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Big Banks Will Win the Fintech Revolution 
A recent report from Accenture asks “Fintech – Did Someone Cancel the Revolution?” The report notes that the 
promise of Fintech startups to change market structure, radically improve products, and disrupt incumbent 
financial firms has not yet come to pass. 

This question comes in the wake of a decline in new Fintech startup formation. Per Figure 1, the number of 
Fintech startups in the US and Europe has declined rapidly since 2015 after several years of steady growth. 

Figure 1: Where Are the Fintech Startups Going?  

 

 
   

Sources: Atlas 

The Accenture report misses a key point. The Fintech revolution hasn’t been cancelled, it’s been co-opted. 
Startups that once aimed to disrupt big financial firms now partner with them. Many Fintech startups count 
incumbent firms among their key investors or have been directly acquired by them. Startup formation has slowed 
because some of the technological innovation is moving in-house. 

Naturally, the bureaucracy and inertia of big financial institutions will tend to slow down the pace of Fintech-
driven change. Ultimately, though, the co-option of the Fintech revolution will not diminish the scope of its impact. 
The technology exists to disrupt the financial value chain in the way Fintechs promised. Large incumbent 
financial firms will continue to control the bulk of the value in the industry, but the structure of the value chain and 
the way these firms compete will change drastically. 

How The Revolution Will Play Out: Changing How Big Banks Compete 

Many leaders in the financial industry already understand the new competitive landscape. From UBS Group 
(UBS) CEO Sergio Ermotti in a recent interview with Bloomberg: 

“I’m totally convinced that the battleground of banking is not the front office. The battleground is the back 
end. There’s no understandable reason why the financial-services industry has not developed a more 
comprehensive sharing of the value chain.” 

http://blog.newconstructs.com/
http://www.newconstructs.com
https://www.accenture.com/_acnmedia/PDF-57/Accenture-Fintech-Did-Someone-Cancel-The-Revolution.pdf
https://www.theatlas.com/charts/HyXIk8WoW
https://www.bloomberg.com/features/2017-ubs-sergio-ermotti-interview/
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Financial institutions used to integrate research and execution, with much of the back-end work such as data-
gathering modularized and outsourced. The vast majority of the value came from the execution of transactions, 
so all the back-end work was done with the aim of encouraging more trading. New technologies have already 
begun to disrupt this value chain, and regulations such as MiFID II will make it even more difficult to capture 
value by bundling services on the customer-facing side. 

The revolution will manifest in the back-end. As execution and other service become increasingly commoditized, 
financial institutions will compete based on their infrastructure and technological capabilities. Robo-Advisors 
have received outsized media attention, but the future belongs to the Robo-Analysts. Wealth managers that can 
utilize Fintech partnerships to integrate the back-end infrastructure of data-gathering, analytics, and machine 
learning with their research departments will control this new integration point.1 

Morgan Stanley (MS), in particular, has been quick to profit from the shift in the value chain. We referenced the 
bank’s potential value creation in our article, “The Future of Wealth Management and Morgan Stanley’s $28 
Billion Opportunity.” In the 15 months since that piece was published, strong performance from the Wealth 
Management division has helped to push Morgan Stanley’s (MS) profitability to post-crisis highs and led to a 
72% gain in its stock price. This stock price gain translates to $33 billion in additional market cap, even better 
than our most optimistic scenario. 

How the Revolution Will Not Play Out 

Just a couple years ago, Fintech startups dreamed of taking control of the value chain for themselves. Fintech 
companies emphasized the “tech” side while downplaying the financial element. They were the innovators, and 
the big financial institutions were ripe for disruption. Just read this interview with (former) LendingClub (LC) CEO 
Renaud Laplanche from early 2015. Here’s one of our favorite parts: 

“Q. With the IPO in December, it seemed like your $8.5B valuation suggested LendingClub to be 
more of a tech company. 

A. I think these valuations are more common for tech companies because technology-enabled 
companies tend to grow faster, and valuations essentially depend on revenue and margin growth. It’s 
worth noting that there are no banks growing at 100% each year.” 

Today, Laplanche is out as CEO after a scandal involving falsified loan data, LendingClub’s revenue growth has 
stalled, and the company is valued at less than $2.5 billion.  

LendingClub has had a notably rough time, but plenty of other Fintech companies have learned in the past 
couple years that the Silicon Valley adage “Move fast and break things,” doesn’t quite translate to the financial 
sector. 

When it comes to handling people’s money, Fintech startups run into a maze of compliance, liability, and trust 
issues that don’t effect the rest of Silicon Valley. These issues are for more complex in the financial sector and 
can sink a company like LendingClub.  

Meanwhile, the big financial institutions have built up decades—or even centuries—of expertise in navigating 
these complexities. Even when something does go wrong, as with Wells Fargo’s (WFC) fake account scandal, 
they have massive legal teams, advertising budgets in the hundreds of millions, and, perhaps, most important 
and difficult to replicate, longstanding customer relationships to help them weather the fallout. 

These advantages—not to mention a much lower cost of capital—make financial institutions much more difficult 
to disrupt than most other industries. Now that we’ve seen a few Fintechs learn this lesson the hard way, more 
startups appear eager to partner, rather than compete, with the incumbents. 

Why the Revolution Will Continue to Be Co-Opted 

So far, Fintechs have typically found incumbent financial institutions to be willing partners. Through the first six 
months of 2017, corporate investors participated in over 20% of Fintech VC deals. Top US Banks such as Citi 

                                                 
1
 This development is similar in many ways to Ben Thompson’s Aggregation Theory, but with one key difference. 

Rather than integrating forward on the consumer end as companies tend to do in Thompson’s model, large 
financial firms will integrate backward, controlling processes on supply side while the customer relationship 
becomes more commoditized. 

http://blog.newconstructs.com/
http://www.newconstructs.com
https://www.bloomberg.com/professional/blog/future-investment-research-post-mifid-ii/
https://www.newconstructs.com/future-wealth-management-morgan-stanleys-28-billion-opportunity/
https://www.newconstructs.com/future-wealth-management-morgan-stanleys-28-billion-opportunity/
http://www.lendingmemo.com/renaud-laplanche-interview-2015/
https://www.newconstructs.com/education-weighted-avg-cost-capital/
https://assets.kpmg.com/content/dam/kpmg/xx/pdf/2017/07/pulse-of-fintech-q2-2017.pdf
https://stratechery.com/2015/aggregation-theory/
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(C), Goldman Sachs (GS), and JP Morgan (JPM) have dozens of Fintech investments in their portfolios. The 
number of Fintechs acquired by financial institutions dwarfs the number of IPOs. 

For large financial institutions, partnering with Fintechs is a no-brainer. Not only do you turn a potential 
competitor into a collaborator, you also get technological solutions to problems that a large organization might 
struggle to solve.  

These solutions can have an immediate impact on the bottom line. A recent survey of 70 UK financial service 
providers found that 87% achieved cost cuts by partnering with Fintechs, while 54% increased revenue.  

Large financial institutions with complex bureaucracies and hundreds of thousands of employees will always 
struggle to innovate. Fintech partnerships and acquisitions allow incumbents to outsource much of the innovation 
process while holding on to the bulk of the profits and, usually, all of the customers. 

Wealth Managers Are Cheap 

Despite their strong run over the past year, large wealth managers still look cheap compared to the rest of the 
financial sector. Figure 2 shows a regression analysis of return on invested capital (ROIC) against enterprise 
value/invested capital (a cleaner version of price to book) for the 100 largest companies by market cap we cover 
in the financial sector. 

Figure 2: Regression Analysis of the Financial Sector 
 

   

Sources: New Constructs, LLC and company filings.   

Figure 3 shows the actual value for the largest wealth managers in the world compared to their implied value 
from the regression analysis. 

Figure 3: Actual Vs. Implied Valuations for Top Wealth Managers 
 

Company Ticker ROIC 
Actual 
EV/IC 

Implied 
EV/IC 

Discount (Premium) 
to Implied Valuation 

UBS UBS 11.1% 1.34 2.05 53% 

Morgan Stanley MS 8.5% 1.14 1.53 34% 

Bank of America BAC 6.3% 0.83 1.09 31% 

JP Morgan JPM 9.0% 1.25 1.63 30% 

Wells Fargo WFC 8.5% 1.24 1.53 23% 

Goldman Sachs GS 9.4% 1.16 1.71 16% 

Bank of New York BK 7.4% 1.17 1.31 12% 

Northern Trust NTRS 7.8% 1.59 1.39 -13% 

Charles Schwab SCHW 10.5% 2.9 1.93 -33% 
   

Sources: New Constructs, LLC and company filings.   

http://blog.newconstructs.com/
http://www.newconstructs.com
https://www.cbinsights.com/research/fintech-investments-top-us-banks/
http://www.businessinsider.com/54-of-incumbents-say-fintech-partnerships-have-boosted-revenue-2016-11
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The nine public companies above are all among the top ten wealth management firms in the world by assets 
under management (the tenth, Fidelity, is a private company). Seven of the nine trade below their implied 
valuations based on ROIC. 

We’re not the only ones to see value in large wealth managers. After exercising warrants to buy Bank of America 
(BAC) stock last month, Berkshire Hathaway is now the largest shareholder of BAC and WFC, the second 
largest shareholder of Bank of New York Mellon (BK), and the fifth largest shareholder of Goldman Sachs (GS). 
Warren Buffett sees enough opportunity in this industry to allocate over a quarter of his portfolio to it. 

Notably, the two companies trading above their implied valuations are pure wealth managers, while the 
undervalued companies all have significant investment banking businesses. The market may be slow to 
recognize the opportunity these companies have in shifting their focus towards wealth management. Ermotti 
described UBS as “basically the world’s most expensive investment bank and its cheapest asset manager.” 

Figure 3 backs up Ermotti’s claim. UBS is the cheapest of the top wealth managers and is valued at a 53% 
discount to its implied valuation. It is also the only company in Figure 3 to earn our Very Attractive rating. The 
strong fundamentals, cheap valuation, and clear vision of the future expressed by CEO Ermotti make UBS our 
top-rated stock among large wealth managers. 

That said, at this stage of the Fintech revolution no one can say for sure which of the big banks will come out as 
winners. The only thing that’s clear is the opportunity. Incumbent financial institutions that successfully partner 
with Fintechs to integrate and improve their back-end capabilities will save on costs, expand their market share, 
and capture excess value to reward their shareholders over the long-term.    

This article originally published on October 5, 2017. 

Disclosure: David Trainer and Sam McBride receive no compensation to write about any specific stock, style, or 
theme. 

Follow us on Twitter, Facebook, LinkedIn, and StockTwits for real-time alerts on all our research.  

http://blog.newconstructs.com/
http://www.newconstructs.com
http://online.wsj.com/public/resources/documents/Top40WealthManagementFirms2016.pdf
http://www.barrons.com/articles/buffetts-berkshire-is-bank-of-americas-biggest-shareholder-1504103832
https://www.newconstructs.com/big-banks-will-win-the-fintech-revolution
https://twitter.com/NewConstructs
https://www.facebook.com/newconstructsllc/
https://www.linkedin.com/company/new-constructs
https://stocktwits.com/dtrainer_NewConstructs
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New Constructs® - Research to Fulfill the Fiduciary Duty of Care 

Ratings & screeners on 3000 stocks, 450 ETFs and 7000 mutual funds help you make prudent 
investment decisions. 

New Constructs leverages the latest in machine learning to analyze structured and unstructured 
financial data with unrivaled speed and accuracy. The firm's forensic accounting experts work 
alongside engineers to develop proprietary NLP libraries and financial models. Our investment ratings 
are based on the best fundamental data in the business for stocks, ETFs and mutual funds. Clients 
include many of the top hedge funds, mutual funds and wealth management firms. David Trainer, the 
firm's CEO, is regularly featured in the media as a thought leader on the fiduciary duty of care, 
earnings quality, valuation and investment strategy. 

To fulfill the Duty of Care, research should be:  

1. Comprehensive - All relevant publicly-available (e.g. 10-Ks and 10-Qs) information has been 
diligently reviewed, including footnotes and the management discussion & analysis (MD&A).  

2. Un-conflicted - Clients deserve unbiased research.  

3. Transparent - Advisors should be able to show how the analysis was performed and the data 
behind it.  

4. Relevant - Empirical evidence must provide tangible, quantifiable correlation to stock, ETF or 
mutual fund performance. 

Value Investing 2.0: Diligence Matters: Technology is Key to Value Investing With Scale 

Accounting data is only the beginning of fundamental research. It must be translated into economic 
earnings to truly understand profitability and valuation. This translation requires deep analysis of 
footnotes and the MD&A, a process that our robo-analyst technology empowers us to perform for 
thousands of stocks, ETFs and mutual funds. 

http://blog.newconstructs.com/
http://www.newconstructs.com
https://www.newconstructs.com/roic-paradigm-linking-corporate-performance-valuation/
https://www.newconstructs.com/technology/
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DISCLOSURES  

New Constructs®, LLC (together with any subsidiaries and/or affiliates, “New Constructs”) is an independent organization with no management 
ties to the companies it covers. None of the members of New Constructs’ management team or the management team of any New Constructs’ 
affiliate holds a seat on the Board of Directors of any of the companies New Constructs covers. New Constructs does not perform any 
investment or merchant banking functions and does not operate a trading desk.  
New Constructs’ Stock Ownership Policy prevents any of its employees or managers from engaging in Insider Trading and restricts any trading 
whereby an employee may exploit inside information regarding our stock research. In addition, employees and managers of the company are 
bound by a code of ethics that restricts them from purchasing or selling a security that they know or should have known was under consideration 
for inclusion in a New Constructs report nor may they purchase or sell a security for the first 15 days after New Constructs issues a report on 
that security. 

 

DISCLAIMERS  

The information and opinions presented in this report are provided to you for information purposes only and are not to be used or considered 
as an offer or solicitation of an offer to buy or sell securities or other financial instruments. New Constructs has not taken any steps to ensure 
that the securities referred to in this report are suitable for any particular investor and nothing in this report constitutes investment, legal, 
accounting or tax advice. This report includes general information that does not take into account your individual circumstance, financial 
situation or needs, nor does it represent a personal recommendation to you. The investments or services contained or referred to in this report 
may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about any such 
investments or investment services. 
Information and opinions presented in this report have been obtained or derived from sources believed by New Constructs to be reliable, but 
New Constructs makes no representation as to their accuracy, authority, usefulness, reliability, timeliness or completeness. New Constructs 
accepts no liability for loss arising from the use of the information presented in this report, and New Constructs makes no warranty as to results 
that may be obtained from the information presented in this report. Past performance should not be taken as an indication or guarantee of 
future performance, and no representation or warranty, express or implied, is made regarding future performance. Information and opinions 
contained in this report reflect a judgment at its original date of publication by New Constructs and are subject to change without notice. New 
Constructs may have issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions from, the 
information presented in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared 
them and New Constructs is under no obligation to insure that such other reports are brought to the attention of any recipient of this report.  
New Constructs’ reports are intended for distribution to its professional and institutional investor customers. Recipients who are not 
professionals or institutional investor customers of New Constructs should seek the advice of their independent financial advisor prior to making 
any investment decision or for any necessary explanation of its contents.  
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 
locality, state, country or jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which 
would be subject New Constructs to any registration or licensing requirement within such jurisdiction.  
This report may provide the addresses of websites. Except to the extent to which the report refers to New Constructs own website material, 
New Constructs has not reviewed the linked site and takes no responsibility for the content therein. Such address or hyperlink (including 
addresses or hyperlinks to New Constructs own website material) is provided solely for your convenience and the information and content of 
the linked site do not in any way form part of this report. Accessing such websites or following such hyperlink through this report shall be at 
your own risk.  
All material in this report is the property of, and under copyright, of New Constructs. None of the contents, nor any copy of it, may be altered in 
any way, copied, or distributed or transmitted to any other party without the prior express written consent of New Constructs. All trademarks, 
service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of New Constructs. 
Copyright New Constructs, LLC 2003 through the present date. All rights reserved. 
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