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ABSTRACT

Fundamental internal and external changes coupled with digitalisation have enabled new market 
entrants, FinTechs, to innovate services, creating competitive solutions to incumbents’ offering. The 
purpose of this article is to understand the service innovation approach of FinTech companies. The 
complexities of service innovation are explained with a theoretical concept of service innovation stack, 
which presents the multiple components needed for successful service innovation. The usefulness of 
this construct is observed with a longitudinal case study of 10 FinTech startup from Finland using 
interviews and other data. These are shown with a visual representation, which ties in the internal 
activities with the external ones and shows the interplay between them. With the representation of 
the service innovation stack, the service innovation within financial industry can be better understood 
and further developed. The authors further suggest that though the framework is based on cases from 
FinTech startups, it might be relevant also for the incumbents.
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INTRODUCTION

Currently, digitalization is contributing towards the fourth industrial revolution, and it has affected 
different industries and their innovation approaches. Several industries have been going changes 
in business models and re-thinking their business. Since banking and financial services have been 
regarded as being ahead of other industries in the digitalization, they are seen as the first ones to deal 
with related issues (Komulainen et al., 2018). Accordingly, financial industry has been experiencing 
tremendous changes influenced by a phenomenon called “FinTech”, referring to the infusion of digital 
industry into financial services, including banking, insurance, transactions and payment services 
(PWC, 2017). In this study, we examine emerging actors called FinTechs and their innovations.

We draw on existing service innovation discussion and development of it to explore the 
disruptive power of FinTechs. Traditionally, innovations in banking and financial industry have been 
modifications to the existing services by the existing and established actors (PWC, 2015). Thus, 
established actors have not actively searched for opportunities beyond provider-pushed innovations (see 
Gallouj & Djellal, 2010) i.e. efficiency in their own processes. Hence, in financial sector, established 
actors have not been reinventing their businesses and have been slow in innovation activities. As 
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Enders et al. (2006) summarised, “Managers in incumbent firms are unwilling to support disruptive 
innovations because: (1) they usually do not fulfil the needs of the firm’s existing and most profitable 
customers and (2) they offer a much lower profit margin than sustaining innovations do”. This 
emphasis has created room for more agile actors, which are able to produce new services based on 
thorough customer understanding.

FinTechs have been focusing on improving specific parts of the broad product/service portfolio 
and have been able to establish a niche market position, which has been referred to as “unbundling” by 
Basole and Patel (2018). It has been stated that (Internet of Business, 2018): “Google’s infrastructure 
is based on microservices and open source software, and the idea that you build everything yourself. 
This is very different to the way banks used to be built, where you’d go out to market, get a vendor, 
and they’d build the product and give you a warranty period.” Hence, this means that banks are under 
threat of being disrupted from technological perspective. This includes the change in how the core 
banking system is built and how new technologies such as blockchain, big data and different kinds 
of analytics are utilised. However, these technological aspects are not the only challenges banks 
face. Regulative changes such as Payment Directive Services 2 (PSD2) forces banks to open up their 
Application Programming Interfaces, better known as APIs, for the 3rd party service providers. This, 
furthermore, leads to the pressure of banks being in the need to understand and find their new role 
in the financial services ecosystem. (Riikkinen et al. 2018)

Previous innovation research in financial services has focused on the service innovations of 
incumbents such as banks, with topics such as internet banking and mobile banks. Hence, there is a 
need for further understanding of how these new market entrants (FinTech start-ups) are innovating 
new services and business models in this novel, emerging ecosystem. For example, the risks for 
adapting new services has been in the core of banking. Jih et al. (2005) investigated the nature and 
sources of customers’ perceived risks in internet banking and found out that there exist significant 
relationships among involvement, familiarity, perceived risks, and customer willingness to adopt 
Internet banking services.

FinTechs, in general, are scarcely studied in academia and most prior work on FinTech is 
predominantly practitioner oriented (Basole and Patel, 2018). Further, of these studies, only a few 
handle FinTech start-ups, particularly (e.g. Riikkinen et al., 2018), but mainly discuss them as a reason 
for established companies to pursue their digitalization and development of new services (e.g. Silic 
& Ruf, 2018; Sinha et al. 2018). In addition, FinTechs have been discussed from the perspectives 
of customer value (e.g. Komulainen et al., 2018; Riikkinen et al., 2017), and Fintech ecosystem has 
been studied and visualized (e.g. Basole and Patel, 2018).

The term Fintech hold promises of technological innovation, which raised our interest for 
studying the components of innovations. What is the innovation actually based on in this context? 
Is it a technological innovation or actually a new service? For exploring this issue, we define the 
purpose of the study as being: to understand the service innovation approach of FinTech companies. 
Therefore, our main research question is:

• What are the service innovation components of new market entrants in the case of FinTech 
start-ups?

Toward this purpose, this paper proceeds as follows. First, we review service innovation literature 
particularly from the perspective of understanding of characteristics of innovation. Based on theory, we 
construct a “service innovation stack” showing the evolution for exploring the locus and components 
of service innovation. In the empirical part, we implement the analysis of this construct in 10 FinTechs, 
all from Finland, using a longitudinal study approach. The findings are then synthesized into a service 
innovation stack of Fintechs.

In order for banks to find their new role in the changed world of financial services innovation, it 
is essential for them to understand how FinTech start-ups achieve their innovations. From academic 
perspective, the radical change of a source of innovation moving from incumbents to the new market 
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