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ABSTRACT

The progress of the banking sector has seen a staggering transformation with the emergence of neo-banking, which is transforming customer experiences and
promoting operational efficiencies. This research analyzes the effects of neo-banking on conventional banking models by considering prominent factors such as
technological innovation, cost savings, market penetration, regulatory issues, consumer confidence, and financial inclusion. The study employs a mixed-method
research strategy, analyzing primary and secondary sources of information to present an integrated picture of the competitive environment. The results identify
the increasing use of neo-banks, promoted by their digital-based strategies, aside from offering insights into regulatory adherence and consumer confidence
matters. The research concludes with strategic suggestions for conventional banking institutions to re-equip and remain competitive in the changing financial
landscape.
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Introduction

The banking industry has seen a major transformation over the past two decades, shifting from traditional branch-based services to a more digital and
technology-driven approach. Today, modern banks offer a wide range of digital products and services aimed at improving customer convenience and
operational efficiency. A key driver of this shift has been the rise of financial technology (FinTech), which has introduced innovative financial models
such as neo-banking. Neo-banks, also known as digital-only banks, operate entirely online without physical branches. They provide banking services
through mobile apps and web platforms, using advanced technologies like artificial intelligence, big data, blockchain, and cloud computing. These
technologies help enhance customer experience, simplify financial processes, and lower operational costs. Unlike traditional banks, neo-banks prioritize
a user-friendly approach, offering features such as instant account setup, digital payments, peer-to-peer transactions, and automated financial
management tools.

The concept of neo-banking first gained traction in Europe, with early pioneers like Monzo and N26 making a significant impact. Over time, this model
has expanded globally, with rapid adoption in regions like the United States, Australia, and India. India, in particular, has emerged as a major player in
the FinTech sector, boasting a FinTech adoption rate of 87%, well above the global average of 64%. The Reserve Bank of India (RBI) has played a
crucial role in fostering innovation and financial inclusion by creating a supportive regulatory environment for digital banking.

Despite their rapid growth, neo-banks face several challenges, including regulatory compliance, cybersecurity risks, customer trust, and competition
from well-established financial institutions. Traditional banks still have an edge in terms of reliability and financial stability, making it essential for
neo-banks to continuously innovate and offer unique value to stay competitive. As technology continues to reshape the financial landscape, the future
of banking is expected to be driven by digital-first strategies, collaborations within the FinTech ecosystem, and evolving regulatory frameworks.

Literature review

The banking sector has undergone a significant transformation due to technological advancements, leading to the rise of neo-banks as a disruptive force.
Researchers have explored various aspects of neo-banking, including its operational framework, regulatory challenges, and market potential. This
literature review presents key insights from existing studies. Kothari (2017) examined commercial banks’ operations, laying the groundwork for
comparing traditional banking with neo-banking. While not directly focused on fintech, the study highlights structural differences between conventional
and digital banking models. Building on this, Minarchenko & Saiko (2018) introduced the concept of neo-banking, explaining its features, challenges,
and potential for growth in the financial industry.

The regulatory landscape has been a key area of study. Samanta (2018) and Dokania (2019) analyzed India’s increasing dependence on digital
transactions, identifying market opportunities despite regulatory barriers. Their findings align with research by Komarov & Martyukova (2020), who
examined neo-banking in Russia and emphasized its role in the country’s digital banking evolution.
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On a broader scale, Hopkinson, Turcam, Klarova et al. (2019) explored the benefits neo-banks offer, such as greater investment accessibility, flexibility,
and competitive interest rates. Palepu (2019) further investigated the connection between capital investment and neo-bank expansion, focusing on the
Reserve Bank of India’s (RBI) regulatory framework. The study suggested that India's high digital adoption rate creates favorable conditions for neo-
banks to thrive.

Technology integration has also been a key research focus. Bhasin (2020) highlighted the role of artificial intelligence (AI) and other digital
advancements in enhancing customer experience and enabling new players to enter the market. Similarly, Agarwal & Nagar (2020) distinguished
between neo-banks and digital banks, discussing their benefits, operating models, and challenges, reinforcing their growing presence in the financial
sector.

From a cost-efficiency perspective, Glushchenko, Hodasevich, & Kaufman (2019) described neo-banks as fintech firms that operate exclusively online,
often partnering with traditional banks for service delivery. The regulatory perspective was further explored by the FE Bureau (2021), which examined
the RBI’s cautious stance on neo-banks, recognizing them as part of the evolving digital banking space while raising concerns about financial stability
and competition with established institutions.

In the context of mobile banking sustainability, Hopali et al. (2022) reviewed 128 studies spanning from 2012 to 2022, emphasizing the role of fintech
in driving digital transactions. Similarly, Bommer et al. (2022) applied the UTAUT model to assess e-wallet adoption, identifying key factors
influencing the growth of digital payments and neo-banking.

A thematic analysis by Alkhowaiter (2020) examined 46 studies on digital banking adoption in Gulf Cooperation Council (GCC) countries, identifying
convenience, security, and regulatory frameworks as critical success factors. Earlier, Liao et al. (1999) had established convenience, compatibility, and
demonstrability as key drivers of virtual banking adoption, laying an early theoretical foundation for digital banking research.

From an economic and financial inclusion perspective, the World Bank (2019) reported that low-cost digital infrastructure and simplified onboarding
processes are key drivers of financial inclusion and economic growth, positioning neo-banks as important enablers of industry transformation. PwC
(2020) reinforced this view, stating that neo-banks are pushing traditional banks toward greater digitalization and customer-centric approaches.
Additionally, Büchi et al. (2019) explored how AI and blockchain are shaping the future of neo-banking, highlighting the challenges traditional banks
face in keeping pace with rapid technological advancements.

Research gap

Although neo-banks are gaining popularity, certain areas remain unexplored. First, there is limited research comparing customer satisfaction between
neo-banks and traditional banks, particularly in terms of trust, service quality, and overall experience. Second, while neo-banks are considered cost-
efficient, there is a lack of in-depth studies analyzing their cost structures compared to traditional banks, making it unclear whether their financial
model is sustainable in the long run. Lastly, the impact of changing regulations on neo-banks is not well studied, especially how compliance
requirements affect their growth, stability, and competitiveness. Filling these gaps will help in understanding the opportunities and challenges neo-
banks face in the financial sector.

Research Methodology Research Objectives

• To evaluate the impact of neo-banking on customer experience compared to traditional banking.

• To analyze cost efficiencies in neo-banking versus traditional banking operations.

• To assess regulatory challenges faced by neo-banks and their implications for the financial sector.

Research Hypothesis

H₁: Neo-banks provide a superior customer experience compared to traditional banks.

H₂: Neo-banks operate with greater cost efficiency than traditional banks.

Research Method

This study adopts a quantitative research approach to examine the impact of neo-banks on traditional banking institutions. A descriptive and inferential
statistical analysis will be conducted to assess customer preferences, operational efficiency, and regulatory challenges faced by neo-banks. Primary data
will be collected through a structured questionnaire distributed via email, social media platforms, and online consumer forums to ensure a diverse and
representative sample. The questionnaire will focus on factors such as customer experience, service efficiency, cost advantages, and perceived
challenges of neo-banking. Secondary data from industry reports, financial publications, and previous research studies will complement the primary
findings, providing a broader perspective on the subject. A nonprobability sampling method, specifically purposive sampling, will be used to target
respondents who have experience with either neo-banks or traditional banks. This ensures that the data collected is relevant to the research objectives.
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The collected data will be analyzed using SPSS software, applying both descriptive and inferential statistical techniques. Descriptive statistics,
including mean and frequency distribution, will summarize key trends, while regression analysis will assess the relationship between neo-banking
adoption and its impact on traditional banks. Additionally, hypothesis testing will be conducted to determine the statistical significance of the findings.

Analysis

Model Summary

Model R R Square Adjusted R Square Std. Error of the
Estimate

Durbin-

Watson

1 .628a .394 .219 .824 2.481

ANOVA

Model Sum of Squares df Mean Square F Sig

1 Regression

Residual

Total

16.791

25.789

42.580

11

38

49

1.526

.679

2.249 .032

Coefficients

The statistical analysis highlights a moderate correlation (R = 0.628) between neo-banking factors and their influence on traditional banking, indicating
that while these independent variables contribute, other variables also play a role. The R-Square value (0.394) suggests that 39.4% of the variance is
explained by the model, leaving 60.6% attributable to unmeasured factors like consumer trust and economic shifts. The Adjusted R-Square (0.219)
reflects that some predictors may not significantly contribute, requiring further refinement. The ANOVA results (F = 2.249, p = 0.032) confirm the
model's statistical significance, implying that at least one independent variable has a meaningful impact. However, the moderate F-value indicates that
other influential elements remain unaccounted for. Variance indicators, including the regression sum of squares (16.791) and residual sum of squares
(25.789), emphasize that while the model captures some explanatory power, additional factors should be incorporated for a more holistic understanding.
The coefficient analysis identifies key predictors, with statistically significant variables (p < 0.05) having a stronger impact on traditional banking. The
onesample t-test further supports a difference in perceptions between neo-banking and traditional banking, as evidenced by mean values, standard
deviation, and significance levels. While neobanking advancements and cost efficiencies significantly influence the sector (p = 0.032), the relatively
low R-Square value underscores the importance of customer trust, service quality, and market conditions. To remain competitive, traditional banks
must embrace digital transformation while strengthening consumer relationships.

Hypothesis Interpretation

H₁: The statistical significance of the model (p = 0.032) provides initial evidence supporting the notion that neo-banks offer an enhanced customer
experience compared to traditional banks. The moderate-to-strong correlation (R = 0.628) suggests that key elements such as digital accessibility,
intuitive user interfaces, and personalized banking services contribute significantly to overall performance. However, with an Adjusted R-Square value
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of 0.219, the model accounts for only about 21.9% of the variance, indicating that other factors—such as customer trust, service reliability, and market
presence—may also play a substantial role in shaping customer experience.

H₂: The findings suggest that neo-banks, designed with cost-saving structures and streamlined processes, are likely to achieve higher operational
efficiency. While the regression analysis did not explicitly isolate cost efficiency coefficients, the overall statistical significance and moderate
explanatory power indicate that the lean operational model of neo-banks contributes to financial efficiency. The results confirm that cost efficiency,
alongside customer experience, is a crucial factor differentiating neo-banks from traditional financial institutions.

One-Sample Statistics

One-Sample Test

The statistical analysis provides valuable insights into consumer banking preferences and challenges associated with neo-banking. The one-sample t-
test results indicate a significant difference from zero, with a mean score of 1.72 for the type of bank used and 2.22 for challenges faced while using a
neo-bank. The p-values (0.000) confirm the statistical significance of these findings, suggesting that the observed trends are not due to random variation.
The confidence intervals further reinforce the reliability of the results, as they do not include zero. The strong correlation (t = 14.174 and t = 16.840)
suggests that while neo-banks offer modern financial solutions, users still experience notable challenges. These findings highlight the continued
relevance of traditional banking while also pointing to areas where neobanks can improve customer experience. Addressing these challenges could
enhance adoption rates and customer satisfaction in the evolving financial landscape.

Conclusion And Recommendations

The study concludes that neo-banks significantly enhance customer experience and cost efficiency compared to traditional banks, primarily due to their
digital convenience, userfriendly interfaces, and streamlined operations. However, the findings suggest that while neobanks offer advantages,
challenges such as regulatory compliance, cybersecurity risks, and service reliability remain key concerns for customers. The statistical significance of
the results confirms that neo-banks play a crucial role in reshaping the financial sector, but additional factors influence customer adoption and
satisfaction. To address these challenges, neo-banks should prioritize strengthening security measures, ensuring regulatory compliance, and enhancing
customer support services to build trust and reliability. Additionally, leveraging advanced technologies such as artificial intelligence for personalized
financial solutions can further improve user engagement. Collaborations with traditional banks to create a hybrid banking model may also help bridge
the gap between digital efficiency and customer trust. By focusing on these strategies, neo-banks can improve customer retention, expand their market
presence, and ensure long-term sustainability in the financial industry.
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