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ABSTRACT

Against the backdrop of the digital economy sweeping the globe, Financial Technology (FinTech) has evolved from a marginal
innovation to a core force reshaping the financial landscape. This paper takes the transformation of traditional banking business
models as its research object, systematically analyzing the multi-dimensional challenges posed by FinTech to traditional banking
through technological empowerment, business model innovation, and ecosystem restructuring, covering core areas such as
payment and settlement, credit financing, and wealth management. Based on this analysis, and combined with practical cases of
banking transformation, the paper proposes response strategies from four dimensions: technological architecture upgrading,
business model restructuring, organizational culture transformation, and compliance system improvement. It aims to provide
theoretical reference and practical pathways for the sustainable development of traditional banks in the FinTech era.
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1 Introduction

With the rapid development of new-generation information technologies, Financial Technology has become a
significant engine of innovation in the global financial sector. FinTech enterprises, leveraging their technological
advantages and innovative business models, are impacting and challenging traditional banking businesses in areas such
as payments, credit, and wealth management. In this context, researching the impact of FinTech on traditional banking
and corresponding strategies holds important theoretical and practical significance. This paper will start from the internal
logic of how FinTech drives banking transformation, analyze the specific challenges faced by traditional banking
businesses, and propose response paths, hoping to provide references for industry transformation.

2 The Internal Logic of FinTech-driven Banking Transformation

The impact of FinTech on traditional banking is not accidental but an inevitable result of the combined effects of
technological progress, changes in market demand, and adjustments in the regulatory environment. The internal logic
driving banking transformation can be analyzed from three dimensions: technological empowerment, business model
innovation, and ecosystem restructuring. These three dimensions are interconnected and progressive, collectively
forming the core mechanism through which FinTech reshapes the banking industry.

2.1 Technological Empowerment: The Foundational Support for Efficiency Improvement and Cost
Optimization

Technology is the core driver of FinTech. The application of new-generation information technologies provides
powerful technological empowerment for banking businesses, fundamentally changing the technological foundation
and operational models of traditional banking.

As the core driver of FinTech, technologies such as big data, artificial intelligence, blockchain, and cloud computing
have profoundly altered the technological foundation and operational models of the banking industry. Big data
technology helps banks accurately understand customer needs, assess credit risk, and optimize business processes; Al
promotes the intelligent upgrade of scenarios like smart customer service, risk control, and investment advisory,
effectively reducing costs and improving service efficiency; blockchain, with its characteristics of decentralization and
immutability, brings more efficient, lower-cost transaction and trust mechanisms to areas like cross-border payments and
supply chain finance; cloud computing provides banks with elastic, low-cost computing power support, accelerating
business digital transformation and the application of new technologies.

2.2 Model Innovation: Value Reconstruction Guided by Customer Demand

FinTech has not only brought technological innovation but also driven fundamental changes in banking business
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models, shifting from the traditional "product-centric" approach to a "customer-centric" one, achieving value
reconstruction by precisely meeting customer needs. This model innovation is mainly reflected in three aspects: service
scenarioization, channel diversification, and product personalization.

Centered on the customer, FinTech promotes innovation in banking business models across service scenarioization,
channel diversification, and product personalization. Financial services are seamlessly embedded into high-frequency life
scenarios, enhancing accessibility and customer stickiness; service channels have expanded from offline branches to
mobile terminals, smart terminals, and open platforms, meeting customers' diverse needs anytime, anywhere; meanwhile,
relying on big data and Al, banks can provide customized credit, wealth management, and other products, significantly
enhancing customer satisfaction and market competitiveness.

2.3 Ecosystem Restructuring: Reshaping Cross-border Integration and Competitive Landscape

The development of FinTech has broken down the boundaries of the traditional financial industry, promoting the deep
integration of finance with technology and finance with scenarios, forming a new financial ecosystem, and thereby
reshaping the competitive landscape of the banking industry. This ecosystem restructuring is mainly reflected in three
aspects: the breaking of industry barriers, the diversification of competitive entities, and the extension of the value chain.

The breaking of industry barriers is the prerequisite for ecosystem restructuring. Traditional banking has strong license
barriers, technological barriers, and capital barriers, making it difficult for new entrants to compete. The development of
FinTech has lowered the technological and capital thresholds for financial services, enabling non-financial institutions
such as tech companies, e-commerce platforms, and social networks to enter the financial field through technological
means. These institutions, leveraging their advantages in scenarios, data, and technology, quickly launch innovative
financial products and services, forming direct competition with traditional banks.

The diversification of competitive entities is the core manifestation of ecosystem restructuring. In the FinTech era,
competition in the banking industry is no longer limited to competition among traditional banks but extends to
competition among multiple entities including traditional banks, FinTech companies, large technology companies (Big
Tech), and internet platforms. Traditional banks have a large customer base, well-established risk control systems, and
extensive physical branches, but lag in technological innovation and scenario integration; FinTech companies focus on
the research and application of financial technology, with strong technological innovation capabilities and flexible market
response speed, but lack financial strength and risk management capabilities; large technology companies, with their
comprehensive advantages in data, technology, and scenarios, are comprehensively deploying in the financial field,
posing all-round challenges to traditional banks. This diversified competitive landscape forces traditional banks to
accelerate their transformation and enhance their core competitiveness.

The extension of the value chain is an inevitable result of ecosystem restructuring. The value chain of the traditional
banking industry is relatively short, mainly focused on core areas such as financing and payment settlement. The
development of FinTech continuously extends the banking value chain, expanding from traditional financial services to
non-financial service areas, forming a comprehensive service ecosystem of "finance + technology + scenario”.

3 Specific Challenges of FinTech to Traditional Banking Businesses

The rapid development of FinTech has posed all-round and multi-level challenges to traditional banking businesses,
covering core business areas such as payment settlement, credit financing, and wealth management, while also
profoundly impacting bank risk management, profit models, and customer relationship management. These challenges
have not only changed the operational models and market structure of banking businesses but also posed severe tests to
the survival and development of traditional banks.

3.1 Challenges in Core Business Areas

Payment settlement business is a fundamental business of traditional banks and the core function of banks as
payment intermediaries. However, under the impact of FinTech, the payment intermediary status of traditional banks has
been significantly weakened, and market share has been continuously lost. FinTech enterprises, represented by third-
party payment providers, have rapidly risen in the retail payment field by virtue of their technological advantages and
model innovation, becoming strong competitors to traditional banks. Under the impact of third-party payment,
traditional bank payment businesses face the following challenges: in terms of payment scenarios, third-party payment
has built an omnichannel ecosystem covering online and offline, meeting the demand for convenience, while bank
payment methods are relatively single and disconnected from customers' daily scenarios; in terms of payment cost, third-
party payment reduces transaction costs through technological and scale advantages, while banks lack price
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competitiveness due to high operation and maintenance costs; in terms of payment efficiency, third-party payment
achieves real-time arrival and supports multiple new methods, while bank processing involves many steps and slower
arrival times. This leads to the continuous erosion of banks' payment market share, which not only affects fee income but
also weakens customer stickiness.

In the field of credit financing, the development of FinTech poses challenges to the core business of traditional banks,
mainly reflected in risk control model innovation and intensified market competition. Traditional bank risk control long
relied on collateral and static financial data, with processes suffering from low efficiency, high cost, and information
asymmetry. In contrast, FinTech enterprises use big data and Al to build multi-dimensional dynamic risk control models,
enabling more comprehensive and accurate credit risk assessment and achieving minute-level online approval without
the need for collateral. In terms of market competition, FinTech enterprises, efficient risk control and flexible product
design, have rapidly captured market share in areas such as small-amount credit and consumer finance. Their products
feature small amounts, fast approval, and low thresholds, directly replacing part of traditional banks' retail credit business.
Simultaneously, through models like supply chain finance, which provides precise credit to upstream and downstream
players in the industry chain based on real transaction data, they also pose strong competition to banks' corporate
banking business.

In the wealth management sector, FinTech promotes the digital and intelligent transformation of service models,
posing dual challenges of service model transformation and customer churn risk to traditional banks. Traditional banks
primarily rely on physical branches and relationship managers, mainly serving high-net-worth customers, with problems
such as high costs, low efficiency, and serious product homogenization. FinTech, through models like robo-advisors and
online wealth management, provides personalized asset allocation advice in a low-threshold, low-cost manner, meeting
the needs of ordinary customers. Online wealth management platforms also integrate various types of products,
achieving one-stop convenient purchasing, further weakening banks' advantages in channels and product diversity.
Faced with the trend of younger customers preferring digital services, if traditional banks cannot accelerate the
transformation of their service models, they will face the risk of customer churn and challenges to the sustainable
development of their wealth management business.

3.2 Dual Pressures on Risk Control and Profit Models

The development of FinTech, while bringing technological risks, data risks, and new business risks, also imposes
upgrade pressure on the risk management systems of traditional banks.

The traditional risk control system of banks mainly relied on historical data and empirical rules, making it difficult to
cope with the dynamic changes and complexity of risks in the FinTech environment. On the one hand, technological
dependence exacerbates hidden dangers such as system security, cyber attacks, and data leaks; data quality and privacy
issues may also lead to model misjudgment and legal risks . On the other hand, innovative business models such as
open banking and P2P lending bring challenges of cross-institutional risk transmission and increased management
complexity. All these require traditional banks to enhance the adaptability and foresight of their risk control
technologies ®.

The original risk control system of traditional banks mainly relied on historical data and empirical rules, making it
difficult to cope with the dynamic changes and complexity of current risks. On the one hand, technological dependence
exacerbates hidden dangers such as system security, network attacks, and data leakage; data quality and privacy issues
may also lead to model misjudgment and legal risks . On the other hand, innovative business models such as open
banking and P2P bring cross-institutional risk transmission, further increasing the difficulty of risk management. All these
require traditional banks to enhance the adaptability and foresight of risk control technology to cope with the
increasingly complex risk environment “,

4 Response Strategies for Traditional Banks

Facing the severe challenges brought by FinTech, traditional banks must actively seek change, accelerate the pace of
digital transformation, and carry out reforms from multiple dimensions such as technological architecture, business
models, organizational culture, and compliance systems to enhance their core competitiveness and achieve sustainable
development.

4.1 Technological Architecture Upgrade: Building an Open, Agile, and Secure Technological Foundation

Technology is the core driving force of bank competition in the FinTech era. Traditional banks must accelerate the
upgrade and transformation of their technological architecture, building an open, agile, and secure technological
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foundation to provide strong support for business innovation and digital transformation.

First, promote the transition to a distributed architecture. Adopt technologies such as microservices and
containerization to transform centralized systems into a distributed architecture with elastic scalability and flexible
deployment, improving system processing capacity and business response speed.

Second, build an open banking platform. Use technologies such as APIs and SDKs to open payment, credit, and other
financial service capabilities to third-party scenarios, embedding them into ecosystems such as e-commerce, healthcare,
and travel, achieving the integration of "finance + scenario”, and expanding service boundaries.

Third, strengthen the research, development, and application of new technologies. Continuously invest in key
technologies such as big data, Al, blockchain, and cloud computing, build a unified data platform, deepen applications in
intelligent risk control and robo-advisors, and improve operational efficiency and customer experience.

Fourth, enhance information security assurance. Improve the information security management system and technical
protection, strengthen data classification and full lifecycle security protection, enhance emergency response capabilities,
and prevent risks such as network attacks and data leaks ©.

4.2 Business Model Restructuring: Customer-Centric Ecological Transformation

Traditional banks should break away from the traditional "product-centric" business model and shift towards a
"customer-centric" ecological transformation, enhancing customer experience and value creation capability through
business innovation and scenario integration.

First, promote the digital transformation of retail business, building integrated online and offline service channels.
Optimize the functions of mobile banking and online banking, promote the intelligent transformation of branches, and
use big data to build customer profiles to provide personalized credit and wealth management products.

Second, innovate corporate business service models to enhance comprehensive financial service capabilities. Develop
supply chain finance platforms based on big data and blockchain, optimize cross-border payments and cash
management, and provide efficient financing and fund management solutions for small and medium-sized enterprises.

Third, actively develop inclusive finance business. Use big data risk control and mobile finance technologies to expand
credit coverage for small and micro enterprises, individual businesses, and rural areas, and innovate small-amount credit,
insurance, and wealth management products that meet the needs of inclusive customers, improving the accessibility and
precision of financial services.

Build a financial ecosystem. Banks should step outside the limitations of traditional financial services and build a
financial ecosystem through cross-border cooperation. Strengthen cooperation with technology companies, e-commerce
platforms, social networks, logistics companies, etc., to integrate resources and achieve complementary advantages;
embed financial services around customers' life scenarios such as clothing, food, housing, transportation, and
entertainment, creating a comprehensive service platform of "finance + life"; acquire technology and scenario resources
through investments, mergers and acquisitions, etc., to accelerate the construction of the ecosystem. For example, Ping
An Bank has built a "finance + technology + ecosystem" service model by integrating the financial resources and
technological capabilities of Ping An Group, providing customers with one-stop financial service solutions ©.

4.3 Organizational Culture Change: Cultivating an Innovative, Agile, and Collaborative Organizational
Atmosphere

Organizational culture is the soul of bank transformation. Traditional banks must break rigid organizational cultures
and cultivate an innovative, agile, and collaborative organizational atmosphere to provide cultural support for digital
transformation.

Establish an agile organizational structure. Traditional banks' organizational structures are mostly hierarchical and
departmental, with long decision-making chains and slow market response. Banks should establish agile organizational
structures, reduce management layers, break down departmental barriers, and establish cross-departmental agile teams
responsible for the innovation and implementation of specific businesses or projects. Agile teams have autonomy and
decision-making power, enabling them to respond quickly to market demands and improve innovation efficiency. For
example, SPDB established a "Digital Finance Innovation Lab", adopting an agile development model to accelerate the
R&D and promotion of FinTech products.

Cultivate a digital talent team. Talent is key to the digital transformation of banks. Banks should strengthen the
construction of a digital talent team. Increase the introduction of technology talents, attracting professionals in fields
such as big data, Al, and blockchain; strengthen the training of internal talents, improving the digital skills and literacy of
existing employees through training, job rotation, and project practice; establish market-oriented talent incentive
mechanisms, improve compensation systems and promotion channels, and stimulate talent's innovation vitality and work
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enthusiasm. Simultaneously, strengthen the integration of technology talents and business talents, cultivating compound
talents who understand both technology and business.

Shape an innovation culture. Banks should shape a cultural atmosphere that encourages innovation and tolerates
failure internally, stimulating employees' innovation enthusiasm. Establish innovation incentive mechanisms to reward
teams and individuals with innovative achievements; set up innovation funds to support employees in carrying out
innovation projects; regularly hold innovation competitions, brainstorming sessions, and other activities to create an
innovation atmosphere. Meanwhile, encourage employees to pay attention to industry dynamics and technological
development trends, and actively explore application scenarios of new technologies in banking businesses.

Strengthen the customer-oriented philosophy. Banks should deeply embed the customer-oriented philosophy into the
organizational culture, taking customer needs as the starting point and foothold. Establish customer feedback
mechanisms to promptly collect customer opinions and suggestions, and continuously optimize products and services;
strengthen customer experience management, optimize business processes and service links from the customer's
perspective, and enhance customer satisfaction; use big data analysis to gain an in-depth understanding of customer
needs and pain points, creating greater value for customers.

4.4 Compliance System Improvement: Building a Regulatory Coordination Mechanism Adapted to FinTech
Development

The development of FinTech brings regulatory challenges. Traditional banks must strengthen the construction of their
compliance systems, build a regulatory coordination mechanism adapted to FinTech development, and ensure that
business innovation is carried out under the premise of compliance.

Strengthen compliance risk management. Banks should establish and improve compliance risk management systems,
strengthening compliance review and risk assessment of FinTech businesses. Before launching new businesses or
adopting new technologies, conduct sufficient compliance demonstrations to ensure they comply with laws, regulations,
and regulatory requirements; strengthen compliance monitoring of the entire business process, promptly identify and
rectify compliance risk hidden dangers; establish a compliance risk early warning mechanism to identify and warn of
potential compliance risks, preventing compliance risk incidents.

Actively participate in regulatory sandbox pilots. The regulatory sandbox is an innovative model of FinTech regulation.
Banks should actively participate in regulatory sandbox pilots to test innovative products and services in a controlled
environment. Through regulatory sandbox pilots, banks can understand regulatory requirements in advance, discover
and solve problems in the innovation process, and reduce compliance risks; meanwhile, they can also showcase
innovation achievements to regulators, providing references for the formulation of regulatory policies. For example,
regulatory sandbox pilot work has been carried out in Shenzhen, Shanghai, etc., with many banks participating, testing
innovative businesses such as robo-advisors and blockchain cross-border payments.

Strengthen communication and collaboration with regulatory authorities. Banks should strengthen daily
communication and collaboration with regulatory authorities, promptly understand the latest dynamics of regulatory
policies, actively feedback problems and difficulties encountered in the business innovation process, and provide
suggestions for the improvement of regulatory policies. Simultaneously, proactively report business innovation progress
and risk management situations to regulatory authorities, striving for their understanding and support .

Promote industry self-discipline. Banks should actively participate in industry self-regulatory organizations, abide by
industry norms and standards, and jointly maintain financial market order. Through industry self-regulatory organizations,
strengthen communication and cooperation with other financial institutions, sharing compliance management
experience and best practices; participate in formulating industry standards and norms, promoting the healthy
development of the FinTech industry.

5 Conclusion and Outlook

Main Conclusions

Through the research on the challenges of FinTech to traditional banking businesses and the corresponding response
strategies, this paper draws the following main conclusions:

(1) FinTech profoundly changes the banking landscape through three major paths: technological empowerment,
business model innovation, and ecosystem restructuring.

(2) Traditional banks generally face impacts in core business areas such as payments, credit, and wealth management,
with market share and customer stickiness declining.

(3) To address the challenges, banks should promote systematic transformation from four aspects: technological
architecture, business models, organizational culture, and compliance systems.
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(4) Future bank competition will increasingly reflect competition in ecological collaboration and digital service
capabilities.

Future Outlook

In the future, the integration of FinTech and banking will continue to deepen, presenting four major trends: first,
technologies such as big data, Al, blockchain, and cloud computing will continue to drive business innovation and system
upgrades; second, the open banking model will promote ecological competition, requiring banks to build a "finance +
scenario" integrated service system; third, technological empowerment will promote the further penetration of inclusive
finance, covering a wider customer base; fourth, the regulatory system will continue to improve, reserving space for
innovation while preventing risks.

In conclusion, the FinTech era brings severe challenges to traditional banks but also harbors great opportunities. Only
by actively embracing change, accelerating the pace of digital transformation, and continuously enhancing their core
competitiveness can traditional banks remain invincible in the fierce market competition and achieve sustainable
development. In the future, the deep integration of traditional banking and FinTech will promote the financial industry
towards a new development stage that is more efficient, inclusive, and secure.
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