
3.1 INTRODUCTION

In recent years, UK and European regulators have declared 
that a lack of competition within the retail banking sector has 
had a negative impact on consumers, and they have deemed 
the oligopolistic nature of competition in the banking sec-
tors as problematic. In the United Kingdom, acknowledging 
that unnecessary obstacles deterred retail banking customers 
from switching providers, the British government’s Financial 
Conduct Authority launched the Current Account Switch-
ing Service in 2013 to make it easier and faster to switch 
providers, including all direct debits and standing orders for 
consumers and small and medium- sized enterprises (SMEs). 
However, given the current structure of the industry, compar-
ing relevant products and services remained challenging for 
customers. Thus, to put more pressure on the older and larger 
banks (which account for the majority of the retail banking 
market) to work harder for customers, another regulator, the 
Competition and Markets Authority (CMA), set out to produce 
further regulation that would introduce more “openness” in 
the sector and help “unbundle” or “separate” banking services 
to create a more level playing field. Open banking regulation 
was published in 2015 as a framework for the introduction 
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of open application programming interfaces (APIs) in banking 
in order to drive the implementation of open banking in the 
United Kingdom. It coincided with the 2015 Revised Payment 
Services Directive (PSD2) of the European Commission, which 
has the same purpose. Since then, open banking regulation 
has been replicated in other parts of the world— Australia, Brazil, 
Canada, and Singapore, to name a few— to boost innovation in 
the financial sectors in these countries.

Generally, the key aims of open banking regulation are to 
further integrate and support a more efficient payments mar-
ket, as well as promote competition in an environment where 
new players are emerging. To fulfill this goal, EU and UK regu-
lations enabled third- party payment institutions to access con-
sumer bank accounts, which are held mostly by incumbent 
banks. To do this, the law required all banks to create inter-
faces (such as open APIs) through which trusted third parties 
can automatically connect to customers’ bank accounts and 
access their transaction data as well as initiate payments, upon 
completion of a three- step process for customer consent.

At its very core, financial services is an information business, 
and so changing not only the way information is communi-
cated but also the type of data that is being shared between 
participants in the market could lead to a drastic change in the 
competitive dynamics and market structure. Fundamentally, 
open banking does exactly that: it provides a new framework 
for sharing financial data in a systematic, transparent, and 
secure way. Such data- sharing activity not only reduces the 
barriers to entry for new participants but also allows for novel 
and innovative products to be introduced for the benefit of 
consumers who gradually gain more control of their data. 
While this is an attractive proposition, open banking frame-
works constitute a challenge for incumbent banking institu-
tions and traditional business models that are based mostly on 
a vertically integrated arrangement for value creation.
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The recent wave of digitalization in the banking industry 
and the application of new technologies across the broader 
spectrum of financial services— from payments and accounts 
to lending and wealth management— have led to the emer-
gence of new entrants (such as fintechs and challenger banks) 
that have managed to claim some of the market share from 
established banks. As competition intensifies, incumbent firms 
are gradually reconsidering their position in the market and 
value proposition to customers. In this context, incumbent 
institutions can either choose to embrace change and be open 
to collaboration using the opportunities that technology offers 
by interacting with the greater ecosystem of market partici-
pants and other service providers, or defend their position by 
focusing their efforts on developing competitive solutions for 
all customer and product segments, limiting access to their sys-
tems and platforms.

The introduction of PSD2 in the European Union as well as 
the Open Banking initiative in the United Kingdom has left 
little room for traditional banks to follow the defensive route, 
and thus many have been considering ways to embrace the 
new regulations and remain competitive. As indicated above, 
a key technology that has been instrumental in this context 
(from both a strategic and a regulatory perspective) is APIs. 
APIs have proved to be one of the safest ways to share financial 
data securely and in a standardized way. They have been tried 
and tested in many industries and contexts and thus offer a 
good way to cross organizational boundaries and develop eco-
systems for innovation and value creation. In this chapter we 
consider how the introduction of APIs and open banking will 
affect banks’ organizational structure and competitive posi-
tion in the market, how platform business models play a role 
in this context, and how banks can develop a platform- based 
strategy to deal with digital transformation in the shifting 
environment of increased data sharing.
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3.2 OPEN APIs IN BANKING

An API is a technology that allows two computer applications 
to talk to each other over a network using a common language 
that they both understand.1 APIs are scalable, secure, and stan-
dardized and thus can be reused in different settings with very 
low development costs. David Berlind, editor in chief of Pro-
grammableWeb . com, once described them as “electrical sock-
ets that have predictable patterns of openings”2 into which 
other applications that match those patterns can “plug in” 
and consume them in the same way electrical devices con-
sume electricity. This systematic way of sharing data can make 
it easier for teams across an organization to collaborate and 
access information when and however they need it, thus help-
ing to interconnect services and business processes, improve 
employee productivity, and even create better omnichan-
nel experiences for customers.3 Similarly, APIs can be used 
to expose business assets such as information, a service, or 
a product to external audiences, hence reaching beyond the 
boundaries of the firm. Such external APIs can provide further 
integration with company partners and allow third parties to 
consume organizational data that can create cross- selling and 
upselling opportunities down the line.

While APIs in banking are not new, they have been 
restricted to mostly internal or closed uses in order to unlock 
data resources across the organization and to try to break data 
silos using data in new applications and systems. However, the 
most innovative and game- changing use of APIs has been their 
open implementation that establishes simplified and standard-
ized connections beyond the boundaries of a single firm. In 
financial services, such use of APIs is commonly seen in card 
networks (such as VISA and Mastercard) in order to integrate 
infrastructures with selected e- commerce partners, leading 
to more functionality and better customer experiences. The 
recent emergence of open banking regulatory frameworks 
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around the world— and especially in geographies such as 
the United Kingdom, the European Union, and Australia— is 
steering the adoption of open APIs in banking beyond the 
voluntary phase and toward a requirement. Depending on 
the jurisdiction and open banking implementation in each 
country, APIs can be used to communicate account and trans-
actional data but also initiate payments and create accounts. 
The more “open” the APIs, the higher the potential of radical 
transformation in the industry.

APIs can be conceptualized in four main ways. First, APIs 
can be understood as an integration technology that allows for 
interoperability and modularity in systems.4 Their main ben-
efit is that they “enable interfaces, services, and applications to 
connect seamlessly with one another, making digital content 
accessible” between a wide range of independent applications.5 
API technology provides a customary interface (based on a set of 
agreed- upon standards) and a layer of abstraction that reduces 
complexity and allows API- consuming systems to “plug- and- 
play” without the need to know the specifics of the API provid-
er’s systems.6 Second, APIs are boundary resources for innovation 
and become “the software tools and [embedded] regulations 
that serve as the interface for the arm’s- length relationship 
between the platform owner and the application developer.”7 
In this context, organizations can share a core functionality 
based on a software platform and provide external developers 
an opportunity to produce modules that interoperate with it,8 
thus adding more value for consumers on the platform. This 
premise holds important implications for the platform busi-
ness models discussed below. Third, APIs can moderate and 
record economic activity (through their documentation of 
terms and conditions and service- level agreements) and thus 
act as contracts between economic agents in an ecosystem. In 
economic theory, contracts are a big part of the negotiation 
costs involved in transactions and have an effect on the organi-
zational structure and production process.9 Waiving such costs 
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with a simple and scalable technology can be revolutionary for 
the organization of the firm and its economic activity. Finally, 
as API usage is distinct and can be logged and managed, APIs 
can be seen as products that can be priced, sold, and developed 
based on the demands of their users.10 

Open banking regulatory frameworks, such as PSD2 in the 
European Union and Open Banking in the United Kingdom, 
which demand data openness (often through the means of open 
APIs), offer a unique opportunity to experiment with new busi-
ness model ideas such as platforms in banking. Using APIs, new 
banks can enter the market much more easily, as being able to 
connect to customer data at incumbent banks offers these new 
entrants an opportunity to switch customers over by showing 
how much better they can analyze customer data to offer more 
customized services such as money management tools. Given 
that these new entrants typically start with a limited number 
of products— for example, a current and/or a savings account— 
many have followed a platform business model, letting custom-
ers obtain financial services from multiple fintech providers by 
connecting them on a digital platform, typically in the form 
of a mobile application. Thus, the first business- to- customer 
financial platforms, also known as financial marketplaces, were 
born as direct competition to the offerings of traditional banks. 
This move, which has been coined as “banking as a platform,” 
describes the premises upon which banks can adopt a platform 
strategy model and change the rules of competition.

Before discussing how platform business models can be 
used in banking specifically, we discuss what platforms are, 
how they function, and why they have disrupted more and 
more industries in the past couple of decades.

3.3 THE ECONOMICS AND STRATEGY OF PLATFORMS

Platform firms such as Google, Amazon, Facebook, and Apple 
have managed to disrupt their respective industries and 
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outperform their incumbent rivals with their unprecedented 
growth and economic efficiency. The success of such ventures 
is driven by a business model that moves away from the tradi-
tional vertical integration of the firm (also known as the pipe-
line business model) and introduces a flatter, more inclusive, 
and innovation- centric approach to economic activity and 
value creation.11 Platform businesses often use technology to 
“connect people, organisations and resources in an interactive 
ecosystem in which amazing amounts of value can be created 
and exchanged.”12 This organizational formation can facili-
tate value- creating interactions among consumers (demand 
side) and external producers (supply side) and produce a mul-
tisided market.13 While the idea of platform business models has 
existed for years, the recently developed digital platforms have 
the advantage of being “editable” and “reprogrammable,”14 
which could make them more agile and responsive to incorpo-
rating complementary modules from third- party developers in 
order to extend functionality. This makes them more scalable 
and cheaper to run but also allows them to leverage the large 
amounts of data that are captured while at work.

Successful platforms usually develop a core value propo-
sition or infrastructure in the form of a product, service, or 
technology on which a large number of firms can build com-
plementary products, services, or technologies, thus creating 
a loosely assembled business ecosystem for innovation.15 Two 
key functions that platform leaders aim to deliver are (1) bring-
ing together disparate resources and know- how from different 
firms, and (2) matching and connecting users with producers of 
products or services (see figure 3.1).

Firms such as Apple, Google, Microsoft, and Linux in the 
tech sector, but also Airbnb, Uber, eBay, YouTube, Facebook, 
VISA, and Mastercard in other sectors, have been using these 
two principles to build successful digital platforms and take 
advantage of an entire ecosystem of suppliers and users. 
There are two economic theories at play that give platforms 
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an advantage over traditional “pipeline” business strategies: 
transaction costs theory and network effects. Transaction costs 
are the search costs, coordination costs, negotiation costs, 
and information asymmetry costs an organization faces while 
making choices about its production process. Organizations 
that struggle to address these costs face the “make or buy” 
question, in which they must either turn to the market or 
become more integrated16 to satisfy their production needs. 
A platform strategy can potentially be better than a hierarchy 
or a pure market transaction because it can further reduce the 
searching, matching, negotiation, and contract costs as well 
as lower information asymmetries (moral hazard) that are a 
potential risk to both consumers and suppliers. As a result, a 
platform business model is mostly about “selling reductions 
in transaction costs,”17 as it does not, for example, own any of 
the cabs or hire any of the drivers.

In addition to the above, network externalities or network 
effects describe how the increasing number of network adopt-
ers can have an impact on the benefits (or utility) that each 
user enjoys on a platform.18 Network effects can be found 
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FIGURE 3.1
Platform business model: transaction costs and network externalities.
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in almost any platform and can make a real difference in 
the value that users gain. In financial services, this is mostly 
apparent in payment systems and financial telecommunica-
tion infrastructures such as SWIFT, where the more banks that 
use the network, the more value everyone gets by being able 
to transmit payment instructions to an increasing number 
of counterparts. The presence of such direct network effects 
is well documented in the literature.19 Similarly, indirect net-
work effects can exist when value for one side of the network 
increases as usage goes up on the other side of the network— 
for example, you get more value from your VISA card when 
more merchants accept it as a means of payment. Considering 
the above, the platform leader will need to moderate platform 
openness by applying filters and by controlling and limiting 
the access of users on the platform and potentially even their 
activities and connections.20 This process, known as platform 
curation, will safeguard the level of quality of service that plat-
form users enjoy and will uphold the two factors that make a 
platform valuable: the maintenance of low transaction costs 
and nurturing of positive network effects. In this context, data 
feedback loops21 from consumers on the quality and usability of 
the various offerings will help distinguish between good and 
bad services and eventually discontinue or discourage those 
that have mostly negative ratings. Data and the various met-
rics one can produce around key interactions and performance 
are used routinely in digital platforms and can have important 
spillover effects that influence even the pricing of services.

3.4 PLATFORM COMPETITION IN BANKING

The rise of platform business models in banking offered by new 
entrants (e.g., Atom, Monzo, N26, Starling in the European 
Union / United Kingdom) forces banks to revisit their role as 
financial intermediaries and prepare to become re- intermediaries 
by providing “online automated tools and systems that offer 
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valuable new goods and services to participants on [all] sides of 
the platform.”22 Platform competition in the sector means that 
the leanest and most attractive experience for both developers 
(a new “breed” of client) and wholesale and retail customers 
will prevail. Therefore, banks will need to cultivate and manage 
growth on all sides of their platforms while keeping and invest-
ing in some core applications central to their value proposition, 
such as basic account products, national payments, and infor-
mation enrichment. The formation of such an ecosystem may 
help keep transaction costs low and maximize the benefits of 
network effects and data feedback loops.

In order to realize value in this new way, however, banks 
will need to reconsider several elements of their structures and 
business models. Their legacy IT infrastructures, built over sev-
eral decades as new products were added to their portfolios, 
may stand in the way, requiring massive IT overhauls before a 
platform infrastructure can be built. Second, their hierarchical 
organizational structures may hinder the creation of customer- 
centric bundles of products and services across the organiza-
tion. Finally, their organizational cultures, which have treated 
data security and data analysis as mutually exclusive priorities, 
will need to be adjusted to offer both.

In an environment where open data drives flatter rents 
and lower prices, the ability to engage customers with bet-
ter experiences through more valuable applications may act 
as a counterincentive to move to a different platform. The 
more opportunities there are to create value for customers on 
a particular platform, the less inclined customers will be to 
leave, thus creating a customer “lock- in effect.” In this con-
text, openness can be managed in order to maximize positive 
network externalities and win more customers.23 For exam-
ple, banks should be able to match customers’ demands with 
respective services and user experiences that cannot be found 
in other platforms. Failing to do so will decrease consumer 
confidence in the particular bank. To avoid such frustration, 

Downloaded from http://direct.mit.edu/books/oa-edited-volume/chapter-pdf/1996886/c004100_9780262369534.pdf by guest on 21 February 2023



Open Banking 67

platform banks need to use customer data more effectively to 
track preferences and engage their clients with products they 
are likely to use. This is of particular significance in financial 
services, where consumers can be price- sensitive and likely to 
move once a better opportunity appears (e.g., better interest 
rates for individual savings accounts or deposits and mort-
gages). While banking customers may often exhibit a degree 
of “stickiness” and inertia due to information asymmetries, 
introducing more transparency and openness in the market 
will encourage movement and eventually change the pace of 
the competition.

In addition, banks will need to make sure that the qual-
ity  of external services (e.g., fintech offerings) provided on 
their platforms is adequate to maintain customers’ loyalty. 
Poor quality or unreliable services will damage the reputation 
of both the bank and the respective fintech. As platform own-
ers, the banks will need to absorb any transaction costs from 
the various fintech interactions and take responsibility for the 
reliability and security of the service. This is similar to the fun-
damental responsibilities of platform owners who broker trans-
action costs and charge a premium for the matching between 
the demand side and the supply side. Banks will thus have a 
new role of “re- intermediation,” which essentially will be to 
not only facilitate transactions but also provide trust between 
the two sides of the market— for example, the fintechs and 
end customers. This is similar to how iTunes can guarantee the 
quality of products for those who purchase music from its plat-
form and how Uber can guarantee the quality of its transporta-
tion services through its app.

Keeping the platform open versus closed is another chal-
lenge to tackle. While having an open platform may create dif-
ficulties in monetizing the benefits, as it reduces the switching 
costs and so the possibility of locking customers in, a closed 
system may stifle innovation and lead to isolation. There are 
plenty of examples where firms ended up “on the wrong side 
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of history”—Nokia, Myspace, BlackBerry, and Apple’s Macin-
tosh computer in the 1990s, to name a few— because they 
did not let outside innovators add complementary products 
and tried to do everything in- house with limited resources. A 
hybrid approach where platform owners invest their resources 
in a small number of core applications can be a healthier 
option to provide balance and guide competition. However, 
platform owners will still need to decide what their core com-
petencies will be and what key features they should invest in 
before opening up the platform to external competition. In 
the case of traditional banks, this may lead to the discontinu-
ation of several product lines that are no longer competitive.

3.5 EXTERNAL THREAT: BIG TECH

When considering platform competition within the banking 
industry, we need to take into account possible challengers 
that may emerge from different markets. Existing platforms 
that have “overlapping user bases and employ similar compo-
nents”24 can be notable contenders. In such a scenario, “plat-
form envelopment” strategies could be deployed in order to 
pursue entry into a new market by expanding the functional-
ity of one’s own platform to leverage communal user relation-
ships and mutual components.

We currently observe this platform- as- a- bank strategy in the 
case of big technology platforms— for example, Facebook and 
Google moving toward the banking domain, taking advantage 
of their user bases, trusted brands, and existing functionalities 
to offer banking services. Some of these platforms already 
function at the fringes of the financial services sector. For 
example, Amazon already operates a payments service and a 
lending business to SMEs that sell products on its web page, 
thus enhancing further cross- side network effects and gain-
ing business. Facebook recently incorporated peer- to- peer pay-
ments between Messenger accounts in the United States, then 
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obtained an e- money license in the Republic of Ireland to pave 
the way for Messenger payments in Europe.

The disruption in banking by big- tech platforms will be 
exacerbated by fintech start- ups that, frustrated by traditional 
banks’ closed strategies, may view these global technology 
firms as go- to platforms for distributing their innovative ser-
vices. Banks will need to compete with these existing firms 
and learn how to operate on a platform and ecosystem basis 
in order to remain competitive. It is possible that such com-
petition will lead to a multiplatform bundle where multiple 
platforms sit on top of each other (vertical stacking) trying 
to explore inefficiencies in the existing banking system and 
extract value from customers. While this is expected to bring 
certain benefits to customers in the midterm, it will also rear-
range the banking services’ value chain and redistribute mar-
ket share and profits in the sector. Depending on the market 
response, this may have an effect on the banks’ pricing strat-
egy and customer premiums.

3.6 CONCLUSIONS

Digitalization is changing the competitive landscape in a 
plethora of industries and for a wide range of firms from local 
start- ups to global conglomerates. These changes have the 
potential to make what we know about business strategy and 
competition obsolete. Open banking and PSD2 are regulatory 
attempts to transform the banking industry and bring it to the 
age of digitalization. However, as with other cases of disrup-
tion, the effectiveness of these attempts will depend on the 
response from customers, incumbents, and resourceful market 
entrants. The tricky issue in regulated markets like banking 
or health is that the sensitivity of the data to be shared may 
create cognitive blocks in customers, leading to slow uptake 
of innovative offerings in the market. In these cases, in addi-
tion to regulations to bring down entry barriers, governments 
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should also employ policies and programs to educate custom-
ers to leverage the new opportunities created in the market.
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