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1 The Czech FinTech market

There are more than one hundred regulated or unregulated FinTechs
operating in the Czech Republic, mostly in areas such as accounting,
payments, savings and personal finance, Peer-to-Peer and crowdfunding.
Czech FinTechs operate in a market heavily dominated by banks. Czech
traditional financial services providers are also active in the FinTech sector;
they establish accelerators, operate venture capital funds and acquire
equity of FinTechs. Banks are required to allow connectivity to view
customer account data and to initiate payments under the Payment
Services Directive 2, but FinTechs experience operational difficulties when
connecting through the Application Programming Interfaces set up by
banks. FinTechs often resort to aggregators to access data. There is a
Czech Standard for Open banking, however it is not mandatory. Bank ID is
a method of verification of identity built upon the connectivity framework
which allows users to log in to the portals of companies and state
administration.
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Czech financial services are dominated by banks in most sectors of the financial market. The assets of the
banking system as of March 2022 comprise 85% of the total assets of the domestic (regulated) financial
system, including pension and investment funds, insurance companies and others (CNB, 2022;1). 64% of
the assets of Czech citizens lie in bank deposits (MFCR, 2021(2). Banks are the only institutions allowed
to directly operate in CERTIS, the central-bank operated Real Time Gross Settlement System for the
Czech Koruna (for more in-depth description of the Czech financial sector see Annex A). Banks are the
sole provider of mortgages to households although there is some non-bank lending for corporations and
consumers taking place (see Section 1.2.1 on non-bank credit). The main national organisations are the
Czech National Bank (CNB) which has the financial supervisory and regulatory role, and the Ministry of
Finance (MFCR), which initiates financial legislation and sets the stage for innovation-related projects,
such as the feasibility study on the potential of data in financial services in the Czech Republic (see
Chapter 2 on the structure of regulation of the financial market in the Czech Republic). The level of
digitalisation in the economy for the Czech Republic ranks it 19 out of 27 EU countries in 2022 (European
Commission, 20223)). Yet, the Czech Republic has been adopting advanced digital measures in the area
of payments. Not surprisingly, most of the country’s FinTechs operate in this segment.

1.1. FinTech in the Czech Republic: Current state of play

FinTechs are a relatively new type of firms which started emerging on the global scene mostly after 2016
(Shrier and Pentland, 2022p4;; World Bank, 2020;5).The development of FinTech activity has followed a
pattern of constant growth both globally and domestically in the Czech Republic. The COVID-19 pandemic
accelerated and intensified the digitalisation trend that pre-existed in the financial markets and increased
both the offer and the demand for innovative FinTech solutions. Apart from FinTechs, traditional financial
institutions, such as banks and insurance companies, are also active in terms of innovation.

Czech FinTechs mostly provide services in areas such as payments, personal finance management,
crowdfunding or Peer-to-Peer (P2P) lending. Open banking applications created on the basis of the
Payment Services Directive 2 (PSD2) framework have also been present on the Czech FinTech market,
however they have not become as popular (e.g. banks report low customer interest in the multi-banking
services they offer). Historically, the Czech Republic has been strong in the payments providers sector, in
particular around contactless card payments, where the country has been consistently among the top five
countries worldwide in the usage of contactless card payments for the half decade (Visa, 2022)).

Prior to the pandemic, the 2017 revenue of Czech FinTechs was estimated to be around EUR 16-31 m
(CZK 400-800 m)," with long-term forecasts of revenues growing to EUR 205-615 m (CZK 5-15 bn)?
(Deloitte estimates and forecasts (Deloitte, 2018i7)). On the demand side, there is openness to new digital
financial products, services and solutions, and the business sector is relatively quick in adopting financial
services innovations (ICLG, 2021g)).

There are 113 Czech FinTech companies in the country active across a large number of different sectors
of regulated and unregulated activity (FinTech Cowboys, 20229)) (see Figure 1.1). There is no harmonised
definition of FinTech sectors of activity in OECD countries, and the market may use different terminologies
for the definition or categorisation of FinTech activities and firms. In this report, the systematic approach
used for the classification of FinTech activity stems from the Czech National Bank license categories and
has been enriched to also include FinTech activities that do not require a license under the Czech
regulatory framework.
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Figure 1.1. Czech FinTech activity mapping
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1.2. FinTechs’ main areas of operation

Accounting
and cash flows

Czech FinTechs are active in many sectors of financial market activity. The most represented areas in

terms of number of companies are accounting, payments, savings and personal finance, P2P lending and
crowdfunding (Figure 1.2). Many Czech FinTech companies provide services similar to other globally
successful FinTechs (for example “buy now, pay later” services — CZ Twisto, SE Klarna).
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Figure 1.2. Number of Czech FinTech firms, 2022

As of July 2022
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Note: This table does not include additional five foreign FinTechs and two FinTechs operating in unknown category.
Source: OECD construction based on data from FinTech Cowboys (2022;g)), Fintechova mapa Ceské republiky - jaro 2022: pfes 100 fintech,
https:/fintechcowboys.cz/fintechova-mapa-ceske-republiky-jaro-2022-pres-100-fintechu/.

1.2.1. Non-bank credit

The total balance sheet of non-bank credit providers in 2021 stood at EUR 16.9 bn (CZK 420.2 bn),3
equivalent to about 5% of the total banking sector credit. The volume of loans granted was EUR 13 bn
(CZK 324.8 bn) (MFCR, 2022;11)).* The volume of granted loans of financial leasing companies and other
lending companies decreased, whereas in the case of factoring and forfeiting, the volume increased by
26.6% (MFCR, 202211)).

Non-bank lending is non-trivial in some segments of the private sector, namely the business sector
(Figure 1.3). Non-bank lending refers to companies whose main or major business activity involves
providing credit or loans (e.g. financial leasing, factoring, consumer credit, hire-purchase financing, etc.),
though in fact about 80% of assets of non-bank lenders belong to financial leasing companies. Assets of
non-bank credit providers had hovered around 6% of the banking sector’s total assets for a long time, but
their relative size has been declining in 2019 and 2020 (MFCR, 20212).
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Figure 1.3. Loans to non-financial private sector from banks and non-bank financial corporations
engaged in lending, 31 March 2022
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Note: Based on exchange rate as of 31 March 2022.
Source: ARAD time series database of the CNB.

Overall credit levels to the private sector in the Czech Republic are low compared with OECD countries.
There is therefore potentially room for growth for credit facilitated by FinTechs (Figure 1.4). Innovative
lending platforms have indeed experienced a boom in the last few years, especially in the fields P2P
consumer lending and crowdfunding platforms. One of the possible reasons for that might be the
persistently low interest rates offered by banks for current as well as savings accounts for a substantial
part of the last decade which led customers to invest their funds in one of these services rather than just
saving them in their accounts.

Figure 1.4. Total credit to the non-financial sector, 2021
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P2P lending platforms

Some of the biggest FinTechs in the Czech Republic in terms of number of customers or valuation are
P2P lending platforms. FinTechs seeking to operate P2P lending platforms must obtain an authorisation
from the CNB to operate as a payment institution or as a small-scale payment service provider, if no
exemptions set forth in the Act on Payments apply (see Section 2.2.4). That is the case if they do not
provide the loans themselves, or on behalf of one of the parties, but only serve as a payment intermediary
between debtors and creditors. This requirement applies to the vast majority of companies offering P2P
loans (Thomson Reuters Practical Law, 2020p12)

Crowdfunding

Crowdfunding, as a form of alternative financing, is becoming more and more popular among the Czech
population. Currently, the per capita funding volume of alternative finance platforms® in the Czech Republic
are among the lowest in Europe — USD 12.91 million per capita in 2020 compared with USD 125, 114 and
90 million in Latvia, Estonia and Lithuania, respectively, according to survey data (CCAF, 202113)). Overall
crowdfunding volume amounted to USD 138.3 million in 2020, however this volume is twofold compared
with 2019. Some 14 platforms operate in the country. Although only three are local, 90% of alternative
lending volume stems from local based platforms (CCAF, 202113).

Regulatory changes, following the EU framework, are underway for this sector in the Czech Republic; loan-
based and investment crowdfunding will become subject to legal regulation and supervision by the CNB
(must obtain a license by 10 November 2023) (see further in Section 2.2.6). Crowdfunding service
providers will now be subject to similar regulatory requirements as, for example, securities dealers,
investment intermediaries, or payment service providers. The regulation will apply if the crowdfunding is
intended for a business project of a value that does not exceed EUR 5 million threshold. In case of donation
crowdfunding or crowdfunding services provided to project owners who are consumers, the regulation
does not apply. Experts believe that the regulation will increase the attractiveness of this type of investment
and that there will be a significant increase in investment through crowdfunding platforms (Advokatni denik,
2022;14)).

1.2.2. InsurTech

Recently, the Czech InsurTech Association was formed to bring together InsurTech companies, represent
their interests and facilitate a support (Czech InsurTech Association, 202215). According to this
Association, there are a few InsurTech solutions on the Czech market. However, this sector is small. Some
InsurTechs have been established by traditional insurance companies under a different brand name (for
example iMutuMutu, CubiQ).

The Czech Insurance Association assesses that the local insurance sector is quite traditional and heavily
regulated with a strong aversion to risk. Therefore, some of the established insurance companies prefer
co-operation with established partners which are, in their view, a guarantee of a long-term stability, rather
than start-ups. The usual co-operation between established insurance companies and FinTechs is focused
more on operational support (chat bots, image recognition technologies, systems for estimation of damage
amounts), rather than on direct insurance solutions. However, this perspective is shifting and more
co-operation between FinTech and insurance companies can be expected.

1.3. FinTechs co-operation and competition with the banking sector

There are no specific regulatory barriers preventing FinTech businesses from co-operating and entering
into arrangements with traditional financial services providers (except for the requirements applicable to
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specific services such as bank outsourcing rules).® However, the traditional financial services providers
prefer established, well-known sellers (especially in core banking systems, customer relationship
management and trading platforms) when searching for new digital solutions or improvements to their
current offerings. Anecdotal evidence by Czech FinTechs suggests that traditional financial service
providers can be considered to be averse to change, which is perhaps justified by their dominant position
in the Czech financial services market (Thomson Reuters Practical Law, 2020;12;). However, this is evolving
and even though banks have been historically rather reluctant to co-operate with FinTechs, they are
starting to focus more on better user experience to ensure greater customer loyalty and more user-friendly,
cheaper services to retain clients amid increasing competition in the market driven by FinTechs. To that
end, some Czech banks have established accelerator programs’ for FinTech start-ups or operate
corporate venture capital funds. Additionally, banks acquire participations in FinTech’s equity or entire
FinTech companies with a view to benefitting from the innovative product or technological solution offered
by the FinTech company and improve their core services. Examples include mobile banking or personal
finance management.® As a result, the level of overall digitalisation of the Czech banking sector and the
availability of new innovative solutions or products offered by banks have improved significantly throughout
the past decade.

In order to provide some context, it can be noted that the overall start-up ecosystem in the Czech Republic
(including but not restricted to FinTech firms) comprises currently about 1 000 active start-ups, three
unicorns (companies valued at over USD 1 bn), and approximately 100 successful exits for a total amount
exceeding EUR 12 bn (CZK 292.8 bn).° According to the same source, there was EUR 222.3m
(CZK 5.5 bn)'% invested into start-ups in the first half of the year 2022. Start-ups are also generally an
important and constantly growing source of job opportunities in the Czech Republic. In 2019, approximately
90 000 people were working in start-ups, double the number of start-up employees in 2017 (Czech
Founders, 2022;1¢)).

1.3.1. Project SONIA: APIs and Bank Identity (Project SONIA) potential drivers of
innovation in the Czech financial services sector

PSD2 lays down the legal basis for open banking, and was implemented into the Czech legislation by law
No 370/2017 Coll., Act on Payments (MFCR, 201717;) that went into effect during 2018. Banks are
therefore required to provide qualified payment-service providers (PSPs) connectivity to access customer
account data and to initiate payments, following consent by the account owner, but only “to the extent they
[information about the user’'s payment account] are accessible to the user via the Internet” (MFCR,
2017p171). The connectivity is usually offered by setting up an Application Programming Interfaces (APIs).
Anecdotal evidence by some FinTechs operating in the Czech Republic suggests that they experience
technical issues and other challenges that prevent them from connecting directly to the banks’ APIs on a
regular basis. FinTechs have reported that banks limit access to the minimum scope of data required by
law. That might in some cases be due to banks' other legal requirements or because of upholding the bank
secrecy obligation. Often, FinTechs operating in this sector and requiring payment account information
from users, turn to aggregators, an intermediary, to provide them the data collected through APlIs.

APl aggregators are being used to address the abovementioned issue and provide single access to
payment account data after it has been gathered from different banks, each through its own API. There
are currently two aggregators operating in the Czech financial market, the privately-owned Bank APIls
Aggregation Platform (BAAPI) called Trask, and Finbricks / Multibank open banking aggregation platform,
owned by KB SmartSolutions, a subsidiary of KB bank. Trask aggregates transaction history and balances
of ten Czech banks,'" and offers similar service for the Slovak Republic and Hungarian banks.
Furthermore, Trask offers payment initiation service (PIS) from any Czech bank and services based on
the aggregated data, such as customer financial profiing and customer identity verification. All the
aggregated data available through Trask are GDPR (i.e. EU General Data Protection Regulation)
compliant (Trask, 20221g)). Finbricks provides access to basic banking operations, such as payment

THE FINTECH ECOSYSTEM IN THE CZECH REPUBLIC © OECD 2022



18 |

requests or transaction history through a single interface. Apart from that, Finbricks also offers access to
other financial products via the interface, such as BankID, distributed payment or payment gateway.
(Finbricks, 202219)).

In parallel, the Czech Banking Association introduced a Czech Standard for Open banking, which aims at
a uniform implementation of the PSD2 API standard in the Czech market. However, the standard is not
mandatory, so it is up to the discretion of individual banks to decide whether they want to adhere to the
standard or not. Moreover, in some cases, it is even possible to deviate from the standard within the scope
of the specific information system of the bank since these vary significantly among different banks (Czech
Banking Association, 202220)).

The bank identity initiative, “Bank ID”, is another initiative in the Czech financial sector which falls under
e-government activities. Bank ID is operated by the company Bankovni identita, a.s., which is owned by
nine Czech banks."? This method of digital verification of identity was built upon the API framework (see
Section 2.2.5). Bank ID users can log in to the portals of various companies and state administration with
their bank electronically confirming their legal identity. When verifying their identity with Bank 1D, users
must first log in to their online banking. If the log-in is successful, the users are further redirected to a
special website where they agree to the transfer of data and are then redirected back to the original portal
as verified by the bank identity. Only the banks hold the users’ personal data and only the users can
determine where, how and for what purpose they want to use the identity verification (Bank ID, 2022j211).

Some of the public administration services that can be accessed using the Bank ID include the vehicle
register or the land registry, the ability to complete and submit tax returns, apply for certain social benefits,
find out the amount of one’s pension, download vaccination certificates or medical prescriptions. Apart
from public administration services, Bank ID can be also used for verifying identity for a commercial use.
The identity can be commercially used, for example accessing client zones or applications, filling in forms,
verifying and confirming data or transactions, or digitally signing documents. It is also being used to verify
identity when entering into a contract with some private companies in fields such as energy or finance.
This service is free for consumers because the payment obligation for the service belongs to the
commercial entity and not to the customer. The Bank ID tool has been widely adopted in the
Czech Republic; as of May 2022, 2, Bank ID was used as a digital identity verification at least once on
public administration portals by 1.1 million users (about 10% of the population of the Czech Republic) and
over 220, 000 users (about 2% of the population) identified themselves at more than 100 private companies
which are using Bank ID. Many more public sector participants, mobile operators and some universities
are expected to join (mostly health insurance companies, universities and mobile operators) by the end of
2022.
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Box 1.1. The proposed amendment to elDAS and its possible impact on Bank ID

The proposed amendment to the electronic IDentification, Authentication and trust Services (eIDAS)
regulation could have a significant impact on provision of financials services, especially offline
functionality of the proposed European Digital Identity Wallets, according to CNB officials. The amended
version of the regulation envisages the use of “European digital ID wallets” which will enable EU citizens

to authenticate and access online public and private services across the EU.

The preferred option for eIDAS amendment is expected to have a positive impact on innovation,
international trade and competitiveness, to contribute to economic growth and lead to additional
investment in digital identity solutions (European Commission, 202222;). What is more, the proposed
amendment to this regulation would make the local Bank ID project subject to modifications, to fit the
framework that would apply to the European Digital Identity, but ultimately undermining the unique
position Czech banks have secured in providing identity-based access to private and public services.

The entry into effect of the amendment across the EU is expected in 2030
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Notes

" Based on exchange rate as of 31 December 2017 which was CZK 25.54 for EUR 1.
2 Based on exchange rate as of 14 July 2022 which was CZK 24.4 for EUR 1.
3 Based on exchange rate as of 31 December 2021 which was CZK 24.860 for EUR 1.

4 The MFCR has made the Report on Financial Market Developments in 2021 available in English as well
(MFCR, 2022;23)).

5 All funds raised via an online digital marketplace, including P2P/marketplace lending (debt-
crowdfunding), balance sheet lending, equity-crowdfunding and non-investment crowdfunding.

6 The outsourcing rules for certain financial institutions are set not only by local regulation, but also by EU
law and binding guidelines from European regulators (EBA, EIOPA). In some cases, the regulator must be
notified, in other cases the outsourcing is not allowed at all. CNB has for example issued a Communication
on the EBA’s general guidelines on outsourcing or introduced principles of outsourcing cloud services.

7 The three biggest the Czech banks each have their own version of accelerator programs.

8 Example of banks which acquired in past few years either partially or wholly the following FinTechs:
Komeré&ni banka — Lemonero, Upvest, Roger, FinBricks; Airbank — Zonky; Ceska spofitelna — wflow.com,
Inwestown; CSOB — MALL Pay.

% Based on exchange rate as of 14 July 2022 which was CZK 24.4 for EUR 1.
10 Based on exchange rate as of 30 June 2022 which was CZK 24.74 for EUR 1.

11 Ceska Sporitelna, CSOB, Moneta, Airbank, Equa, Creditas, Komeréni banka, Raiffeisen Bank Czech,
Raiffeisen Bank Romania, and J&T Bank.

12 The shareholders are Air Bank, Ceska spofitelna, CSOB, Fio banka, Komeréni banka, mBank, Moneta
Money Bank, Raiffeisenbank and UniCredit Bank.
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