
Technological Disruption of Modern Financial Intermediation

Amit Seru
Stanford GSB and Hoover

ABFER Dinner
May 2022

Based on work with Cherry, Jiang, Buchak, Matvos and Piskorski



Technology?
DATA BASED TECHNOLOGICAL REVOLUTION

Data is the new oil and analytics is the combustion engine



 Higher Quality
❍ Newer products (convenience)
❍ Higher quality  more market share

 Lower Costs
❍ More efficient/ lower regulatory burden
❍ Lower costs  more market share

 Better Risk Assessment
❍ Better models/Big Data
❍ Enhanced screening/pricing of risk  more market share

Technology?



BETTER QUALITY



Technology? Quality
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Technology? Quality



 Convenience/ Quality

WILLINGNESS TO PAY

Technology? Quality



 Intermediaries that buy and sell houses 
“instantly”

 Examples:
❍ Opendoor, Offerpad,…

❍ Emphasize technology to value quickly
❍ Own houses on balance sheet
❍ Charge a “fee” for convenience

iBUYERS



LOWER COSTS



Technology? Costs



Technology? Costs



BETTER SCREENING



Mercado Libre



Mercado Libre



Kabbage



Kabbage



Similar Examples Everywhere: SoFi



UNBUNDLE AND BUNDLE



Unbundle



Households



Payments (data) help in “customization” 



Payments (data) help in “customization”

“If banks do not change, we shall change them” 

Jack Ma (in 2012)



Expansion after entry



SMEs



SMEs



Expansion after entry (like before)…



REGULATION?



 Fintechs very “lightly” regulated
❍ Bank regulatory burden gone up: Capital charges, Lawsuits, supervisory intensity
❍ Banks retreated and shadow banks entered in markets where regulatory burden increased

CHANGES IN GEOGRAPHIC PENETRATION (2008-2015)

Source: Buchak et al. (2018)

Regulation?
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Source: Buchak et al. (2018)

Regulation?



 Deposits are cheap

Source: Jiang et al. (2019)

Regulation?



CHALLENGES?

STABILITY BASED REGULATION



Migration of Risk



Stability oriented Regulation
 “Shadow bank migration” margin

❍ Lower regulatory burden

 “Traditional bank retention” margin
❍ Banks shifting business model with capitalization

 Integrated intermediation: Lending, stability, redistribution
❍ Business models
❍ Industrial organization
❍ Equilibrium



CHALLENGES?

INSIGHTS FROM DATA



 Big Data and Analytics ≠ Correct insights
❍ Relationships of agents that produce data changes with changes in technology, incentives etc.
❍ Meaning of “hard information” changes  Models from ”data scientists” will underperform

PREDICTING DEFAULT OF LOANS …BUT FAILING TO PREDICT DEFAULT?

Default Model

Big Data ≠ Correct Insights



 Zillow recently shut iBuyer business
❍ Took $400m+ write-down on home inventory

Main issues?
❍ Difficulty in pricing: CEO: “determined the 

unpredictability in forecasting home prices 
far exceeds what we anticipated”


❍ Adverse selection: “most proposals Zillow 
Offers made to homeowners were not taken. 
Only 10% of offers made were taken”

 Risk taking when profits suffer 
over reliance on “models”

Big Data ≠ Correct Insights



CHALLENGES?

HARMONIZATION OF REGULATION



 Same Activity…Same Regulation
❍ What comparative advantage will remain? And which activities will be impacted?

 Data sharing…symmetric?
❍ Monetization? Privacy (Discrimination/Biases)?

Harmonization



 Why did banks not innovate already?
❍ Rents? 
❍ Regulation?

 How do we balance regulation with incentives for innovation?
❍ Sandbox/Collaborations?
❍ Regulatory turf war and coordination?

 Are there limits of technology?
❍ Insights from Data?
❍ Consumers with high WTP (more liquid/ easy to price homes, more creditworthy borrowers)?

Open Questions



END



REFINANCING PERCENT WILLINGNESS TO PAY

Technology

Source: Buchak et al. (2019)



Other Policies?
 Fintech

❍ Decreasing importance of local banking/brick and mortar/relationships
❍ Markets and borrowers whose risk is “easier” to price/WTP ”easier” to assess
 Refinancing
 Cookie-cutter
 Speed/ Convenience

❍ Stabilization?
 Monetary policy (refi)
 Reliant on “securitization” markets
 Reliant on thin balance sheets

Pass-through of Stabilization Policies?



 Regulation? and/or Technology?
❍ Regulation: capital costs, scrutiny/supervision burden, legal costs
❍ Technology: lower costs, better/higher quality products, better models

 Extensive regulation of banks after crisis
❍ Regulation dampens bank lending
❍ Shadow banks fill regulatory gaps

 Fintech lenders and technological advantage
❍ Target segments (refi) with comparative advantage (“data”); offer better quality
❍ Charge for convenience

 Key Patterns
❍ Bank vs Shadow bank: Banks losing mkt share due to higher regulatory costs or interest rates?
❍ Fintech vs Non Fintech: Fintech gain mkt share despite higher interest rates?

Mechanisms?
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