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THE OPPORTUNITIES

OF ENGAGING FINTECH
COMPANIES INTO THE SYSTEM
OF CROSS-BORDER MONEY
TRANSFERS IN UKRAINE

Abstract

Despite the increasing role of cross-border payments within the globalization pro-
cesses and rapid growth of venture sector, an issue of its implementation remains to
be a debatable point for many countries. The paper identifies disruptive challenges
for financial institutions need to adapt. The research investigates the value and the
investment flows structure as most obvious indicators of FinTech and describes types
of payments relationships there. The paper considers relationships between enterprises,
financial institutions and individuals, which are formed in digital payments. To un-
derstand the difference between regular cross-border money transfers and P2P cross-
border money transfers with TransferWise, both mechanisms were researched and the
benefits underlined. For Ukraine, the improvement of existing cross-border payments
system with FinTech is a crucial challenge. That is why it is important to focus on
providing knowledge for people, supporting start-ups in the sector and learning the
best implementation practices. A great example of cross-border payments of FinTech
in Ukraine is TransferWise. The difference between regular cross-border money trans-
fers and peer-to-peer (P2P) money transfers appears in its benefits, such as lower and
more expectable transfer fee, mid-market exchange rate, less transaction period. By
transforming existing cost structures and mitigating market imperfections, they pro-
vide innovative services that meet the users’ needs for speed, trust, low cost, usability,
security and transparency. The results show high potential of FinTech for cross-border
payment processing.
Keywords financial sphere, financial services, digital economy,
venture, financial technologies, financial innovations,
start-up, payment methods

JEL Classification  G24, M13, 039

INTRODUCTION

Ukraine is the country where citizens experience problems with pro-
cessing cross-border transactions. The roots of these problems are
located in the market regulation and in the presence of significant
shadow segment here. The most problematic constrains for the cross-
border payment processing in Ukraine are different restrictions for
currency transfers from abroad to Ukrainian accounts.

Today the sector of payment systems and remittances in Ukraine is
represented both by domestic and foreign players: Visa, MasterCard
and American Express, UkrKart, Postal Transfers, Aval Express,
Welsend, PrivatMoney and others. Despite this fact, there is a very
small number of innovative participants (with a strong technological
base), which are able to provide effective service and compete with
existing players. That is why the in-depth study of the technological
perspectives in this sector is very important nowadays.

http://dx.doi.org/10.21511/imfi.15(4).2018.27
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High potential of transformation processes taking place within the international market of information
financial services stipulates high topicality of the scientific development of theoretical basis and practical
implementation of the financial innovations in the financial market. Emergence of new technologies, fi-
nancial crisis of 2008 and high demand for digital services gave rise to development of new FinTech com-
panies. Currently, FinTech appeals to both the software engineers and financial market players, which are
ready to implement the innovative solutions. According to LTP MEDICI database, over 10,000 FinTech
companies are operating globally today in various fields, in particular: payments, lending, investment,
crowdfunding, security and customer identification, Big Data analysis, Insuretech, artificial intelligence
and block-chain solutions. According to “Fintech in Ukraine” catalogue, 80 FinTech companies are incor-
porated in Ukraine, the majority of which are engaged in payments. The largest volume of global FinTech
investments was in the payment segment (17%), lending segment (31%) and banking technologies segment
(10%). Over the recent years, the system of internal payments went through considerable transformation;
and similar processes are currently taking place in the international payment system. Non-efficiency of
cross-border payments is proved with long-lasting and uncertain terms of money transfers, inadequate
transparency of expenses, considerable costs of transfer and conversion, uncertainty of exchange rates due
to various processing terms of the correspondent banks per day, possible withholding of transaction fees
from the principal amount, delay and accumulation of fees as a result of a large number of intermediary
banks, problems of liquidity risk management by the financial institutions, etc. Such issues could be solved

with FinTech, thus giving great opportunities to the new market players for innovative services supply.

1. LITERATURE REVIEW

The term “FinTech” has been widely used in busi-
ness journals recently to designate challenges for
the financial services, which should change the
focus under the impact of innovations brought to
the financial sector for the purposes of simplicity,
speed, cheapness and human-centricity. The lack
of academic background gave rise to numerous
debates on the definition of “FinTech”. Different
authors have dedicated their works to this issue.

Arner, Barberis, and Buckley (2015) were some
of the first scientists to explain the evolution of
FinTech and considered FinTech to be intersec-
toral and not to be limited by some specific busi-
ness model or company size. At the same time,
Kim, Park, and Choi (2016) referred FinTech to be
mobile-centre IT service sector which aims to en-
hance the efficiency of finance practices.

The common issue for all points of view is that
FinTech refers to institutions that develop finan-
cial services through the use of information tech-
nology. Varga (2018) tried to make the conceptual
overview of the key value drivers behind FinTech.
He claimed that FinTech refers to not fully regu-
lated ventures made to develop technology-related
financial services with a value-added design that
will transform current financial practices.

http://dx.doi.org/10.21511/imfi.15(4).2018.27

The deepest and up-to-date study was done by
IMF experts (He et al., 2018). In this discussion
note, technologies in cross-border payments are
considered from the different aspects. Also it is
worth to admit the study of PYMNTS.com (2017)
where the cross-border payments of FinTech are at
“gunpoint”. This research evaluates and ranks the
FinTechs based on key attributes.

Theoretical and methodological background,
trends, directions and perspectives of FinTech
development became the sphere of interest
for some Ukrainian scholars. Zherdetska and
Horodunskyi (2017) in their paper defined
that one of the most meaningful factor moving
banking practices is financial technology devel-
opment and growth of FinTech firms. Tarasyuk
and Koscheyev (2017) provided an analysis of
existing trends in global digital financial sphere.
The complex research of Ukrainian FinTech
market was made by USAID Project and UNIT.
City. In their report “FinTech in Ukraine” (2018),
the scholars investigated the main FinTech
trends in Ukraine, analyzed Ukrainian ecosys-
tem of FinTech and defined the main players of
FinTech market.

The research made by Park (2006) presents the

general overview of cross-border payments and
<isti . encies.
focuses on existing challenges and inefliciencies
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Other authors, like McDermott (2016), Khalil
(2017) investigate technologies for implementation
in order of payments development. Such papers as
Price (2015), Groenfeldt (2017) research the nar-
rowly focused topics dedicated to the cross-border
payments.

The paper (Dong et al., 2017) reviews development
of FinTech and focuses on rapidly changing cross-
border payments to promote the stability of the
international monetary system. The authors show
the ability of FinTech to respond to consumer
needs for trust, security, privacy, better services,
and change the competitive landscape. The work-
ing paper (Barr et al., 2018) focuses on global stan-
dards that apply to cross-border payments. They
have concluded that there is a significant opportu-
nity to archive efficiency, consumer empowerment,
safety and soundness, one the one hand, and an-
ti-money laundering and anti-terrorist financing
goals, on the other hand. Ravishankar (2018) de-
fines the benefits of using blockchain in cross-bor-
der money transfer.

Despite high interest in this topic, the theoretical
and methodological basics of using FinTech pre-
cisely in the cross-border payments still remains a
controversial issue.

2. AIMS

The aim of the research is to investigate the pros-
pects of FinTech engagement into the system of
international transfers processing in Ukraine.
Achievement of this goal includes conducting a
comparative analysis of the regular and innova-
tive cross-border payment processes, developing a
methodology for evaluating the impact of FinTech
engagement into the system of cross-border pay-
ments in Ukraine, and investing foreign experi-
ence of FinTech start-ups participation in the in-
ternational money transfers system.

3. METHODS

Assuming that in the regular cross-border pay-
ment transfer, banks collect service fees and rate
spread, we can calculate the costs of the transac-
tions (cost 1, 2) as:

334

cost,=a+b,

cost, =c+d.

Banks establish their own exchange rates in every
transaction exc, ,.

The transfer amount X , that the end recipient sup-
poses to get in the regular transfer from Country 1
to Country 2 can be calculated as follows:

X, =exc -(X—(a—i—b)),
from Country 2 to Country 1:

Y

= exc, -(Y—(c+d)).

Assuming that in the P2P cross-border money
transfer scheme, TransferWise collects only 0.4%
service fee per transaction and uses the mid-mar-
ket exchange rate between currencies exc, we
can calculate the amount for the end recipient in
transfer from Country 1 to Country 2 as follows:

X,, =exc-(X —0.004X)=exc-0.996.X,
from Country 2 to Country 1:
Y =exc- (Y—0.004Y) =exc-0.996Y.
In most cases: cost,, > 0.4%, exc,, <exc.

So, the following imparity holds for the transfers
from Country 1 to Country 2:

exc-0.996.X > exc, -(X—(a +b)),
X >X,

For the transfer from Country 2 to Country 1:
exc-0.996Y > exc, ~(Y—(c+d)),
Y,>Y,.

However, the methodology of research consists
of structural and statistical analysis of the da-
tabase based on PwC’s Report, World Fintech

Report, KPMG FinTech Research, CS Insight data,
FinTech50 Yearbook 2017, PYMNTS.com.

http://dx.doi.org/10.21511/imfi.15(4).2018.27
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4. RESULTS

Last years were marked by geopolitical turmoil,
polarizing political proceedings, building isola-
tionist sentiments around the globe and contin-
ued escalation of conflicts in different corners of
the world. With all these backgrounds, life goes on
for the majority of consumers. Technologies have
put consumers in the driver’s seat and all the time
their ability to control their commerce and bank-
ing experiences is growing.

As it has been mentioned in the PwC’s research
about the future of the FinTech, new digital tech-
nologies will definitely reshape the proposition of
existing financial services. And such sectors like
consumer banking and payments will be the most
exposed and disrupting in the nearest future, fol-
lowed by insurance and asset management.

Significant global changes have already been
disrupting in the payments sector. At the same
time, financial technologies are developed
enough to determine how, when and where
payments will be conducted and also who will
process them. This development is explored
and leveraged every year. As it was mentioned
in multiple reports, today FinTech shapes the
course of the whole payment industry (Hardie,
Wood, & Gee, 2016). Within the next few years,
the FinTech is set to prevail in the sector and
banks should adapt and take into consideration
FinTech fueled changes.

Among such disrupters we should assume the
most important ones for payment industry:

Commercial banking [N 23

Rapid development of neo-banks. Neo-banks
are the institutions that provide prepaid debit
cards, checking and some form of savings ac-
counts without the traditional physical build-
ing. It usually includes features like mobile de-
posits, P2P payments, mobile budgeting tools
and real-time digital receipts.

Artificial Intelligence in financial sector.
Artificial Intelligence (AI) enables to speed up
digitization initiatives of every financial insti-
tution and provides customized products and
services. Al is being applied mainly toward
customer relationship management, identity
authentication, compliance, risk control and
other operational aspects.

Emergence of RegTech and Insusrtech. These
kinds of technologies are the most disruptive
trends in FinTech environment. RegTech is
the use of innovative technologies to improve
the delivery and compliance of regulations,
it supports innovations by market integrity
gain, helping regulators protect consumers
and promoting competition. RegTech is about
to reduce the costs of gaining compliance to
regulations (Gulamhuseinwala, Roy, Viljoen,
2017). InsurTech is the insurance-specific
branch of FinTech, which is emerging as a
game-changing opportunity for insurers to
improve the relevance of their offerings, in-
novate and grow. InsurTech has seen funding
almost in line with FinTech investment over-
all and it is expected to increase as new play-
ers and investors are entering the space (Aite
Group, 2017).

Source: Created by the authors based on data from PwC’s Report.

Insurance N 27
Brokerage services [N 30
SME banking [N 33
Investment and wealth management Y 38
Fund transfer and payments e 61
Comsumer banking e a0

0 20

40 60 80 100

B % of probability

Figure 1. The probability of the global financial sectors (in %)
to be disrupted by FinTech over 2018-2022

http://dx.doi.org/10.21511/imfi.15(4).2018.27
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4. Regulation strengthening in the FinTech sec-
tor. The development of the regulation rules is
animportant part of engaging FinTech into the
payment system. One of the most significant
steps was the development of PSD2 (Payment
Services Directive), where new payment ser-
vice categories were introduced. Taking into
account pending PSD2 regulation in Europe,
a lot of FinTech had to adopt some kinds of
PSD2 compliance elements such as: registra-
tion/authorization process for payments pro-
viders in initiation and account information
services; fraud controls; strong customer au-
thentication; incident notification; detailed
statements; reduced time for complaints han-
dling; restrictions on surcharges; reduced cap
on liability for unauthorized transactions.

5. Importance of Banking-as-a-Platform (BaaP).
BaaP is a structure where FinTech firms and
banks pool their resources to collaborate. The
emerging ecosystem of Bank-FinTech coop-
eration’s and partnerships has paved the way
for the opening of banks’ APIs. Open APIs
allow banks to make their products and ser-
vices integrate with third-party applications
to provide customers a variety of innovative
products or services (Chandrashekar, Kumar,
& Saxena, 2017). Banking-as-a-Platform is a
fairly valuable ecosystem. With the develop-
ment of BaaP, the provisioning of every prod-
uct or service, which a customer may need,
becomes not necessary for a bank. Banking-
as-a-Platform acts here as the channel of pro-
viding such products by another party (e.g.
FinTech). The platform is more about coop-
eration between the bank and FinTech, rather
than about competition.

6. Emerging of blockchain-as-a-service. Block-
chain technology has numerous applications
in the financial services: enhanced transfers
of digital assets, identity management, better
reward and loyalty solutions; also, it is used in
notarization services and letter of credit pro-
cessing in banking. It enables payment autho-
rization and clearing in payments; automation
of claims processing and P2P insurance and,
what is the most important, using in cross-
border payments (Chandrashekar, Kumar, &
Saxena, 2017).
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7. Increasing number of FinTech hubs and dif-
ferent cooperation centres.

In the world of financial services, a lot of “tech-
nological giants” launched strategically positioned
cooperation for researching, developing and inte-
grating FinTech (especially — blockchain-based)
applications into real-world financial processes. It
has led to exploring a number of ways to collabo-
rate with FinTech (BNY Mellon, 2015), including:

venture capital investments (Santander’s
Innoventures; a US$ 100 million FinTech
venture capital fund; HSBC’s US$200 mil-
lion fund; Sberbank’s SBT Venture Capital - a
US$100 million fund);

+ accelerator/incubator programs (The FinTech
Innovation Lab; The Barclays Accelerator Prog-
ramme; The Plug and Play Fintech Programme;
Level39; Blockchain Innovation Lab);

o close collaboration with the FinTech (mergers
and acquisitions).

All these trends were introduced because of the
crucial demand of implementing the new tech-
nologies into world financial sector. In its recent
research, Capgemini, LinkedIn, and Efma (2017)
estimates the effectiveness of such implementa-
tion for traditional firms and FinTech.

Capgemini (2017) analyzes the positive customers
experiences using moments of trust (interactions
between customer and financial institutions, which
form or change customer impressions about the last
ones). Thus, the main popular general moments of
truth for FinTech industry according to quiz are
transparent fee structure, quick account opening,
ability to update account details digitally, anytime/
anywhere access to aggregated information about
all financial accounts/products, real-time updates
on problem resolution timeline. Payments are one
of the most “demandable” subsectors. Main cus-
tomers’ wishes here are the following: transferring
money digitally, remotely digital or contactless
payment, alerts for exceeding monthly expendi-
tures, digitally control cards, ability to place, cancel
or modify standing instructions from mobile app.
Researching positive customer experiences at this
points helps financial institution to raise the effec-

http://dx.doi.org/10.21511/imfi.15(4).2018.27
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tiveness of provided services. Thus, according to
the data of Capgemini, LinkedIn, and Efma (2017)
research, both traditional firms and FinTech first
of all should deliver better moments of truth expe-
riences in cases identified by the customer as the
most important. For example, the most important
moment of truth for customer (transparent fee) in-
dicator of positive experiences is just near 30% for
traditional firms and even lower for FinTech.

Investment flows are the most obvious indica-
tors of the FinTech industry development. This
industry is still too sensitive to different risks.
For example, significant amount of uncertain-
ty that plagued the broader investment mar-
ket caused the decline of global investments in
Fintech from US$ 46.7 billion to US$ 24.7 bilf
lion in 2015-2016:

e ramification of the Brexit;

o the US president election;

o perceiver slowdown in China;

« significant exchange rate fluctuations.
Blockchain appears to be the most growing
sphere of FinTech investments inflows (Figure 2).
Funding in blockchain sector has boomed recent

years (2013-2016), as products have matured and
potentially use cases have emerged (Figure 3).

Blockchain in most cases is regarded as the tech-
nology that powers up the virtual bitcoin currency.
However, nowadays blockchain applications have
left cryptocurrencies far behind. It offers a high
degree of transparency, broad process automation
and faster settlement time. The biggest IT, finan-
cial and consulting companies, e.g. Microsoft, EY,
KPMG and Deloitte, increased their activity in the
blockchain area by providing services for consult-
ing, developing, testing and deploying blockchain
applications for different (especially, financial)
companies (Deloitte, 2016).

It is important to mention that nowadays digital
payments play a significant role in business pro-
cesses worldwide. The participants here include
enterprises, financial institutions and individuals.
Their relationships in most cases can be identified
by the following payments:

o  P2P abbreviation of “peer-to-peer” that means
person to person. It is a pure online business that
matches different offers. The biggest advantage
of P2P payments is a full usage of free money.
However, now the biggest weakness of this mode
is high rate of risk and lack of insurance.

e« 020 isaterm for “online to offline”. It means
the connection of traditional business via on-
line platforms. Here users can select product
or service and do online transactions. The
core of O20 is online payments.

Source: Created by the authors based on data from KPMG FinTech Research for Q4 2016.
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Figure 2. Total and venture investments into global FinTech sector in 2011-2016
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Source: Created by the authors based on data from KPMG FinTech Research for Q4 2016.
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Figure 3. Investments in global blockchain FinTechs, USS million

o B2C means “business-to-customer”. Under
this payment mode companies connect with
final customers directly.

« B2B is an abbreviation for “business-to-busi-
ness’. It means transactions among enterpris-
es. B2B has a long history of development and
now is the most powerful sector of the world
payments system (Lu, 2015).

Global digital P2P payments industry today is on
the way of rapid development, caused by a num-
ber of key factors. McDermott (2016) names some
of them. Firstly, consumers prefer omni-channel
solutions for processing and managing payments
(well-ordered and all-in-one board, which is not
affiliated with location or device). Secondly, they
want advanced security and supplementary ser-
vices, which provide more than just basic enhance-
ment. It could be achieved with the use of biomet-
rics and tokenization technologies, which are the
most disruptive trends in enabling payments’ se-
curity and convenience (McDermott, 2016).

New technologies and rapid digitization embed a
new concept in the “art of possible” in payments,
spreading multiple devices, digital wallets and
supporting infrastructure. Payments processes
become simple and invisible. The significant ap-
peal of FinTech could be explained by their abil-
ity to offer different new business solutions, deliver
personalized customer experience and digitalize
end-to-end business models. That is why FinTech
for payments processing, including digital wal-
lets, person-to-person (P2P) payments, integrated
point-of-sale systems and cross-border transfers,
are disrupting the path of industry development.
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Table 1. The most successful FinTech in payment
sector

Source: Composed by the authors based on CS Insight data.

Description

No.g Name %Funding%

‘ Facilitates transactions between
i buyers and sellers with its free

L USS$ 96

1 Square i credit card reader for the iPhone,
q : million :iPad, and Android devices,
: llowing anyone to accept credit
ards anywhere
; nline payment system company
9 Strie i US$ 717 : that gives online merchants
P : million : the ability to accept credit card
: i payments
¢ Aims to allow anyone to pay in
any way they prefer, including
3 paypal | US$ 317 : through credit cards, bank
Y million iaccounts, buyer credit or account
‘ balances, without sharing
i financial information
’ US$ 240 i Tool to take payments, register,
4 iZettle million : track sales and get funding
Offers application that lets
5  Obopay %Si?“l)f customers get, send and spend
: i money from mobile phones
US$ 74.2 Payment tool that allows users
6 . WePay |~ —ui " toinstantly create accounts for

i anything

ayment platform for online

i and mobile businesses, offering
: all the tools merchants need to
i accept payments

o US$ 70
7 éBralnTreeé million

Every year, since 2012, the best representatives
of European FinTech environment are evaluated
in the FinTech50 - a list of 50 European FinTech,
which transform financial services across differ-
ent sectors and on all stages: from start-up to high
growth (FintechCity, 2017). The FinTech50 is the
first competition worldwide to evaluate FinTech
for innovativeness rather than profitability. This
year only 5 of 50 best FinTech have been identified
in payments sector.

http://dx.doi.org/10.21511/imfi.15(4).2018.27
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Table 2. New promising European FinTech in payments

Source: Created by the authors based on data from FinTech50 Yearbook 2017.

No. Name Funding Headquarters Description
1 Azimo Uﬁ”ﬁgfg London i Online social money transfer service
2. Guve  Ussi3milion  London  Combine all banking servicesinoneapp
3 PayKey — : USS$ 12 million : Tel Aviv. Allows to transfer money using social networks
4 SETL - US$ 39 million London i Multi-currency institutional payments, based on blockchain
o e I T technology ~—
5 Traxpay : US$ 19 million Frankfurt : Complete payment solutions for B2B transactions

Establishment of the instant cross-border pay-
ments is one of the tasks, which are to be resolved
in Europe. The Euro Retail Payments Board (ERPB)
together with the European Payments Council have
already started the implementation of a scheme
for instant payments in euro (European Payments
Council, 2015). Harmonization of real-time pay-
ments will take place within the SEPA zone (the
Single Euro Payments Area is an initiative of the
European Union in payment integration for simpli-
fication of bank transfers in euro). SEPA consists of
the 28 member states of the European Union.

In January 2017, the Governing Council of the
European Central Bank decided to establish a new
service for processing instant payments. This new
service, named TARGET instant payment settle-
ment (TIPS), is aimed to enable citizens and busi-
nesses to transfer money in real time at any time of
the year and day (European Central Bank, 2017).

By establishing TIPS, the ECB wants to meet the
demand for instant payments in Europe and fa-
cilitate the payment integration in eurozone. This
service will be settled in cooperation with the
European banking system.

Cross-border payments processing is still too ex-
pensive and complex nowadays. Furthermore, such

payments are not transparent enough in most cases,
because its real price and execution time cannot be

identified precisely. In addition, cross-border trans-
fers are quite slow. The problem is that they can be

forwarded from bank to bank before they reach the

place. It causes time delays and additional expenses

for the final receiver. Settlement period of process-
ing cross-border payment can take up to five days

even in the most common currency pairings.

Final users feel the lack of knowledge and tech-
nologies for transferring funds directly and that

http://dx.doi.org/10.21511/imfi.15(4).2018.27

is why it always causes information asymmetry.
Financial institutions (intermediaries) sometimes
address such asymmetry as their ownership of
special know-how. In this case, they are able to
verify the real availability of funds and use it for
their own benefit.

In order to introduce the technologies and start-
ups, which are “at the peak” in the cross-bor-
der payments industry, the platform PYMNTS.
com issues its yearly research “The X-Border
Payments Optimization Tracker”. This research
identifies leading cross-border payment ser-
vices providers (FinTechs), based on key attri-
butes, which are important to serving the needs
of cross-border payments facilitators. Scoring
includes:

risk/compliance services: tax burden, tax and
export compliance, merchant of record;

geographies: currencies and languages, re-
gions served, and office locations;

payment methods: digital wallets, payment
methods, account-on-file, recurring billing
and acquirer services;

omnichannel: number of operating systems
supported, mobile and tablet POS;

developer toolkits: APIs, programming lan-
guages, eCommerce plugins, account updat-
er services, shopping carts;

fraud tools: 3D Secure, PCI compliance, to-
kenization, address verification services,
proxy piercing, transaction scoring, order
linking, end-to-end encryption, IP geoloca-
tion, device fingerprinting, chargeback auto-
mation, velocity checks.
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Table 3. The ranking of the most successful
FinTech in cross-border payments

Source: PYMNTS.com

Rank FinTech Score
1 ‘lIngenicoePayments 84
2 AClPayment System o .18
3 Wordpay S
4 Digital River TS5
5 :Bluespap .69
P o 06
7. CHASEPaymentech A
8 FistData .57
9 iPaysafe .55
10 :CyberSource 55
11 :PitheyBowes . 54
12 ‘Adyen . 54
13 ivantv i 53
14 :Hyperwallet 48
15 :Gate2Payments 46
16 .CNG 77777777777777777 45
17 ‘AllPago 44
18 ‘Paymentwall 44
19 linkpay L 44
20  Bitpay : 44

Different researches show the presence of a large
number of FinTech for cross-border transfers pro-
cessing in modern payments sector. Some of the
FinTech provide more security or allow covering
wider geography; the others provide omni-chan-
nel solutions, etc. However, only the most efficient

Service Fee (a) + Rate

and complex ones become global brands. A great
example here is London-based (Estonian devel-
oped) FinTechTransferWise. It is one of the biggest
FinTech start-ups in cross-border payments sector
nowadays.

We chose TransferWise for detailed analysis, be-
cause it has unique payments facilitation process. It
helps to transfer money not just sending them di-
rectly to the recipient, but redirecting those amounts
to the other recipient who are waiting for the mon-
ey going in the opposite direction. In the end, the
final recipient receives the transfer not from the
originator, but from the addressee of the equivalent
transfer in the same country. TransferWise trans-
ferring process allows to avoid currency conversion
and bordering crossing (Price, 2015).

TransferWise is a great example to understand the
difference between regular cross-border money
transfers and peer-to-peer (P2P) money transfers
(Figure 4, Figure 5).

Some differences in regular cross-border transfer
and money transfer with TransferWise are pre-
sented in Table 4.

It is important to admit that TransferWise is avail-
able in Ukraine. This fact indicates the develop-
ment of the cross-border payments FinTech in

Source: Composed by the authors based on transferwise.com

Service Fee (c) +

X ' Spread (b) | exc,(X—a-b)
Bank 1.1 L ~ :\ L > Bank 2.1
A AN
:/I Banks and other \‘\:
Country 1 E’\ money transfer )E Country 2
! \\\ services III !
Bank 1.2 < E 4 . E Bank 2.2
exc, (Y—c—d) E E Y

Rate Spread (d)

Note: X — amount of money transferred from Country 1 to Country 2; Y - amount of money transferred from Country 2 to
Country 1; g, ¢ - service fee; b, d - rate spread; exc, ,~ exchange rates between currencies (Country 1 and Country 2) set by the

banks.

Figure 4. Regular cross-border payment transfer
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Source: Composed by the authors.

1
i
X ! exc 0.996X

Bank 1.1 Ly  ServiceFee Lo _-___- > Bank 2.1

Lo Only = 0.4% |l
Country 1 , 1 TransferWise . | Country 2
Bank 1.2 q---=--=-=-= J:-—' '<E Bank 2.2

I Service Fee I

exc 0.996Y E Only = 0.4% E Y

Note: X — amount of money transferred from Country 1 to Country 2; Y - amount of money transferred from Country 2 to
Country 1; exc — mid-market exchange rate between currencies of Country 1 and Country 2).

Figure 5. P2P cross-border money transfers with TransferWise

the country. PryvatBank is a Ukrainian partner
of TransferWise in enabling money transfers and
international payments since 2015 (Pryvatbank,
2015). TransferWise makes money transfers to
Ukraine more efficient and less time consuming:

o the transaction takes from 30 minutes to 1
business day;

o the recipient does not pay any commission
and can withdraw money in the ATMs;

o customers saved more than 22 million within
the system compared to other providers (cal-
culated by PryvatBank);

o TransferWise is supported over 26 currencies,
48 countries and 360 destinations.

These incentives lead us to the conclusion that nowa-
days people in Ukraine have an opportunity to fa-
cilitate their transfers abroad. However, not all the
people are aware of such opportunity. The lack of
awareness and knowledge about FinTech innova-
tions is one of the biggest problems in Ukraine. The
lack of demand generates a lack of sufficient level of
technology development in the financial sector.

The use of FinTech in cross-border payments
processing in particular could generate a lot of
perspectives:

o enhancing the procedures of cross-border
payments in an instant way;

o enabling cross-border transfers processing
online (e.g. transaction validation);

Table 4. Efficiency comparison of the regular cross-border transfers and transfers with TransferWise

Source: Created by the authors.

Regular transfers between bank

Factor accounts

i TransferWise “bordeless” account

: From 2.5% and up (depending on the bank,
: currency, type and amount of the transaction)

The average total cost for each
transaction

Exchange rate

{ Transfers can take few days or weeks to
. complete

Transaction time

lack of transaction transparency;
i different regulator\{ laws and bank
: requirements can lead to payments delay or
i loss

Risks

From 0.3% to 1.6% (depending on
: the currency, type and amount of the
 transaction)

: Mid-market exchange rate

{ Funds transfers are completed in 24
- hours or less

high probability of fraudulent
factivity;
‘availability is limited;

i lack of general awareness of such
i services

http://dx.doi.org/10.21511/imfi.15(4).2018.27
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o overall IT infrastructure upgrading; o subsequent IT infrastructure investments (e.g.
new network parameters requirements, cryp-
« improving of electronic banking systems (the tography, etc).

availability of innovative functions in mobile
banking and in the Internet for customers);

CONCLUSION

FinTech shapes the course of the payments industry development in different ways: by disrupting it
with technologies; changing regulatory requirements; integrating financial institutions and start-ups;
establishing higher standards for processes, etc. The fund transfer, payments and consumer banking are
expected to be the most challenged with innovations.

After conducting a comparative analysis of two different cross-border transfer facilitation ways, we
can see that the FinTech scheme (TransferWise example) has several advantages here. First of all,
TransferWise uses completely different unique payments facilitation process, which allows transferring
money without transferring them in practice.

The abovementioned process results in lower costs per transaction, since TransferWise collects only a
single transaction fee. Also, it allows more favorable exchange rate, as the company use mid-market ex-
change rate for all transactions. In this case, we can calculate the absolute benefit for the end recipient
using the TransferWise money transfer system.

In addition, the FinTech cross-border transaction process requires much less time and resources com-
paring to the similar one in the regular bank scheme.

The paper shows that investments and profits of cross-border payment solution can vary significantly
between countries, since each country has separate and diverse national payment systems. FinTech can
help to proceed in this direction — enhance the system and allow people to proceed more effectively here.
Ukraine represents the countries where the participation of FinTech in payments is limited.

A positive experience in customer moments of truth appears to be an indicator of effectiveness of imple-
mentation innovations in financial sector. Both traditional firms and FinTech first of all should enhance
moments of truth experiences in the most important for customer cases.

The process of the instant cross-border payments establishment in Europe has already begun. Involving
in this process and creating effective environment to gain the benefits and to minimize the risks is an
important task for Ukraine. For Ukraine, the improvement of existing cross-border payments system
with FinTech is a crucial challenge. That is why it is important to focus on providing knowledge for peo-
ple, supporting start-ups in the sector and learning the best implementation practices. A great example
of cross-border payments of FinTech in Ukraine is TransferWise. The difference between regular cross-
border money transfers and peer-to-peer (P2P) money transfers appears in its benefits, such as lower
and more expectable transfer fee, mid-market exchange rate, less transaction period.

This article provides the improved interpretation of novelty in the field of FinTech and international
payments. The implications of this study for the future research can be found in developing the theo-
retical basis for attracting the best FinTech to the domestic market. It could be done by researching
the ways for increasing in demand among the population (FinTech popularization), developing the
appropriate loyalty legislation and providing the opportunities for the development of domestic
start-ups.
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