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Why Baltic States?

« Similar background conditions but different Fintech policy
trends

 Estonia: Proactive (crypto) — cautious
 Latvia: Cautious — proactive

* Lithuania: Proactive — cautious



Estonia

* Early proactivity (2016—-2017):
* Focus on crypto

* Policy failure (considered one of the biggest supervisory
mistakes)

« Shift to caution:
» Scandals revealed flaws in regulation
 Stricter oversight; limited appetite for proactive experimentation



Latvia

« Initial caution (2016—-2020)

 Proactive phase (2021+):
* Fintech Strategy
» Change in discourse
* Launch of the sandbox



Explanations

 Policy learning and scandals

» Legacy of ML in Estonia and Latvia, crypto in Estonia - low(wer) willingness
to promote

* In Lithuania, less ML legacy but Fintech-related scandals led to more caution

* Learning across countries
* UK’s model in Lithuania
+ Lithuania’s experience in Latvia/Estonia



Explanations

 |Institutional structure:

* Financial supervision merged with CB (Lithuania, Latvia since 2023) or
separate (Estonia, Latvia pre-2023)

* Major role of key individuals (‘policy entrepreneurs’)



Some policy lessons

Clear vision and goals
« Competition? Innovation? Upgrading? Risk minimization?
* What type of Fintech?
« KPIs
« What is the unique selling point/advantage of the country?

Coordination, everyone on same page

Key role of individuals

Clarity and stability of policy stance and rules
Politicians and regulators



@ tspmi.vu.lt
@ /company/tspmi

0 /tspmi

/vu_tspmi
® /vuTSPMI

VILNIUS UNIVERSITY
INSTITUTE OF INTERNATIONAL RELATIONS AND POLITICAL SCIENCE

CONTACT
INFORMATION

Vytautas Kuokstis
Associate Professor/Chief Researcher



What Should Latvia’s
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Context: Why did we write this report?

The Latvian fintech sector developed after 2008

The first Latvian Fintech strategy for 2022-2023 has been
adopted and put the sector on political and policy agenda

Work is underway on the [EITERICIEE Y
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We aimed to contribute in three ways

e Show the HERAZX LK1 i *T;] of the fintech

sector

-> Collated and verified a new dataset of Latvian registered fintechs

e Ildentif Iessons learnt from other countries [}’
promoting fintech and developing strategies

-> Reviewed 28 country approaches (27 EU countries and the UK)

o Gather fintech ecosystem TG T CTE CTYe [ YT [
on lessons learnt from the first strategy
-> 30+ anonymous ecosystem stakeholder interviews
(Spring-Autumn 2024)
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The Latvian fintech
sector:
past and present




What is fintech?

“Technologically enabled financial innovation that
could result in new business models, applications,
processes, or products with an associated material
effect on financial markets and institutions and the
provision of financial services.”

(Financial Stability Board, 2017)
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Much more diverse than many realise

Digital Lending Digital Payment Digital Banks Digital Capital

(P2P lending, consumer (mobile payments, points andlor Savmgs Ralsmg
credit etc.) of access etc.) (neobanks, digital savings (equity, reward-based

platforms etc.) crowdfunding)

Digital Asset WealthTech InsurTech

Digital Custody
(digital wallets etc.)

(robo-advisors, personall (technological

Exchcmge financial management innovations related to
(platforms, exchanges) etc.) insurance)

RegTech and
SupTech

(technology aided regulatory
compliance or supervision)

Enabling Technologies

Cybersecurity Machine Biometrics Open API Distributed ledger  Cloud Artificial
innovations learning banking technology solutions intelligence

ﬁ BALTIC
Source: (CCAF; World Bank; WEF 2020; CCAF; World Bank; WEF 2022), updated with a reference to the & EENTER

enabling technologies



We collated and verified a new dataset

e Gathering data on fintech - a global challenge

-> No single agreed taxonomy, not specified in national statistics
(e.g., no NACE code), fintech operation across EU boarders

« We collated and verified a new dataset of Latvian
registered fintechs

-> Based on existing lists and sources (e.g. Dealroom, EU Digitall
Finance Platform, Latvian Start-up Association, Startin.lv,
P2PMarketDataq, lists of licenced and regulated firms - PTAC and LB
data; financial data provided by Crediweb

 Important limitations to be addressed in next
iterations

-> Does not include fintechs servin% customers in Latvia but licenced in other
countries; need data on the global footprint of Latvia companies; missing

financial data @ BALTIC
&/
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Fintech in Latvia: core facts (1)

3/4 of currently operational FinTechs
l 8 o I were registered after 2012

FinTechs in Latvia in 2024 _ _ _ —

Number of FinTechs by category (n=173)

Digital payments |Gz o

Enterprise technology provisioning _ 17%
weaithtech [l % 4 l 8
Digital Identity [JJJfj 5%
Exchange services [ 4% ®

Digital Capital Raising l 2% ‘11
Digital Banks l 2% € m I.I I ion
Alternative Credit Scoring l 1% contribution to the
InsurTech | 1% state budget in 2023

Digital Custody | 1%

Source: Author’s analysis.

Data on state budget contributions, turnover and employment in 2023 provided by Crediweb. RTU RBS Baltic Finance Center, 2024
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Turnover by category in millions (n=99)
Digital Lending (49)
& Digital payments (13) - € 38.39

€ m i I I io N Enterprise technology provisioning (21) . € 20.52

total turnover in 2023 Alternative Credit Scoring (1) I €6.21

InsurTech (1) | €182

o Digital Identity (5) € 0.49
o Exchange Services (2) € 0.40
WealthTech (5) € 0.6

generated by top 10 FinTechs Digital Capital Raising (2) € 0.03

Number of employees by category (n=124)

Digital payments (17) - 575

Enterprise technology provisioning (22) - 223
Digital Identity (8) l81
WealthTech (10) l74
InsurTech (1) |32
Alternative Credit Scoring (1) I 24
Exchange Services (2) ’7

Digital Capital Raising (3) l 5

Source: Author’s analysis.

Data on state budget contributions, turnover and employment in 2023 provided by Crediweb.

21

average number of
employees

2.5.

total employed in 2023

RTU RBS Baltic Finance Center, 2024
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75% of fintechs registered after 2012

Year of registration of Latvian fintech companies operating in 2024 by fintech vertical (N=126)

Alternative Credit Scoring m Digital Capital Raising

W Digital Identity m Digital Lending
Digital Payments W Enterprise Technology Provisioning
Exchange Services B InsurTech

m WealthTech

1
| 1 31,
| N N AN 11 il
O 5 N M T W O N O DO 5 N ®MTET WO N OO = ™
2§ 9 D YOO DO OO g 9 © 0 O 0 © 0 o0 g o 5
o 2 0 2 0 0 9 2 0 0 0 g ©9 © 0 0 0 Q 0 o g A N
= o R =i E R N & & & & ) |
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Fintech sector has grown and become more
diversified

- Established post financial crisis (2008) - mainy lending
« Growth spurt after 2012 - 75% of current registered fintechs

- Digital lenders still most prevalent, but sector has expanded into
all segments

« From 2017 - peer-to-peer lending and crowdfunding companies
- Open finance success stories (Nordigen)
« The most recent area - crypto, with MICA from 2025

- Potential of payment segment due to access to SEPA form 2025

CENTER
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Lessons learnt from
other country
approaches

(EVU and UK)




Only 7 out of the 28 countries reviewed have
published a dedicated fintech strategy

Countries with a fintech strategy have Many choose to view fintech as a part of
different strategy “owners” (and hence scope) other strategies
r |
Countries with existing strategy | |
: Countries without fintech strategy, but defining area as a priority in i
reland other strategic documents !
Latvia |
Ministry of Finance Lithuania |
|

The Netherlands Digital strategy (DK, EE) ~ Payments strategy (SL)  Blockchain strategy (CY)

United Kingdom |
Financial Innovation Financial literacy strategy

| )
Financial Markets Regulator ~ Malta | Startup strategy (DE) Monitoring strategy (BG) !
|
~ Central Bank Hungar Sustainable Finance Capital markets strategy
(as regulatory body) gary stratgy (LU) (cz)

SoOURCE: AUTHOR'S ANALYSIS OF ALL EU counTrIES AND THE UK
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Four benefits of having a strategy

AVl tg R Igglelelgtelglels Of the fintech sector development
relative to other national priorities

o political, policymaker and industry around a
joint vision and strategy

and accountability mechanismielgell

stakeholders

JlF NsuresfefelelaiiZsImanagement of possible risks

But - absence of a strategy does not mean that the sector is not
considered or developing!

CENTER
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Main goals for promoting fintech - economic
growth and competition in financial services

Strategic goals

Attracting investment

Enabling competition in financial market

Supporting innovation

Job creation

Enabling new technologies in financial markets

Supporting start-ups
Supporting digitalization Transformation of financial markets Becoming an international hub

Attraction of international Becoming a fintech hub

FinTechs seen as a part of the digital and national Firtach bri ralnabl Daval fi iaband ital
concept and startup policy (EE, DK, DE, SE) TR RLTIgS S s LI RHERES T NCNEG QRO fintech companies
changes to the functionin markets by enhanced (AT, BG, BE, DE) (UK, DE, BE, FR)
of the financial sector (AT competitiveness (Cz, BE) s in st

FinTech seen as drivers of digital transformation and
innovation not only in financial sector, but economy as a

whole (FI, DK, DE) Create regulatory

Fintech seen as enabler of
framework that balances

innovative services (BE) and

Countries without
afintech strategy disruptive technologies like compliance and
blockchain (LU, CY) innovation (DE)
Fintechs seen as innovators of financial sector improving
digitalization of financial services (BG, BE, FR)
Focus on digital agenda at a Facilitate creation of ; : : : Fintechs strengthen the :
national level, to continue to be a fintech startups in FInts?cr;zrsienewgrgf/;:goggi?;lsigtgg‘r?g? ial P'{gr,:;:;t?i #gﬁ cci’cf:fl financial sector and int eﬁgt?grt\gr;iz{ ach
digital leader in the EU (IE) innovation hubs (IE) finoncil eross (HU N sector (IE) contnbutreof:t:‘h(eHac):onomlc companies (LV, LT)
Countries with a 9
fintech Strate : . Harnessing the potential of
9 Buuflicri‘gnsgil;tj)lr;g :hnn%:.;nlfled emerging technologies, Improve the take-up of new Enable creation of Improve talent (training local Bacorho o fintech
R (Lv)gy understanding the benefits Fintech services and increasing innovative financial experts and recruit foreign hub (LT, MT, NL)
Y and risks (UK) competition (UK) services (LV) professionals) (MT, LV) {ies

SOURCE. AUTHOR'S ANALYSIS OF ALL EU COUNTRIES AND THE UK



What do good strategies have in common?

Core facilitating mechanisms - supporting regulatory environment and
excellent cooperation

Clear message and targets
(NL, IE, LT)

Time bound, clear set of roles, high level buy-in
(NL, UK)

Clear co-operation and implementation mechanism
(DK, SE, DE)

Framerowk to evaluate resulits
(1E, NL, SK)

©
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The role of ecosystem is crucial in enabling
growth: The Danish example

Ranks among Top 3 in EU in number and funding for fintechs per capita
Vibrant start-up ecosystem
Most digital economy in the EU

Even without a strategy, each stakeholder knows its role
in achieving the common goal

University of

Copenhagen Copenhagen Fintech

Copenhagen Lab
Technical University

! !

Danish Government’s 2021 Digitization Partnership

Copenhagen City Industry NGOs

1

. I
SOURCE: AUTHOR'S ANALYSIS OF DANISH FINTECH ECOSYSTEM CENTER
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A risk-based, proportionate regulatory
environment is the key enabler of fintech

Four regulatory responses to fintech according to the World Bank

“Wait and see” “Test-and-learn”

Innovation Regulation &
facilitators lawmaking

Source: ApapTed FrRoM (Wortb Bank, 2020) ///-_\
BALTIC
@ FINANCE
\/
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https://documents1.worldbank.org/curated/en/579101587660589857/pdf/How-Regulators-Respond-To-FinTech-Evaluating-the-Different-Approaches-Sandboxes-and-Beyond.pdf

The jury on the effectiveness of regulatory
sandboxes is still out

« 4] innovation hubs and 14
regulatory sandboxes across the
EEA (Oct 2023)

« Most innovation hubs established
2016-2019; regulatory sandboxes
around 2020-2021

Legend:

[ EU MS with RS & IH

[T EU MS with TH but no RS

[ EU MS with IH & plans for RS
[ EEA country with both IH & RS
~\| [ EEA country with IH but no RS

g

« Analysis by ESAs:

can add significant value
- signal to fintechs country’'s openness
- costs and benefits need to be assessed

- differ by how much can actually be done " A A ot

- key risk - clash of expectations by firms vs
what the specific regulator can offer @ BALTIC
N
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Stakeholder feedback
on Latvia’s first

national fintech
strategy (2022-2023)




Latvia’s fintech strategy 2022-2023

“Latvia as a financial technology centre of European Union
significance where FinTech companies promote innovation
and competition in the financial sector by developing
significant, secure and internationally scalable busines
models.”

8 recommendations:

Improve regulatory framwork Develop the fintech ecosystem

Financial market infrastructure Regulatory & fintech dialogue about licencing

Strengthen capital & investment climate Strengthen capital & investment climate

Grow talent base Quality internal & international communication
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What do ecosystem stakelders
think?

Generally, stakeholders welcome the previous
fintech strategy as the first attempt to put
fintech development “on the map” and prioritise
it in policy and regulatory discussions, as well as
signalling Latvia’s ambitions internationally.
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What do ecosystem stakeholders
think? ’9

Favorable legal environment
and support for start-ups and
fintechs

)

Latvia has the potential to
become a fintech hub thanks to

the accumulated experience
and favorable legal environment

)

Regulator easy to
access




Areas where improvements are needed (1)

Genuine political will to develop )
the sector, a political champion Not everyone —at political and policy

. . . making levels — is motivated to move
and clarifying roles where there is forward. Pressure needs to be applied at
over|qp and disqgreement the political level to move things forward.

) Low understanding of the fintech sector
The fintech sector in Latvia is . .

being “demonised”. The country (percelved as only consumer Iendlng) &
should take more pride in its stigmatisation due to past practices

leading companies.
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Areas where improvements are needed (1)
79

Need for a much clearer vision Other countries get their act together and
. . set clear priorities, which allows them to
with more ta rgeted Strateglc achieve much more. Here each

priorities stakeholder wants something different,
and we adopt a project-based approach

where priorities frequently change.

The country needs focus. If we establish
clear national priorities, everything else will
follow - state grants, support for
education programs and so on.

Latvia cannot afford to scatter its efforts
across all sectors.

)

What is good about Latvia - with
the licence you get, you can work
in Europe. But Latvia will never be

the core target market — fintechs
will always test here and work

elsewhere. The Latvian Need for an export-oriented rather than a

opportunity is to deliver goods

and services to the world. local strategy
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Areas where improvements are needed (lll)

The existing regulatory support is 99

very valuable but could be There is not enough clarity about the
strengthened and |icensing licencing process. The attitude of the
process could be clearer

regulator is very welcoming, but ex-ante it
Is not clear what will be expected and how
long it will take.

)) : | Implementation of regulation,
In applying regulations we

always want to be “straight-A particularly AML, is often too risk averse -

students and more saint than .
the Pope. mindsets need to change

CENTER
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Areas where improvements are needed (1V)

The fintech ecosystem has 24 | |
. . . The fintech ecosystem is very fragmented.
developed significantly but is still Latvians overall are not very keen on

collaboration, do not trust each other. It
can be changed through setting a good
example.

too fragmented

) The process by which the previous

When the strategy is been strategy was developed could be

approved, someone needs to improved
commit to review it at least

annually to monitor progress
and make adjustments.

CENTER
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Three core questions to address when
developing the new strategy

1) What is Latvia’s level of ambition and risk appetite?

2) Who is the key owner and accountable for Fintech?




What is the national level of ambition?

-> Define the core priorities and the [ ] Tl I Y G ) il (who
sets it?)

nacigelfelEiNelo[=le VNN glline with & coordinate with the specific
Emﬂfﬁ for:

(i) financial market development (capital markets, improving
competition, increasing lending, green transition etc.)

(ii) economic transformation agenda (digital transformation, Al,
international competitiveness)

-> Strengthen and tweak the regulatory tools and mandates where
necessary to match the risk appetite

CENTER
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2. Who is the key owner and “political champion”
for fintech?

International
organizations

Policy makers

Industry
associations

Regulators and
supervisory
bodies

Market
participants

International Organizations

« OECD, EBRD, EIF, EIB. » Monetary and financial system stability
« Single supervisory mechanism - direct supervision of
113 systemic banks

Academic institutions

European Central Bank European level authorities

European finance monitory system:
« European Banking Authority (EBA)
« European Insurance and Occupational Pensions Authority (EIOPA)

« European Securities and Markets Authority (ESMA)

» European Commission

Latvian Parliament (Saeima)

Finance sector development council

Industry associations
FinTech Latvia association
Finance Latvia association
Latvian Blockchain association
Latvian start-up association Startin.lv
Latvian Venture Capital association
Latvian Business angel network

VC, private equity funds
Provides capital and finance

Competition Council
« Promotes free competition

« Consumer rights and interests protection * Violations of competition

laws
« Mergers supervision
« Market supervision, etc.

» Sustainable development of the financial sector — coordinating the collaboration between the .
— - public and private sectors. .
Office of Citizenshipand - Supervised by the Prime Minister, 14 members .
Migrution Affairs » Designated working groups .
.
Latvian Investment and Ministry of Finance Ministry of Economics Ministry of Foreign Affairs
Development agency * Responsible for financial « Responsible for export, « Responsible for foreign policy
« Responsible for attraction of market policy development investment, start-up policy and dilomacy, supervisor of
investment, export promotion and regulation development and regulation LIAA representative offices .
The Financial Intelligence Bank of Latvia Consumer Rights Protection
Unit of Latvia « Monetary and financial system stability Center
Other EU « prevention of money laundering, * Kécr!sle(tsélﬂgleurg%g rggg l%é%ﬂgtfigg %?C'c"
member state - eliminating the use of Latvian Hnancali Giat gevelopment  Non-bank lender regulation and
regulators financial system to finance « Consults Parliament and Cabinet of licel s c T o
terrorism ministers « Registers financial intermediaries
e e e e el s e e e s e ) e e e e e e e e e

ICT solution service providers
for FinTech's

Open banking solution
privoders

Non-licenced fintech's

FinTech's licenced in other EU
countries, operating in Latvia

Consumer lending service
providers

Non-bank mortgage
service providers

Payment institutions Insurance service
providers

Electronic Money
institutions

Investment Service
Providers (P2P)

Collective Finance Service
Providers (Crowd Funding)

Licensed subjects by Latvian Authorities
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3. How to ensure the strategy is implemented
effectively?

->The strategy needs to be set for a (5-8 years)

->The strategy needs to focus on more {J L) {[ o[ LM ISR €

-> Proper [y LJg i {g1aTe Kol e Ko [ IR 1 111137 mechanisms need to be

introduced

-> Generate greater [V Jl{ogd JAL I CX L Lol L Le1ile])) and partnership
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“Fintech is not a niche within financial services. Nor is it a
sub-sector. It is a permanent, technological revolution,
that is changing the way we do finance.

Its essence is in both fast-growing fintech companies, and
the investment and use of technology by our incumbent
financial institutions.

It's in the way we regulate previously unknown
technology and set new standards.

But most importantly, it's about delivering better financial
outcomes for customers, especially consumers and SMESs.-

(Government of the United Kingdom, 2021)
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Full report
available at

finance.rbs.lv
=N +«*x_ | Funded by |:||:|
RIGA BUSINESS SCHOOL ‘ @ N ANCE « % | the European Union 2027
Riga Technical University N SEhulER o NextGenerationEU Sl S

EC Recovery and Resilience Facility project No. 5.2.1.1.1.0/1/23/l/CFLA/001
“Knowledge and Research Capacity Strengthening of Anti-Money Laundering,
Financial Sector Technology and Analysis”



Kadai jabiat nakamaijai Latvijas
L, EE T FinTech stratégijai un tas prioritatem?

Finansu ministrija FinTech Latvija Finance Latvia Latvijas Banka
) -0}
o -
<o b »

LBAA Ekonomikas ministrija RTU



