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Fintech in times of Bigtech

Donald J. Trump @ @realDonaldTrump - 22 u w
..My only question is, who is our bigger enemy, Jay Powell or Chairman Xi?
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Donald J. Trump & @realDonaldTrump - 22 4 "
As usual, the Fed did NOTHING! It is incredible that they can “speak” without

knowing or asking what | am doing, which will be announced shortly. We
have a very strong dollar and a very weak Fed. | will work “brilliantly™ with
both, and the U.S. will do great...
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MNow the Fed can show their stuff!
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New Geneva report

« Here (September 2019)

« That’s what I mostly care about: financial technologies and their impact on
financial sector, Central banks and our well-being

e T would like to discuss three statements:

Labour market and future of some industries in times of tech

2. What will survive, banks, fintech or bigtech?
3. Regulators: financial stability, monetary policy and future of regulation

« I was at NES Lectorium in April 2019, anything has changed?


https://voxeu.org/content/banking-disrupted-financial-intermediation-era-transformational-technology
https://voxeu.org/article/challenges-digital-age

1. Labour market and future
of some industries in times of tech
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Meaning real wages went up...


https://voxeu.org/article/challenges-digital-age
https://www.nber.org/papers/w24649.pdf

1. What's going on with jobs?

Figure 1: Cumulative Change in Real Weekly Earnings of Working Age Adults Ages 18-64, 1963-
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Figure 5. Changes in Occupational Employment Shares among Working Age Adults, 1970 - 2016
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https://www.nber.org/papers/w25588

1. When technology creates jobs?

“Will new technologies cause industries to shed jobs, requiring novel
policies to address mass unemployment? Sometimes productivity-
enhancing technology increases industry employment instead.

“In manufacturing, jobs grew along with productivity for a century or more;
only later did productivity gains bring declining employment. What
changed? The elasticity of demand.

“Using data over two centuries for US textile, steel, and auto industries, this
paper shows that automation initially spurred job growth because demand
was highly elastic. But demand later became satiated, leading to job losses.

“Automation might not cause mass unemployment, but it may well require
workers to make disruptive transitions to new industries, requiring new
skills and occupations.”


https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2935003

1. When technology creates jobs?

Figure 3. Per Capita Consumption

Figure 1. Production Employment in Three Industries
A. Yards of cotton cloth used per capita, US
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https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2935003

1. What happens at firm’s level?

“We provide the first estimates of automation’s impacts on individual
workers...

“...we find that firm-level automation increases the probability of workers
separating from their employers and decreases days worked, leading to a 5-
year cumulative wage income loss of 11 percent of one year’s earnings.

“These losses are only partially offset by benefits systems, and quite
pervasive across worker types, firm sizes and sectors.

“Further, no such losses are found for computerization events.”


https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3328877

1. Conclusions

“At least since the Industrial Revolution, observers of automation have
incorrectly predicted the imminent demise of demand for labour.

“Of course, this time is different. Now white collar and professional tasks are
being taken over by machines and perhaps the pace and breadth of change
are greater than past episodes of automation.

“However, not everything is different. Human needs and wants are not very
different and are not likely to be very different in 10 or 20 years. Because
demand is not likely to change rapidly, empirical analysis of current demand
elasticities and of the current impacts of productivity-improving
technologies are critical to inform policy regarding the expected new wave of
technology.

“And demand may not only be elastic enough to mitigate unemployment
effects, but it is likely to have different effects across industries as well”



2. Bloomberg
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Banks Spend $1 Trillion on Digital, But
Few Reap the Rewards

By Elizabeth Rembert
21 June 2019, 00:24 GMT+3 Updated on 21 June 2019, 156:37 GMT+3

» Just 19 of 161 large banks see significant ROE gains: study LIVE ON BLOOMBERG

Watch Live TV >

Listen to Live Radio >

» There’s a gap and ‘it’s coming from digital,” co-author says

LISTEN TO ARTICLE While global banks have been pouring money into information technology --

to the tune of $1 trillion over three years -- only a handful appear to be fully
» 2:15 . . . .

committed to a digital transformation and are therefore reaping the
benefits, according to an Accenture Plc study.

SHARE THIS ARTICLE

n Share

W Tweet Just 19 of the 161 largest retail and commercial banks that the consulting firm

in Post examined have been focusing enough on digital strategies to “make the shift
to a different sort of bank,” Accenture said in the report, released Thursday.
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And those that did were rewarded for their efforts, the firm said.

In this article . . . o
All the banks studied, based in 21 countries, started at roughly similar rates
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https://www.bloomberg.com/news/articles/2019-06-20/banks-spend-1-trillion-on-digital-but-few-benefit-study-says

2. What will survive,
banks, fintech or bigtech?

That’s a serious question discussed at Geneva (2019)

Effectively, there is a number of questions regarding the ability of all three
sides to retain customers

We are at the very start of Libra Facebook cryptocurrency project with a

number of prominent participants, including Mastercard, Uber, Lyft, Paypal
and so on

So not only Fintech, but also Bigtech may eat bank’s pie quite fast



2. What will survive,
banks, fintech or bigtech?

Table 4  Banks versus their partners and competitors

Banks vs competitors Big banks FinTech Big Tech
Technology x v v
Customer experience L v v
Size (scale & scope)
Cost of funding v x
Network effects v v v
Policy-based
Prudential regulation [ ]
Data privacy/protection v ]

v x

Political/lobby power

Note: Red crosses are disadvantages, the blue ticks are advantages, and the black empty squares are neutral
or in the midst of change.



3. Regulation in times of
Fintech and Bigtech

https://econs.online/articles/ekono Kak coumnanbHbie ceTH BAMSIOT Ha PbIHKM
mika/kak-sotsialnye-seti-vliyayut-

Ila—I'VIlkl/ Bcero oauH TBMT crnocobeH caBuUHYTb pbiIHOK. Ho addekT paneko
v 1 He YHuBepcaneH, obbIYHO HENPOAOMKUTENEH, a COObLLEeHUs
MOryT ObiTb MaHUNYNALMEN.

24 ceHTAbpa 2019 | Mwuxaun TuweHko

Social networks are actually quite
important in novel times

Matepwansl, nybnukyemble Ha caiTe Econs.online, He BeipaxaloT no3uumio baHka Poccuu.

And in general’ data iS tOO big tO ITO IPOM30ILIO MEHee UeM 3a TPU MMUHYTBL: [TOsIBIeHKe (albIIMBOIO TBUTA BO

B3JIOMaHHOM XaKepaMHM aKKayHTe Associated Press o TOM, UTO B benom mome

man age ea81ly B3PbIB I TIpE3MJIEHT PaHEeH, M TIOCIeT0BaBINNIi 06BasI (DOHOBOTO PhIHKA,

YHUUTOXKMBIIHMIA 6oee $130 mapa ctoumocty Kommanmii S&P 500.

And there are Serious COntenderS tO [Mpousomesniree B anpene 2013 r. 6bUTO IEPBHIM 06BAJIOM PhIHKA,

CIIPOROIIMPOBAHHBIM TBUTTEPOM, (pukcupyeT The Economist. 1 Takum xe
the Central banks KOPOTKMM, Kak TBUTBI: K Beuepy PbIHOK BOCCTaHOBMIICSI.

Horaenranii npesuaenT CIIIA — cam aKTUBHBIN HOAb30BaTeNb TBUTTEPA U

PeTyJIApHO IeMOHCTPUPYET IIPMMEPBI TOT'0, KaK COO6]J.[EHI/IH B COIIMABHBIX CETAX
MOTVYT IIPUBOJIUTD K CYIIIeCTBEHHBIM M3MeHeHMIM Ha pbIHKaxX. OnHa 13 KOMIIaHMIT


https://econs.online/articles/ekonomika/kak-sotsialnye-seti-vliyayut-na-rynki/

3. Monetary policy in time of fintech

Technology is the key

Central banks would have to increase speed of innovations, both with the
market and with other regulators

Think about Libra once again
White paper and how it will be invested

This is almost private money
And at the same time — mutual fund


https://libra.org/en-US/wp-content/uploads/sites/23/2019/06/LibraWhitePaper_en_US.pdf
https://libra.org/ru-RU/about-currency-reserve/?noredirect=ru-RU#the_reserve

3. Immediate reaction of reqgulators

« Many regulators, including the US, France, Germany etc., said “no way”

 Why? It immediately impacts:

1. International remittances
2. Monetary policy

3. Taxes (remember Bitcoin and some US states), paying for goods and
services

4. Currencies both included and excluded from Libra

5. (New) Systematic risk in financial markets


https://news.bitcoin.com/european-countries-step-up-response-to-facebooks-libra/

3. What regulators will have to do?

« Be ready with technological changes, both IT infrastructure and serious hard

skills of internal stuff
Kind of easy, they have lots of data to attract talented people

« Learn from other regulators, financial and non-financial commercial firms

Not so trivial, sometimes goals and problems are very different

« Be prepared to change supervision ASAP if the market changes

Someday fintech innovations may come from ordinary people issuing own cryptocurrencies...
So they need some experimentation even if the applications seem distant from now



Conclusions

Fintech will soon feel Bigtech influence
Regulators already adjust to fast changes in the environment

Labour market seems to change: we have harvested low hanging fruits (over
the last 100 years), what’s next?

Maybe banks will survive, yet pressure from Bigtech is very different from
the Fintech impact



