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ABSTRACT

Fundamental internalandexternalchangescoupledwithdigitalisationhaveenablednewmarket
entrants,FinTechs,toinnovateservices,creatingcompetitivesolutionstoincumbents’offering.The
purposeofthisarticleistounderstandtheserviceinnovationapproachofFinTechcompanies.The
complexitiesofserviceinnovationareexplainedwithatheoreticalconceptofserviceinnovationstack,
whichpresentsthemultiplecomponentsneededforsuccessfulserviceinnovation.Theusefulnessof
thisconstructisobservedwithalongitudinalcasestudyof10FinTechstartupfromFinlandusing
interviewsandotherdata.Theseareshownwithavisualrepresentation,whichtiesintheinternal
activitieswiththeexternalonesandshowstheinterplaybetweenthem.Withtherepresentationof
theserviceinnovationstack,theserviceinnovationwithinfinancialindustrycanbebetterunderstood
andfurtherdeveloped.Theauthorsfurthersuggestthatthoughtheframeworkisbasedoncasesfrom
FinTechstartups,itmightberelevantalsofortheincumbents.
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INTRodUCTIoN

Currently,digitalizationiscontributingtowardsthefourthindustrialrevolution,andithasaffected
different industriesand their innovationapproaches.Several industrieshavebeengoingchanges
inbusinessmodelsandre-thinkingtheirbusiness.Sincebankingandfinancialserviceshavebeen
regardedasbeingaheadofotherindustriesinthedigitalization,theyareseenasthefirstonestodeal
withrelatedissues(Komulainenetal.,2018).Accordingly,financialindustryhasbeenexperiencing
tremendouschangesinfluencedbyaphenomenoncalled“FinTech”,referringtotheinfusionofdigital
industry into financial services, includingbanking, insurance, transactionsandpaymentservices
(PWC,2017).Inthisstudy,weexamineemergingactorscalledFinTechsandtheirinnovations.

We draw on existing service innovation discussion and development of it to explore the
disruptivepowerofFinTechs.Traditionally,innovationsinbankingandfinancialindustryhavebeen
modifications to theexistingservicesby theexistingandestablishedactors (PWC,2015).Thus,
establishedactorshavenotactivelysearchedforopportunitiesbeyondprovider-pushedinnovations(see
Gallouj&Djellal,2010)i.e.efficiencyintheirownprocesses.Hence,infinancialsector,established
actorshavenotbeenreinventingtheirbusinessesandhavebeenslowininnovationactivities.As
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Endersetal.(2006)summarised,“Managersinincumbentfirmsareunwillingtosupportdisruptive
innovationsbecause:(1)theyusuallydonotfulfiltheneedsofthefirm’sexistingandmostprofitable
customers and (2) they offer a much lower profit margin than sustaining innovations do”. This
emphasishascreatedroomformoreagileactors,whichareabletoproducenewservicesbasedon
thoroughcustomerunderstanding.

FinTechshavebeenfocusingonimprovingspecificpartsofthebroadproduct/serviceportfolio
andhavebeenabletoestablishanichemarketposition,whichhasbeenreferredtoas“unbundling”by
BasoleandPatel(2018).Ithasbeenstatedthat(InternetofBusiness,2018):“Google’sinfrastructure
isbasedonmicroservicesandopensourcesoftware,andtheideathatyoubuildeverythingyourself.
Thisisverydifferenttothewaybanksusedtobebuilt,whereyou’dgoouttomarket,getavendor,
andthey’dbuildtheproductandgiveyouawarrantyperiod.”Hence,thismeansthatbanksareunder
threatofbeingdisruptedfromtechnologicalperspective.Thisincludesthechangeinhowthecore
bankingsystemisbuiltandhownewtechnologiessuchasblockchain,bigdataanddifferentkinds
ofanalyticsareutilised.However, these technologicalaspectsarenot theonlychallengesbanks
face.RegulativechangessuchasPaymentDirectiveServices2(PSD2)forcesbankstoopenuptheir
ApplicationProgrammingInterfaces,betterknownasAPIs,forthe3rdpartyserviceproviders.This,
furthermore,leadstothepressureofbanksbeingintheneedtounderstandandfindtheirnewrole
inthefinancialservicesecosystem.(Riikkinenetal.2018)

Previous innovation research in financial serviceshas focusedon theservice innovationsof
incumbentssuchasbanks,withtopicssuchasinternetbankingandmobilebanks.Hence,thereisa
needforfurtherunderstandingofhowthesenewmarketentrants(FinTechstart-ups)areinnovating
newservicesandbusinessmodels in thisnovel,emergingecosystem.Forexample, the risks for
adaptingnewserviceshasbeeninthecoreofbanking.Jihetal.(2005)investigatedthenatureand
sourcesofcustomers’perceivedrisksininternetbankingandfoundoutthatthereexistsignificant
relationshipsamong involvement, familiarity,perceivedrisks,andcustomerwillingness toadopt
Internetbankingservices.

FinTechs, in general, are scarcely studied in academia and most prior work on FinTech is
predominantlypractitioneroriented(BasoleandPatel,2018).Further,ofthesestudies,onlyafew
handleFinTechstart-ups,particularly(e.g.Riikkinenetal.,2018),butmainlydiscussthemasareason
forestablishedcompaniestopursuetheirdigitalizationanddevelopmentofnewservices(e.g.Silic
&Ruf,2018;Sinhaetal.2018).Inaddition,FinTechshavebeendiscussedfromtheperspectives
ofcustomervalue(e.g.Komulainenetal.,2018;Riikkinenetal.,2017),andFintechecosystemhas
beenstudiedandvisualized(e.g.BasoleandPatel,2018).

The term Fintech hold promises of technological innovation, which raised our interest for
studyingthecomponentsofinnovations.Whatistheinnovationactuallybasedoninthiscontext?
Isitatechnologicalinnovationoractuallyanewservice?Forexploringthisissue,wedefinethe
purposeofthestudyasbeing:tounderstandtheserviceinnovationapproachofFinTechcompanies.
Therefore,ourmainresearchquestionis:

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

Towardthispurpose,thispaperproceedsasfollows.First,wereviewserviceinnovationliterature
particularlyfromtheperspectiveofunderstandingofcharacteristicsofinnovation.Basedontheory,we
constructa“serviceinnovationstack”showingtheevolutionforexploringthelocusandcomponents
ofserviceinnovation.Intheempiricalpart,weimplementtheanalysisofthisconstructin10FinTechs,
allfromFinland,usingalongitudinalstudyapproach.Thefindingsarethensynthesizedintoaservice
innovationstackofFintechs.

Inorderforbankstofindtheirnewroleinthechangedworldoffinancialservicesinnovation,it
isessentialforthemtounderstandhowFinTechstart-upsachievetheirinnovations.Fromacademic
perspective,theradicalchangeofasourceofinnovationmovingfromincumbentstothenewmarket
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