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Abstract 

This work project investigates banking business models with an in-depth focus on the 

Portuguese reality. The report incorporates a description of a clustering analysis that was 

undertaken on the Portuguese banking industry, succeeded by a detailed evaluation of the 

underlying business model that assesses vulnerabilities and strengths. In addition, 

recommendations are provided for enhancing competitiveness, optimizing the business model 

and exploring new opportunities in this particular market. 
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Introduction 

 
Banks are essential institutions for the sound functioning of any business environment, regardless 

of whichever economic context they are inserted in. In fact, the banking industry has experienced 

considerable changes, such as the Basel III accord and other regulatory modifications that surged 

in the wake of the Great Financial Crisis (here onwards also denominated as GFC) over the last 

few years, which were driven by an ever-growing sprout of digital technologies and differences in 

customer preferences and needs. As such, traditional banking business models are now poised to 

rethink their respective strategies in order to adapt to an environment that has constantly been under 

fast development. Nowadays, with the emergence of digital banks and related applied technologies, 

banks which employ – or used to do it – traditional strategies must forcefully shift towards a more 

digital model. That is, of course, if they do not wish to become obsolete. As this shift is currently 

happening in the whole world, the same is happening, although at a unique pace, in Portugal. 

Previous works have been considerably useful to define the evolving role of banks that operate in 

Portugal; however, we must also take the emergence of newer digital, virtual banks into account 

and define where they position themselves with respect to other banks which engage in traditional 

banking activities. 

The purpose of this work is to explore and identify the different types of existing banking business 

models, their evolution over time, and the factors that have influenced their development, according 

to different perspectives that have been adopted by various researchers along the years. 

Additionally, our focus within this Work Project would be to analyse how banking business model 

structures align with the emergence of digital banks in the specific context of the Portuguese reality. 

Thus, there comes a point where we must first introduce the concept of business models before 

delving into the depths and intricacies of banking business models. As such, our work’s theoretical 
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ground is mainly – but not limited to - sustained by Alex Osterwalder and Yves Pigneur’s Business 

Model Generation: A Handbook for Visionaries, Challengers, and Game Changers. 

Namely, studies of bank business models can be traced to early work by Amel and Rhoades (1988) 

and Mehra (1996), where bank business models where more simply defined as bank strategic 

groups, and the ongoing debate was on whether these existed or not. In later years, thanks to the 

works of selected researchers, work on banking business models has been deepened and finetuned, 

up to the point where we now have several approaches from which to begin when starting a possible 

definition of current banking business models. 

Before getting into detail as to how business models in general and banking business models in 

particular work and define themselves, there arises a need for defining a timeline of events that 

preceded the current setting and that may serve as a baseline for current business models that exist 

nowadays. Thus, we will proceed to build a timeline that includes all relevant events and historical 

issues that have happened along a certain period – in this case, our period of analysis was chosen 

to be comprised between the 1970s (for historical context purposes, since from that decade onwards 

major changes happened in the banking sector) and the year of 2021, which is the last year that 

contains publicly available financial data that could be used for the purpose of this Work Project. 

Specifically, this timeline will address developments in the Portuguese banking sector on a number 

of elements, such as overall size, geographical dimension, workforce size, key activities, 

profitability, solvency, and an emphasis on events preceding the GFC as well as events that 

occurred in the aftermath of the GFC (BdP 2020, Ayadi et al. 2011). 

Important definitions 

 
 

Throughout this document, several terms will be mentioned, from which some doubts might arise 
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due to the fact that different authors have different interpretations which can generate unclear 

consensus. In fact, there will be terms repeated exhaustively and for this reason we will present 

distinct perspectives of other authors that have already studied and analysed these concepts. First 

of all, we start with the concept of “Business Model”. 

As a matter of fact, Alexander Osterwalder describes it as it follows: “A business model describes 

the rationale of how an organization creates, delivers and captures value” (Osterwalder and 

Pigneur 2010). In this case, Osterwalder and Pigneur describe a business model as something that 

not only creates value by turning resources or capabilities of those organizations, but also delivers 

it by giving something that can satisfy the needs of the market. At the same time, they also mention 

the nine building blocks of a business model (Customer Segment, Value Proposition, Channels, 

Customer Relationships, Revenue Streams, Key Resources, Key Activities, Key Partnerships, and 

Cost Structure) that will be further explained and described in detail in this document. In addition 

to these two researchers, in one of the very first attempts of defining a business model, Timmers 

defines it as: “(a) an architecture for the product, service and information flows, including a 

description of the various business actors and their roles; and (b) a description of the potential 

benefits for the various business actors; and (c) a description of the sources of revenues” (Timmers 

1998). In this case, Timmers (1998) is more concerned and focused on the specificities of the 

product architecture, how information flows in that specific business model and the role of each 

and every component of the company. 

Likewise, in 2001, Afuah and Tucci (2001) define it as “method by which a firm builds and uses 

its resources to offer its customers better value than its competitors and make money doing so. It 

details how a firm makes money now and how it plans to do so in the long-term. The model is what 

enables a firm to have a sustainable competitive advantage, to perform better than its rivals in the 
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long term” (Afuah and Tucci 2001). It is essential to emphasize that they added an important 

concept to this definition. As Charles Darwin coined “It is not the strongest of the species that 

survives, nor the most intelligent that survives. It is the one that is most adaptable to change” 

(Darwin 1859), which means that the company who is more well-prepared is the one who is going 

to “win” in the future thus the importance of a well-defined and adapted business model. 

Furthermore, in the same year, Amit and Zott (2001) say that “A business model depicts the 

content, structure, and governance of transactions designed so as to create value through the 

exploitation of business opportunities” (Amit and Zott 2001). This concept is similar to the 

previously mentioned by Afuah and Tucci (2001) regarding on value creation. Moreover, Shafer 

alongside other authors mentions “We define a business model as a representation of a firm’s 

underlying core logic and strategic choices for creating and capturing value within a value 

network” (Shafer et al. 2005). Taking this into account, Shafer says that the business model 

represents the logic behind a company’s strategy for the reason that every company’s strategy is 

based on the model they operate in. 

In order to complement these last attempts of definition, Teece (2010) points out that “In short, a 

business model defines how the enterprise creates and delivers value to customers, and then 

converts payments received to profits.” In reality, Teece is trying to convey that once the company 

is able to define all the elements, then can focus its resources and capabilities on the activities that 

are more plausible to generate revenues. To top it off, Rym Ayadi, one of the most important and 

dedicated researchers in this area, defines and elaborates that business models are a systematic 

representation of a firm's logic and value proposition that incorporate the set of activities and 

resources that enable a company to create, deliver and capture value (Ayadi 2019). 
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As a final point, every author presents their own definition for this particular term of “Business 

Model”. However, it should be noted that all these definitions turned out to touch common points 

given that they all focus on value creation and delivery, underlying companies’ strategies and 

sustainable competitive advantage which elucidates and suggests common points to better 

understand what a business model is about and what it stands for. 

By the same token, it is important to define the concept of bank. Starting with Freixas and Rochet 

(2008) “(…) a feature of banking firms is the collection of deposits of the public and granting loans. 

These are financial contracts (…) are not easily transferrable” and “(…) management of the 

payment system (…) they are in a better position to alter informational asymmetries between savers 

and borrowers” (Diamond 1984). At the same time in a first attempt to define banks Gurley 

describes banks as “(…) firms that transform size, risk, and maturity of financial claims. Banks 

transform and manage risk (Gurley et al. 1960). In fact, in the existing literature there are distinct 

types of business models for banks. During the research, several authors have different business 

model for banks and in order to do so, they do an analysis of different ratios and indicators to better 

evaluate banking business models. 

Moreover, since now we have defined what a bank is, we can therefore define what a business 

model in banks is. To identify how it is possible to identify different banking business models it is 

important to understand that banks have different ownership structures, different funding activities 

and activities and they all compete in the same and highly competitive market (Ayadi 2019). 

Starting with the ownership structure, banks can have a more direct focused towards their 

shareholders with a clear focus on their profit maximization and risk taking, which is different from 

the stakeholder theory (Wicks 2009). The stakeholder-view is concerned about their members 

concerns and interest of the society as it understands that motivated stakeholders can help the 
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company to achieve greater goals while obtaining profits (Freeman 1984). Consequently, a bank 

which has a deep focus on risk maximization, in case the risk is not well managed, can lead to a 

big exposure of the banking sector and society to a possible collapse (Ayadi 2019). Thus, based on 

the bank’s decision making, this structure indicates if the bank is willing to take more or less risk 

in its activities in order to achieve their goals. 

Secondly, the organisational structure defines how a bank is organised in domestic and non- 

domestic market with subsidiaries or branches which gives a picture of the internationalisation of 

the bank (Goodhart 2003). However, this has implications at cross-border coordination and 

information flow dynamics between headquarters and branches given that the more 

internationalised a bank is, the more difficult is to coordinate different political, social, economic, 

and environmental changes in every country they operate in and the more prepared they should be 

to avoid these problems by keeping an effective and continuous flow of communication between 

them. In addition, in connection with the organisational structure, banks who follow a shareholder 

perspective are more internationally spread than the ones who follow a stakeholder perspective that 

focus on the domestic market and this pattern should be constantly monitored to understand 

possible changes in the internationalisation strategy of business models important to Ayadi (2019). 

Another key point to consider is the size and it is defined as the total assets, deposits, and credits 

relative to the GDP (Gross Domestic Product) of a country. It defines that if a bank is systemically 

important to the world, i.e., if the collapse of the bank can drag other entities and the economy 

down with it (Ayadi 2019). Therefore, this indicator provides information if the bank is too big to 

fail or so big that cannot even be harmed and if they are systemic in the economic context. 
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Methodology – Data collection methods and Posterior analysis 

 
The methodology steps and data collection methods were respectively planned and ultimately 

executed to achieve conclusions that could possibly answer our research question and help us 

understand the potential outcomes of our analysis. As a consequence, the data collection methods 

employed in the making of this Work Project can be divided into three main segments: Which data 

is to be collected, its relevant underlying sources and the method by which said data is to be 

collected. In fact, these three steps were determined so as to define a blueprint for collecting, 

processing, and analysing data in an effective and significant manner. 

As such, regarding the issue revolving around which data is to be collected, we have identified 

three main data points: data on the theoretical principles and general definitions of Business Models 

(from here onwards also mentioned as BM), historical data on the Portuguese banking sector, and 

finally key indicators of current players that are active within the industry of analysis. As for the 

data on Business Models in general, the main reason for its recurrence is for it to provide a 

theoretical basis for this Work Project. Moreover, regarding historical data on the Portuguese 

banking sector, its motive lies within the need for constructing a timeline of events that can put the 

concept of the evolution of BM in the Portuguese banking sector into an understandable 

perspective. Also, by displaying such a timeline, the idea is that the reader is given a certain context 

as to how BM evolution within Portuguese banks came across a certain number of years, the 

relevance of the period of analysis in question, as well as possible inferences that might be made 
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in the conclusion of said timeline. Finally, when it comes to identifying key indicators of currently 

active players within the industry, the end goal would be to conduct a clustering analysis, which 

will afterwards be used to make an attempt at defining possible boundaries and distinctions in 

between each different existing BM which might be present in the Portuguese banking sector. 

After defining which data is to be collected, an immediately posterior step would be to iterate 

characterization and definition of BM in the Portuguese banking sector, based on theoretical 

principles collected and previously analysed changes that might have occurred within the sector in 

question. Subsequently, it is relevant to identify, highlight, and determine possible data collection 

sources that might have been employed in the making of this Work Project. We have identified 

seven main data collection sources for the purpose of this Field Lab, and those are the following: 

The main foundational sources for theoretical principles of BMs in general and BBMs in particular 

are, namely, Osterwalder and Pigneur’s book Business Model Generation: A Handbook for 

Visionaries, Challengers and Game Changers (2010), as well as Rym Ayadi’s Banking Business 

Models. As for the main sources utilized in the making of a timeline that describes the Portuguese 

banking industry’s evolution over time are, specifically, Banco de Portugal, the Portuguese Central 

Bank, which notably produced the Historical Series of the Portuguese Banking Sector (2018); as 

well as Tomás and Valério’s Estudos de História Empresarial de Portugal – Banca (2021). 

Furthermore, the main sources employed in developing our clustering analysis include Ayadi’s 

aforementioned publications, Earnings reports pertaining to banks, EBA, ECB and financial 

database BankFocus. Furthermore, it is significant to acknowledge that, in addition to these data 

sources, we have recently conducted an interview with researcher and industry expert Bernardo P. 

Marques, who gave us valuable insights and provided us with useful knowledge for the purpose of 

our Work Project. 
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Clustering Specific Literature Review 
 

Regarding the topic of bank business models (BBM), a multivariate amount of research, analyses, 

and studies have been made, and different authors and institutions use different approaches and 

moreover, come to different conclusions regarding the amount, distinctions, characteristics, and 

classifications of bank’s business models (Demsetz and Strahan 1997; Stiroh 2004, 2006, 2010; 

Baele et al. 2007; Laeven and Levine 2007; Valverde and Fernández 2007; Demirgüç-Kunt and 

Huizinga 2010; Altunbas et al. 2011; Ayadi et al. 2012, 2015, 2017, 2019; Ayadi & De Groen 

2014; Roengpitya et al. 2014, 2017; Köhler 2015; Mergaerts and Vennet 2016; Farnè and Vouldis 

2017). This is part of the reason for which we opted to conduct our own analysis, as given that 

there is no universal consensus on the matter, we established that our own efforts could perhaps 

shed a clearer, more concise, and decisive light into the issue. 

Our decision was additionally influenced by the fact that even though there are plentiful of studies 

and analysis on the subject, we found limited efforts for a specific focus on the Portuguese banking 

sector, as these analyses typically have greater or different scopes than ours. They are generally 

focused on the international stage, encompassing whole regions such as the Euro Area, North 

America, Asia, or even a mix of these and other regions. 

To conduct our analysis in a fruitful and proper manner, we thoroughly examined and sought to 

understand studies that have already been published. The first key idea that effectively unfolds this 

literature review is the different set of approaches that are commonly used for these studies. Each 

approach is typically reliant on how the author(s) judges what best defines or distinguishes one 

business model from another, which furthermore relies on how an author envisions and defines a 

business model or more specifically a bank business model. Not only are there distinctions 

regarding the use of quantitative, qualitative, or both types of methods, but within each method 
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there are contrasting approaches regarding variable choice and evaluation, all with their own 

accompanying reasonings. 

Authors that opted for quantitative methods diverge with regards to the type of variables to include, 

with the main division being the choice between including income base indicators or to restrict the 

analysis to balance sheet indicators only. 

Ayadi (2012) argues that if “banks consciously choose their business models, any (…) analysis 

should be based on instruments over which the banks can have a direct influence.”, further claiming 

that performance indicators are “instruments that are beyond the bank’s control”, naming 

macroeconomic factors as the main reason. Additionally, Roengpitya (2014) simply claims that 

balance sheet ratios are interpreted as “reflecting strategic management choices”, further expanding 

in his 2017 paper that “In implementing a strategy, a bank’s management has close control over 

the types of exposures and thus the balance sheet of the institution. Income, on the other hand, 

tends to vary over time due to conjunctural drivers even if the strategy of the bank has not 

changed.”. Both authors would use different balance sheet indicators but perform a similar 

clustering analysis, additionally both authors analyse how banks change their business models over 

time, and how each business model performs. Income based indicators are used solely as outcome 

variables for these papers. 

In contrast, other authors viewed a bank’s revenue mix and income streams as indicators that can 

(aid) define a bank’s business model and strategic choices, such as Köhler (2015) or Stiroh and 

Rumble (2006) who examined banks’ revenue mixes and their respective links with profitability, 

additionally, Baele et al. (2007) demonstrated in their paper that there is a positive relation between 

non-interest income share and systematic risk, signalling that income diversification into non- 

interest income sources tends to be more volatile. 
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Yet another important paper to discuss is Mergaerts and Vennet’s (2016), as in contrast to other 

authors, they hypothesised the idea of static bank business models invariant over time, as well as 

conducted a factor analysis as opposed to a clustering analysis. Their factor analysis differed from 

their peers’ clustering analysis as the outcomes of each different variation of business model are 

their selected indicators. 

With regards to qualitative methods of identification of bank business models, the most significant 

European focused analyses were performed by the European Banking Authority (EBA) (2014b; 

2015; 2016). In contrast to quantitative methods, the EBA’s analyses were more granular and 

expansive in the identification of business models, for instance, in their June 2015 paper they 

identified 12 BBMs, which significantly contrasts with other analyses that are exclusively reliant 

on quantitative methods, as they only produce 3 to 5 clusters of BBMs. 

Furthermore, the EBA justifies their more expansive set of BBMs by stating that simply using 

balance sheet indicators, key information that pertains to the identification of a BBM is lost, 

additionally, certain institutions “do not clearly fall under a single business model category but 

rather combine various types of business lines of activities and funding strategies, among other 

elements, which makes the institutions fit into several business models.” (Cernov and Urbano, 

2018). As to the methodology of the EBA’s papers, they clarify that “Based on activities, funding 

and legal structure of banks” their analysts define a set of different business models, wherein 

afterwards, “the banks are allocated to each of these categories based on expert judgement.”, 

crucially, they performed these evaluations with the help of local supervisory authorities, but even 

so, the EBA recognizes that “This type of approach, however, suffers from the drawback that it 

may be prone to errors and subject to human bias.” 
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Cernov and Urbano’s (2018) EBA paper, further expands on the EBA’s previous papers by mixing 

qualitative and quantitative methods in their analysis. Due to the completeness of this paper’s 

description and analysis of BBMs, along with its association with a European banking regulator, 

led us to, throughout our overview of the Portuguese banking industry, predominantly rely on its 

insights and observations. 

Clustering Specific Methodology 
 

Following a careful review of the available literature on the subject, our efforts converged into 

conducting a clustering analysis akin to that of Ayadi (2016; 2019) or Roengpitya’s (2014; 2017). 

A hierarchical method based on Ward (1963) was used to identify groups of banks with similar 

balance sheet characteristics, yet distinctly from the aforementioned authors we also included the 

income-based variable of trading revenues as a percentage of operating revenues to measure 

exposure to more volatile streams of revenue. 

When possible, in an effort to soften outlier data in the data set, we averaged our variable data for 

the 5 years that spanned our analysis (2017 to 2021), so in our case, a particular Bank-5-year 

observation is assigned to a business model by the clustering algorithm. Furthermore, all data used 

in our clustering analysis was collected from the BankFocus database, which is maintained by 

Bureau van Dijk, a Moody’s Analytics company. 

Our final model narrowed to a final set of 7 variables that we believe best defines a bank’s funding, 

activities, and Retail-Facing strategic choices (table A1 provides further information). 

• Funding and Capital Structure 

 
o Wholesale Funding – Share of funding that comes from wholesale sources, with the 

remainder being funded by customer deposits 
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o Equity1 

 
• Activities 

 
o Customer Loans1 – This indicator is meant to signal the bank’s reliance on more 

traditional banking activities, it is defined by the amount of customer loans to non-bank 

customers, additionally these loans are not held for sale 

 

o TFA – Total Financial Assets: Securities1 

 
o Trading Revenues as a % of operating revenues – Trading revenues are calculated using 

the P&L line, “Net Trading income (losses) on Securities and Derivatives”. 

 

• Retail-Facing Strategic Choices 

 
o Thousands of assets per employee 

 
o Branches per Billion Assets 

 
Crucially, as other authors note as well, clustering is an inexact science that depends on several 

distinct factors, and even though the literature on the technical aspects of cluster analysis is 

extensive, there is lacking evidence as to why certain procedures work better than others2 (Everitt 

et. al. 2001). Considering this, we conducted several “trials” with different configurations and 

indicators, and the final 7 indicators mentioned above presented the most congruous, consistent, 

and complete set of clusters. 

Following, our initial trials we were also able to observe that both Banco BAI and Itaú’s Portuguese 

subsidiaries were inconsistent with (1) their data, and (2) assigned cluster, which lead to the swift 

 
 

1 Customer Loans, Securities and Equity are calculated as a % of total Assets 
2 Graph D1 aids in the visualization of the different types of clustering methods, and their respective effectiveness 
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removal of both banks from the final clustering, however they will be carefully and individually 

examined further in our analysis. 

Finally, a significant drawback of performing a clustering analysis following our configuration is 

that in case a certain bank has missing data for one or more variables it is immediately excluded 

from the statistical process, and so the proximity of that given bank-5-year observation to other 

observations cannot be determined. 

Our dataset included many such cases of missing data, as not every bank that operates in Portugal 

reports its financial data separately to their parent company. This is the leading cause as to why our 

clustering analysis was only conducted on approximately 75%3 of the most significant banks that 

operate in Portugal, however it additionally compelled us to collect qualitative data for the most 

significant banks that operate in Portugal. Employing the use of both types of variables, along with 

the clustering analysis, our goal is to accurately assign banks to their respective business models, 

reducing the risks of human error and bias. 

Broad Identification of Bank Business Models in Portugal 

 
Firstly, a dendrogram is a tree-like diagram that conceptualizes the hierarchical relationship 

between observations, and figure A1 represents the dendrogram resulting of our clustering analysis. 

In our case, it demonstrates the hierarchical relationship between Portuguese banks and their 

business models4. In our dendrogram, the height at which 2 banks are joined together represents 

how similar their business models are to one another, so for example, Credibom is most similar to 

 

 

 

 

 
3 Excluding the 3 international digital banks of Revolut, N26, and Monese 
4 Assuming that our final 7 variables accurately represent differences in choices of banks’ business models 
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Montepio Crédito and Banco Primus, additionally, it is closest in similarity to the retail-oriented 

cluster than to the Corporate, Private, and Investment cluster. 

Continuing with our explanation of the results produced, Figure A4 details the 3 main clusters that 

our analysis identified, with the values in the radar graph representing the number of standard 

deviations that each cluster’s data lies from the total sample mean, figure A4 initially details 3 

clearly distinct set of choices made by the banks in our data set. 

Figure A2 outlines the Radar maps of Banco BAI, and ITAÚ which were selectively removed by 

us during the clustering process for having data that generally had null or near null commonality 

with other clusters, and in fact a quick comparison with Figure A4 confirms our choice. In later 

sections of our work, we will further examine these 2 banks. 

Figure A3 on the other hand outlines the radar maps of Banco CTT and the Retail oriented cluster 

(the latter removed of CTT), given their similarities, and given that Banco CTT’s product and 

service offering is exclusively retail focused, it is henceforth included in the cluster. 

Credit Cluster 
 

To start, the simplest model of the 3 is the Credit model (Descriptive statistics available in Table 

B1). In terms of funding, it is entirely wholesale funded, which means it relies on other banking 

institutions, market sources, and/or public funds instead of customer deposits for its funding, to 

corroborate this data, none of the credit institutions that we analysed offer any sort of bank account. 

Funding through customer deposits is a more traditional and less risky manner of obtaining funds, 

conversely, wholesale funding typically carries some form of liquidity risk for banks, with some 

academic papers even suggest it as a major determinant of banking vulnerabilities during the Global 

Financial Crisis (Huang, et al. 2011), (Ayadi 2011). 
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Activities wise, accessing these institutions websites provides clear evidence of how credit focused 

they are, and analysing the data, these institutions are heavily involved in customer loans, with the 

average share of customer loans to assets being close to double that of the Retail-Oriented group 

(85% vs 49%), figure C4 clearly demonstrates this contrast. 

Fundamentally, since these institutions do not take deposits, they can be classified as non- 

depository lenders. In addition to lending, this type of financial institution may also provide 

financial services such as credit counselling, debt management, and financial planning, they may 

also offer more flexible lending policies when compared to other types of financial institutions. 

Further, when analysing securities and trading revenues, for both Primus and Montepio Crédito 

neither of these institutions had any significant trading revenues, and moreover, Primus has an 

approximate null share of securities whilst Montepio Crédito nears 10%. Credibom however, had 

a share of securities as a % of assets of 20% and its trading revenues had an impact of 0.9% on 

operating revenues (stemming from an abnormal value of -4.4% in 2021). Overall, these 

institutions have a significantly reduced footprint in these types of activities. 

Finally, with regards to branches and employees, Cofidis has the highest number of both indicators 

at 12 branches and over 700 employees (Cofidis 2023), but nevertheless we were unsuccessful in 

determining their value of assets, so a size relative comparative analysis to other institutions in the 

cluster cannot be performed. Notably, however, Cofidis’ values are significantly larger than any of 

the other institutions. 

Of the 3 Credit institutions in our clustering analysis, Credibom is the largest asset wise at over 5x 

the size of either Montepio Crédito or Banco Primus. Despite this, Credibom has the same number 

of branches as Montepio Crédito, of 2, whilst Banco Primus has 5. This difference in approaches 

https://www.cofidis.pt/recursos-humanos/equipa-cofidis
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to branches explains the large disparity between the minimum and the maximum values in the 

Branches indicator visible in table B1. 

Furthermore, the contrast between Credibom’s relatively large size (12th biggest out of 30 banks5) 

and its extremely reduced number of branches gives it the second smallest number of Branches per 

billion assets of 0.74, far below that of Montepio Crédito’s 3.64 or even the Retail-Oriented’s 

cluster smallest value of 6.7. Given the nature of Credibom’s activities and customer type, the 

dichotomy of large asset size despite a lack of branches led us to conclude that their non-physical 

direct channels (online, and mobile) are most likely a crucial part of Credibom’s business model, 

furthermore, a look at their employee count relative to its assets points in the same direction6. 

With regards to employees, this cluster has the smallest value of thousands of assets per employee 

at a mean value of 4811, but as figure A4 demonstrates it is merely -0.5 standard deviations from 

the full data set’s mean. Within the cluster, Banco Primus has a slightly greater number of 

employees than Montepio Crédito (137 vs 127) and slightly smaller asset size (470M€ vs 550M€), 

which results in a somewhat smaller number of assets per employee for Banco Primus, in all 

likelihood related to it having more branches than Montepio Crédito. 

Credibom however, has ~3x the number of employees (407) as Banco Primus, but its asset size of 

2.7B€ is 5x that of Primus’, logically then, Credibom has a significantly greater amount of assets 

per employee when compared to Banco Primus, which signifies that even though it has a larger 

size, Credibom’s number of employees did not increase proportionally to its size comparatively 

with Banco Primus or Montepio Crédito. 

 
 

5 Also accounting for banks that were not included in our quantitative analysis due to a lack of data, but for which 

asset size data was available, such as Bankinter, Abanca, BBVA 
6 Credibom’s “About us” page additionally states “(…) having later extended its area of activities towards Direct 

Channels, specialized in solutions for final customers, where it has since reenforced its presence. 

https://www.credibom.pt/institucional/quem-somos/
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In-Depth Analysis of Digital Banks’ Business Model 

 
In the following analysis, we will base ourselves on the 9 building blocks framework theorized by 

Osterwalder and Pigneur (2010). This conception of what a business model is composed of and 

what each of its elements signify serves as a suitable blueprint for a general definition of any 

business model and as such, for this specific purpose, it serves as a suitable form of mapping digital 

banks’ business models. Thus, in the following paragraphs, we will analyse how business models 

of digital banks typically go on about their business, namely which customer segments they will 

target; which specific value proposition they will adopt to serve these customers; by which channels 

will digital banks reach and deliver value to their customers; what kind of relationships will these 

banks build with their customers; from which sources will digital banks generate revenue; what 

key resources, activities and partnerships will these banks be required to possess, execute and 

develop, respectively, in order to generate revenues; and on which cost structure will all these 

activities be based on. By following this approach, we will analyse with extensive detail every 

single one of these nine building blocks in order to better understand the intricacies and the inner 

functioning of digital bank business models, as well as to put them in the context of an in-depth 

analysis within the ambit of this Work Project. Subsequently, digital bank business models are 

typically characterized by the following elements: 
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Channels 
 

By belonging in Osterwalder and Pigneur's framework, channels allow companies to deliver value 

propositions through communication, distribution, and sales channels which can be owned by the 

bank or outsourced (Osterwalder and Pigneur 2010, 28). All in all, it comes down to how companies 

communicate and reach their customer segments. In the case of digital banks, the most identifiable 

characteristic of digital bank business models is that their channels are fully digital. The ways in 

which channels are divided can be described across five identifiable phases: Awareness, 

Evaluation, Purchase, Delivery and lastly After-sales (Osterwalder and Pigneur 2010). To begin 

with, awareness endeavours to provide an answer on how to raise buzz about the company. To do 

so, digital banks typically use digital channels such as their social media platforms like Instagram, 

Facebook, and others (Forbes 2021) who provide a seamless experience (King 2019). At the same 

time, referral programs help the brand with word-of-mouth advertising since customers get money 

from bringing new people into the platform. The second phase, evaluation, focuses on helping 

customers assess the organization’s value proposition. Thus, in this case, digital banks clearly 

communicate the benefits of their products in a way that is convincing and more appealing than 

that of its competition, as well as by highlighting differentiating points and provide proof points 

that demonstrate the effectiveness of offers (Osterwalder and Pigneur 2010). This can be evidenced 

by the fact that most digital banks externalize their offerings by leveraging their digital marketing 

resources and by utilizing digital channels as a mean of reaching out to customers. When it comes 

to the third phase, purchase, it shares the same infrastructure as the delivery phase since these two 

activities are done via their digital resources, especially mobile banking. Via these means, banks 

are thus faithful to their value propositions by promising new services that meet unmet needs and 

that are more agile on whichever channel is chosen (Kellum et al. 2021). The purchase process can 
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be executed and upgraded at any time, which does not happen in the case of traditional banks, as 

these have physical branches that work on a short regular schedule during the week and do not 

operate on weekends. Digital banks do not have branches, meaning the marginal cost of a new 

client is more efficient since it does not upbring rent or other unnecessary overhead expenses (King 

2019). In addition, the launch of new products or services such as cryptocurrency or precious 

metals and commodities creates more attention and distinctiveness to the brand (Revolut 2023), as 

traditional banks do not currently offer most of the aforementioned. Consequently, there is a main 

focus on the mobile app where customers can perform all their activities, purchase new services 

and get them instantly in the same platform. Furthermore, after-sales are crucial to all businesses. 

Notably, they generate customer satisfaction and better retention by generating loyal customers 

and increasing brand value, given that customers will gain the perception that the organisation is 

also focused on solving any problems that might arise and they will want to stay with the bank 

longer (Kotler and Kevin 2006). For instance, time-to-time calls to verify if the customer is satisfied 

with the offered services, constant customer support services and surveys to understand customer 

happiness are some ways of establishing sound and efficient after-sales channels. Moreover, the 

24/7 customer support proofs that these entities are concerned about the well-being of their 

customers and their satisfaction. 

Customer relationships 
 

The Customer relationships building block describes the types of relationships a company 

undertakes within the different customer segments it aims to serve. As customer relationships may 

be of a distinct nature, a company should set its foot on what kind of relationship it wishes to build 

and maintain with each and every existing customer segment (Osterwalder and Pigneur 2010, 28). 



GROUP PART 

61 

 

 

 

In what regards customer acquisition and retention, digital banks often opt for offering online and 

personal customer assistance, accompanied by a user-friendly digital platform where customers 

can easily navigate through its interface and explore the different options that constitute the bank’s 

offering through its digital application. Also, digital banks bet on constant and regular 

communication with clients and updates on their platforms, whether to improve its performance, 

user experience or accessibility. The preferred means of communication of digital banks is usually 

either via their digital platforms or applications or via email marketing content. Finally, digital 

banks strive to offer secure and reliable banking services, which can be considered a trust-building 

factor. By ensuring that their clients’ money is safe and sound, digital banks are then able to 

guarantee the establishment of long-term relationships with their customers, who in return will feel 

safety and will remain loyal to these banks (Forbes 2023). 

Revolut, for instance, has adopted a customer-centric approach where its aim is to provide its 

customers with a top-flight experience by initiating the Deliver WOW project, whose objective is 

to keep customers as close as possible by taking in their feedback and redirecting it to its Products 

and Services team in order to envisage and work out potential improvements to be implemented 

into the platform (Revolut 2021). Considering that it comes from the fastest growing player in the 

digital banking sector, it can be said that these kinds of projects may soon become the norm for 

other players in the market, should these wish to keep up with the incumbent in question. 

However, digital banks still struggle to gain trust from society and to be the primary bank of 

customers (FintechTimes 2020) because the relationship is purely digital and impedes other market 

segments from being attracted. In case of any problem, everything needs to be sorted out with the 

specific channels and not face to face like in every traditional bank. Moreover, older segments – 

which are also segments that trust digital banks less - are thus less familiar with IT solutions 
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(Ekberg 2015). Indeed, it is mentioned that people tend to stick with the banks that they grew up 

with, which represents a major obstacle for neobanks given that it is deeply rooted within in their 

culture (FintechTimes 2020) as well as key events in life such as buying a house, saving for 

university tuitions and retirement planning, all of which are part of what legacy traditional banks 

usually offer (EY 2021). To create brand awareness and attract customers, digital banks tend to 

offer lower prices and new products as well as vow to move beyond financial literacy-related 

content via the introduction of new topics (McKinsey 2022) that are advertised through their 

channels. 

Revenue Streams 
 

The revenue streams represent the cash a company generates from each customer segment 

(Osterwalder and Pigneur 2010, 29) and in this specific business model they can generate different 

streams. Firstly, there are usage and subscription fees that clients pay to have access to different 

services and advantages that the bank offers with different types of accounts (Menegon 2020). All 

these banks have different plans and, if we take the example of Revolut, they start with a standard 

account plan with the minimum of specifications where the customer has a limited number of ATM 

withdrawals, no cashback on card payments, no priority customer support and higher fees on 

investments. As the subscription plans’ price level increases, their underlying benefits also 

increase. Plus, accounts also come with insurance coverage, protection against thefts and refund 

protection that costs 2.99€/month, as well as the premium plan with a cost of 6.99€/month which 

offers larger ATM withdrawal limits, cashback on payments and travel protection (flights, baggage 

loss and airport lounge access). Lastly, Metal – an upgrade on premium - accounts come with a 

cost of 12.99€/month and with access to all features, higher insurance, travel and theft protections 

and also lower fees on crypto and stock operations (Revolut 2023). Interchange fees, another type 
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of revenue stream, are fees that neobanks get when customers make payments with their cards in 

which the bank typically collects a small percentage of sales coming from the associated seller 

(Finance Magnates 2022). 

Additionally, brokerage fees can also be a source of revenue for banks that act as intermediaries 

between the customer and the broker company, allowing trading of stocks and cryptocurrency 

services (Revolut 2023). Moreover, in the case of Monzo, there is a revenue type that comes from 

provisions of overdraft (Menegon 2020). In this case, banks set aside a determined amount of funds 

to cover overdrafts and charge smaller fees than other overdraft protections. As a result, this is 

useful for customers who need extra-money since they allow customers to withdraw more money 

than what they have available, thus charging smaller fees for the final user (Menegon 2020). Also, 

API connection fees generate revenues for neobanks by allowing third parties to access their APIs 

to create apps that use their information and create future partnerships or products (Sullivan 2022). 

Key Resources 
 

Every firm requires key resources in order to perform and develop their business, and by saying 

this, it is specifically important to say that these are considered the most important assets to make 

a business model flow (Osterwalder and Pigneur 2010, 40). Without these key resources it is not 

possible for firms to deliver their promised value propositions, to reach specific market segments 

that they could possibly want to target, maintain, and establish relationships with their target 

segment and lastly earn their revenues (Osterwalder and Pigneur 2010, 40). 

Moreover, regardless of the fact that this concept might suggest about the kind of physical resources 

that companies have, it extends beyond the simple definition of the word. These resources can be 

thus categorized into four major categories: Physical, Intellectual, Human and Financial 
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(Osterwalder and Pigneur 2010). First, the physical dimension englobes all the physical assets 

possessed by the company, such as buildings and other infrastructure that allow the bank to perform 

its activities. Since technology is the key pillar of this business model, it “obliges” neobanks to 

purchase and have in their possession data centres, computers and physical drivers which are of 

extreme importance for them. Secondly, all the intellectual aspects like patents, copyrights, 

partnerships and software that whose absence hinders fintech banks’ operations, since they rely on 

their technology and software to run their apps, customer support and eligibility of information 

(Osterwalder and Pigneur 2010). Branding also applies in this segment and it is very important for 

the business model since clients create associations with the brand itself that lead to better results 

in the future by developing a strong bond (Ashurst 2016). 

To add up, human capital is a key dimension since, without humans, all the knowledge and creative 

processes are lost, and the app would simply be a set of processes without human interaction. 

Moreover, the inexistence of human capital would mean that all technological processes and 

innovations would not exist, since they were created by humans. Specifically, N26 focuses on 

having a team who has around 1500 people and more than 80 nationalities which contributes not 

only to the diversity in the workplace, but also to the process of idea generation and a better and 

more personalized help to the customer in this big group of languages spoken by the employees 

(N26 2023). These employees also search for the best talent with the goal of continuing to be on 

the edge of innovation and product offering in the sector. Lastly, regarding the financial dimension, 

it is important to highlight that not only Revolut but also N26 started as start-ups in the area of 

banking so the first steps of funding/finding the right partners was extremely relevant for them to 

succeed. In a similar way, one important key financial indicator that helped in the creation of 

neobanks was external funding since all these banks started as start-ups (Gupta and Tham 2018) 
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and thus required a certain scale to perform some financial activities like providing loans. While 

depending on external sources of financing might appear as a potential weakness, it is however 

critical for early-stage digital banks to achieve scale on their operations. In addition, digital banks 

also need to achieve and build a strong brand to gain customers by providing satisfactory customer 

service and brand awareness while being dependent on these VC (RFS 2022). Moreover, since the 

larger part of the pie of clients’ money is in traditional banks, and neobanks are used for daily 

activities, the money that these banks have in deposits is not enough to provide new loans and 

results on counting on external funding representing a higher cost comparing with the traditional 

model (Accenture 2021). 

Key Activities 
 

The Key Activities Building Block refers to the most relevant actions/activities that a company 

must undertake to make its business model work (Osterwalder and Pigneur 2010, 36). 

The major and most required activities of digital banks are software engineering and product 

development. Since digital banks follow a platform-centric model, they strive to develop a user- 

friendly mobile application in order to successfully deliver the intended value proposition, thus 

solving customer problems and satisfy their needs (Finnovate Research 2018). Additionally, 

through machine learning models, some digital banks are offering customer protection in detecting 

and preventing fraud (Revolut 2021). Through innovation and product development related 

capabilities, neobanks are then able to launch and improve customer-focused products, which 

enable customer retention and attraction (Monzo 2022). 

As digital banks follow a customer-centric approach, data analysis is a key activity as it enables 

to gather customer insights and deliver personalized services (Finnovate Research 2018, 27). 
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Gathering these insights fosters innovation, leading to a more flexible model, which in turn 

becomes more responsive to customer preferences and needs. Leveraging customer data also has 

the benefit of enabling cross-selling (Deloitte 2022, 27). 

In order to maximize user experience and customer satisfaction, digital banks highly rely on 

customer support as one of their key activities. To ensure customer support, neobanks mainly rely 

on live chats, email, and automated chats, despite some neobanks still not possessing some method 

of personalized support (Chong 2020). Artificial Intelligence is widely used by digital banks in 

chatbots, with the objective of offering a more sophisticated assistance experience (Fintech News 

2018). The insights from customer support can present themselves as valuable inputs for digital 

banks to further optimize their customer journey in the future (Revolut 2021). 

Another important aspect of digital banks’ main activities is that of marketing efforts. By targeting 

the aforementioned customer segment, digital banks must develop a proper marketing campaign 

that is able to attract and retain customers. One possible strategy would be to emphasize their 

superior value relative to that of traditional banks, while educating a sufficiently high number of 

consumers about services offered by digital banks that traditional banks do not currently offer 

(Temelkov 2022). This can be achieved through continuous and intensive exposure to social media 

channels, where the target segment is mostly present, and it would also be coherent with the 

platform-centric approach adopted by digital banks. 
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Key Partnerships 
 

A company’s key partnerships represent its underlying network of suppliers and partners that help 

within the business model’s proper functioning (Osterwalder and Pigneur 2010). In the quite 

specific case of a digital bank, while its base is common ground with regards to other business 

models, there are some nuances to it that must be recognized. Firstly, partnerships can be 

distinguished across four different types: strategic alliances between non-competitors, strategic 

partnerships between competitors (the so-called “coopetition”), joint ventures with the final aim 

of developing new businesses, and finally buyer-supplier relationships to assure reliable supplies 

(Osterwalder and Pigneur 2010). In the case of digital banks, partnerships can be typically 

established with four different entity types: technology providers, namely cloud providers such as 

Amazon Web Services or Google Cloud; payment processing networks, such as Visa or 

MasterCard; regulatory bodies, such as the European Central Bank or the Bank of Portugal; or 

third-party service providers who engage in unrelated business activities and that cross-sell to 

customers who also fit in the segment that digital banks target (Revolut 2021). 

As previously mentioned, digital banks can establish partnerships with other banks and create a 

relationship of “coopetitive” nature, that is, to collaborate with competitors on key products or 

services offerings, such as putting savings accounts in place, facilitating entry into new markets, 

or exploring distinct ways of acquiring customers (Menegon 2020). 

Cost Structure 
 

This last element constitutes the total amount of costs that a company incurs in the process of 

operating upon its underlying business model (Osterwalder and Pigneur 2010). For the specific 

case of digital banks, there are several elements we must take into consideration when looking at 
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their cost structure idiosyncrasies. As traditional banks typically base the majority of their costs on 

branch maintenance and personnel remuneration and retention, digital banks’ costs are mainly 

based on their digital products and platforms, as well as respective improvements in the technology 

that sustains them. Furthermore, other costs associated with maintenance and additional 

development of customer support and customer service activities are typical to arise in banks of 

digital nature, as face-to-face customer support is tendentially not the norm in banks of this kind. 

Also, other costs incurred may very well include marketing-related costs, as digital banks are surely 

in the early-stage phase where aggressive market share capture is of vital importance. As such, it 

is thus elementary that such costs may arise in this context. Finally, another set of costs that might 

be of possible concern to digital banks is that of compliance and regulatory costs. As these are new 

forms of banking, some regulations in some countries may still not yet be in place so as to 

accommodate newer banking players in the market and thus maintain competitiveness within the 

banking industry. However, in comparison with those incurred by traditional banks, regulatory 

costs supported by digital banks are minimal, given their size and relative agility with respect to 

their business-as-usual counterparts (Menegon 2020). 

Subsequently, a detailed analysis of Business Models belonging to Digital Banks regarding their 

advantages and vulnerabilities is due, where the Digital Banking Business Model will be subject 

to analysis on its stronger as well as its weaker points. 
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Strategic Advantages of Digital Banking Business Models 
 

By analysing digital banking business models in-depth, several advantages are generated. Firstly, 

the customer-centric organisational design feature can be considered one of the main advantages 

of this business model. While the traditional banking model displays a product-centric 

organisational design, the digital banking model deeply focuses on addressing customer needs, 

such as speed, transparency, lower costs, user experience, and improved financial wellness 

(Finnovate Research 2018). By addressing these needs and offering a customized, convenient, and 

easy-to-use service to its customers, digital banking models create unprecedent value to customers, 

which translates in their ability to acquire new customers by solving the main customer pains, thus 

distinguishing itself from the traditional model. 

Additionally, a major advantage of digital banking business models is the leveraging of their most 

important resource, which is that of technology. As digital banking companies adopt Fintech within 

their business model, digital transformation has a major role in the fast-changing financial industry 

(Martinčević et al 2020). One of the key technological innovations in the banking industry that 

digital banking models rely on is Application Programming Interface (API), which allows other 

developers to create functionalities on top of their existing infrastructure. By using APIs, digital 

banks explore opportunities to expand its customer base, to monetize data, and also creating new 

financial products (Finnovate Research 2018, 18-19; Martinčević et al 2020). Moreover, by using 

automated robotic processes, digital banks reduce manual processes, assuring that employees focus 

on decision-making and other important activities. Also, the use of blockchain technology enables 

banks to massively decrease processing costs (Martinčević et al 2020). In addition, Artificial 

Intelligence enables digital banks to improve its customer support, thus overcoming customer 

service challenges faced by traditional banking (Fintech News 2018). By leveraging technological 
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capabilities, digital banking players also focus on Personal Financial Management, delivering 

personalized insights and aiming at improving users’ financial wellness (Finnovate Research 

2018). To add up, a major advantage of digital banks’ business models is the inexistence of legacy 

technology infrastructure unlike traditional banks, in which digitalization initiatives require much 

larger investments. This leads to another advantage of the business model, which is the agility to 

respond to market needs that these banks possess (RFS 2022). Instead of relying on existing IT 

systems as traditional banking does, digital banking business model create their own system, a 

network with several elements operating together, allowing these banks to implement changes in 

around 2 weeks, in opposition to 3 to 6 months for traditional banking players (Oliver Wyman 

2019). Thus, due to the branchless characteristic of its business model and technology orientation, 

digital banks can respond to changes faster and implement new features into their service-offering 

(Hopkinson et al. 2019). 

Another advantage of digital banking models is the fact that it possesses a higher cost efficiency 

when compared to the traditional banking model. As digital banks are branchless, fixed costs are 

lower and so are distribution costs. Additionally, the product set is also simpler, and the operating 

models are leaner (Finnovate Research 2018). Moreover, both Lifetime Value and Customer 

Acquisition Cost are more effective in digital banking models. Both metrics are important for 

digital banking firms as they do not present the long market presence and solid customer base that 

traditional banking do (Synpulse8). 

Moreover, marketing in digital banking business model is a very important activity to reach 

potential users and expand the current customer base. For a digital bank, marketing is about finding 

the simplest way of reaching potential customers and transmit and convince them of the value that 

the bank is creating and delivering (Bulgar 2023). Due to the branchless characteristic of its 
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business model, digital banking players almost exclusively rely on digital marketing, unlike 

traditional banking models, and thus they possess a strategic advantage by relying on marketing 

channels that traditional banks do not use. For instance, by leveraging referral marketing, affiliate 

marketing, and influencer marketing, neobanks are able to communicate to potential customers its 

trustworthiness, which is one of the key aspects that financial institutions should target and how 

potential users should perceive the business (Bulgar 2023). Also, as a way to address basic human 

needs of belonging and sharing, many digital banks use community marketing, fostering long-term 

relationships with customers (Bulgar 2023). For example, Revolut uses digital channels such as 

social media, tube ads and referral campaigns in order to acquire and retain customers, creating a 

strong community (Menegon 2020). The focus on digital channels by neobanks is especially 

relevant and even a stronger advantage in the context of Covid-19 pandemic, as it is expected an 

increase of 19% in mobile banking and 26% reduction in branch usage after the pandemic (BCG 

2021). 

Vulnerabilities of Digital Banking Business Models 
 

When taking into account the vulnerabilities present in digital banking business models, there are 

several which might pose as plausible candidates for this particular business model’s case. Thus, 

six types of vulnerabilities have been identified: Those related with customer acquisition and 

retention, third parties, profitability, impersonality, venture capital dependence and lastly the 

branchless characteristic. 

Firstly, regarding customer acquisition and retention, while some efforts might have been deployed 

by digital banking entities towards community building and general marketing objectives, a latent 

lack of loyalty programs still remains - which incumbent traditional banking entities usually 

employ - that can be targeted towards customers and their needs, which might even pose as an 
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incoherence regarding the fact that digital banking companies utilize the concept of customer 

centricity as a flagship slogan. Taking the Bank of America as a credible example, its employment 

of loyalty programs has achieved a 99% retention rate and has even doubled the number of products 

held per program participant (Accenture 2023, 23). Also, there happens to be a noticeably siloed 

approach to product development, meaning that banks may actually have products or services that 

customers demand, but end up not getting due to poor integration within the banks’ channels 

(Accenture 2023, 29). While this is also linked to rewards, a study has found that less than 15% of 

leading banks provide any sort of reward or loyalty compensation to their customers for increasing 

the number of products in usage, or even for increasing frequency of transfers and payments 

through the banks themselves (Accenture 2023, 19). 

Regarding third parties, it is verified that digital banking business models boast some degree of 

dependency on a number of entities, partnerships, suppliers, and activities such as crypto-exchange 

services, payment processing entities and regulatory compliance entities. 

By depending on those, digital banking companies expose themselves to a great deal of risk and 

uncertainty should any of these services and entities fail, for some reason. Thus, digital banking 

companies are then stuck in a low bargaining power loop, which could prove to be difficult to steer 

away from. In addition, challenger banks such as Revolut, N26 and other similar digital banking 

entities are usually excessively dependent, especially in an early-stage phase, on partnerships of 

that nature that provide them with resources and capabilities that they cannot replicate or develop 

internally at a certain level, while their traditional banking counterparts have already managed to 

establish a years-long positioning strategy and other types of relationships with their customers 

(Menegon 2020). This is tied to the ever-relevant concept of the “Make vs. Buy” continuum that 

is stated in vertical diversification theories, where transaction cost economies play a crucial role in 
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determining whether a firm must develop its activities based on majorly internal resources or 

whether it should rely on market factors to execute them (Walker and Weber 1984). In conclusion, 

digital banking companies lose competitiveness by engaging – or letting themselves be engaged 

with – entities that provide services or capabilities that could be otherwise developed by challenger 

banks. 

Another case whose relevancy remains urgent is that of profitability. While challenger banks might 

pose as an attractive, lean, agile and even flashy alternative to traditional banking businesses, its 

lack of profitability so far has proven to be somewhat alarming. In fact, profitability rates across 

digital banking companies have shown anything but exciting promises, as only 5% of neobanks 

have been found to have turned a profit (that is, to have reached operational breakeven) as of 2022 

(Simon-Kucher 2022). This can make the case that, for the most impatient shareholders, time might 

be about to run out regarding the financial backing they might be able to potentially provide, as 

well as the fact that it does not bode well for a bank that states itself as “secure” and “reliable” to 

remain unprofitable for relatively long periods of time. In addition, another fact that proves that 

digital banking companies are still a cash-strapped alternative to their traditional banking 

counterparts happens to be that, as of current times, the revenue side of digital banks typically does 

not exceed single digits per client (Simon-Kucher 2022). Given these facts, digital banking 

companies are thus urged to turn a profit as soon as possible, upon threat of losing their customers, 

their shareholders and, ultimately, their very own existence. 

Moreover, impersonality has been found to act as a potential vulnerability for digital banking 

companies. The absolute lack of human interaction when engaging in customer support and in-app 

activities is a characteristic of digital banking business models that could potentially be self- 

destructive, as for instance 44% of customers aged between 18 and 44 years old have stated to have 
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found difficulties when attempting to reach customer support channels (Accenture 2023, 12). This 

can be particularly worrisome for digital banking entities, given the fact that their target base of 

customers lies exactly within that specific age range, and very much damaging as well, since this 

concern can rapidly lead customers to switch banks and perpetually dampen their trust and loyalty 

towards digital banking companies. This concern is mainly linked to “emotionally devoid primary 

channels”, which denote a lack of human interaction and consequent dissatisfaction stemming from 

it, as digital banks cannot sell their products or even provide meaningful advice to their customers 

without some form of human intervention (Accenture 2023, 12). 

Furthermore, the excessive dependence on venture capital by digital banking entities may prove to 

harm their profitability, their underlying assumptions regarding a going concern, and ultimately 

their own survival. As VC transactions have been historically common, especially when dealing 

with promising start-up-style digital companies, it is not exactly surprising that digital banking 

companies may also engage in these kinds of activities, given their innovative edge (Faria and 

Barbosa 2014). However, such strategies could pose enormous risks when considering that venture 

capitalists typically expect a return on their investment in a period comprised of 5 to 7 years. Given 

that, as previously mentioned, digital banking entities have not proven to be exactly profitable, a 

growing concern might be on the horizon for VC backed digital banks which have still not been 

able to turn a profit after the aforementioned period, thus risking default and compounding debt 

owed to these entities (Simon-Kucher 2022). 

Another potential vulnerability that could affect digital banking business models is that of low 

product variety and diversification when compared to traditional banking entities. As stated above 

in the Value Propositions section of the digital banking business model in-depth analysis, 

traditional banking entities have by now caught up with disruptive challenger banks and have 
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started offering products with a similar level of innovation as that of challenger banks. While digital 

banking companies started offering services such as cryptocurrency trading, home banking 

platforms and possibility of opening accounts remotely, traditional banking entities have countered 

that offensive by establishing digital-like banks under their banking umbrella, thus leaving digital 

banks without much room for manoeuvring within the market. 

Last, but not least, comes the branchless aspect of digital banking companies. Since it is the primary 

point of differentiation between challenger banks and their respective incumbents, it might seem 

strange that it is stated as a vulnerability. However, it has been found that, while doing an “all-in” 

on a branchless banking business might surely come off as innovative, it surely also brings negative 

results on certain aspects. Such aspects are related to, for instance, the fact that 67% of surveyed 

consumers have stated that the existence of bank branches portrays stability and shows that the 

bank is available for its customers, as well as for any potential future customer that might decide 

to walk through the door on a given day (Accenture 2023, 13). In addition, it has been found that 

the existence of branches factually contributes to increasing loyalty rates, on account of traditional 

banking companies deploying stronger and more effective efforts towards that objective (such as 

the example provided above on the Bank of America). Thus, it can be concluded that incumbent 

banks, while they might be falling under the threat of digitization and lack of innovation, still very 

much remain as important and trustworthy players within the banking sector, something that digital 

banks are still yet to achieve. 

Digital Bank Business Model Optimization 

 
In this final chapter, after careful in-depth analysis and careful consideration of digital bank BMs’ 

strategic advantages and vulnerabilities, the final step regarding recommendations and next steps 
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for digital banking BMs ensues. Given the aforementioned facts, it has become clear that some sort 

of action must be taken in order to modify, even if slightly so, parts of the BM or even the BM as 

a whole to ensure long-term sustainability and survival of this particular BM type. Thus, in this 

context, it would be a sensible approach to look at each individual BM building block – or even at 

groups of building blocks – to attempt and propose a way in which digital bank BMs can emphasize 

their strategic advantages and minimize their vulnerabilities, in order to optimize the existing BM 

rather than modifying it completely. Either way, as changes made in an entire BM can affect more 

than one building block (for instance, impact made on Revenue Streams could also reverberate 

towards Channels), changes and impact in every respective building block will be analysed 

accordingly, given the nature of the recommendation in question. As per our previous analyses 

suggest, there is a clear need for improvement on profitability, impersonality, online efficiency, 

product diversity and customer acquisition and retention. Therefore, the following 

recommendations may feature: 1) Product offering and service portfolio expansion 2) Introduction 

and implementation of the Banking as a Service model (BaaS) and 3) Expansion of payment 

systems solutions. 

Banking as a Service (BaaS) for Digital Banks 
 

As digital banks have taken the banking sector by storm, it is no secret that these entities have taken 

a look at what can leverage their growth and what potential innovations might arise that could be 

useful for scaling purposes. In this context, Banking as a Service (BaaS) has appeared as a friendly 

neighbour as of late by presenting itself as a mighty and useful tool for financial and non-financial 

institutions to explore. Defined as “an ecosystem in which licensed financial institutions provide 

access to their services to non-banking businesses via API” (OpenPayd 2023) and that can “serve 

as the ideal tool to increment its customers’ experience by offering a completely novel product 
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portfolio that is backed by digital banks’ own technology and security” (Itaú BBA), BaaS thus 

enables novel specialized solutions that can be brought to market in a much faster manner (Deloitte 

2021) and that can more easily dismount offerings proposed by traditional banking companies, 

therefore disrupting their respective value chains. While traditional banking entities such as 

Goldman Sachs and Banco Bilbao Vizcaya Argentaria (BBVA) might have already jumped onto 

the BaaS train, these are certainly exceptions to the norm, as this type of service is clearly more 

tailored towards digital challenger banks. In Portugal’s case, this would not be a complete novelty, 

as large digital banking competitors such as Revolut or N26 are already implementing BaaS 

practices. However, there is certainly room for untapped markets and Portuguese-owned digital 

subsidiaries of retail banks such as ActivoBank, Banco BEST and others which are still yet to 

implement such services into their respective business models. Given this context, digital banks, 

fintechs and other similar types of businesses are then urged to integrate and adapt BaaS features 

into their respective offerings, taking into account that, not only are traditional banking entities 

already currently employing BaaS features, but also large corporations such as Apple, Amazon or 

Twitter could also join in the BaaS fray. The most dangerous threat, in this sense, would be Apple, 

as the tech giant has already started implementation of integrating services within its Apple Pay 

payment facilitator. Therefore, Apple is clearly attempting to assert its position as an all-around 

conglomerate by adding banking services to an already stacked product portfolio and thus 

differentiate itself from its not so smaller competitors. Another example of this is the one 

implemented by Starbucks who, with the creation of its mobile app and the loyalty program features 

included in it, has managed to generate an amount of cash that greatly surpasses that of large banks, 

in some cases (Mulla 2021). The American multinational chain of coffeehouses has been able to 

implement a system which captures consumer loyalty in exchange for rewards such as discounts 

and free Wi-Fi, as well as allowing customers to pay via their mobile application, rather than having 
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to pay via card or cash. This only can happen once consumers load money into the application, 

which is then free to use by the corporation. To shed a more decisive light into the magnitude of 

the issue in question, Starbucks approximately receives around $10 billion in cash per year from 

its mobile application users, while 85% of US banks, as an example, have less than $1 billion worth 

of assets. This leads to the need of mentioning the enabling capabilities of BaaS, which can be 

useful as a means to understand and counterattack offensives such as the one Starbucks has 

initiated. As such, some factors can be mentioned regarding the enabling capabilities of BaaS: 

Enabling automation and rapid scaling through cloud and digital solutions (Daylight 2022); 

allowing distributors to embed their BaaS solutions into their respective offerings via API and open 

banking activities, and lastly to rise customer expectations by driving demand towards fintech and 

digital banking experiences (Deloitte 2021). 

As regulations in the EU have started to allow it, namely the PSD2 directive, whose objective is to 

"support innovation and competition in retail payments and enhance the security of payment 

transactions and the protection of consumer data” (ECB 2018), services provided by digital banks, 

fintechs and other similar businesses have been increasingly demanded since the directive’s 

promulgation. Moreover, customers have become more aware of their needs and wants and have 

been able to state them more accurately in their relationship with BaaS providers (Unnax). 

Examples of services digital banks could provide via BaaS include: In-house acceptance of retail 

deposits by third parties - which could help purely digital banking companies to capture significant 

value away from traditional banking entities by entering the branch segment indirectly - ; account 

openings via online stores through ERP (Enterprise Resource Planning) systems such as Primavera, 

or through APIs of payment systems that might be integrated into an online business (Unnax); 

novel apartment leases whose renter’s insurance is provided by a digital banking partner of a 
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property management company; digital wallets which can enable consumers to checkout via a 

digital application provided by a digital banking entity, as well as pay by instalments as a means 

of credit operation with banks; and lastly enabling businesses to secure their customers’ loyalty 

through loyalty operations such as handing credit for purchases in-store through the bank’s 

platform (Deloitte 2021). These are simply some of the options that could be employed when 

thinking about the adoption of digital bank provided BaaS features by non-financial institutions 

and businesses, with a special focus on Portuguese SMEs, which could greatly benefit from such a 

partnership. Given this context, digital banking entities would thus experience some form of impact 

when considering their business models. Specifically, within the previously proposed model by 

Osterwalder and Pigneur (2010), it is possible and in fact quite likely that not one, but several BM 

building blocks might be affected as a result of the introduction and integration of BaaS features 

into the BM. The following paragraphs will describe and highlight some of the most relevant 

changes and impact such an introduction would make. 

Firstly, introducing BaaS features into digital banking BMs can have a major impact on the Key 

Partners building block, as the introduction of such a service would prompt businesses (especially 

of the non-banking kind) to forcefully partner with digital banking companies should they want to 

get access to the necessary banking infrastructure so as to distribute them further to their respective 

clients. Furthermore, BaaS features provided by digital banks could mean that these could gain a 

significant bargaining leverage with regards to SMEs or other non-financial companies that might 

partner with them in order to get access to BaaS features, as these will want to differentiate 

themselves and gain competitive ground relative to larger, more financially capable organizations 

such as Apple (Boyle 2023). 



~MIGUEL MARCELO 49244~ 

89 

 

 

 

Another building block that might potentially be impacted is that of Customer Relationships. By 

integrating BaaS into other businesses’ banking infrastructures, digital banking companies have 

thus an opportunity to get even closer to their customers by being present in an ever-increasing 

number of transactions, especially via online channels. This proximity is enhanced by the fact that, 

in the moment of utilization of a certain product, whatever it may be, the digital bank is present, 

along with its brand image and respective positioning. When utilized several times, the service can 

alter consumers’ brand perception and recalling, thus allowing for the digital banks’ brand to 

become a part of a consumer’s day-to-day life (Genco et al. 2013). Furthermore, digital banks can 

also utilise BaaS as a means of gathering customer data in partnership with companies where they 

exhibit spending habits in order to generate insights and therefore improve as well as personalise 

customer experience. 

Moreover, integrating BaaS can also impact Customer Segments, where it can allow digital 

banking companies to reach and serve segments that they would not otherwise serve had they not 

served as BaaS feature providers to other non-financial companies. For instance, when partnering 

with an online business and by facilitating payments through the website, digital banking entities 

can reach segments that do not exactly fit their target market, but that they can reach thanks to said 

B2B relationship (Capgemini 2023). 

Regarding Key Activities, while not representing a massive form of impact, BaaS can represent 

changes in a way in which it can diversify a digital bank’s array of activities by expanding into 

partnership management - especially as a BaaS service provider - and integration with other non- 

financial companies that might wish to use their banking infrastructure. The main implications 

arising from this is that it can oblige digital banking entities to come up with resources and develop 

capabilities to enable management of such activities, which could ultimately prove to be costly and 
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troublesome, given the complexity of such a shift in the BM’s key activities, especially when 

considering that these would most likely include API management and data sharing agreements 

(Finnovate Research 2018, 18-19; Martinčević et al. 2020). 

Additionally, Key Resources might be affected in a similar way as that of Key Activities as the 

implementation of BaaS could require newer and more innovative technology as well as 

infrastructure that can support such partnerships. Thus, as previously referred, investment in API 

platforms and data sharing tools would then be a crucial part of the resource base needed to execute 

the aforementioned activities (Finnovate Research 2018, 18-19; Martinčević et al. 2020). 

Moving on, BaaS implementation could pose as a potentially impactful activity regarding Revenue 

Streams. Given that, in the previously mentioned vulnerabilities of digital banking BMs, 

profitability issues were a major issue to be considered, a change in Revenue Streams would then 

be of crucial importance, assuming that the Cost Structure is what makes digital banking companies 

agile and lean. Thus, digital banking entities can then earn additional revenue coming from fees 

associated with the BaaS partnership, as well as from revenue sharing agreements. 

Finally, regarding the impact on Value Proposition, BaaS can mainly alter digital bank BMs by 

offering customers the possibility of getting access to banking infrastructure and services by 

partnering with and outsourcing them to digital banks, thus serving as a market alternative to a 

most likely costly and complex in-house attempt to do so. In addition, BaaS could also change 

digital banking BMs’ value propositions by simply changing the way digital banks are perceived, 

either by individual customers or by SMEs and other businesses, be it financial or non-financial. 

The possibility of acting as a service provider of banking infrastructure when it clearly was not the 

case beforehand endows digital banking BMs with the ability to offer a completely new set of 

products and services that would otherwise not even be thought of. 
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Lastly, there is one final point to be made regarding the relationship of BaaS and the issue of 

corporate banks. As previously verified through our clustering analysis, corporate banking includes 

advisory within its vast array of services, which can be integrated into a BaaS proposition 

themselves by leveraging digital technologies and resources provided by digital banks, as well as 

the aforementioned APIs. Some of the possible ways in which such integration could be executed 

are subsequently described as follows: Firstly, it would be important for digital banks to identify 

the corporate banking services which are most demanded or most important for their clients, 

examples of which could be investment advice or risk management services. After the services to 

be provided have been adequately and properly identified, API development ensues. Through the 

API, access to these kinds of services would be enabled to customers via the BaaS platform 

provided by digital banks, which might be accomplished with or without the intervention of third- 

party entities that would make sure the APIs and BaaS systems would be compatible. Further, all 

this must be built upon a suitable and proper user interface that can allow customers to navigate 

freely through the platform and usufruct the services it has available. Since digital banks base their 

sole existence on digital platforms or applications, this would not be difficult to achieve and would 

actually be less costly to concretize. Within the app or platform, though, it must be ensured that 

recommendations and any other financial advice are consequently integrated within the customer’s 

specific situation, in order for banks to provide the utmost experience for their customers. To do 

so, the use of machine learning algorithms and AI should be ideally encouraged, since these tools 

could prove to be of vital importance regarding multi-source data analysis and also towards 

providing sharper, more precise, and ultimately customized recommendations. In addition, 

constant monitoring and continuous improvement of this service is required in order for digital 

banks to ensure optimal performance and greater customer satisfaction. This can also be achieved 
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by receiving feedback from customers themselves or by analysing their data to personalise service 

offerings accordingly. 

Payment systems 
 

The third and final recommendation would be based on payment systems and how these may be 

revolutionized in order for digital banks to differentiate themselves from their traditional banking 

competitors. As far as digital banking companies are concerned, payment systems can be optimized 

and revamped by leveraging available digital technology resources and underlying capabilities so 

as to enable digital banks to deliver the most secure and reliable payment experience possible for 

their clients. While digital banks offer themselves as suitable branchless alternatives to retail and 

traditional banking entities, the Portuguese reality is such that these banks are embedded within an 

almost branchless ecosystem that allows customers to pay for their purchases freely, irrespective 

of the bank they hold an account on. Given this context, foreign born-digital banks are still left out 

of the party by their traditional incumbents when it comes to systems such as MB Way and 

Multibanco, which represents a threat to digital bank business models and their respective survival 

and calls for a suitable solution in which all bank business models can participate. As such, a 

number of different ways can be explored towards revolutionizing the payment systems section 

within digital banking companies: Firstly, much like the Portuguese company SIBS has been doing 

for the past years while spearheading innovation in the payments field (SIBS 2023), born-digital 

banking companies can seize their resources and capabilities towards offering B2B relationships 

with Portuguese SMEs. Simplification of the payment process, gamification of the transaction 

experience and an intuitive interface are some elements that could be considered useful and relevant 

for general customer experience, whether it lies within a B2C or a B2B relationship. Since B2C 

has been the starting point for the large majority of digital banking entities and B2B the main barrier 
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towards greater success, the main point of focus should now converge towards B2B relationships 

and how digital banking companies can improve their processes and adapt their offerings in order 

for them to be suitable for business-like collaboration. As such, digital banking companies would 

then find themselves in an environment where innovation is the norm when it comes to payment 

systems, as SIBS makes for a strong pioneer in that subject. By penetrating a sector that is truly 

ripe for the taking regarding payment systems innovation, digital banking companies have thus a 

perhaps unique opportunity to insert themselves in a singularly low-competition, prone to 

innovation atmosphere that holds unlimited potential. Additionally, by entering the MB Way 

network – an online payment facilitator that allows users to execute payments on online as well as 

physical stores via a mobile application, among other services (SIBS 2023) – digital banking 

companies, particularly the foreign born-digital ones such as Revolut, N26 and Monese, would 

certainly benefit from the network effects it would bring them, as it would allow them to charge 

lower commission fees coming from transactions, provide a more agile setting by permitting direct 

payments through the mobile application, and ultimately serve as an increasingly valid alternative 

to traditional banking entities and their existing services. As for digital subsidiaries of large 

Portuguese retail banks, such as ActivoBank, Banco BEST and Moey!, these would not require 

any kind of adaptation as they already belong within the network. 

In addition, digital banking companies can begin by leveraging their existing or attainable 

blockchain resources and capabilities - which are available in their offerings – to develop more 

secure and efficient payment systems. One suitable example of this could be the development of 

smart contracts – code-written statements that are written on the blockchain that follow a set of 

predetermined conditions that are then executed by a network of computers – or the use of 

distributed ledger technology – a technological infrastructure on which the entire blockchain is 
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based on that allows “simultaneous access, validation, and record updating across a networked 

database” (Investopedia 2023). While some steps are already being taken towards regulation of 

cryptocurrency and other activities that are developed within the blockchain, as well as the fact that 

the ECB itself is plotting a means to compete with and regulate the existing flock of cryptocurrency 

alternatives (ECB 2023), digital banking companies are then forced to take initiative and build on 

their capabilities regarding this matter. Compatible optimizations could include payment 

processing automation – and thus requiring less time for settlements -, offering lower transaction 

fees by avoiding intermediaries, and lastly reaching new markets that were previously inaccessible 

due to regulatory or logistical reasons. 

Furthermore, digital banking entities could also leverage their technological capabilities towards 

building AI and machine learning models, through which customer data and transaction history 

can be thoroughly analysed. Given the data, digital banking companies can then make use of it to 

enhance their offerings either by allowing a greater deal of payment options or by improving their 

payment systems infrastructure. This kind of operation would be suitable for pre-empting imminent 

competition to the payment systems sector, such as the aforementioned case of Apple. Besides 

having emerged as a potential financial threat with the introduction of contactless payments via 

Apple Pay, the tech giant now poses as an even larger menace with the acquisition of UK-based 

fintech start-up Credit Kudos, which could allow Apple to enable credit payment options by 

instalments, much like payment services like PayPal already do as of today. With this strategic 

transaction, the multinational company would now be able to, just like digital banking companies, 

employ machine learning techniques in order to attribute credit scores, meaning an expansion into 

lending could come soon enough as well (Financial Times 2022). Also, by offering open banking 

services to customers and presenting themselves as valid alternatives to digital banks in the secure 
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payments field, companies like Credit Kudos can become a serious threat to the survival of digital 

banking business models. In the particular case of Banco BEST, for instance, it would make sense 

to expand its availability to Apple Pay since it does not currently offer that possibility. As for the 

remaining digital subsidiaries of Portuguese retail banks, like ActivoBank and Moey!, this would 

not be necessary as they already include such a feature. 

Other integration methods digital banking entities can use in order to integrate payment systems 

within a more diversified product offering also include the intersection between digital banking 

and social media. As previously mentioned, digital banks possess solid digital marketing resources 

and capabilities, which can be quite easily leveraged towards an integration within social media 

platforms, namely in the branding aspect. More importantly, however, the increasing adoption of 

built-in online marketplaces and other paid in-app services poses as the perfect opportunity for 

digital banking companies to barge into. For instance, as a means of competing with already 

existing payment systems and methods, digital banking companies can thus seize the opportunity 

to present themselves as available direct payment solutions providers for Portuguese online 

businesses. Examples of those can be found in the form of KuantoKusta, an online product review 

website which can allow direct shopping on the website; Wook, an online bookstore with thousands 

of books available to buy; or Standvirtual, an online marketplace for all kinds of cars. These 

businesses, including others, seem like not only suitable, but ideal partnerships for digital banking 

companies to pursue and potentially benefit from. 
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Conclusion 

 
Our thorough analysis of the Portuguese banking industry’s complexities and underlying 

composition, along with our evaluation of the business model of digital banks, and how it exists in 

the Portuguese market, has shown that the fundamental characteristics of the digital bank business 

model of possessing a customer centric value proposition that leverages technology and embraces 

digitalization to create and deliver value to its customers were key to their initial and relevant 

growth in the Portuguese banking industry. These characteristics of the business model allow 

digital banks to offer more personalized innovative financial products and services that deeply 

address changing customer needs and main pain points felt by several of the targeted segments of 

traditional retail banks. 

Also, the need for more personalized, agile, and simultaneously easy to use banking alternatives 

led customers to seek digital solutions that would save them time and money, which prompted 

them to quickly adopt novel ways of executing their banking operations, either on a short-term or 

a long-term basis. Besides the obvious branchless characteristic that majorly defines them along 

their constant availability via online channels, the ability to maintain a lean operating structure, 

controlled costs and efficient customer support has allowed digital banks to thrive in an ever- 

increasing digital world that encompasses individuals with evolving needs and wants. Further 

expansions of this particular business model are, thus, subject to constant improvements and 

overhauls. As the online and digital channels will remain relevant for the foreseeable future, digital 

banks have thus a large potential for growth, only limited by technology advancements themselves. 

Crucially however, Portuguese market incumbents have not remained static throughout this period 

and have focused on adapting and implementing many of the key differentiating valuable attributes 

of the digital bank business model. Presence in digital channels has become ubiquitous within the 
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Portuguese banking industry, and certain banks have additionally increased their product offering 

to reflect their ever-growing process of digitalization. 

One of the threats that digital banks must consider refers to the fact that traditional retail banks are 

becoming more digitalized by developing or outsourcing technological capabilities. Thus, the 

benefits created by both digital banks and traditional retail banks can become less perceivable to 

users. Moreover, retail banks possess a strategic advantage in terms of loyalty and customer 

retention, as they leverage the proximity to customers created by their physical presence (branches) 

and their extended breadth of complex services that renew and prolong the vows of trust in their 

customer relationships. To respond to this threat, it is recommended that digital banks expand its 

product offering, both in terms of banking and non-banking products and services. By doing so, 

digital banks can explore additional and profitable revenue streams and customer segments, widen 

its customer base, deepen the relationships with its customers and explore cross-selling and up- 

selling opportunities. Also, by taking advantage of its customer-centric value proposition, digital 

banks should strive to deeply understand the roots of customer needs and solve them, when 

providing this new set of products. Customer-centricity, as one of the main pillars of the business 

model of digital banks, continues to play an extremely relevant role and should be a priority when 

implementing the recommended product portfolio expansion, thus creating additional value for 

customers when providing products that were only available under retail banks portfolio. 

Moreover, other threats that must also be taken into consideration include those posed by 

conglomerates such as Apple or Starbucks, which have entered the fray of banking services. By 

providing distinct offerings regarding credit scoring, payment systems automation and loyalty 

programs within their respective platforms, these MNEs could surely leverage their technological 

and logistical capabilities in order to compete with all sorts of banks, whether they may be of retail 
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or digital nature. To counter this threat, a recommendation regarding the adoption of Banking as a 

Service practices and the optimization of payment systems is due. As for adopting BaaS practices, 

digital banks are recommended to outsource their banking infrastructure resources and capabilities 

as a means of providing non-financial entities with a way to offer financial products to their 

customers. Since the development of such services in-house would suppose a great amount of 

capital expenditures, oftentimes the “Buy” option within the “Make vs. Buy” continuum is 

preferable, especially when considering the vast amount of cash these multinational companies 

have when compared to, for instance, Portuguese SMEs or smaller online businesses. In addition, 

when countering payment systems innovations by other giant incumbents and other traditional 

retail banks, digital banks can profit from one of the most innovative environments when it comes 

to payments and join SIBS’ MB Way network. This way, digital banks would greatly benefit from 

network effects stemming from it and serve as a quick, reliable, and valid alternative to their retail 

counterparts, all the while remaining in a fully digital context. Finally, by partnering with other 

businesses and specially focusing on Portuguese SMEs, digital banks would then be able to foster 

their relationships with other businesses and, as such, enhance their footprint among the Portuguese 

corporate fabric. 

In conclusion, digitalization in the Portuguese banking industry along with the assertive entrance 

of digital banks has disrupted the Portuguese banking industry and is expected to continue doing 

so. Digital banks have the potential to offer innovative products and services that traditional retail 

banks cannot, but they also face unique challenges. By following our recommendations to expand 

into the lending market, and other financial and non-financial services, along with the introduction 

of BaaS and payment systems, digital banks in Portugal can stay ahead of the curve and continue 
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to create and deliver value to their customers, as well as capturing value so that the business model 

remains sustainable and competitive in the future. 

Assumptions and Limitations 

 
In the making of this Work Project, several assumptions and limitations were found that were 

deemed relevant to be mentioned, in order to shed a clearer light on some topics which might lead 

to ambiguity and overall doubts regarding its validity, origin, veracity and accuracy of the data 

presented, as well as some of the information described. As such, the following limitations were 

defined: 

Regarding data and variables, the assumption was made that the final seven variables existent 

within the underlying clusters accurately represent differences in the respective choices of bank 

business models. In terms of legal and regulatory, an assumption was made that digital banks either 

possess a legal banking license or else the capabilities to partner with a bank that has one. 

Moreover, an assumption was made regarding Ceteris Paribus, which states that economic 

indicators that are relevant to banks in general to remain relatively stable within the period of 

writing this Work Project, keeping everything else constant. 

In addition, regarding technology and innovation, it was assumed that technological resources and 

their respective availability will remain stable and accessible, as well as the fact that banks, 

especially the digital ones, are able to gather financial resources to maintain their technological 

infrastructures and improve upon the stated recommendations. 

Regarding the underlying limitations, the following were defined: 

 
When it comes to data and privacy, there is the understanding that all banks must act and perform 

in compliance with data privacy protection laws and regulations. Moreover, regarding partnerships, 
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partnering and collaborating with other banks, whether these are of digital nature or not, may be 

challenging due to limited transparency and lack of proprietary information. Finally, when talking 

about long-term survival recommendations made for digital banks to thrive within the Portuguese 

market were implemented knowing that factors such as profitability, customer acquisition and 

retention, scalability and competitive intensity are uncertain and thus bound to change. 
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