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Abstract

The main purpose of this study is to conduct an analysis on the use of financial technology
in Albania. Fintech is a term dedicated to financial technology in the digital age. The
diversity of this technological solution brings with it the promise of fasz‘er, cheaper, more
secure and transparent financial transactions through the internet. Fintech business
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model is the specific application of Fintech in economics and financial fields. This enables
users to perform financial transactions remotely, which improves the efficiency of banking
transactions and saves customers time. The constant shifts towards e-commerce, digital
payments, instant payments, cash substitutes have increased significantly nowadays.
The document describes the policy implications regarding the promotion of relevant
institutional policies in relation to increasing the use of Fintech in the country.
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1. Introduction

Fintech is the abbreviated version of the word Financial Technology, which is
used to describe businesses that provide financial services using modern software
and technology. Some Fintech developments have improved traditional services,
for example online banking applications, while others have revolutionized various
services or created new products, such as Bitcoin. Companies that use newly
developed digital and online technologies in the financial services industries, the
ways in which these financial services are provided and how they affect consumers
are very complex. In fact, in a relatively short period of time, the emergence of
a new generation of Fintech companies has greatly influenced the way they do
business, how consumers interact and how they think about the future of finance.
There are a variety of factors that influence when we look at the development of
the financial system in the country, ranging from technological advancements that
have changed the way we do almost everything in our daily lives. By providing
financial services with technology, consumer behaviour has changed, making them
demand more personalized, faster and cheaper financial services.

'The rapid development of the financial system is moving towards business
models that use “cash” as little as possible, making consumers adopt the habit of
digital transactions. Financial companies around the world have changed the way
people think about money, which is something that is coming to our country at a
rapid pace. With more and more financial companies using advanced technologies
in their systems like artificial intelligence (Al), financial services and products are
provided faster and more convenient for consumers. It is important to note that the
development of smart phones, the online world became much more accessible to
the general public with the most visible mobile data and Wi-Fi allowing everyone
to connect from all over the world. Smartphones are one of the most used devices
to access the internet and use financial services.
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1.1. Objectives of the paper and research question

'The main purpose of this study is to conduct an analysis on the spread and
applications of financial technology in Albania. To fulfil the purpose of this study,
we have formulated research question as follows:

Research Question: How widespread is the use of financial technology in
Albania?

'The objectives of this research paper are:

* Fintech impact on financial inclusion,

* Comparative analysis of Fintech in Albania and in the countries of the region,
* Fintech macroeconomic impact,

* Impact of Covid-19 on Fintech usage.

1.2. Methodology

'The working methodology is built in order to realize the purpose of the work and
provide answers to research questions. The research is based on the collection and
analysis of secondary data. Data sources are: Bank of Albania, World Bank and
International Monetary Fund. Also, in function of the work we have relied on
contemporary literature, scientific works made by other authors. Once the data
is collected, it is processed, analyzed and interpreted. At the end of the paper, the
conclusions are summarized and the relevant recommendations are given

2. Literature review

Ever since information technology began to flourish in the world, the financial
market has begun to adopt its services in its ranks. In the 1950s, the first credit card
was created, laying the groundwork for a cashless payment system. Diner’s Club
was the first to introduce them in the 1950s and American Express followed suit
in 1958 thus creating a new era of financial services. Fintech in its “adolescence”
(1967-2008) coincided with the period when the world began to move from
analog to digital technology. Traditional financial institutions were one of the first
to adopt such devices, and surprisingly for the average reader it’s nothing special
today - a simple handheld calculator and the first ATM installed by Barclays Bank
in 1967. (Douglas W. Arner, 2017).

In the 1970s the first digital stock exchange, NASDAQ, was created, which
laid the foundations for the culture of functioning of modern financial markets,
which are still used today. In 1973 SWIFT was created which is the most common
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communication protocol between financial institutions. It facilitates a very large
amount of international transactions. The 1980s introduced the first major bank
computers and the introduction of the first online banking system. It gained
popularity in the 1990s due to the development of the internet as we know it now
as well as e-commerce business models.

By the early 2000s banks have fully digitalized their services and the era of
global financial markets is officially beginning. This is the timeline when we have
seen most of the development in the IT industry and the financial sector. With
the global financial crisis in 2008, which made the overall economic crisis more
understandable globally, the overall banking industry lost its good reputation.
With many financial professionals losing their job status, people began to look for
more reliable ways to look for money, which would be different from traditional
banking systems. Because of this, we saw the emergence of new financial services
and currency systems which in this case was cryptocurrency. With the release of
Bitcoin in 2009, the world saw that it was possible to have a currency system
without relying on it in major banks.

The DeFi market has grown exponentially in recent years. Today this value
has reached $ 50.12 billion in total locked value (TVL). (Burak, 2021). Although
DeFi is working with leading Fintech industry players to embrace technology
to facilitate smart contracts, it can grow beyond the core applications. Fintech
companies can use block chains to decentralize financial services such as asset
management, financial data exchange, security and P2P credit. (Burak, 2021).
Toby Lewis, CEO of Novum Insights, a technology company, sees this trend
intensifying: “We will see a lot more use of cryptocurrencies and block chain space
in the future. There are new projects related to some of the protocols, such as like
Ethereum, Solana and Polkadot. And I think it’s super exciting that things like
Lightning are coming online.

According to statistics, 77% of traditional financial institutions plan to focus
more on Fintech innovations to improve customer retention. Fintech companies
will continue to provide banks with advanced platforms to reach and retain
customers, while banks, in turn, will provide the infrastructure that enables the
growth of Fintech firms. Innovations in the Fintech Industry will help improve
Fintech companies’cooperation with banks. It will also improve the way transactions
between financial institutions and their clients are conducted. (Dolgorukov, 2021)

'The positive macroeconomic impact of financial inclusion is well documented,
both theoretically and empirically. Sahay and other authors (Ratna Sahay, 2015)
show that financial access and financial deepening support lower income growth
and inequality, with limited negative externalities in financial stability as long as
the regulatory environment is sound. Studies also show the benefits of increasing
financial inclusion. However, the financial involvement of less productive agents
can also negatively impact growth (Dabla-Norris, 2018).
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Other authors suggest that digital financial inclusion may play an important
role in mitigating the economic impact of the COVID-19 crisis and in curing it,
provided that the preconditions for accelerating digital services exist. Several studies
have found that digital financial inclusion can help mitigate economic shocks and
smooth consumption (Jack W. S.; 2014). Experience with the COVID-19 crisis
underscores the importance of promoting digital services to those most in need.
Fiscal policy should include investments in digital infrastructure such as access to
electricity, mobile and internet coverage, digital ID among others (Cihak, 2020).

2.1. Fintech risks in financial inclusion

Regulators across the globe have begun to assess Fintech-related risks and formulate
policies, and these need to be accelerated during and after the COVID-19 crisis.
Internationally, the Financial Stability Board (FSB) has concluded that Fintech and
Big Tech do not yet pose systemic risks (Financial Stability Board (FSB), 2017).
At the same time, it is worth remembering that the push for financial inclusion
without proper regulation contributed to the global financial crisis of 2008. The
development of digital lending is already raising concerns about predatory lending
practices in some countries, which may be even more prevalent in the ongoing
COVID-19 crisis (Faux, 2020). In Indonesia, the Financial Services Authority
has recently identified and closed more than 1,000 illegal peer-to-peer lenders
that provided prohibited financial services or operated without a proper license.
Therefore, a sound policy approach at the global and local levels is crucial (Cihak,
2020).

As Fintech develops and becomes more sophisticated, unequal access to the
necessary physical infrastructure or insufficient human capital may create a new
source of financial exclusion, especially among women, the poor and the elderly,both
in EMDE and in economies. advanced (G20, 2019). The COVID-19 shock has
caused a strong shift towards digital financial services, a trend that could exacerbate
the financial exclusion of those groups left behind. Moreover, “easy” digital credit
creates risks for people with limited financial knowledge (Kaffenberger, 2018).
The use of large data and algorithms by Fintech firms to profile customers can
allow them to reach customers who, until then, were excluded from the traditional
financial sector due to lack or limited credit history (Bazarbash, 2019).

But there are concerns that it could also instill prejudices present in historical
records, and this in turn could perpetuate the unfair treatment - and exclusion
- of certain categories of consumers. While concern is ubiquitous, the issue has
been studied primarily in the case of digital lending in the United States, where
different treatment and fair lending violations based on customer characteristics
have been identified as a risk (Jagtiani, 2017).
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2.2. Fintech companies and their future

Traditional financial services institutions should consider Fintech as a partner
to further develop the financial industry, embrace the innovations brought by
technology and transform the industry from abroad, and succeed in areas where
other traditional financial institutions have failed. Fintech companies are now
leading the industry and creating a wide range of new financial products and
services, with the goal of making money management easier and more effective.
Access to funds has become much more transparent and less centralized around
the world, and the traditional way of lending money from a bank through loans
and mortgages is being combined with new financing models such as crowd-
funding and peer-to-peer lending. These new, non-traditional methods of money
laundering have allowed investors to thrive while giving access to loans to those
who may not qualify for a traditional loan in the money needed through other
sources. Therefore, it is imperative that financial education be one of the main
topics to be addressed by financial institutions as well as regulatory bodies in the
country, for all levels of society including students, families and retirees, as Fintech
aims to ensure inclusion financial.

Fintech is changing our lives and habits by making trading, banking and
money exchange easier without the need for physical human interaction. However,
the financial sector has some challenges to overcome, especially in terms of
regulation and data protection to gain consumer trust. With all the technological
advancements in use business leaders are advised to look for opportunities and
adopt Fintech applications in their business models to win tomorrow’s customers.

3. Empirical Analysis

The main purpose of this study is to conduct an analysis on the spread and
applications of financial technology in Albania compared to countries in the
region. Also in this paper we aim to analyse the impact of Fintech on financial
inclusion and the impact of Covid-19 on the use of financial technology.

3.1. Use of Fintech in Albania. Comparative analysis
with countries in the region

The new law “On payment services” has entered into force in Albania. The law
reflects the Second European Payment Directive (PSD 2), which in the European
Union brought about significant changes in payment markets. The most innovative

concept brought by the PSD 2 directive is that of open banking. The importance
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of this law is not yet very tangible, mainly due to the lack of a developed sector of
financial institutions.

In terms of online bill payments, online purchases and account access through
e-banking, Albania ranks last in the region.

FIGURE 1: Online payments in the region
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A 2018 World Bank study is among the documents that shed light on the
payment instruments used by Albanian consumers. (The World Bank, 2018). The
survey showed that Albanian consumers send and receive daily payments in the
vast majority of physical money (cash), with 96% of payments initiated and 90% of
payments received. The surveyed businesses report that 99.2% of the entire volume
of payments were received in cash, versus 66% of the initiated payments. Only 15%
of surveyed businesses accept electronic payments through an electronic terminal
(POS). The consumer survey shows that cash payments are mainly in the purchase
of foodstufts and necessities. Albanians make most of the payments for utility
bills / various periodic services; of these, 90% are carried out in cash. Also, 95%
of individual-to-individual transfers are made in cash. Making payments is an
activity that carries costs in money and time much greater than we can imagine.
A study by the Bank of Albania and the World Bank on the costs and savings of
small value payments has shown that in total, these payments have a cost of about
2.5% of Gross Domestic Product. (The World Bank, 2018).

Albania’s relative backwardness in the use of electronic payment instruments is
also confirmed by several comparative studies. A joint study between the World Bank
and the University of Cambridge, published in 2020, showed that only 28.8% of
Albanians have made or received a card payment in the last 12 months. This figure is
significantly lower compared to all other countries in the region. For other countries,
this indicator starts from about 39% for Kosovo, up to over 66% for Serbia. In the
Eurozone, on average 92.5% of households have used digital payments at least once
in the last 12 months before the survey. The study also shows that 7.7% of Albanians
have used a bank card for payment, while in other countries, this percentage varies

42 ECONOMICUS 21/ 2022




from 16.5% for Kosovo, to 39.4% for Serbia. Even in the possession of credit card, a
payment instrument conceived mainly for non-cash payments, Albania is last in the
ranking of the Western Balkan countries. Only 8% of Albanians hold a credit card,
compared to 9.7% of Bosnians, 10.4% of Kosovars, 16.7% of Montenegrins, 17.4%
of Macedonians and 17.6% of Serbs. In the Eurozone, almost 45% of individuals
hold a credit card (The World Bank, 2018).

'The above data show why Albania remains a difficult terrain for Fintech
businesses; but, on the other hand they also testify to great potentials for the
growth of the business of payments and financial services related to technology.

3.2. E-banking, in Covid-19 and post Covid-19

Electronic banking service is already offered by 11 of the 12 commercial banks
in Albania. With the increasing importance of technology in society, banks are
putting more focus on promoting these services as an alternative channel for
customer relations. The promotion of electronic banking increased even more after
the outbreak of the pandemic, driven by the regulatory measures of the Bank of
Albania, which during the closing of the economy suspended the commissions
for interbank payments via the Internet. The number of distance bank payments
increased. According to the Bank of Albania, the number of transactions through
remote banking channels, such as internet banking or mobile banking, for 2020
increased by 14% compared to a year ago. For example, at Raifteisen Bank during
this time, registrations on the digital platform increased by 36%, transactions
through it increased by 20%, online transactions increased by 64%. (Capo, 2021).
'The positive impact of the pandemic is also confirmed in the performance of card
payments. According to the Bank of Albania, the number of card payments in
Albania reached more than 5.8 million during 2020, the highest level ever recorded.

4. Conclusions and recommendations

Financial technology development is a sustainable development tool that can
improve the efficiency of the financial industry. The analysis has shown that the
introduction of new technologies in Fintech contributes to the automation and
robotization of private asset management processes.

By developing Fintech, companies / banks can improve their business, reduce
transaction costs, improve efficiency and create more attractive business models
for customers. Banks in Albania have very innovative online banking applications,
however in terms of online bill payments, online purchases and account access
through e-banking we are the latest in the region. Therefore, it is necessary for
banks to increase direct work with customers in the context of financial education,

ECONOMICUS 21/ 2022 43




so that the entire financial and economic environment where we operate is oriented
towards digital platforms.

'The promotion of electronic banking increased even more after Covid-19,
driven also by the regulatory measures of the Bank of Albania, which during the
closing of the economy suspended the commissions for interbank payments via
the Internet.

'The Bank of Albania in the framework of the National Payment Strategy as
“instant payments” would greatly help in creating a more automated financial field
less dependent on physical cash and closer to the digital world. On the other
hand, this encourages banks to invest in new technologies, which are not small
investments, but which all depend on the support with the increase of users and
widespread use of these services.

Research on the role of Fintech as a driver and transformer of financial markets
is a promising path for the future and deserves further attention. Fintech is the
future and that information technology makes the impossible possible.
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