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What is Open Banking and Why Does it Matter? 
 
The use of APIs by banks is becoming increasingly common as they help to drive speed 
and cost-effectiveness compared to traditional legacy systems. Developing a global 
Open Banking Standard would set the framework for security and consumer 
protection as data sharing increases. 
 
By Sergio Chalbaud, CEO of Fintonic 

 
Ahead of changes in EU banking regulations, the UK established the Open Banking 
Working Group (OBWG) in late 2015 to not only meet government standards but to 
uncover how to propel banking into the modern era. The resulting Open Banking 
Standard, opens up a new set of banking models that will help consumers transact, save, 
borrow, lend and invest their money in better ways than before. Let’s explore how this 
initiative impacts the UK as well as what opportunities other markets may see in the 
future. 

 
What is the Open Banking Standard? 
 
In recent years, the UK banking industry has taken strides to improve customer 
satisfaction with the objective of encouraging bank competition and lower banking costs 
for consumers. In 2013, the Current Account Switch Service, popularly known as the 7-
Day Switch, was introduced to encourage people to compare bank services and possibly 
change their provider. This initiative didn’t exactly take off as only 2% of bank 
customers had taken advantage of this system two years after the initial launch. 
Recognizing that more would have to be done, the Open Banking Standard is a more 
comprehensive plan that gives customers even greater control and insight into their 
financials. 
Under the Open Banking Standard, banking data will be shared through secure open 
APIs so that customers, be it individuals or businesses, can more effectively manage 
their wealth. Open APIs would allow third party developers to create helpful services 
and tools that customers can utilize. 
Currently, many small and medium-sized enterprises use commercial software for 
bookkeeping, but for the most part, these businesses have to add their transaction data 
manually. The introduction of an API from their banking service provider would give 
both customers and businesses the freedom to access all bank data in real-time, 
ultimately giving them more accurate and up to date information on finances. With this 
initiative, customers will be able to compare and save on their accounts and have access 
to more personalized resources for making sound banking decisions. Additionally, 
customers will have access to better loan terms as third-party lenders would now have 
access to historic transactional data to determine a borrower’s risk level. Of course, an 
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endeavor on this scale would take years to implement and the Open Banking Standard is 
expected to be fully implemented by 2019. 

 
Open Banking in Other Markets 
 
The use of APIs by today’s banks around the world is becoming increasingly common as 
they drive speed and cost effectiveness compared to more traditional systems. 
Innovative banking endeavors like the Open Banking Standard in the UK show promise 
in other countries and markets as well. For example, the Open Bank Project has existed 
in Germany since 2010 and already works with most German banks to create an 
ecosystem of third-party applications for customers. 
There has been such prolific innovation in the finance industry within Europe that the 
Payment Services Directive (PSD2) was put into place in January 2016 to regulate 
financial innovation. Under PSD2, consumers must have a right to use online services 
that provide consolidated information from their payment accounts whether or not 
there is an arrangement in place between the information provider and the account 
provider. Banks have to open their APIs so their customers can access information and 
make transfers from their bank account through third parties. PSD2 is a big step 
forward for banking and financial technology in Europe. 

 
Open Banking in The U.S. 
 
In the United States, fintech companies like Mint pioneered the concept of independent 
financial apps that aggregate various bank accounts and credit cards to provide 
consumers with a 360-degree financial view and the ability to compare various banking 
products. Consumers were eager to try a service that would help them better understand 
their finances; 18 months after Mint’s launch there were 4,000 to 7,000 new users 
everyday. However, without an initiative like the Open Banking Standard, these finance 
innovators are vulnerable to the aims of established banks. 
Some U.S. banks like J.P. Morgan and Wells Fargo have become hesitant to share 
banking data for reasons including overloading data servers, but their reluctance to 
cooperate with the banking community can also be seen as a strategic move. An 
initiative like the Open Banking Standard would help alleviate these issues and improve 
collaboration and fair competition within the banking industry. 

 
Open Banking in Emerging Markets 
 
Financial technology initiatives are rapidly spurring adoption in developed markets like 
we’ve seen with the UK, Germany and the U.S., but there is a huge opportunity in 
emerging markets that would greatly benefit from an open banking standard. For 
example, in Latin America only 51% of adults have a bank account. So, instead of 
promoting that people switch banks, there should be a stronger focus on helping those 
who are interested in banking services find a product that is right for them. 
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A recent survey of Latin Americans in Chile and Mexico suggest that they are eager for 
technological advancements in the finance industry. So much so that almost half of 
Chileans and over one-third of Mexicans think physical wallet won’t exist in five years 
time demonstrating their preference toward mobile payment apps. Establishing the 
Open Banking Standard in an emerging market could drastically increase the banking 
population and finally provide consumers with access to credit, loans, investment 
opportunities and more. 

 
Open Banking as the Foundation for Growth 
 
The Open Banking Standard cements the role of technology in finance and is a big step 
for both banks and consumers. Encouraging productive competition amongst financial 
service providers, sharing data securely and giving consumers more options when it 
comes to managing their wealth is the future of banking. There is a significant amount 
of value that lies in providing financial institutions with the tools and resources needed 
for adapting to the constant technological changes we continue to see in the industry. In 
the next few years it will certainly be intriguing to watch the developments of the Open 
Banking Standard in the UK and how other regions will begin to adopt similar policies. 



 
 

 1 

INFOSOURCES.INFO/FINTECH 

www.investopedia.com 
Open Banking 

Open banking is a system that provides a user with a network of financial institutions’ 
data through the use of application programming interfaces (APIs). The Open Banking 
Standard defines how financial data should be created, shared and accessed. By relying 
on networks instead of centralization, open banking helps financial services customers 
to securely share their financial data with other financial institutions. Benefits include 
more easily transferring funds and comparing product offerings to create a banking 
experience that best meets each user’s needs in the most cost effective way. Open 
banking is also known as "open bank data."  

Breaking Down 'Open Banking' 

Open banking is meant to improve customers’ banking experience in several ways. It 
forces large, established banks to be more competitive with smaller and newer banks, 
ideally resulting in lower costs, better technology, and better customer service. Open 
banking regulations require banks to publish, both online and inside their branches, 
accurate and unbiased information that lets consumers evaluate their service quality, a 
move towards transparency designed to motivate banks to provide the best possible 
customer experience. Banks also have to notify customers about 
unforeseen overdrafts and give them a grace period to correct the problem and avoid 
overdraft charges. 

Open Banking and Modern Banking Practices 

Open banking is a major source of innovation in the banking industry. For example, 
open banking APIs can facilitate the sometimes onerous process of switching from using 
one bank’s checking account service to another bank’s. The API can also look at 
consumers’ transaction data to identify the best financial products and services for 
them, such as a new savings account that would earn a higher interest rate than the 
current savings account or a different credit card with a lower interest rate. 

Through the use of networked accounts, open banking could also help lenders get a 
more accurate picture of a consumer’s financial situation and risk level in order to offer 
more appropriate loan terms. It could also help consumers get a more accurate picture 
of their own finances before taking on debt. An open banking app for customers who 
want to buy a home could automatically calculate what customers can afford based on 
all the information in their accounts, perhaps providing a more reliable picture than 
mortgage lending guidelines currently provide. Another app might help visually 
impaired customers better understand their finances through voice commands. Open 
banking can also help small businesses save time through online accounting and help 
fraud detection companies better monitor customer accounts and identify problems 
sooner. 
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Open Banking and Threats to Legacy Banks 

Open banking threatens long-established banks by increasing competition, requiring 
older banks to do things in new ways that they are not currently set up to handle and 
requiring that these banks spend money to adopt new technology. However, banks can 
take advantage of this new technology to strengthen customer relationships and 
customer retention by better helping customers to manage their finances instead of 
simply facilitating transactions. 

Before banks offered open banking, the closest thing available was an aggregation site 
like Mint or Personal Capital that combines users’ account information from all their 
financial institutions so they can see it in one place. Such services accomplish this by 
requiring users to hand over their usernames and passwords for each account, then 
scraping the data off the screens of those accounts. This practice has security risks and 
the results of screen scraping are not always entirely accurate, making it difficult at 
times for users to identify transactions. In addition, users may find that not all of their 
financial accounts are compatible with account aggregation services, preventing them 
from getting a true or complete picture of their finances. APIs are considered a more 
secure option because they enable applications to share data without sharing account 
credentials. 

Open banking APIs are not without security risks, such as the potential for a 
malicious third-party app to clean out a customer’s account. 
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