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1.0. Introduction  

FinTech, which stands for Financial Technology, is considered to be a venture – a non-bank financial 

institution because they do not have any deposits. In fact, they are usually start-ups. With technological 

advancement and the rise of the internet, Fintech have arrived on the scene with the potential to disrupt 

the banking and financial system. Mainly, Fintech covers the following domains: retail & SME payments, 

transfers, peer-to-peer lending and consumer credit. In particular, FinTechs utilises new technologies, such 

as smartphones (mobile applications and software programs) and the internet to deliver banking services. 

Hence, FinTechs are able to provide conventional banking services to consumers at a lower cost. For 

example, in mass retail wealth management, the advisory fee that FinTechs charge is about 15 basis point 

for the first $100’000 they manage whereas incumbents charge 100 basis point or even more1. 

Moreover, FinTechs are able to satisfy customers demand for more innovation, better financial 

services and better customization. In recent years, consumer usage of digital banking services has been 

steadily increasing. For instance, in Asia the average growth of customers using online banking between 

2007 and 2014 is 35% on average2. Consequently, this digital phenomenon has changed the traditional 

banking market – especially in the domain of payments and credits. For example: a non-bank, such as 

Apple has created payments via smartphone since 20143. Moreover, FinTechs are not subjected to the 

same stringent regulations as banks. Indeed, banks have specific rules concerning capital, liquidity, 

leverage. In addition, they must obtain a specific license and have a banking chart. Finally, investments in 

FinTechs have been grow rapidly – they were only 2.6 billion in 2012 and they were 17.4 billion in 20164. 

Considering the prospects of Fintech, our paper focuses on the payment services brought by 

FinTechs under the PDS2 (Payment Service Directive). The latter is a legislation adopted by the European 

Commission for making easier and safer the payments across the European Union. In the paper, we will be 

analysing the PSD2 and its impact on the banking ecosystem. Finally, a quick reflection about what are the 

next steps. 

 

2.0 The regulation - Payment Service Directive 2 

The PSD2 is the second version of the Payment Service Directive and it updates and complements 

the EU rules adopted in 2007. It was firstly proposed in July 2013 as a replacement of the original PSD, then 

it became official in the late 2015 and it will come into force on the 13th of January 2018. The new Directive 

is encouraging new ideas in the payments market, especially among tech start-ups. 

Regulations changes from PSD 

PSD2 widens the scope of the PSD by extending the existing services and enabling their access to payment 

accounts. According to European Commission, it is possible to identify three areas of interest concerning 

the consumer benefits: the economic one, the consumer’s rights one and the payment security one. 

In the first area, the economic one, clients are able to make purchases without the need for a credit card. 

In fact, EU commission states that “these services establish a payment link between the payer and the 

online merchant via the payer’s online banking module”5. Then charges for card payments will be lowered 

                                                           
1 McKinsey & Company. (2015). The fight for the customer. McKinsey Global banking annual review. McKinsey & Company. 
2 McKinsey & Company. (2015). The fight for the customer. McKinsey Global banking annual review. McKinsey & Company. 
3 McKinsey & Company. (2015). The fight for the customer. McKinsey Global banking annual review. McKinsey & Company. 
4 McKinsey & Company. (2017). Fintech: opportunities and challenges for banks and regulators. Global Banking. Vienna: 
McKinsey & Company. 
5European Commission. (2015, October 8). European Commission - Press Release Database. Retrieved from European 
Commission: http://europa.eu/rapid/press-release_MEMO-15- 5793_en.htm?locale=en. 
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and surcharges6 for card payments banned. This prohibition will cover approximately the 95% of the 

domestic card payment, equal to €730 million consumer savings annually and customers will be more 

protected against fraud, abuses and payment incidents. Indeed, the maximum amount a payer could be 

obliged to pay, in the case of an unauthorized payment transaction, will decrease from €150 to €50.  

In the jurisdictional area, consumers are allowed to “request a refund even in the case of a disputed 

payment transaction” based on the unconditional refund right, already applied for SEPA direct debit7.  

In addition, “consumers will be better protected when the transaction amount is not known in advance” 8. 

In fact, the client has the right to approve an exact amount that can be blocked, thereafter the payee will 

be allowed to block funds on the account of the payer. PSD2 will extend the application of the PSD rules to 

"one-leg transactions", this means that the “EU part” can make transactions with people outside of 

European Union as well. This should contribute to better information of money remitters and a lower cost 

for them as a result of higher transparency on the market. 

Finally, PSD2 provides a high level of payment security. Indeed, as stated by the directive “the payment 

service provider will have to carry out an assessment of the operational and security risks at stake and the 

measures taken on a yearly basis.” All providers such as banks, payment institutions and third-party-

providers must ensure the efficiency of the security measures adopted. Moreover, this could be an 

opportunity for Fintech because they can easily enter the market. 

All these consumer benefits are relevant for Fintechs. Less risks and charges and, on the other hand, more 

protections and efficiency can lead consumers to switch their bank accounts from the traditional platforms 

to the unconventional ones offered by Financial Technology. According to Mckinsey, Fintechs panorama is 

plenty of opportunities but only the retail banking registers the 52% of Fintech investment, whose 18% 

comes from payments, a huge segment9. This means that, thanks to the changes provided by PSD2, Fintech 

can obtain a big advantage for the future with the right strategy. 

 

PSD2 aims 

This PSD2 update has the aim to better protect consumers, especially when they pay online, because they 

can incur in fraud, or in security attack by external subjects like hackers. This is the reason why the 

European area will have safer cross-border payments. In addition, the spreading of new ideas and 

development will promote this market to new players, especially the non-bank players, in order to 

encourage lower prices for payments and cut costs in the payments sector, thanks to the competition. 

Hence, all these changes will provide more efficiency and transparency around the payments method, with 

the aim of standardizing the environment. 

 

 

                                                           
6 Surcharge is an extra fee charged by merchants when receiving an online payment. It will be applied for card payments that are 
common in some Member States and in specific sectors, such as the travel and hospitality industry. European Commission (2015, 
October 8), Press Release Database. 
7 SEPA direct debit is a system that allows merchants to withdraw funds from payer’s bank account in the 34 SEPA countries and 
associated territories. 
8The payer's bank shall immediately release the blocked funds after having received the information about the exact amount 
and at the latest after having received the payment order. European Commission (2015), Press Release Database. 
9 12% comes from Commercial Banking and 9% from Large Corporate, the highest ones for each segment, compared to account 
management, lending and financing and Financial assets and capital markets. McKinsey & Company. (2017). Fintech: 
opportunities and challenges for banks and regulators. Global Banking. Vienna: McKinsey & Company 

https://en.wikipedia.org/wiki/Payment
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3.0 The impact of PSD2 on new players  

Until January 2018, customers can access their bank accounts only through products and channels 

provided by their bank, but under the PSD2 two new TTPs Third Party Providers will emerge: 

3.1. Payment Initiation Service Providers: PISP 

Before PSD2, when consumers buy something online, they generally insert the payments details inside the 

seller website and then the merchant gets the money from the payer’s bank with the help of 

intermediaries such as the banks themselves or payments institutions, the only ones eligible to make these 

transactions. Although with PSD2, retailers are allowed to ask consumers the permission to use their 

payment details with the help of PISP, a specific API (Application Programming Interface). PISPs initiate 

payments on behalf of the PSU (Payment Service User), who grants permission for the transaction. PISPs 

create a software link between the website or app of the merchant and the online banking platform of a 

payer’s bank in order to initiate the payment10. After the approval, the merchant will receive the money 

directly from the payer’s bank. In 2016, Accenture made a market analysis concerning how consumers feel 

about PISP concept. In fact, it can be noticed that the 53% of account holding are comfortable with third 

parties initiating payments on their behalf11. Despite this high percentage for third-party-providers, 

account holders still prefer trusted brands currently associated with traditional payments. Indeed, from 

figure 1.4 It can be seen that traditional banks are their first brand preference (76%) and online retailers 

are the second preference (40%)12. Moreover, clients do not trust at all challenger banks (3%) or 

newcomers involved in this field like social media providers (1%). Finally, two crucial factors count for PISP 

market: security and strategy. With regard to security, the 94% of consumers stated that “any new 

payment service must be at least as secure as the current method”. As far as strategy is concerned, 

according to Accenture, Fintechs, large merchants and retailers will become potential PISPs and their first 

goal will be to bring the more customer base they can. In the short term, some players like Fintechs will 

find more boundaries to provide a big amount of clients, because they do not have other businesses before 

this one and account holder will not be comfortable to choose a new company instead of a traditional bank 

or a well-known online retailer. In the long term, especially for Fintechs, having strong partnerships and 

propose the competitive pricing will be the right way to win the market13.  

3.2. Account Information Service Providers: AISP 

Until January 2018, those that have multiple bank accounts with different banks will have to access 

each bank website separately. Actually, the only way to make payments to a specific bank is through 

products and channels provided by the same bank. Before the second version of the directive, there is not 

a market for a bank account service provider. Clients can use the services available just for that single 

account, but with PSD2 everything will change. Fintechs, online retailers, technology companies, social 

media companies, challenger banks and other players will be able to act as aggregators, therefore will 

                                                           
10 Figure 1.2 in the Annex. Ernst & Young Accountants LLP. (2016). Payments Service Directive 2 for FinTech & Payments & 
Payment Service Providers. London: EY 
11 Accenture Payment Services. (2016) O’Hagan, A., McFarlane, A., Light, J., Berg, K., & Agarwal, S. Consumers’ initial reactions to 
the new services enabled by PSD2. Dublin: Accenture. 
12 From 13th January 2018 online retailers (e.g. Amazon, Argos), social media company (e.g. Facebook, Twitter, Linkedin), Fintech 
(e.g. Paypal, Moneydashboard.com, Transferwise, Stripe), Technology companies and other players will be potential PISPs/AISPs 
under PSD2. O’Hagan, A., Consumers’ initial reactions to the new services enabled by PSD2. Accenture. 
13 O’Hagan, A., Consumers’ initial reactions to the new services enabled by PSD2. Accenture. 
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allow clients to view all their multi-bank details in one platform. Firstly, the account holder (PSU, Payment 

Service User) of a single bank account must grant the permission to the banks (ASPSPs, Account Servicing 

Payment Service Providers) that give the access for the account information to service providers (AISPs). 

Then, this information given by the banks can be used by the providers (AISPs) in order to offer its services, 

such as aggregating data relating to PSU accounts (consumers) held across one or many banks (ASPSPs)14. 

This approach will provide more solutions for clients making them able to use the service that suits them 

better. According to Accenture, consumer behaviour does not change for AISP. Indeed, the 65% select as 

their first preference the traditional banks, followed by the online retailers (40%). As for payments, new 

players must ensure brand reliability and a good clients' data management, in order to win the market. 

People are not confident about giving sensitive banking data to new providers, especially if they are 

focused in other fields as social media or high-tech. In fact, only the 30% of consumers would trust a third 

party as much as a bank15. 

4.0. The impact of PSD2 on incumbent players - The Banks  

As incumbent players in the European payment service fields, European banks will certainly be 

impacted by the PSD2. In interviews with senior executives from 30 major banks across the EU, PwC 

concluded that 88% of these executive bankers anticipate the new directive to affect their businesses. Yet, 

a significant number of them are unable to confidently specify the exact implications since the PSD2 was 

meant to be a disruptive regulation and it has not fully come into effect at this point. Officially, EU Member 

States must rectify the PSD2 into their national laws by the January 2018 deadline (European Commission, 

2017). However, banks have an additional 18 months of transition period thereafter to implement the 

technical security measures outlined in the Regulatory Technical Standards (RTS) (European Commission, 

2017). Though undeniably, it has to be acknowledged that the PSD2 encompasses both challenges and 

opportunities for European banks. 

The most straight-forward train of thought commonly associated with the PSD2’s impact on 

European banks will be increased competition that in turn threatens banks’ revenue. Indeed, the lost may 

occur due to direct and indirect reasons. 

Firstly, the income of European banks may possibly take a direct strike from the loss of payment-

related business to new entrants in the payment service sector. As mentioned before, Payment Service 

Providers (PSP) similar to the TPPs already exist in Europe today (European Payments Council, 2014). 

Transactions handled by licensed PSPs are governed by related international and national legal regulations 

(European Payments Council, 2014). However, it is interesting to note that the European payment 

ecosystem has been evolving and expanding consistently – giving rise to the current situation where 

fintech firms who are not licenced to provide third-party payment services also offer them (European 

Payments Council, 2014). Unlike PSPs, these TPPs are not subjected to regulatory requirements under the 

original PSD (European Payments Council, 2014). As such, new fintech entrants offering TPP services are 

likely to spark concerns of security and reliability among some consumer groups unlike their already 

established counterparts for example Paypal or Sofort (PwC Strategy&, 2016). Consequently, the consumer 

attitudes pose a barrier of entry for new players to enter the payment service sector. Now, the PSD2 

officially grants legitimacy to TPPs, namely the AISPs and PISPs. Under the PSD2, non-banks TPPs are also 

mandated to abide by the same standardised regulations as traditional PSPs – such as registration, 

licensing and supervision by recognised authorities (European Commission, 2015). From consumers’ 

perspective, the formal regulation of the TPPs under the PSD2 confers credibility upon these service 

                                                           
14 Figure 1.3 in the Annex. 
15 O’Hagan, A., Consumers’ initial reactions to the new services enabled by PSD2. Accenture 
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providers. Thereby, giving consumers greater assurance and confidence to use TPPs for their payments – 

possibly even in replacement of traditional banks’ payment services (European Payments Council, 2014). 

Besides removing consumers’ psychological barriers, the PSD2 also serves to remove structural barriers for 

new TPP players to enter the market as the formal regulations allow TPPs to operate on a larger scale and 

in different Member States (European Commission, 2015). Hence, incumbent European banks will face 

increased competition from new fintech entrants into the payment service sector that threatens to erode 

their payment-related business. 

Particularly, the rise of PISPs after formal regulations is expected to simplify the payment value 

chain such that card payment networks can be entirely disintermediated (Accenture Payment Services, 

2016). In a scenario whereby a transaction payment is directly initiated from a consumer's’ bank account 

by a PISP, all interchange fees currently imposed by the card issuing bank could potentially be displaced by 

the PISPs (Accenture Payment Services, 2016). Furthermore, intermediary banks who processes the 

payments in the existing model could even be eliminated – rendering their income source from processing 

payments obsolete (Accenture Payment Services, 2016).  Consequently, consulting firms such as PwC and 

Accenture have predicted that European banks are likely to suffer from decreased income due to losing 

payment-related business to new fintech entrants. Although income from fees and commissions which 

card payment charges fall under is not the main source of income for European banks, it still constitutes a 

sizable chunk of the European banking sector’s total revenue – accounting for almost 30% on average 

across the EU (Figure 1.1 in the annex). As such, according to these European Central Bank (ECB) figures, 

European banks are expected to be hit hard by the direct loss of revenue due to the loss of payment-

related business to new fintech entrants to the payment service sector. 

More importantly though, the PSD2 regulations greatly increase the fintech companies’ ability to 

innovate and serve consumers which is postulated to truly pose a huge threat to banks’ 

revenue.  Previously, fintech companies also lack access to vital customer-transaction information which 

they need to provide many other kinds of financial services or to enhance their TPP business functions 

(European Payments Council, 2014). Banks can be slow to respond to requests for access to such data, or 

may block them altogether for security reasons. On the other hand, banks have easy access to transaction 

data, which they can use to design suitable product and services to sell to their customers. Nevertheless, 

with the implementation of the PSD2, banks will be forced to open their APIs and share customer-

transaction information with licensed fintech companies and service providers given the consent of 

customers (European Commission, 2015). Consequently, the playing field will be level. Fintech companies 

now have increased capabilities to innovate and improve their third-party payment services. Likewise, they 

can possibly even introduce financial services which were once exclusively provided by banks due to their 

monopoly on customer data. In the situation that the fintech companies are able to offer better products 

and services (both payment and non-payment related) at a better price point due to innovative use of 

technology, consumers will likely be enticed to switch over from banks to the fintech firms (PwC Strategy&, 

2016). In fact, a PwC research reveals that users of third-party apps already tend to utilise them for more 

value-added activities than users of bank apps because of greater convenience and more compelling user 

experience offered. Thus, with enhanced innovative ability under the PSD2, it is likely that fintech 

companies can continue the current trend of providing high-quality banking services at an even larger scale. 

As a result, fintech firms will pose an even greater challenge to banks’ revenue from non-payment business. 

Essentially, the PSD2 could also greatly reduce the European banks’ ability to cross-sell their other 

products and services. For banks (or any business in fact), it is imperative to obtain engagement 

opportunities from which they can understand their customers. Upon that knowledge and data, a bank can 
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then create a valuable consumer experience for their customers and subsequently build brand loyalty 

which enhances their cross-selling ability (Accenture Payment Services, 2016). Traditionally, banks possess 

strong cross-selling abilities because they play a central role in consumers’ lives – regular interactions are 

possible through payments and consumers’ other periodic banking needs. With PSD2 forcing European 

banks to open their APIs to PISPs, the banks are at risk of this “direct relationship with customers” in the 

payment service sector (Accenture Payment Services, 2016). Moreover, fintech companies with AISP 

functions can now offer consumers the ability to view all their banking information from various financial 

institutions on a single digital platform. Hence, consumers can satisfy their regular banking needs such as 

viewing transaction history, etc without even engaging their banks (Accenture Payment Services, 2016). In 

short, PSD2 enhances fintech companies’ ability to provide services for consumers which consequently 

threatens the European banks’ ability to maintain meaningful engagement opportunities with 

consumers.  With lesser engagement, European banks’ cross-selling function will be affected (Accenture 

Payment Services, 2016). Consequently, they may suffer a loss in revenue due to decreased sales of other 

non-payment banking products and services if they cannot rise up to the competition (Accenture Payment 

Services, 2016). Additionally, reduced engagement instances with consumers could translate to a loss of 

valuable consumer insights and data that propels the banks to enter a negative feedback loop that further 

erodes their competing abilities that has traditionally been maintained by their monopoly on consumer 

data (Accenture Payment Services, 2016).   

Of course, one has to acknowledged that the extent of revenue lost will be dependent on the level 

of adoption of PISP services. This adoption level is in turn affected by the banks’ ability to retain consumers 

(Accenture Payment Services, 2016). In reality, it is too simplistic to assume that the banks will remain 

stagnant while the banking field is expected to change drastically with the PSD2. One option for European 

banks to remain competitive will be to lower charges for their products and services in hopes of retaining 

customers or even stealing customers from the fintech companies. However, lower prices can lead to 

decreased revenue as well.  

Instead, global consulting firms like PwC and Accenture propose that European banks rise up to the 

competition and capitalise upon the similar innovative opportunities that were presented to fintech 

companies by PSD2. The inevitable shift towards digital banking has already been set in motion (PwC 

Strategy&, 2016). A PwC research reveals that 88% of the surveyed respondents in Europe already use 

third-party digital payment services. While current consumer attitudes towards non-payment digital 

banking services is still more reserved, almost 34% of respondents who are not using financial apps now 

are likely to adopt them should security concerns be addressed (PwC Strategy&, 2016). These survey 

figures demonstrate great business potential in the field of digital banking which makes it sensible for 

incumbent European banks to embrace the changes and evolve simultaneously. Beyond simply complying 

with the PSD2 and opening up their APIs to TPPs, incumbent European banks can seize the opportunity to 

collaborate with the new market entrants and tap into their technological expertise to create an integrated 

digital banking system that better serve the consumers’ needs (PwC Strategy&, 2016). Furthermore, the 

banks can also leverage upon their existing customer relationships to build a “customer value ecosystem” 

that revolves around their own digital banking platforms through API integration with relevant fintech 

companies (Accenture Payment Services, 2016). Through actively facilitating data-sharing activities with 

the TPPs, the banks can also benefit through mining the consumer behaviour and preference data to 

develop critical insights needed to innovate new products and services that customers value (PwC 

Strategy&, 2016). For incumbent banks that are able to innovate and continue satisfying consumers’ 

demands, the PSD2 will represent a profitable opportunity rather than a revenue threat (PwC Strategy&, 

2016).  



Page | 7  
 

5.0. The impact of PSD2 on consumers 

Thanks to PSD2, consumers have advantages, payments are easier and faster across the European 

Union (because PSD2 created a single European payment market). The transfer from the payer’s account 

to the receiver’s account is instantly. PSD2 has the purpose to make the payments safer and more secure 

with security measures that payment service providers must respect, thus consumers are more protected 

against fraud and payment incidents. Consumers will be better protected when the amount to pay for the 

transaction is unknown in advance, such that car rentals or hotel reservations. In addition, they will also be 

better protected in the case of transfer and money remittances outside of Europe or in another currency 

than Euro. Consumers would pay fewer fees because PSD2 wants to decrease them and to forbidden the 

surcharging for payments by card online and in the shops, such that hotels and airplanes companies. 

Furthermore, merchants will not be able to surcharge consumers who would use their payment card 

anymore (for national and cross-border payments). Finally, consumers will be able to pay with his card in 

all the European Union. Transparency and information are strengthened with PSD2, consumers are better 

informed about execution time and fees. Moreover, the responsibility of consumers and payments 

institutions have been more defined. Their rights for consumers have been enhanced. The PSD2 

encourages the competition in the payment service market and ensures the juridical protection, so 

consumers would have a bigger choice of the different services providers. Moreover, PDS2 obliges the 

member states to create authorities which will be in charge of the problems that users could face and 

payment services providers have the obligation to answer in written form to every complaint within 15 

days. In the end, consumers must be high protected by the payments made via the internet. Thus, all the 

payment services providers including banks, payment institutions and third-party providers (TPPs) will be 

able to prove that they set up all the necessary security measures which will give a guarantee of safe and 

secure payments. 

Finally, Third party providers (TPPs) offers some specific services that the consumers can benefit, 

such as: account information services (AIS) which gives an overview of the financial situation to the 

customer in user-friendly manner or payment initiation services (PIS) which make easier the use of online 

banking for payments16. 

 

6.0 Conclusion  

After introducing PSD2, EU transaction market and banks’ role will inevitably change. In fact, 

financial institutions will spend a huge amount of investments in order to keep their key position inside this 

business. However, the increasing of transparency, the harmonization of the payments system and the 

creation of a single payment market without boundaries will bring a new wave of competitors into this 

field. For the first time, innovative companies will have the unique opportunity to deal directly with banks 

through the use of their interfaces. Nevertheless, if newcomers want to reach a considerable market share, 

they should guarantee the highest levels of security in order to be reliable companies which respond to 

consumer frustrations. This perspective is a chance for new players because they can consolidate all 

client’s account information in a single place, acquire insightful data and eventually make a profit from 

lucrative cross-selling opportunities. 

 

                                                           
16 European Commission . (8 October, 2015). Payment Services Directive: frequently asked questions [Press Release]. Retrieved 
from European Commission : http://europa.eu/rapid/press-release_MEMO-15-5793_en.htm?locale=en 
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Annex 

 
 

 
 
 

Figure 1.1: Operating income structure of the euro area banking sector from 2008 to 2015 
 

 

 

 

Figure 1.2: PISP structure overview 
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Figure 1.3: AISP structure overview 
 

 

 

 
 

Figure 1.4: Consumer preference of potential Payment Initiation Service Providers under PSD2. 
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