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EXECUTIVE SUMMARY

The pace of change in the financial industry is accelerating rapidly. Challenger banks operating with a plentiful 

supply of venture capital investment are putting pressure on market incumbents to innovate at a much faster pace. 

This pressure is particularly acute for mid-size banks and credit unions, which lack the budgets and information 

technology resources of their larger peers and are, thus, forced into a difficult choice — continue to limp along 

with inflexible legacy technology, or take on the cost and risk of a complete core banking system replacement 

without any guarantee of success. This report identifies an emerging third option — modular banking — and 

describes how it can be leveraged by mid-size banks and credit unions to accelerate product innovation and 

compete effectively with larger financial institutions and challenger banks.
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ROCK, MEET HARD PLACE

2020 was a banner year for fintech companies. While annual global investment in fintech decreased slightly in the 

first half of the year due to coronavirus-related uncertainty —$105 billion, down from $165 billion — the second half 

of the year saw a resurgence, with fintech investment more than doubling. The United States accounted for 70% of 

global fintech funding in 2020, with $76 billion in investment. 1

More importantly, established fintech companies benefited enormously from consumers’ accelerated adoption 

of digital services during the pandemic, with numerous challenger banks such as Chime 2 and Square’s Cash 

App3 recording massive growth in their number of active customers. This surge emphasized a quieter trend that 

had been building for the past few years — U.S. consumers are increasingly comfortable working with a greater 

number of financial services providers to get the specific products and features that are most important to them. 

Take checking accounts as an example. According to a recent survey conducted by Cornerstone Advisors,  

35% of consumers now have more than one checking account, led by the 42% of Millennials who have two  

or more accounts (Figure 1).

FIGURE 1: Consumers With More Than One Checking Account

Percentage of Consumers With More Than One Checking Account

Source: Cornerstone Advisors surveys of 3,016 U.S. consumers, Q4 2020
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Challenger banks hold a growing number of these accounts and are acquiring them, in many cases, by offering 

specific, differentiated features that consumers can’t get from their existing providers. Examples of this include 

Chime’s early paycheck access feature, N26 and Revolut offering goal-oriented sub-accounts and one-time and 

reusable virtual cards, and Greenlight’s embedded financial literacy content and parental spending controls. 

The ongoing “featurization” of financial services is an opportunity for fintech companies, which tend to specialize 

in harnessing Silicon Valley’s “move fast and break things” mindset, to rapidly develop and roll out new products 

and features. It is also, potentially, an opportunity for large national and super-regional banks, which can bring 

enormous technology budgets and bountiful I.T. teams to bear, replicating the innovations in fintech as fast 

followers.

For mid-size banks and credit unions, however, the featurization of financial services presents a significant 

strategic challenge. Inflexible and outdated legacy core systems inhibit rapid, iterative product innovation and 

limited budgets, and I.T. resources raise the stakes on every technology investment decision to the point where  

the most conservative choice almost always looks like the right one.

And so mid-size banks and credit unions, in pursuit of innovation, are left to choose between two equally 

unappealing options:

•  Waiting on the core. Innovation isn’t typically the top priority for legacy core banking system providers.  

Sam Levy, managing director at Equiteq, explains it this way:

“The core providers are focused on maintenance. They try to innovate, but it’s hard for them when the  

bulk of their revenue comes from these big, established installations.”

To the extent that core providers do innovate, it’s usually through a combination of internal product 

development and strategic acquisitions. Mid-size banks and credit unions can access new products and 

features through their core system providers, assuming they’re willing to wait. As Tom Novak, chief digital 

officer at Visions Federal Credit Union, says:

“Core providers will go back to their top five clients, the ones with the resources to test new things out,  

and everybody else goes into a first come, first served queue that could be anywhere from six to 24 

months before you get to start implementing the product or feature.”

•  Replacing the core. Alternatively, financial institutions can take the risk of replacing their core banking 

system with a more modern alternative. Apart from the expense (considerable) and the time to implement 

(18-24 months minimum, in most cases), the real danger of a core replacement is the risk of disruption, as 

Matt Smith, head of direct banking and banking-as-a-service at Sterling National Bank, notes:

“The fear is in the conversion. Whenever you change something, you run the very real risk of attrition. What 

you want, ideally, is to deliver new functionality without disrupting your existing customer base at all.” 
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FIGURE 2: Intention to Replace Core System as Part of Digital Transformation

Will your institution replace its core system as part  
of your digital transformation strategy?

Source: Cornerstone Advisors survey of 260 community-based financial institutions, Q4 2020

This fear helps explain why the vast majority of mid-size financial institutions responding to a recent 

Cornerstone Advisors survey said they were not planning to replace their core system as part of their digital 

transformation strategy (Figure 2).
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A THIRD OPTION:  
MODULAR BANKING

Recently, a third option for mid-size banks and credit unions has emerged — modular banking.

Modular banking platforms typically offer all the same functionality as a modern core banking system. The key 

difference lies in the assumption underlying the design of modular banking platforms — most clients won’t 

use all (or even most) of the platform’s functionality but will rather use it to augment the functionality of their 

existing core system or build new digital products on top of it.

Put simply, modular banking is the breaking apart of a core banking system’s functionality — know-your-

customer, ledgering, card issuance, real time transactions, lending, FX, rewards, etc. — into a series of loosely 

coupled microservices and application programming interfaces (APIs) that can be rapidly combined and 

deployed in a cloud environment to facilitate specific use cases.

The flexibility inherent in this model enables financial institutions to pursue digital transformation and product 

innovation to whatever degree they find palatable, from both a cost and time-to-market perspective. As Michele 

Foradori, investment director at BlackFin Tech, explains:

“A modular banking approach allows banks to start small and then add more use cases as the platform proves itself.” 

Specifically, there are three primary development paths that are unlocked by modular banking (Figure 3):

FIGURE 3: Modular Banking Development Paths

Source: Cornerstone Advisors
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This flexibility also enables financial institutions to jump from one development path to another, as market 

conditions change and accelerate. So, for example, a mid-size credit union could solve an immediate product 

innovation pain point through white-labeling a pre-built use case module before pivoting to bring innovative 

new features and capabilities to its existing products by integrating the modular banking platform to its legacy 

core system. 

As Sterling’s Smith maintains, regardless of the development path(s) that are chosen, modular banking enables 

financial institutions to focus on what they’re best at:

“Even for the most tech-forward banks, your core competency isn’t developing technology, but your 

core competency could be assembling technology from multiple sources in order to solve customer 

problems in a differentiated way.”

This also puts mid-size banks and credit unions back in the driver’s seat, in terms of dealing with their 

technology vendors, as Equiteq’s Levy points out:

“Modular banking shifts the leverage back to the financial institution. Instead of being dependent on 

a big core system provider and waiting for them to return your call, you can efficiently assemble best-

of-breed providers for each modular function, which incentivizes them to continually compete for 

your business.”
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THE BENEFITS OF  
MODULAR BANKING

A modular approach to core system modernization benefits mid-size banks and credit unions in two keys ways:  

1) accelerating the development of new products, and 2) enabling more productive fintech partnerships.

ACCELERATING THE DEVELOPMENT OF NEW PRODUCTS

As discussed, fintech companies are gaining meaningful traction in the market through the introduction of 

new product features tailored to the specific needs of their target customers. Mid-size banks and credit unions 

understand this strategy but struggle to match fintech companies’ execution of it when building on top of their 

legacy core systems.

By decoupling critical infrastructure (systems and processes that need to work reliably, but don’t confer 

competitive differentiation) from the people, processes, and technology focused on product innovation,  

modular banking provides a potential solution to the execution challenges faced by mid-size banks and  

credit unions. Novak from Visions FCU explains:

“We call it the 60/40 split. Unlike larger financial institutions, we can’t do everything in house.  

We actually don’t think doing everything in house necessarily produces a better end product or  

service. We’re trying to strike the right balance, where we leave the things that don’t differentiate us 

and that we’re not experts at to our partners. That’s the 60%. And we then focus on really owning the 

remaining 40% — the product features and UX — that differentiates us in the eyes of our members.”   

ENABLING MORE PRODUCTIVE FINTECH PARTNERSHIPS

A recent Cornerstone Advisors survey reveals that 66% of banks and 68% of credit unions say fintech partnerships 

or investments are going to be somewhat or very important in 2021. And yet, according to that same survey, a 

majority of banks and credit unions reported that their existing fintech partnerships had moderate to no impact on 

their key performance metrics (Figure 4).
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FIGURE 4: Impact of Financial Institutions’ Fintech Partnerships

To what extent have your fintech partnerships impacted the following metrics?

Source: Cornerstone Advisors survey of 260 community-based financial institution executives, Q4 2020
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CONCLUSION

Acquiring and retaining customers in today’s intensely competitive market requires the constant and rapid 

creation and delivery of differentiated product features and experiences. 

Fintech companies are naturally well-suited to thrive in this environment. National and super-regional banks have 

the resources to quickly copy fintech innovations and succeed as fast followers. 

Mid-size banks and credit unions, however, will struggle to win in this market unless they make significant changes 

to their operating models and tech stacks. As Novak notes:

“We don’t have the resources that the largest financial institutions and most well-funded challenger 

banks do. And we can’t just outsource everything to our core vendor. We need to do things differently  

if we are going to punch above our weight class.”

The key for financial institutions looking to “punch above their weight class” is modularity — the ability  

to decouple critical infrastructure from the people, processes, and technology used to deliver innovative  

features and experiences to customers. 

Emerging core banking platforms, built on the principles of modularity, have the potential to significantly  

improve mid-size banks’ and credit unions’ ability to compete.
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ENDNOTES

1 Source: https://home.kpmg/xx/en/home/industries/financial-services/pulse-of-fintech.html

2  Source: https://www.forbes.com/sites/ronshevlin/2021/02/01/challenger-bank-chime-hits-12-million-customer-

mark/?sh=4cd0f25723f5

3 Source: https://newsletter.fintechtakes.com/p/cash-app
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the financial services industry inside and out. We know that when 

banks and credit unions improve their strategies, technologies 

and operations, improved financial performance naturally follows. 

We live by the philosophy that you can’t improve what you don’t 
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can develop more meaningful business strategies, make smarter 

technology decisions, and strategically reengineer critical processes. 

ABOUT  
AGORA SERVICES

CONTINUE THE CONVERSATION

Agora Services provides a game-changing suite of digital banking 

solutions to community financial institutions offering a white-label, 

fully customizable, cloud-based challenger bank solution that enables 

users the ability to manage their accounts in real-time. Community 

banks and credit unions can become competitive, increase revenues 

and drive customer and member satisfaction by delivering a top of 

the art digital experience without replacing their core systems.

 www.crnrstone.com

 Cornerstone Advisors

 @CstoneAdvisors

 480.423.2030

 info@crnrstone.com

ABOUT 
CORNERSTONE ADVISORS

 agoraservices.us

 /agoraservices

 info@agoraservices.us

CONTINUE THE CONVERSATION

http://www.crnrstone.com
http://www.crnrstone.com
http://www.linkedin.com/company/cornerstoneadvisors
https://twitter.com/CstoneAdvisors
mailto:%20info%40crnrstone.com?subject=Modular%20Banking%20White%20Paper
https://agoraservices.us/
https://www.linkedin.com/company/agoraservices/
mailto:info%40agoraservices.us?subject=


ajohnson@crnrstone.com

Have questions  
about this report? 

Contact:
Alex Johnson, Director, Fintech Research
Cornerstone Advisors


