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Abstract:

This study aims at the role of the financial technology industry in supporting
emerging small and medium enterprises by highlighting the technology of peer-to-peer
“P2P” lending because of its potential in attracting customers, which is a form of
crowdfunding and the most common one, which has led to create additional investment
opportunities and expand the lending market compared to traditional banking, where we
used the descriptive and analytical approach.

Through this research, we investigated the role of “P2P” lending platforms in
bridging the financing gap that emerged after the 2008 crisis through the experience of the
United States of America and their contribution to enhancing and supporting digital
financing.
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Introduction

Recently, the world witnessed a major revolution in the field of
information and communication technology, which cast a shadow over the
financial sector with the emergence of the so-called financial technology,
which is one of the most important modern industries in the digital field, as
it provided many facilities in the financial field, the most important of
which is financing, as emerging institutions often suffer the possibility of
obtaining financing by investors, and this is what is considered an obstacle
to the development of these institutions due to the decrease in local savings
compared to the size of the required investment.

One of the most important techniques that financial technology has
introduced is peer-to-peer lending, which is considered an important tool to
reduce financial hardships, as it facilitates small and medium enterprises to
finance their projects without restrictions.

*Research problem: Accordingly, we can pose the following problem:
“What is the extent of the contribution of peer-to-peer lending
platforms in supporting emerging small and medium enterprises? ”

*Sub-questions:

-What is meant by peer-to-peer lending platforms?

-What is financial technology?

-To what extent does peer lending contribute to supporting small and
medium startups?

*The aim of the research:

This research aims to shed light on the technology of peer-to-peer
lending, which is one of the most important sources of modern financing for
small and medium enterprises.

*Research hypothesis:

Peer-to-peer lending is the most suitable financing for emerging
small and medium enterprises.
*Research Methodology:

The descriptive and analytical approach was used because it is
appropriate to present concepts related to financial technology and peer-to-
peer lending platforms, and the extent to which they contribute to
supporting emerging small and medium enterprises.
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1. Financial technology
1.1. Definition of financial technology

The term financial technology refers to all digital functional services
that use technology to implement their services, whether in the field of
electronic payment, credit cards, electronic banking services, electronic
banks and digital currencies, or electronic wallets and other services that
provide individuals with a simple, easy and secure service to meet their
needs. (Zawead, 2021, p. 4)

Financial technology or financial technology Fintech is an English
term that mixes two words, financial and technology, and that means
“technologies that are used to offer or improve financial services, as the
term financial technology is one of the most used terms at present. (Zawead,
2021, p. 5)

From previous acquaintances, we can say that it is any technological
invention that is employed in financial services, and these innovations that
were used in this industry and developed new technologies that compete
with traditional financial markets, and emerging companies had a major role
in the process of creating new technologies, but many large international
banks such as “HSBC* and “CREDIT SWIS” developed their fintech ideas.

Figure number (01): Evolution of modern fintech

Evolution of Modern Fintech
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Source: What Are Evolution Of Fintech Or Financial Technology?
(https://blog.imarticus.org/evolution-of-fintech-blog/, n.d.)
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2. Motives for using financial technology
* A large segment of individuals do not have a bank account

The large number of citizens who do not use banking services is an
obstacle for emerging financial technology companies looking to improve
services for bank customers. ( Baniya & Aliush Qariou, 2018, p. 50)
* Low percentage of loans benefiting small and medium enterprises

Lending to small and medium enterprises represents 8% of the credit
loans provided by Arab banks in the countries of the Middle East and North
Africa, compared to 18% in middle-income countries in the world, and this
is despite the important role played by small and medium enterprises in the
region, as they constitute 80% of all loans. Registered enterprises, providing
30% of all private sector jobs.
* Low customer loyalty to their banks

Part of the reason for this is that customers prefer the option to pay
on delivery even if they have credit and debit cards.
* The contribution of financial technology to the spread of e-commerce

Where financial technology plays an essential role, as it contributes
to improving e-commerce and benefiting from its growth, which is expected
to reach 4 times what it was in the year 2015, to become 20 billion dollars
by 2020. The installment service will urge customers to rely on these
services and thus promote digital economic growth. ( Baniya & Aliush
Qariou, 2018, p. 51)
e Starting companies in the field of financial technology seek
partnerships with major companies

Financial technology in the Middle East and North Africa region is
facing difficulty in getting off the ground, due to outdated laws, and the lack
of specialized competencies ready to leave their jobs and enter into an
unclear pioneering journey, but the first batch of startups in the field of
financial technology began to expand, and there were many types of
financing. Institutions emerging through financial technology, the most
important of which are shown below in the following figure (Sari, 2021, p.
101):
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Figure number (02): Types of financial technology used in financing
small and medium enterprise
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2. Innovative applications of financial technology:

Through the figure below, we notice the diversity of innovative
applications related to the banking and financial services industry, as
follows ( Boumod, 2020):

* Cryptocurrency and digital money: It is a digital currency that relies on

cryptography to create, regulate, and trade currency such as Bitcoin, and

most encrypted currencies are operated using Blockchain technology.

* Blockchain technology: Blockchain is a decentralized technology through

which transactions are conducted between users of this technology without

any intermediary, that is, no one controls the operations that take place

through it.

* Smart Contracts: that use computer programs (often using Blockchain)

to automatically execute contracts between buyers and sellers.

* Open banking: that allows access to banking data.

* Insurance Technology: Insurtech seeks to use technology to simplify the

insurance industry.

* Control Technology: Regutech, which seeks to support financial services

companies to follow regulatory rules, especially those covering anti-money

laundering and fraud protocols.

* Unbanked services: that seek to serve low-income individuals who are

ignored by traditional banks or mainstream financial services firms.

» Cyber Security: the spread of cybercrime and decentralized storage of

data has led to the increased use of financial and banking technology.
Figure number (03): Fintech applications
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Source: prepared by the researchers

Open banking
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3. Peer-to-Peer Lending P2P Platforms

Peer-to-Peer Lending: It is a type of crowdfunding that we will

know as follows:
-Definition of crowdfunding: It is the financing of projects via the Internet,
based on relatively small contributions by a large number of people, often
through a collective, collaborative financing process through a platform that
brings together investors and project owners who need to finance their
projects, without the usual financial intermediaries. And the financiers get a
reward, interest, or a percentage of the profits of the project of all kinds:
(crowdfunding with the aim of donating / charitable crowdfunding -
crowdfunding with the aim of reward / commercial crowdfunding -
crowdfunding with the aim of owning - crowdfunding with the aim of
lending (Sari, 2021, p. 95).

P2P Lending It is also called peer-to-peer lending, crowd lending,
market lending, or social lending, and it is a way to lend to individuals or
private institutions to finance their projects without no interference from
banks.

It is a process or method that allows an individual to borrow and
lend money without the presence of an intermediary financial institution,
which brings many benefits to lenders and borrowers, as lenders can obtain
high investment returns and profits, and borrowers will be able to obtain
financial loans at low-interest rates compared to traditional methods. These
lending operations usually happen through electronic platforms that bring
borrowers together with investors. (Meem, 2019)

4. An overview of the history of peer-to-peer lending

(Wantan , 2015) For-profit p2p lending didn't begin to appear online until
well into the new millennium. In 2005, Zopa launched in the UK as the
world's first peer-to-peer online lender, and they're still going strong today
as the number one company in the UK market.

In the US, prosper began operations in February 2006 and within 9
months they had gained 100,000 members and funded $20 million in loans.
They had the market to themselves in the US until Lending Club launched
in May 2007 as a Facebook app. Within a few months, they had emerged as
a standalone website to compete directly against prosper.
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* Quiet periods:

Both Prosper and the Lending Club had some time in "quiet periods"
in 2008 and 2009. By quiet period we mean that the companies were still
operating but did not allow new money to come in from investors. This was
necessary because the Securities and Exchange Commission (SEC) required
them to register all loans on their platform as promissory notes with the
government. The Lending Club spent about six months in the quiet period
from April to October 2008 and Prosper spent a little more time from
October 2008 through July 2009. Now, all of the securities are registered
with the Securities and Exchange Commission and all of the financial
results for both companies are publicly available. The prospectus filed with
the SEC now provides notes for both companies.

* Peer-to-peer lending after lull periods:

Coming out of lulls, the Lending Club and Prosper are both
becoming more focused on risk management. Prosper's early loans in 2006
and 2007 didn't do well for investors at all. Most of the investors lost their
money due to high default rates. According to Prosper's own stats page, just
under 40% of loans issued in 2006 and 2007 defaulted. With Lending Club,
the numbers are a little better, but still not great. Of the loans issued before
the lull, about 24% defaulted.

Now, if you look at the loans given out in the first year after the lull,
default rates and returns for investors are much better. As of this writing
(most of these loans are still outstanding), the default rate for Prosper loans
issued from July 2009 through June 2010 is just over 5%. For the Lending
Club over the same period, the default rate is around 4%. This is much
better than they were before their lull.

Both companies adding to the appeal of p2p technology have added
additional "products” recently as the Lending Club recently added small
business loans, although they are only available to pre-selected investors. As
far as consumer loans go, you can invest in both three- and five-year term
loans at Lending Club and Prosper today.
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5. Business Models Used in Peer-to-Peer Lending

One of the most popular models of peer-to-peer lending (Meem,
2019)
* Traditional P2P Lending: The concept of traditional lending refers to
lending and borrowing money between individuals and institutions through
a single intermediary. So that the traditional lending model consists of three
elements: the supply side is represented by individuals or institutional
investors, and the demand side is the borrowers from individuals or
institutions. and the platform which is the broker side, which attracts
borrowers and investors.
» Loan originator model: P2P Lending with Loan Originators A loan
originator is a non-bank financial institution that uses marketing methods to
attract borrowers who want to obtain a loan, and this institution convinces
borrowers of the distinctive benefits of the loan that it offers them.
» Bank-funded P2P Lending: This model is very similar to the traditional
model, and the difference between them is that the loan in the bank-funded
lending model is created by the bank.
6.Loans Traded in P2P Lending Platforms:
P2P lending platforms can be categorized into four main categories,
according to the type of loan being transacted: (Omarini , 2018, p. 33)
» General Loans: This is the largest category of loans on online lending
platforms. In return for paying a fee, the platform grants the possibility to
exchange money. These loans are considered unsecured loans because they
are not backed by any guarantees on the part of the borrower.
* Loans for poverty reduction in the world: The purpose of this category
of loans is to alleviate poverty in the world. Loans are usually disbursed to
third-country nationals, especially to entrepreneurs due to their ability to
repay the loan. There is usually a mediator called Field Partner between the
lender and the borrower who is responsible for searching for local
entrepreneurs who have interesting business ideas and need financing.
Usually, a price is set the interest that lenders receive upfront is not that
high, moreover, many of these platforms are non-profit organizations and
receive a small portion of the interest payments made by the borrower, just
to manage their infrastructure.
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» Family and Friends Loans: Where both the borrowers and the lenders
belong to the same family or group of friends. They are usually managed
with the same rules as regular loans, and once the interest rate that the
borrower has to pay on the requested loan is set, the online platform steps in
to institutionalize the loan, and the online company manages the loan for a
fee.

+ Other loans: There are three other types of loans:
-Commercial loans: The loan is classified as "p2c": meaning people to the
company, that is, the individual to the company because the lender aims to
profit through its loan to companies.
-Platform loan: It means a loan provided by the platform itself, and it also
provides some financial products, which often return better financial returns
than their counterparts in banks.
-Student Loan: Intended for students especially, the loan is usually signed
by an adult (a parent) who ensures that the loan payments are made on time.
7.How does peer-to-peer lending work?: (Wantan , 2015)
The basic premise of peer-to-peer lending is this: people sign up for
Lending Club or Prosper as a borrower or investors. The borrower applies
for a loan, and if approved, the loan is placed on the website to enable
investors to fund it. Investors usually invest a small portion of several
different loans, thus spreading their risk.

Figure number (04): How P2P lending works

How peer-to-peer lending works

Value Exchange between Borrowers and Lenders
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» For borrowers:
* The borrower's loan will remain on the website for a short period of up to
two weeks.
» During that time, investors can ask the borrower questions to decide
whether to invest in the loan or not. While no personal information is
shown, the information is from the borrower.
* Investors are presented with a credit report, and many of them check these
loans based on various criteria.
Several things can happen while financing a loan:
1. The loan can be withdrawn from the platform because it failed part of the
verification process.
2. The loan can become fully funded, in which case it is withdrawn from the
platform and the borrower will get his money back minus the origination
fee.
3. The borrower may cancel his loan and remove it from the platform.
4. The loan has not been financed after 14 days. Although, if the investors
fund only a portion of the loan, it can still be issued if it funds more than a
certain percentage.

» For investors:
» From an investor's perspective, peer-to-peer lending allows you to invest
directly in other people, thus by passing the banking system entirely.
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Investors simply sign up for Lending Club or Prosper, link to their bank
account, and then transfer funds to it.
» Usually, there will be hundreds of loans for investors to choose from.
Lending Club and Prosper give investors an easy way to invest by providing
automated plans. Prosper provides several different automated plans based
on credit risk or you can create a custom plan based on your selection
criteria. Lending Club provides you with three automated options (low,
medium, and high risk), or you can use the slider to choose the average
interest rate. Then you just need to choose the total amount you want to
invest and your money will be automatically allocated among several
different loans.
* The other alternative for investors is to select loans individually. You can
use the filters provided by the Lending Club and Prosper, and then go
through each loan one by one. While this method is time-consuming, many
successful investors will only invest this way.
8. The pros and cons of P2P lending (Peer-to-Peer Lending Collapses
Financial Frontiers , 2023):

= Key benefits of P2P lending:
* Lenders can enjoy returns that are several percentage points above those of
a bridging bank. Borrowers enjoy similar cost advantages over rates at a
bank or credit union.
* Many individuals like knowing whom they are lending money to and why
they need the money. Not only does it give them a sense of personal
satisfaction, but they can also choose borrowers who they believe will repay
the loan in full and on time.
» There is a charitable aspect to lending. If the potential borrower has a
dodgy financial history but a sympathetic story to tell, the lender could
willingly choose to forgo a higher return and/or take on greater risk to fund
the loan.
* There can be a real sense of community at a P2P lender site. The forums
tend to be active, and information is eagerly shared about lending and
borrowing experiences. Proposed changes to the P2P lender's policies are
being discussed.
» Some people just hate banks and will do anything to avoid using them.
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= Of course, there is a downside:

* Many borrowers are excluded because they do not have good credit.
* Lenders are exposed to failure, and their funds are not secured (with some
exceptions). The success of P2P lenders in reducing loan losses varies by
lender.
» Compared to just walking into a bank or credit union, P2P lending can
require a lot more work, especially if the loans are funded through auction.
And the loan selection and bidding process can demand a level of financial
sophistication that not many people have.
* Although returns to lenders may be higher than those on Certificates of
Deposit, over time it is not certain that they will be higher than those on a
public-traded index fund (which, of course, requires relatively little work to
buy and hold).
* Not everyone wants to post their financial stories online. For those with
some sense of personal exclusivity (and even convenience), the impersonal
Big Bank has its charm.
* Because this is a new industry, there are bound to be waves of lender
consolidation, interface/management changes, and changes in lending
practices themselves. This may be more burden and risk than disciplined
investors are willing to allow.
9. The USA experience of P2P lending platforms

The United States of America was one of the first countries in which
peer-to-peer lending platforms (P2P lending) appeared, with the launch of
the Prosper and Lending Club platforms in 2006, as the two platforms
control 90% of the P2P lending market in the United States of America,
where the American individual (Kumar & Kuvvet, 2021) For example, to
register on the Prosper platform only using personal data and an email, and
he can also obtain a loan of up to $ 40,000 for a period of 3 years, subject to
the availability of some conditions, especially the social security number
and the approval of an investor to finance it. Credit volume via P2P lending
platforms in the United States of America during the period 2011-2021
(unit: million dollars)
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Figure number (05): The volume of lending via P2P platforms in the
United States of America (2011-2021) (unit: million dollars)

1383 1416

Source: Prepared by researchers based on IBISWorld data, specializing
in market analysis.

(https://www.ibisworld.com/industry-statistics/market-size/peer-to-lending-
platforms-united-states/ , n.d.)

Where we note that the size of the market for P2P lending platforms
reached its peak in 2019, as the company expects a value of 870 in 2021.
After the 2008 crisis, the percentage of loss of confidence in traditional
banks in the United States of America increased, in addition to the large
spread of the Internet and the financial services provided through it, which
made many banks and financial institutions. We reduce the number of its
branches in some areas, this phenomenon is called banking deserts,
(Hegerty , 2016), which affected some groups such as low-income people
and the elderly who do not use the Internet well, which makes access to
financial services more difficult than before (Langford & Gary , 2021) and
in a study conducted by (Hegerty , 2016, p. 254) on the cities of Milwaukee
and Buffalo, it showed that some residential areas within the two cities
suffer from banking deserts due to the reduction of banks from their
branches in these areas, and the same for rural areas, the same Which makes
it difficult for some groups to access available financial services.

These groups and other citizens who do not have bank accounts in
the first place resorted to P2P lending platforms, according to a study
conducted by (Kumar & Kuvvet, 2021, p. 22), based on data from the
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Prosper platform for a period of two years (2018-2019), which included:
Loans, number of borrowers, addresses, interest rates, income levels,
maturity dates.
* The researchers reached several results, perhaps the most prominent
of which are:
* P2P lending platforms provide additional alternative financing to
communities that lack traditional bank branches.
» P2P provides Sahara Banking communities access to various financial
Services.
* Some individuals prefer P2P platforms for lending, despite the availability
of financial services in their banks, due to the ease of using the platforms.
10. Studying peer lending and crowdfunding in Algeria

The Supplementary Finance Law came to include the crowdfunding
mechanism in the text of Article 46 of the Supplementary Finance Law,
2020 (lois_de_finances, 2020), which establishes crowdfunding platforms,
and stipulates that “the status of a covalent investment advisor shall be
established and assigned to create and manage advisory platforms in the
field of covalent investment and investing the funds of the large public via
the Internet.” Determining the conditions for establishing and approving the
practice and monitoring of the covalent advisor through the Committee for
Regulating and Monitoring the Work of the Stock Exchange. The idea of
crowdfunding platforms via the Internet is based on collecting funds in
small amounts from a large number of the public and presenting them to
individuals and helping them launch their projects, especially those pioneers
who have ideas and do not have the funds to implement and transform their
ideas. into real investment projects. The status of a participatory investment
consultant, which was established under Article 45 of the Complementary
Finance Law of 2020 ( Sahbani, 2020, p. 3), is granted to commercial
companies that are created and dedicated exceptionally to this activity, as
well as to brokers in stock exchange operations and institutions managing
investment funds. It is expected that the crowdfunding device that allows
the collection of funds for the benefit of startups through online platforms
will become operational, starting in the last quarter of 2020.
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Within the framework of the regulation project, it is required to
provide some information intended for publication on the platform’s
website, compulsory to have the necessary technical qualifications to
engage in this type of activity and to respect the ethics of faith necessary to
establish a climate of trust and to provide clear and detailed information
about the proposed projects and the risks that the investor may face. (Sari,
2021, p. 102)

In addition to these conditions imposed on practicing the activity,
the rules of good conduct, and fat competence for platform administrators
and managers, the Stock Exchange Operations Regulation and Monitoring
Committee had proposed a simplified regulatory system for platform
managers, but without neglecting protection investors.

Thus, emerging enterprises and project holders will be able to
benefit from this new financing tool, starting from the last quarter of the
current year, noting that the establishment of crowdfunding platforms will
be accompanied by a mechanism for tax exemptions for emerging
enterprises and the launch of a fund dedicated to financing the stage that
precedes the embodiment of their projects. Because traditional financing
(financial institutions, banks, and state institutions) has shown limitations in
the current Algerian context, this is why other financing tools dedicated to
small projects that are not necessarily large investment projects must be
developed. It turns out that the crowdfunding mechanism is the most
appropriate tool, as it can compensate for the lack of traditional financing on
the one hand, and meet the needs of entrepreneurs on the other hand.

The Commission for the Regulation and Supervision of Stock
Exchange Operations received, in 2020, two new applications to enter the
Algiers Stock Exchange.

They entered the Algiers Stock Exchange, which opened a section
dedicated exclusively to this type of institution in 2012. The first request
relates to a company active in the food industry sector, which aspires to
raise capital in the amount of one billion Algerian dinars. The second
request, which was submitted by a small and medium company operating in
the tourism sector, relates to A process to issue joint stock bonds for a total
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of 10 billion dinars over a period of three years in one or more transactions,
as needed.
Conclusion:

Nowadays, despite the global financial crisis, online P2P lending is
growing rapidly as it showed great ability to bridge the financing gap that
resulted from the 2008 crisis in the United States of America. Despite its
ambiguous legal status at first, the financial authorities in the United States
rushed to include it legally.

This new industry has introduced new ways and procedures for both
(the lender and the borrower) to facilitate in the best way in the P2P lending
market, such as (prosper.com, s.d.) matching individual borrowers and
lenders directly through the real-time auction generated impressive savings
in operating costs, which in turn leads to a higher rate of return for
individuals for lenders and provides a lower interest rate opportunity for
borrowers. Looking at P2P lending platforms, one of the strengths is lower
rates for borrowers and higher rates for investors; These can generally work
in comparison with other banks but not necessarily with competitors.

It is difficult to use price leverage to compare platforms because it
will lead to a different set of commissions, which is the biggest source of
revenue, but the overall price competition should not become the lever for
market competition. Otherwise, it could face the same "end" as some areas
of retail banking for some time, because customers are seen as commodities
by customers, who think they are the same regardless of the price has
become the main competitive lever in the market Given this, differentiation
can be the right strategy for a platform to attract customers and retain
Theirs, in general, because there is an assumption that peer-to-peer lending
platforms, to be successful, need to have a balanced demand/supply of
capital (demand must equal supply in every economic relationship).

Platforms also need to have a large number of lenders and borrowers
(to exploit both the positive feedback effects that characterize social
networks and economies of scale, which go in the same direction as lower
costs). All of this is required above because the attractiveness of lenders and
borrowers are the main issues that need to be managed for the platforms.
Given this, customer first is likely to become the biggest driver for fintech
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companies, specifically in the online lending market, who have to take care
of consumers, as they become lenders and borrowers.

Due to the great importance of peer-to-peer lending from
crowdfunding, from financing facilities to emerging small and medium
enterprises, to the extent that it was considered the perfect solution to
provide financing without restrictions, however, the lack of organizational
innovation, infrastructure and economic awareness in developing countries
such as Algeria for such mechanisms prevented their exploitation.
Optimally, although it was included in the supplementary financial law for
the year 2020, and accordingly it is necessary to work on developing this
industry and exploiting it to support entrepreneurial projects to obtain
development returns of various shapes and dimensions and to support
national and economic transformation efforts.
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