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Abstract: The purpose of this study is to examine whether FinTech companies believe that the
growing dependence on regulation represents a potential risk for their development. In 2021, we
conducted a survey among Latvian FinTech companies to ascertain their attitude toward regulatory
scrutiny. We received 31 responses, representing a 33% response rate. The responses show that
regulation is still one of the most pressing issues for FinTech companies, even though it is not
necessarily regulation per se that causes concerns, but the lack of a regulatory framework that would
be suitable for the special situation of the FinTech sector. However, regulation is now regarded as less
problematic than it was in a previous survey in 2019, when respondents saw regulation as the most
pressing issue. Moreover, the FinTech industry anticipates better support from the regulator, such as
more realistic sandbox approaches and a willingness to consider new business models. According
to the survey responses, the UK, Estonian, and Lithuanian regulators can serve as inspiration in
this regard. Latvian FinTech companies expect regulators to be more flexible and open in their
communication. This study is intended to advance regulatory reform by aiding the understanding of
the requirements of fast-evolving FinTech companies.

Keywords: FinTech; regulation; digitalization; financial markets; digital financial services

1. Introduction

The growth of the FinTech industry has been associated with, amongst other things,
less regulation than for traditional financial market players (Lochy 2020; Barroso and
Laborda 2022; Murinde et al. 2022; Horn et al. 2020). However, the situation is changing.
From a regulatory perspective, some of the FinTech solutions provide services that are
similar to more traditional financial services, and traditional financial service providers
integrate more FinTech solutions into their operations and/or acquire FinTech companies
as one way to keep up with FinTech development (Murinde et al. 2022). As a consequence,
FinTech companies and/or financial services based on FinTech solutions are facing in-
creased regulatory requirements as well as possible fines and lawsuits for non-compliance.
This means that FinTech companies can less and less claim to be different from traditional
financial institutions in delivering products, and some FinTech companies are moving away
from the “We are not financial institutions” mantra of the past (Deloitte 2018). However,
the FinTech sector as such is difficult to regulate. FinTech covers a broad range of activities
and business models, including, e.g., digital financial services, robo advice, support, crowd-
funding, and data analytics (Oehler et al. 2018, 2021; Barroso and Laborda 2022; Ma and Liu
2017). Moreover, even though FinTech companies are often much smaller than traditional
financial service providers, they would still have to comply with the same regulation. They
may also operate in multiple jurisdictions (also from an early stage), in which case they
will have to abide by the regulation specific to each area or nation.

In our previous study (Rupeika-Apoga and Wendt 2021), FinTech companies perceived
the current state of regulation as the main barrier to FinTech development. They were not
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necessarily complaining about too stringent requirements or too many laws, but instead
about a lack of regulation. Specifically, they were hesitant to launch new ventures in a state
of high uncertainty about potential new legislation that might prohibit or limit their future
activities. However, as a result of customer and business pressure and the need for financial
system stability, regulators have worked towards reducing the ambiguity of industry
regulations (Restoy 2021b; Roy 2021; Feyen et al. 2021; Zaidi and Rupeika-Apoga 2021).

The purpose of this study is to examine whether FinTech companies believe that the
growing dependence on the regulatory environment represents a potential risk for their
development. We explore the attitude of FinTech companies towards regulatory scrutiny,
regulatory risks in the sense of potential restrictions on their operations and business
segments, and the potential impact of regulation and enforcement on the profitability of
their activities, e.g., due to costs associated with the implementation of and compliance
with regulation. Besides exploring the status quo, we also explore potential changes in
their views since our previous study.

In order to achieve the purpose of our study, we conducted an online survey among
FinTech companies in 2021. The survey included 33 questions divided into four sections:
general information, business model attributes, current challenges confronting FinTech
companies with a focus on regulatory risks, and prospects for the FinTech sector’s develop-
ment. We received 31 responses to the survey, representing a 33% response rate among the
identified Latvian FinTech companies.

Our contribution to the academic literature as well as the public and political debate
is twofold. First, we link the business and legal aspects of FinTech industry regulation,
whereas academic research has frequently treated these aspects independently of each other.
Second, we discuss how the regulator can support FinTech industry growth in Latvia based
on the findings of our analysis. Regulators not only in Latvia but also in other countries
might be interested in these recommendations, in particular in light of Fintech companies’
operations in multiple jurisdictions.

We find that while regulation is still important to FinTech companies, it is less pressing
than it was in 2019. The availability of qualified employees and/or experienced managers
as well as international expansion were the primary concerns of FinTech companies in 2021.
This indicates that the main challenges for the FinTech industry are similar to those in the
traditional financial industry (Kaur et al. 2021). Although Latvian FinTech companies do
not perceive the regulatory environment to be more hostile or restrictive than regulation in
the European Union, there are not enough encouraging initiatives. The FinTech industry
anticipates better support from the regulator, such as a more realistic sandbox approach
and a willingness to understand new business models. Latvian FinTech companies expect
the regulators to be more flexible and open in their communication.

The structure of this paper is as follows. The following section, Section 2, focuses
on the theoretical background. Section 3 describes the data and methodology. Section 4
presents FinTech companies’ responses to the survey with a focus on their own assessment
of the regulatory environment and how it can be improved. The final section, Section 5,
discusses whether FinTech companies believe that the regulatory environment poses a risk
to their ability to develop, and then it concludes.

2. Developments in Regulation

FinTech has been in the spotlight for the last few decades. However, many of the
challenges associated with FinTech development have to do with its emerging and de-
velopmental state. For example, there is a lack of consensus regarding the definition of
even basic concepts and the regulatory framework. It is still not unambiguously clear
which companies fall within the domain of FinTech and, therefore, should be regulated
accordingly (e.g., Rupeika-Apoga and Wendt 2021). In this study, we use the definition of
FinTech provided by the Bank of Latvia and the Financial and Capital Markets Commission
(Bank of Latvia 2020; FCMC 2020): “FinTech is a company that develops and uses new and
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innovative technologies in the area of financial services. This leads to the development of
new financial products and services or a significant improvement of the existing ones”.

There is an ongoing debate about whether the growth potential of FinTech could be
partly an effect of looser regulation than that applied to incumbents such as commercial
banks (Rupeika-Apoga et al. 2022). Financial institutions can be regulated in two ways: the
entity-based approach and the activity-based approach (Restoy 2021b). The entity-based
approach limits its perimeter to entities licensed, authorized, or registered to pursue certain
financial services, while the activity-based approach imposes rules on everyone involved
in a particular activity.

An extensive and detailed set of rules has been introduced to prevent or mitigate the
risks arising from providing financial services. Traditional financial institutions, such as
banks and insurance companies, have specific (entity-based) obligations, such as those
related to prudential requirements, which do not apply to competitors who exclusively
provide services in specific market segments such as payment services, wealth management,
or credit underwriting (Restoy 2021a). Bank-specific regulation entails high compliance
costs and can therefore put them at a competitive disadvantage (Restoy 2021a; Feyen
et al. 2021). Banks are subject to prudential obligations, which include minimum capital
and liquidity requirements and restrictions on large exposures. In addition, banks are
also subject to regulation on, e.g., consumer protection, anti-money laundering (AML), or
business activities that relate to the various services they offer, including deposit taking,
loan underwriting, payment services, and asset management (Kaur et al. 2021).

A substantial part of FinTech development relates to financial services that are offered
in a highly regulated domain. However, some FinTech companies enter the financial
industry with little or no interaction with financial regulators. Some FinTech companies
lack a compliance culture with regard to their prudential or consumer protection obligations
when delivering financial services (Arner et al. 2015). Arner et al. (2015) argue, though, that
FinTech companies founded by former financial professionals and located in global financial
centers have a stronger compliance culture compared to newcomers with a technological
background and located in newly emerging FinTech hubs (Arner et al. 2015).

At the same time, a substantial portion of FinTech companies provide financial services
that are highly regulated and will have to comply eventually. Since the advent of FinTech
companies, no general adjustments have been made to financial regulation to accommodate
their activities as financial service providers (Restoy 2021b). So far, there is no specific
legislative framework for FinTech companies, except for a FinTech license in Switzerland,
the introduction of the category of digital banks in some jurisdictions, or the regulation
of crowdfunding platforms (Ehrentraud et al. 2020). FinTech companies are generally
regarded as being similar to traditional financial service providers and are subject to
the law in accordance with the services provided (activity-based) and not by the type
of company (entity-based). Most FinTech companies are financial companies that are
licensed and regulated according to their business models. However, FinTech companies
also include technology companies that provide financial services (Rupeika-Apoga and
Thalassinos 2020; Horn et al. 2020). The regulation of FinTech companies does not always
aim at controlling the specific risks they pose, but rather aims at increasing competition or
expanding access to financial services by introducing (temporarily) lighter requirements
(Restoy 2019). As T. Rabi Sankar noted, “It is virtually impossible for legislation to catch up
with the fast mutating Fintech landscape, but in the interim, regulation must adapt so that
the financial system absorbs digital innovation in a non-disruptive manner” (Roy 2021).

Regulators are already developing principles that should play a role in FinTech regula-
tion. The increasing digitalization of financial services can exacerbate certain information
and communication technology (ICT) and cyber risks (Oehler and Wendt 2018), as well as
risks in relation to the operational resilience and business continuity of financial entities,
especially considering their growing exposure to and dependency on regulated or unregu-
lated third-party service providers (EBA et al. 2022). FinTech start-ups are characterized by
problems that start-ups in other industries also face, such as limited risk management, a
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lack of liquidity and profitability, as well as problems and difficulties in determining their
obligations, such as required licenses or capital.

Currently, cybersecurity and risk management in the FinTech sector are priorities
for regulators in performing supervision, in particular when it comes to outsourcing and
cloud computing technologies. Therefore, in 2021, the European Commission published a
legislative proposal for a regulation on Digital Operational Resilience in the EU financial
services sector (“DORA”). It is designed to consolidate and upgrade ICT risk requirements
throughout the financial sector to ensure that all participants in the financial system are
subject to a common set of standards to mitigate ICT risks for their operations (European
Commission 2020a). The proposal also introduces an oversight framework for critical
third-party providers, such as cloud service providers. Another area is the ongoing work in
the EU on a unified regulation of markets in crypto-assets (MiCA), which, once developed,
will replace the national framework for virtual assets (European Commission 2020b). MiCA
is supposed to support innovation and fair competition by creating a framework for the
issuance and provision of services related to crypto-assets. In addition, it aims at ensuring
a high level of consumer and investor protection and market integrity in the crypto-asset
markets, as well as at addressing financial stability and monetary policy risks that could
arise from the wide use of crypto-assets and distributed ledger technology (DLT)-based
solutions in financial markets (Deloitte 2022).

Regulators need to balance the innovation and efficiency gains brought by FinTech
companies with the potential challenges for oversight, enforcement, and consumer pro-
tection. The authorities need to cooperate in order to effectively enter this new territory
and achieve the necessary goals. At the national level, central banks and other financial
sector regulators need to cooperate with industry regulators as well as competition and
data protection authorities (Feyen et al. 2021).

3. Data and Methodology
3.1. Sample

There is no official list of FinTech companies in Latvia. We used the definition of the
Bank of Latvia and FCMC, which defines a “FinTech as a company that develops and uses
new and innovative technologies in the area of financial services” (Bank of Latvia 2020;
FCMC 2020), and started with the 56 companies identified for our 2019 survey (Rupeika-
Apoga and Wendt 2021). For our 2021 survey, which is the focus of this study, we added
FinTech companies listed in the Swedbank Latvian FinTech report 2020 (Swedbank 2020)
and then re-checked whether these companies fell under our definition. Then, we added
FinTech companies from other data sources: Latvijas Bankas intelligence (Bank of Latvia
2020) and the Latvian Startup association Startin.lv Inventio Growth database (Startin
2021). In addition, the list of FinTech companies was cross-checked against the Register of
Enterprises of the Republic of Latvia to ensure that only FinTech companies incorporated
in Latvia were considered. In 2021, we identified 93 companies that fulfilled our criteria for
inclusion in this study.

The survey was conducted with the assistance of the Central Bank of Latvia via per-
sonal contact with the companies included in the sample. In addition, the authors used so-
cial networks such as LinkedIn, Twitter, and Facebook and personal, phone, and online com-
munication with representatives of the FinTech companies. We conducted the online survey
in the summer of 2021 and received 31 responses, which corresponds to a response rate of
33%, which is satisfactory for this type of survey (Hoque 2004; Rikhardsson et al. 2020).

3.2. Survey Design

The survey design is based on our previous survey (Rupeika-Apoga and Wendt 2021).
However, due to the fast-evolving Fintech landscape (Roy 2021), the design of the survey
has been adjusted accordingly. In order to present a coherent conceptualization of FinTech
activities, taking into account the diversity of sectors and specialized business models,
we applied the taxonomy and classification of FinTech provided by the World Economic
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Forum (2020). The classification includes thirteen discrete primary FinTech categories,
which have been further sorted into two overarching groups: retail-facing and market-
provisioning activities. Retail-facing activities provide financial products and services
focused on consumers, households, and micro, small, and medium-sized enterprises
(MSMEs), and largely corresponds to business-to-customer (B2C) activities. It includes
activities such as digital lending, digital capital raising, digital banking, digital payments,
digital savings, WealthTech, digital asset exchange, digital custody, and InsurTech (World
Economic Forum 2020). Market-provisioning activities provide or support the infrastructure
or key functions of FinTech and/or of markets for digital financial services and largely
correspond to business-to-business (B2B) activities. These activities include RegTech,
digital identity, alternative credit, data analytics, and enterprise technology provisioning
(World Economic Forum 2020). In addition to the taxonomy and classification of FinTech
by the World Economic Forum, we have also offered an open response option for other
FinTech activities.

In order to make our survey results comparable to the neighboring countries, we also
used some questions from the FinTech Report Estonia 2021 (Laidroo et al. 2021). Our survey
consisted of 33 questions, of which 25 were compulsory. The main sections of the survey
are as follows:

• General information, such as company name, maturity of the company, number of
employees, revenue, etc.

• Business model attributes, such as key activities, key resources, value proposition,
customer channels and segments, and revenue streams.

• Current challenges confronting FinTech companies, with a focus on regulatory risks,
using 7-point and 8-point Likert scales. In addition, open questions followed as
to whether there were any other important aspects that participants would like to
mention in this context.

• Prospects for the development of the FinTech sector: Specifically, this part of the survey
asks how to improve the FinTech sector, which activities the respondents see as having
the most growth potential, and which government initiatives would help improve
FinTech prospects. In addition, there are open questions on local and European FinTech
regulation, asking respondents to share the aspects of the regulations they would like
to see changed. Collaboration with other market participants (banks, notaries, etc.)
and government institutions are asked about in the final questions.

4. Results
4.1. Business Model and Activities

The main financial services provided by FinTech companies include digital lending,
digital payments, and digital wallets. Among the respondents, 57% have a B2B model,
24% percent have a B2C model, and 16% have a business-to-business-to-customer (B2B2C)
model, meaning that they provide services to companies and to those companies’ customers
at the same time, and 3% use another model. The respondents provide services to clients
in Latvia and around the world. Commissions from products or services represent their
primary source of revenue (40% of the respondents), followed by license fees from product
or software licensing (17% of the respondents). They typically concentrate on managing
day-to-day operations and providing ongoing client support using IT support tools. Digital
identification, data analysis, and RegTech are the primary auxiliary services the respondents
offer. They believe that open banking (19 out of 31), digital lending (14 out of 31), and data
analysis with instant payments have the greatest development potential (13 out of 31).

4.2. Regulation

We asked the survey participants to rate the severity of specific problems affecting
their business on a scale from 1 (not pressing) to 7 (extremely pressing). As shown in
Table 1, the results show that the availability of skilled staff or experienced managers,
expansion to foreign markets, and expansion of the product portfolio are most pressing.
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Finding customers, the cost of production or labor, and regulation appear to be slightly less
pressing. Competition, access to finance, building partnerships with established players,
and product market fit seem a little less pressing.

Table 1. Responses to the question of how pressing specific problems are; 1 = not pressing, 7 =
extremely pressing.

Level of How Pressing 1 2 3 4 5 6 7 N Median Mode

Regulation 3 5 1 2 8 7 5 31 5 5
Competition 1 2 5 13 6 3 1 31 4 4
Finding customers 1 2 3 5 10 5 5 31 5 5
Product market fit 2 6 6 8 6 3 0 31 4 4
Expansion of product 2 4 6 5 6 7 1 31 4 6
Access to finance 2 4 7 7 4 2 5 31 4 4
Cost of production or labour portfolio 1 4 6 8 8 3 1 31 4 5
Availability of skilled staff or experienced managers 0 1 2 6 7 6 9 31 5 7
Building partnership with established players 1 6 7 7 6 4 0 31 4 3
Expansion to international markets 0 4 5 2 7 8 5 31 5 6

Figure 1 presents the regulative and regulator-related factors restricting FinTech com-
panies’ expansion into markets outside of Latvia. The most critical issues are the readiness
of the regulator to consider the market participants’ proposals for improvements to regula-
tion, as well as cooperation and coordination between different regulators, with a score of 4
on a scale from 1 to 7.
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The responses to the next survey question reflect the respondents’ opinion on the mea-
sures that might help develop their company and/or the Latvian FinTech sector further on
a ranking scale from 1 (most important) to 8 (least important) (see Table 2). The respondents
consider better cooperation with regulators, tax reliefs, and improvements to regulation
as most helpful when it comes to advancing FinTech development. They also consider
support for hiring a foreign workforce as important. Startup-visa, sandboxes, and special-
ized incubators appear helpful, but to a lower degree than the aspects mentioned above.
Cooperation with educational and research institutions is considered the least helpful.
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Table 2. Answers to the question of what measures will help the further development of the respon-
dent’s company and/or the Latvian FinTech sector.

Level of Importance 1 2 3 4 5 6 7 8 N Median Mode

Better cooperation with regulators 10 5 7 3 5 0 1 0 31 3 1
Tax reliefs 8 6 4 5 2 2 1 3 31 3 1
Improving regulations 5 5 8 6 2 2 1 2 31 3 3
Support for hiring a foreign workforce 0 7 1 9 8 2 4 0 31 4 4
Startup-visa 3 2 1 0 7 12 3 3 31 6 6
Sandbox 2 4 3 1 2 7 8 4 31 6 7
Specialized incubators 3 1 3 2 2 5 8 7 31 6 7
Cooperation with educational and research institutions 0 1 4 5 3 1 5 12 31 7 8

Figure 2 shows respondents’ perspectives on how regulators can help the indus-
try adopt new FinTech solutions. More open communication and greater flexibility are
considered as most relevant, followed by shorter response times, the creation of testing
possibilities, and a better explanations of requirements.
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Furthermore, the participants responded to open questions about the regulation/req-
uirements that should be changed in Latvia and Europe and how.

4.3. Future Development

The participants were also asked to comment on factors other than regulation that
limit their expansion abroad (Figure 3). Their responses show that both the lack of contacts
and networks and the difficulty in finding employees are the most limiting factors for their
expansion abroad.
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The respondents’ assessment of potential areas for development is presented in
Figure 4. The respondents see the greatest potential for growth in open banking (19 out
of 31 participants) as an area for development, followed by lending activities (14), digi-
tal currencies (13), data analysis (13) and instant payments (12). Insurance services (9),
wealth management (8), and regulatory technology (8) are considered less relevant as areas
for development, while trading and crowdfunding (each 1) do not appear to be relevant
growth areas.
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The results in Figure 5 show the respondents’ assessment of the importance of different
funding options, sorted by their first choice (Figure 5a) and second choice (Figure 5b).
Companies believe that over the next three years, seed capital will be the most important
source of funding, followed by venture capital. Equity capital investments from other
financial institutions, equity funding in general, and private capital investments from
companies from other sectors are considered important funding options only by a few
respondents. Debt funding is barely important at all.
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As for cooperation with specialized organizations, the respondents cooperate mainly
with the national regulator, the Financial and Capital Market Commission (26% of the
respondents), the Latvian Startup Association (26%), and the Investment and Development
Agency of Latvia (13%). At the same time, 26% of the respondents do not cooperate with
specialized organizations at all.

5. Discussion and Conclusions

Failure to comply with statutory or regulatory obligations and also regulatory un-
certainty can pose legal risks for FinTech companies. As a result, increased regulation, a
lack of support for innovative financial initiatives, or both, may contribute to business
risk. Moreover, different levels of regulation for different types of entities, i.e., traditional
financial service providers vs. FinTech companies, can hamper competition in financial
markets (Oehler and Wendt 2018). This study explores whether Latvian FinTech companies
believe that the regulatory environment poses risks to their business activities and their
ability to develop further.

5.1. Emphasis on Regulation

There is no specific legislative framework in Latvia for FinTech companies. Depending
on the financial services they offer, FinTech companies may be subject to regulation and
supervision by the FCMC or the Consumer Protection Centre (CRPC). The FCMC is
the primary authority regulating the financial markets. On the other hand, the CRPC
guarantees consumer protection, market oversight, product and service safety, etc. FinTech
companies must accordingly obtain licenses from the FCMC or the CRPC for any business
activities that require licensing. Deposit-taking, investment management, the creation of
financial instruments, payment or electronic money services, insurance, and consumer
credit services are a few examples of activities that need licenses. There is no specific
national framework in Latvia for obtaining authorization for crypto-asset transactions
(Fintech Latvia 2022). The survey results revealed that Latvian regulators are not seen as the
main supporters of the development of the industry. The Financial Conduct Authority in the
UK and the Central Bank of Lithuania were mentioned by respondents as good examples.

Latvia, like many other countries, uses an activity-based approach to supervise and
monitor the FinTech industry (Restoy 2021b). According to Crisanto et al. (2021), activity-
based regulation can only supplement entity-based regulation rather than act as a replace-
ment for it, because different types of institutions may create and be exposed to different
risks when engaging in similar activity. In some cases, it is necessary to accept differences
in the regulatory treatment of a particular activity if the corresponding risks depend on
who performs the activities (“same activity, different risks, different regulation”). Financial
stability risks, for example, differ depending on whether an entity is highly leveraged or
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capitalized, and whether loans are made by a deposit-taking institution, a closed-ended
mutual fund, or a big technology company (Restoy 2021a). The results of our study support
this notion; for example, RegTech regulation is considered as being less clear, and regulator
clarification is required. One of the respondents proposed a less formal, risk-based, and
more business-oriented approach to developing Latvia’s fintech industry, as well as clearly
defined requirements, e.g., via handbooks or case studies, and technology standards that
will ensure financial institution compliance with regulatory requirements.

According to the survey results, regulation is one of the top four most pressing
issues for FinTech companies, but not the most pressing issue. This demonstrates that
FinTech companies’ attitudes have shifted, as regulation was the most pressing issue in
2019 (Rupeika-Apoga and Wendt 2021). According to the results of the 2021 survey, the
availability of skilled staff or experienced managers recently became the most pressing issue,
while it ranked second in 2019. In addition, in the 2021 survey, finding customers is less of
a pressing issue, while it ranked third in 2019. A survey of Estonian FinTech companies in
2021 revealed that the most critical problems are related to finding customers and regulation
(Laidroo et al. 2021). Furthermore, regulation is less pressing for companies that provide
supporting services than for those that provide financial services themselves. Regulation
is also less pressing for companies involved in insurance and invoice financing than it
is for those involved in crowdfunding and digital asset exchange. We can conclude that
regulation is still an important issue for Latvian FinTech companies, but it is less pressing
than it was previously. Potential explanations are complex. First, authorities’ attitudes have
shifted, and FinTech companies are now regulated by major national financial regulators in
the majority of countries. In many cases, regulation has been modified to accommodate
FinTech companies (Rupeika-Apoga and Thalassinos 2020; Rupeika-Apoga et al. 2022).
Second, anti-money-laundering (AML) and know-your-customer (KYC) regulations have
evolved to protect FinTech companies, their customers, and the wider economy from
financial crime. Third, as the regulatory environment becomes clearer, other issues that are
common to all businesses become more visible.

5.2. Emphasis on Future Development

Regulators can not only restrict but also facilitate activities, because they can provide
regulatory sandboxes and innovation hubs to mitigate legal risks and support financial
innovations (Rupeika-Apoga and Thalassinos 2020). Regulatory sandboxes give current
and prospective participants in the financial market the chance to test and confirm that
novel services adhere to regulatory requirements in accordance with the testing strategy
approved by the regulator. They enable FinTech companies to test innovative financial
products in the real world without having to go through the full authorization and licensing
process. However, such sandbox approaches only apply for a limited time. Their goal is to
clarify the legal framework’s applicability to new financial services and business models,
as well as the regulatory framework in general. The UK, the USA, Australia, Switzerland,
Singapore, Hong Kong, Malaysia, Thailand, and the United Arab Emirates are a few of the
nations that have already established regulatory sandboxes that allow for the temporary
easing or updating of regulatory requirements (Rupeika-Apoga and Thalassinos 2020).

FinTech centers/hubs have been established by some regulators, including the United
States, Singapore, Japan, Hong Kong, Australia, and Canada (Rupeika-Apoga and Tha-
lassinos 2020). FinTech centers and hubs serve as points of contact for FinTech companies
and other market participants. FinTech companies can get information about the FinTech
industry and advice on how to make sure that innovative financial products, services, or
business models adhere to licensing, supervision, and regulation.

The potential of sandboxes and incubators/hubs for FinTech development is highly
valued by Latvian FinTech companies. The FCMC also provides a regulatory sandbox and
an innovation hub for Fintech companies in Latvia. An electronic payment or electronic
money service that is innovative or significantly improved at the national level could be
tested in this sandbox. As the users of such an innovative service should clearly benefit from
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this service, the applicant should be able to demonstrate this contribution by concentrating
primarily on the service users in Latvia, even though this does not preclude the possibility
of also providing the service to other European Union (EU) member states (FCMC 2022).
While the innovative hub provides qualified guidance in the area of cutting-edge technology,
FinTech companies can get help with legislation, licensing, regulation, IT security, and
AML provisions (Fintech Latvia 2021).

The survey results show that the Latvian authorities still have a lot to do to support
financial innovation. According to the survey, the most significant obstacle to FinTech
companies’ entry into international markets is regulators’ unwillingness to take market
participants’ suggestions into account when modifying regulations. Cooperation and
coordination among different regulators also need to be improved. However, other studies
show that regulators in other countries are also slow to understand novel business models
(e.g., Laidroo et al. 2021).

According to some of the respondents to our survey, the Latvian sandbox cannot be
considered a full-fledged sandbox approach. Instead, it provides consultancy that almost
always concludes that the FinTech company needs a license to provide a new service. In
addition, if the service or product does not fall within one of the established service or
product categories, and as such is difficult to understand within the established regulatory
framework, the regulator tends to impose restrictions on the company’s operations instead
of making an effort to assist in finding solutions that correspond to the new service. Some
Latvian Fintech companies believe that regulators in other countries, such as the UK
or Lithuania, are more accommodating than Latvian regulators. For instance, the UK’s
sandbox allows businesses to test new business models while simultaneously learning
more about them so that they can apply for a license once they are proven to be successful.
In addition, being in the Lithuanian sandbox means that the FinTech company can run the
service in a controlled environment within Lithuania, and the regulator provides fast-track
license approval. On the positive side, with regard to supporting innovation, there is the
option to partner with already-licensed institutions for Latvian solutions, but this comes at
an additional cost. Furthermore, some companies stated that the CRPC is exceeding their
capabilities in terms of customer solvency evaluation/scoring rules.

The market may benefit from innovation facilitators in many ways, but authorities
may need to address potential risks. Consumers perceive being in a sandbox or incubator
as a seal of quality or regulatory approval, according to Ehrentraud et al.’s (2020) review of
consumer experiences. Informing consumers that the financial product or service they are
buying is still being tested will thus be one of the authorities’ key challenges.

5.3. Concluding Remarks

Our study is not without limitations. First of all, even though our survey received a
satisfactory response rate, the respondents still only represent a portion of Latvia’s FinTech
industry. Second, the discussion and future research on the development of the FinTech
industry would benefit from the inclusion of FinTech companies from other nations in order
to provide better opportunities for international comparison and benchmarking. Third,
our survey captures the participants’ views at one point in time only. Even though our
comparison with our previous survey from 2019 and with other studies has allowed us
to make some comparison over time, the fast evolvement of the FinTech sector calls for
further analysis over time in order to keep up with the high levels of innovation and the
corresponding responses and/or supporting activities of regulators.

Despite its limitations, our study provides an up-to-date assessment of the state of
the development of the FinTech sector in Latvia and will hopefully help a broad range
of stakeholders, including FinTech companies, regulators, traditional financial service
providers, and business and private customers, to enhance their understanding of FinTech
development in Latvia and to make corresponding decisions.
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