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Abstract

Access to finance appears to remain expensive in many countries, with the cost of finan-
cial intermediation persistently high. Digital banks—enabled by fintech innovations—have
the potential to improve efficiency by increasing competition in the banking sector. Using a
global panel of over 8,000 banks across 208 countries and jurisdictions, we examine whether
and how digital banks affect intermediation costs. We find that the entry and growth of
digital banks reduce incumbents’ net interest margins, primarily through more intense com-
petition in deposit markets. This pressure also slows the growth of deposits and credit
among incumbents. The effects are stronger in countries with higher initial margins and
more developed financial sectors, while being broadly similar across banks of different sizes.
Our findings highlight how digital entrants reshape competitive dynamics in banking mar-
kets.
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