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Abstract

This paper investigats the opportunities of growth under restrictions of social distancing for FinTech. This has
been conducted on 10 countries (United States, United Kingdom, Egypt, United Arab Emirates, Saudi Arabia,
Japan, South Korea, Italy, India and Nigeria) during the period from March to June 2020. Results indicate that
social distancing may affect digital payments. This has been supported for retail and recreation (X;), grocery and
pharmacy (X,), transit stations (X,) and workplaces (Xs), whithout any evidence about significant effects for
parks (X3) and residentials (Xg).
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1. Introduction

COVID-19 pandemic is a new type of coronavirus and it is a progressing worldwide pandemic of coronavirus
illness. This has had many direct and indirect effects on human behavior and economic activity (Bartik et al.,
2020; Nicola et al., 2020; Chetty et al., 2020). So, many billion people tend to continue their life in isolation
(Beaunoyer et al., 2020) caring about social distancing to minimize physical contact between individuals and
thereby to reduce the possibility for new infections. Internet-based communications seem to have the main role
in ensuring a successful social distancing strategy.

As the COVID-19 crisis leads to create uncertainty, a lot of firms are under stress on a number of forehead. In
the same time many companies of FinTech has an opportunities to grow under restrictions of social distancing.
Access to funding has been already becoming difficult, especially for some early-stage ventures, focusing on
established FinTech business models.

As COVID-19 breadths the world and disturbs the manner in which we connect and direct business, innovations
can help by giving answers for keeping the required social distancing. By diminishing the reliance on physical
money related communications and the requirement for money, FinTech can encourage government reactions
and empower secure ways for governments and suppliers to arrive at weak populaces rapidly and productively
(Appaya et al., 2020).

As social distancing has solidified globally, digital financial services and e-commerce have been increased in
abnormal way (Beaunoyer et al., 2020). While we can’t predict what form aftermath opportunities will take, we
do notice that FinTech - a sector that is steeped in renovation - is likely to create new and conversional solutions.

It is obvious that social distancing is accelerating peoples’ use of online - especially mobile — channels, to view
and manage their cash. Because many FinTech applications are purpose-built for the mobile devices, they often
surpass in offering presentation, onboarding, data visualization, and providing the right context for deals. These
abilities will likely become even more relevant and important, as a greater number of financial transactions are
managed through digital channels.

Characteristics of social distancing include healthy culture, governmental procedures, economic structure and
supply chains. Besides, transactions volumes and values of digital payments may differ according to
infrastructure of telecommunications sector, infrastructure of the banking sector, average income per capita,
population, buying behavior and wareness and financial culture.
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COVID-19 spread may have winners in the field of IT, while many of its losers are in stock markets. Stock
market reaction to announcement about Coronavirus spread has been addressed by many papers during 2020,
where. This has been conducted by Alber (2020a) in the European stock markets, Alber (2020b) worst 6
countries (according to number of cumulative cases), Peterson and Ozili (2020) in major stock market indices,
Alber and Saleh (2020) in stock markets of GCC countries and Smales (2020) in US Stock sectors.

This paper addresses a main question about the FitTech reaction to Coronavirus spread, where it investigates
the effect of social distancing (in terms of Coronavirus spread) on digital payments (in terms of FinTec). This
has been conducted on 10 countries (United States, United Kingdom, Egypt, United Arab Emirates, Saudi Arabia,
Japan, South Korea, Italy, India and Nigeria) during the period from March to June 2020.

After this introduction, section 2 illustrates the theoretical framework of FinTech and Covid-19. Section 3
explains how to develop hypotheses and measure variables. Section 4 is for testing hypotheses and section 5
summarizes the paper and provides remarks about conclusions.

2. FinTech and Covid-19

This section is about the theoretical framework of the research topic, illustrating an overview about FinTech,
discussing FinTech under challenge of COVID-19 pandemic and addressing FinTech and its future opportunities.
After that, we have illustrated the elements of enabling FinTech and the responses for payment and settlement
systems during the COVID-19 Crisis.

2.1 FinTech: Overview

FinTech is the innovation and development that expects to rival conventional money related strategies in the
conveyance of financial services. It is a rising industry that utilizes innovation to improve exercises in financial
services. The utilization of mobile app and other derives for portable banking, contributing, getting financial
services, and cryptocurrency are types of advancements meaning to make financial services more available to the
overall population. FinTech has been assuming an expanding job in forming financial and banking scenes
(Jagtiani & Lemieux, 2017).

At the point when technology and innovation put its fingers in the financial services, FinTech has been
conceived, as a major trend of financial innovation. Presently, with this word allude to e-payment, e-transfers,
crowdfunding (Chishti, 2016; Jiang et al., 2018; Hendriyani & Raharja, 2019), crowdsource (Kunz & Muralidhar,
2017; Camacho et al., 2019; Sul, 2020), peer-to-peer system (Chishti, 2016; Puschmann, 2017; Mahardhika &
Inggis, 2017; Guild, 2017; Jiang et al., 2018; Goldstein et al., 2019) and cryptocurrencies (Goldstein et al., 2019)
refer to FinTech. Besides, Pavarotti et al. (2018) and Thakor (2020) address financial innovations in terms of
incremental strains and intensified competition, the retail payments market remains a vital driver for the entire
banking sector.

2.2 FinTech under Challenge of COVID-19 Pandemic

Beyond COVID-19: New opportunities for FinTech firmss and how FinTech are facing the COVID-19 challenge
For instance:

a. PayPal has conceded fees on chargebacks and immediate funds from PayPal business accounts to bank
accounts.

b. Lending Club has added new suffering plans, including waiving late fees and allowing competent
borrowers to make interest-only payments or exceed up to two monthly payments.

Square is waiving software subscription fees for Square Payroll customers.
Stripe is fast-tracking support for telemedicine platforms.

e. Flock, a drone insurance provider, is allowing its commercial customers to pause their policies when no
work is being conducted.

f. Kabbage worked with other FinTech like Lendio, Finix, and Fundera to launch a platform that allows
consumers to buy gift certificates to support local small businesses during the coronavirus pandemic. The
gift certificates can be redeemed at any time, but small businesses receive the revenue within one business
day of purchase.

g. Nomo, a platform that assists freelancers in controlling their accounts, taxes, and invoices, is providing free
temporary access to its fresh patrons.

h. 7 Chord, the company behind the BondDroid Al engine that generates prices for corporate bonds, offering
its services in temporary freely.
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Revolut, conducted recently in the United States, and a number of other fintechs have introduced a
charitable-giving feature within their apps which let customers can donate funds to those affected by
COVID-19.

In the UK, Wiserfunding, Nimbla, Trade Ledger, and NorthRow have formed a business-lending taskforce
to provide a warder origination and underwriting platform that allows banks, alternative lenders, and
private debt lenders to virtually and digitally spread finances to businesses during the COVID-19 setting
fire.

Israeli FinTech firm Innovesta launched its COVID-19 Resilience Innodex (CRI). Using a proprietary
artificial intelligence technology, the CRI assigns risk scores based on a business’ ability to combat the
effects of a pandemic such as COVID-109.

iwoca, an online lender, announced OpenlLending, a platform that allows fintechs and banks to extend
iwoca’s lending abilities to more than two million UK businesses.

nCino has a dvanced a new solution to optimize the PPP loan operation.
Lendio is enabling small enterprises to apply for personal loans.
Ungork improved a small business digital lending platform.

Numerated, another digital lending platform is seeing an increase in banks’ interest in using its technology
to manage the rise in loan demand.

2.3 FinTech and Future Opportunities

FinTech entities may be obliged to reexamine their mission and business models after COVID-19. A prominent
question is how to leverage both existing and newly developed assets to capture new opportunities in the coming
decades. It could be a suitable time to think big and act boldly.

a.

Improving Partnership Strategies: As a result of COVID-19, FinTech may continue acceleration of
partnerships with financial entities, which can offer the benefits of capital, distribution, and compliance
infrastructure, but often affect sought-after digital solutions.

Adopting Financial Inclusion Scenarios: The economic confusion of the pandemic is shedding light on the
importance of serving individuals who are currently outside the financial system, both in developing and
developed areas. According to the World Bank, there are 1.7 billion unbanked persons all over the world. It
is possible that COVID-19 may lead to major financial inclusion as a result of recent government programs
all over the world to help low-income households.

Accelerating Economic Relief Efforts: Many payments institutions may be well positioned to help in the
more rapid expenditure of government relief funds, especially to those unbanked. Square, Venmo, PayPal,
Finix, Plaid, Margeta, and others - in addition to payroll-processing companies like Gusto - may play a big
role in the coming times.

Exploiting the Internet of Things: Another area is Internet of Things (10T), that enable contactless payments,
such as connected cars that allow consumers to pay for gas or food without handling cash or other
potentially infected surfaces. COVID-19 tend to accelerate the adoption of loT-enabled payments.

2.4 The Elements of Enabling FinTech

The Bali FinTech paper consist of 12 policy proposals and cover issues related to enabling FinTech; ensuring
financial sector resilience; addressing risks; and promoting international cooperation. These elements are
(International Monetary Fund and World Bank; 2018):

e.

f
g.
h

Embrace the promise of FinTech.

Enable new technologies to enhance financial service provision.

Reinforce competition and commitment to open, free, and contestable markets.

Foster FinTech to promote financial inclusion and develop financial markets.

Monitor developments closely to deepen understanding of evolving financial systems.

Adapt regulatory framework and supervisory practices for orderly development and stability of the
financial system.

Safeguard the integrity of financial systems.
Modernize legal frameworks to provide an enabling legal landscape.
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Ensure the stability of domestic monetary and financial systems.
Develop robust financial and data infrastructure to sustain fintech benefits.
Encourage international cooperation and information-sharing.
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Enhance collective surveillance of the international monetary and financial system.
2.5 The Responses for Payment and Settlement Systems During the COVID-19 Crisis

According to World Bank, there a seven types of responses for the provision of payment services during the
COVID-19 crisis, as follows:

Changes to KYC and authentication requirements.

Promoting and ensuring availability of digital payment mechanisms.

Consumer protection measures and ensuring availability and acceptance of cash.
Changes to Cybersecurity.

FMI risk management (including operational reliability).

Cash / Cheque usage restrictions.

@ =~ o 2 0o T @

Relaxation of Compliance requirements.
3. Data Describtion and Developing Hypotheses

This study has been conducted on 10 countries (United States, United Kingdom, Egypt, United Arab Emirates,
Saudi Arabia, Japan, South Korea, Italy, India and Nigeria) during the period from March to June 2020.

Social Distancing has been measured by community mobility reports to COVID-19, by daily data according to a
country, for retail and recreation (X;), grocery and pharmacy (X,), parks (Xs), transit stations (X,), workplaces
(X5) and residentials (X6). Digital payments are measured by transactions volumes () and transactions values
(Y2).

Community Mobility Reports aim at providing reflexing into the improvements that have arisen in response to
COVID-19 pandemic battle policies. This report is based on data recording over time by geography, across
various categories of places. This report illustrates a percent change from baseline (14 February 2020). That
includes six categories: Retail and Recreation; Grocery and Pharmacies; Parks; Transit Stations; Workplaces and
Residential

Figure 1 illustrates social distancing measures in 10 countries from 14 February to 25 July 2020, as follows:
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In South Korea
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Figure 1. Social distancing for 10 countries
Source: Community Mobility Reports to COVID-19.

Kruskal-Wallis test has been used to examine the significance of variation among social distancing and digital
payments measured by transactions’ volumes and values. This has been conducted on 10 countries (United States,
United Kingdom, Egypt, United Arab Emirates, Saudi Arabia, Japan, South Korea, Italy, India and Nigeria)
during the period from March to June 2020. Table 1 illustrates this test as follows:

Table 1. Kruskal-Wallis test output for social distancing

Social Distancing Tansactions’ Volumes Transactions’ Values
Chi-Square 22.29146 34.37561 36.322
df 9 9 9
Asymp. Sig. 0.008 7.67E-05 .000

Source: Outputs of data processing.

Chi-Square coefficients indicate the significance of differences among social distancing and digital payments
measured by transactions’ volumes and values at a significance level of 0.01 levels.

This paper aims at testing the following two hypotheses:
1- There’s no significant effects of social distancing on digital payments measured by transactions’ volumes.
2- There’s no significant effects of social distancing on digital payments measured by transactions’ values.

Regarding these 2 hypotheses, we consider the alternative hypothesis Ha:  # 0 versus null hypothesis Hb: f =0,
where B is the regression coefficient of the following functions:

Yi=oa+ i Xy + o Xo+ B3 Xa+ Ba Xy + 5 Xs + B Xe + & 1)
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4. Testing Hypotheses
4.1 Examining the Effect of Social Distancing on the Digital Payments Measured by Transactions’Volumes

This has been conducted using panel data analysis according to cross-sectional units technique and provides the
following results:

Table 2. The effects of social distancing on digital payments measured by transactions’ volumes

Model 1: WLS, using 40 observations, Included 10 cross-sectional units, Dependent variable: Y1
Weights based on per-unit error variances

Coefficient Std. Error t-ratio p-value

const 1.61425 2.62386 0.6152 0.5426
X1 0.319539 0.119692 2.670 0.0117 *x
X2 0.557324 0.139815 3.986 0.0003 halaid
X4 0.466427 0.122074 3.821 0.0006 halaid
X5 -1.86703 0.222031 —-8.409 <0.0001 faiaia
X3 0.00491421 0.0407791 0.1205 0.9048
X6 —0.336618 0.412106 -0.8168 0.4199

Statistics based on the weighted data:
Sum squared resid 35.40647 S.E. of regression 1.035820
R-squared 0.905454 Adjusted R-squared 0.888264
F(6, 33) 52.67268 P-value(F) 1.68e-15
Log-likelihood —54.31784 Akaike criterion 122.6357
Schwarz criterion 134.4578 Hannan-Quinn 126.9102

Statistics based on the original data:
Mean dependent var 12.81292 S.D. dependent var 14.22387
Sum squared resid 1602.114 S.E. of regression 6.967705

Source: Outputs of data processing.

According to table (2), results indicate that social distancing has a significant effect on digital payments
measured by transactions’ volumes, with R? of 0.8883 at a significance level of 0.01. Findings support the
significant effects of social distancing in retail and recreation (X1), grocery and pharmacy (X2), transit stations
(X4) and workplaces (X5).

4.2 Examining the Effect of Social Distancing on the Digital Payments Measured by Transactions’Values

This has been conducted using panel data analysis according to cross-sectional units technique and provides the
following results:

Table 3. The effects of social distancing on digital payments measured by transactions’ values

Model 2: WLS, using 40 observations, Included 10 cross-sectional units, Dependent variable: TVALUES
Weights based on per-unit error variances

Coefficient Std. Error t-ratio p-value

const —180.364 504.856 —0.3573 0.7232
X1 96.7610 21.7446 4.450 <0.0001 el
X2 101.427 28.2849 3.586 0.0011 Fxk
X3 6.31319 6.32219 0.9986 0.3253
X4 45.9579 26.9281 1.707 0.0973 *
X5 —324.609 37.7155 —-8.607 <0.0001 el
X6 —23.7381 85.7933 —0.2767 0.7837

Statistics based on the weighted data:
Sum squared resid 35.68946 S.E. of regression 1.039951
R-squared 0.906694 Adjusted R-squared 0.889730
F(6, 33) 53.44603 P-value(F) 1.36e-15
Log-likelihood —54.47706 Akaike criterion 122.9541
Schwarz criterion 134.7763 Hannan-Quinn 127.2286

Statistics based on the original data:
S.D. dependent var 2661.742 Mean dependent var 1960.697
S.E. of regression 1484.697 Sum squared resid 72742683

Source: Outputs of data processing.
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According to table 3, results indicate that social distancing has a significant effect on digital payments measured
by transactions’ values, with R? of 0.8897 at a significance level of 0.01. Findings support the significant effects
of social distancing in retail and recreation (X,), grocery and pharmacy (X,), transit stations (X,) and workplaces
(Xs).

So, results supports the significant effects of social distancing on digital payments measured by each of
transactions’ volumes and values. This means that we can accept the alternative hypothesis and reject null
hypothesis for retail and recreation, grocery and pharmacy, transit stations and workplaces, whithout any
evidence about significant effects for parks and residentials.

5. Results and Concluded Remarks

This paper investigats the opportunities of growth under restrictions of social distancing for FinTech. This has
been conducted on 10 countries (United States, United Kingdom, Egypt, United Arab Emirates, Saudi Arabia,
Japan, South Korea, Italy, India and Nigeria) during the period from March to June 2020. Results indicate that
social distancing may affect digital payments. This has been supported for retail and recreation (X,), grocery and
pharmacy (X,), transit stations (X,) and workplaces (Xs), whithout any evidence about significant effects for
parks (X3) and residentials (Xg).

The study recommends the regulatory authorities to respond quickly to the requirements for the stability of the
financial system, in light of the growth of the digital payments sector, especially the ones resulting from FinTech
(non-banking services) according to RegTech. Besides, it’s important to take in to account fraud detection and
prevention while launching Fintech platforms.
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