Resources

Quality, Quantity, and Cost

The quality and quantity of the
current human resources in the
sector, and the costs of hiring or
training new human resources

(continued)
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Table 2.1 (continued)

Topic Factor Explanation

The Role of Financial Institutions | The role of the financial services
institutions in training human
resources

The Role of Universities Universities and other educational
institutions’ ability in training the
human resources working in the
FinTech sector

Entrepreneurship within the The approach of the institutions
Company toward the entrepreneurial ideas

Source EY (2018)
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Fig. 2.7 Turkish FinTech ecosystem map (2019, May)

FinTech start-ups and banks were thought to be competitors in the beginning
in Turkey. FinTech start-ups were trying to enter the market with their customer-
oriented and innovative approaches although banks did not want to give their shares
to FinTechs. The relation of FinTech start-ups and banks in Turkey can be dated
back to 2013. At first, big banks provided superiority in the sector with their tech-
nology companies and the digital channels they developed. FinTech start-ups have
entered the fields of the online payment systems and virtual POS areas that banks
cannot realize, cannot enter, or are not willing to enter. There is currently lower
cooperation between banks and FinTech start-ups in Turkey. TUBITAK and EU
funds become prominent as government and publicly funded support for FinTechs,
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however, FinTechs in Turkey do not have confidence about these funds and are
directed toward angel investors, venture capital, and bank incentives (Yazic1 2019).

The quality of the FinTech infrastructure and the FinTech ecosystem determines
the speed at which implementation of FinTech in a country. From the FinTech infras-
tructure and ecosystem perspectives Turkey is labeled as easy implementers that
means good infrastructure and a supportive business environment. When FinTech
demand and supply evaluated in Turkey, it has seen that lower FinTech need meets
supportive FinTech environment (ING 2016).

A SWOT analysis should be performed to understand what Turkey needs to do
for developing FinTech ecosystem. The SWOT analysis is demonstrated in Fig. 2.8.

Developments in FinTech field were on the agenda of Turkey and therefore
FinTech-related articles were included in the 11th Development Plan. FinTech-
related articles in 11th Development Plan are listed below Fintechtime (2019):

e Creation of a secure FinTech ecosystem that provides equal opportunity to
companies through international good practices will be supported.

e A roadmap for the development of the Fintech ecosystem in Turkey will be

provided and only a public institution will be authorized to implement the

roadmap.

A regulation experiment area and industry experiment area will be established.

The Union of Payment Services and E-money Institutions will be established.

Istanbul Finance and Technology Base will be established.

The harmonization of regulations with the EU Payment Services Directive 2 will

be ensured in order to strengthen the legal infrastructure of open banking.

e Access to financial services, financial awareness, and investor base will be
increased.

e Financial literacy education to students in the primary, secondary, and higher
education institutions and to adults will be provided.

e The Financial Advisory System in which the needs of financial consumers are
determined correctly, their rights are protected against financial institutions and
intermediary services are provided between both parties will be developed.

The awareness of financial consumers and their knowledge about managing finan-
cial transactions, and collaboration of FinTech companies and other financial insti-
tutions will have an increasing effect on the demands of individuals on the usage of
financial products and services. The usage of FinTech products and services, which
will increase financial inclusion, and the transition to cashless society should be
encouraged. FinTech companies and existing financial institutions should establish
common infrastructures that allow consumers to securely share financial transaction
information, and common feedback mechanisms to inform consumers about trans-
actions carried out on their data. Access to corporate data should be gained to local
and foreign investors to invest in FinTech sector in Turkey (EY 2018).
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technologies in-house fresh graduates to senior executives

Fig. 2.8 SWOT analysis of the FinTech sector in Turkey (Source Belli [2016])

2.8 Discussion

Financial markets have been changing at a rapid scale due to globalization. The
technology has accelerated this transformation process of financial markets. The use
of technology in financial markets is defined as FinTech, and the impact of FinTech
has been felt worldwide and in Turkey also. Technological transformation makes
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it easy to access financial services, increases diversity and quality of the financial
products and services, and reduces costs.

This paper aims to evaluate the economic significance, benefits, and solutions of
FinTech, status of FinTech markets worldwide and Europe, and impact of FinTech
on banking market structure. This paper evaluates also the FinTech ecosystem in
Turkey and effects of FinTech on financial stability and financial markets with a
SWOT analysis and makes proposals for Turkey because of FinTech is significant
in shaping the financial system. This paper intends to contribute to literature on
conceptual FinTech evaluation.

Investment in FinTech sector has increased from 2,5 billion dollars in 2011 to 54,4
billion dollars in 2018. There are now 13.221 FinTech companies worldwide while
there are 3.044 FinTech companies in Europe. Fintech companies try to obtain a slice
of the banking industry’s profitable business and disrupt the financial intermediary.
Because of that, FinTech may have positive/negative impacts on financial stability.
Fintech can provide a better client experience to reducing friction, increasing access to
the financial system, strengthening critical infrastructure components, reducing costs,
and realizing efficiencies for market participants and the investing public. FinTech
companies may diversify credit and liquidity risk in the financial system. However,
FinTech has also negative consequences, such as exacerbating cybersecurity threats
or increasing third-party risks, systemic problems arising out of operational risk,
and risk of developing a new shadow banking system that increases systemic risk
due to working with less leverage than traditional banks. FinTech companies may
create systemic vulnerabilities due to lack of banking experience. The degree of
competition or cooperation between FinTech firms and traditional financial service
providers may affect financial stability. The cooperation between them promotes
financial stability because the competition forces banks to pursue riskier strategies
and endangers financial stability.

Investment in FinTech market of Turkey increased from 4,6 million dollars to 29
million dollars from 2012 to 2016, and more than 300 start-ups are operating in the
field of FinTech in Turkey as of December 2019. Stakeholders of FinTech ecosystem
in Turkey are entrepreneurs, universities, technology firms, traditional financial insti-
tutions, consumers, regulatory and supervisory authorities, government, investors
of public offerings, venture firms and angel investors. Mobile banking, payment
methods, asset management, capital markets, and digital currencies arouse interest
and investments in Turkey. FinTech players in Turkey are active in wallet applica-
tions, offline payment, pre-accounting, payment tracking, VPOS (Virtual Point of
Sale), banking software, credit scoring, and cash register areas.

Turkey has a good infrastructure and a supportive business environment in FinTech
ecosystem. Lower FinTech need meets supportive FinTech environment in Turkey.
Some of the strengths of Turkish FinTech sector are strongly structured and highly
regulated banking sector since 2001, central location between Europe and the Middle
East, high mobile phone and smartphone penetration rate, tech-savvy young popu-
lation, and the increase in the number of entrepreneurship centers. Developing an
infrastructure to foster innovation, making Istanbul a global financial center, part-
nerships and collaborations with foreign FinTech companies, locationally potential
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to become a regional FinTech hub, increasing mentorships provided by banks to
FinTech start-ups are several opportunities of Turkish FinTech sector in Istanbul.
Weaknesses of the Turkish FinTech sector include the requirement for establishing
infrastructure, lack of experts in financial services sector to support the sector, highly
regulated banking sector, poor communication, and collaboration between banks
and technology companies. Historically high inflationary economy, low ability to
attract talented and multilingual workforce, and security concerns of businesses and
individuals about FinTech solutions are several threats for Turkish FinTech sector.

FinTech has been brought to the agenda of Turkey. There are planned implications
for developing FinTech sector in 11th Development Plan of Turkey. That means
FinTech may have a bright future in Turkey with the increased financial literacy and
financial awareness, though local and foreign investment in FinTech will be increased
in Turkey.
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