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The COVID-19 pandemic has accelerated changes in the use of payment methods in Finland.
Nearly half of Finns have reduced their use of cash during the pandemic, and most believe that
their use of cash has decreased permanently. Contactless and mobile payments as well as online
shopping had already grown in popularity, but due to the COVID-19 pandemic people have begun
to use them more widely. Nevertheless, even today cash remains an important means of payment

for many people, and it still serves as a fall-back in the event of disruptions to electronic payments.
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Year 2020 was in many ways exceptional, and it will remain such also in the history of payments.
The COVID-19 pandemic that spread to Finland at the beginning of the year and the restrictive
measures taken to prevent the spread of the virus have forced people to change their daily habits.

This has also been strongly reflected in Finns’ purchasing and payment behaviour. A reduction in



private consumption and greater consideration of hygiene in payments have led to a significant
decline in the use of cash and an increase in the popularity of contactless and mobile payments. In
addition, time spent at home has increased due to COVID-19, as a result of which many people
who used to shop in brick-and-mortar stores have increasingly switched to purchasing products
and services online. While some consumers might return to their old consumption and payment
habits after the COVID-19 crisis, the prolonged duration of the pandemic increases the likelihood

that the changes will become permanent.

How has the COVID-19 pandemic affected the use of cash and electronic payment methods? How
will the pandemic affect Finns’ purchasing and payment habits in the future, and will this have an
impact on the payments market in Finland? This article seeks to answer these questions based on
surveys of consumers and payment service providers. The surveys, conducted in early 2021,
examined both consumers’ and payment service providers’ experiences of payments during the

COVID-19 pandemic and particularly how the pandemic has affected their actions. In addition,

this study utilises payments statistics collected annually by the Bank of Finland™.

Developments in card payments reflect rapid changes in
consumption habits

To assess changes in payment habits, it is first necessary to examine the developments in private

consumption during the pandemic. According to data received from domestic banks, the

consumption behaviour of Finns changed considerably in the early stage of the COVID-19 crisis?.
Due to the rapidly increasing number of infections and tight restrictions, private consumption
based on card payments contracted by more than 20% in April 2020 on the corresponding period
ayear earlier (Chart 2). After the sharp decline in the spring, card payments recovered fairly
quickly and during the summer exceeded the previous year’s level. Although the number of
COVID-19 infections increased rapidly again towards the end of the year and restrictions were

stepped up, this did not have the same effect on the total value of card payments as in the spring.
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*Card payments' refers to payments made in Finland with cards issued in Finland.

Sectoral differences have, however, been substantial throughout the crisis, as people have been

encouraged to restrict physical meetings and avoid unnecessary travel. Household consumption

has been focused mainly on the retail sector, and particularly on consumer non-durables. In

contrast, demand has contracted in many service sectors: accommodation and catering services,

transport services, leisure and culture, for example, have suffered most from the crisis®. During

the pandemic, people have visited stores less often and the amount of small purchases have

declined, which has also been reflected in an increase in the value of average card purchases.

Private consumption is expected to accelerate in 2021 as vaccination coverage increases, but in

some sectors the effects of the crisis may be evident for a long time to come”,

Due to the increasing use of payment cards, however, payments made with cards provide a rather

more positive picture of recovery in consumption than is actually the case”. The value of card

payments had already been growing steadily at an annual rate of around 5% long before the

pandemic. In addition, many stores have recommended paying by card instead of cash to prevent

the spread of COVID-19, which has further increased the popularity of card payments. For

example, based on the Bank of Finland’s consumer surveysé, the proportion of Finns who favour



cards in daily purchases has grown from 84% to 90% from 2019 to 2020 (Chart 3). However, in the
most recent survey in March 2021, this proportion seems to have decreased slightly, while the
proportion using payment solutions on mobile devices (e.g. smartphone or watch) as the main
payment method has increased from 1% to 3% between the last two surveys. This suggests that, as
aresult of the pandemic, the use of payment cards has shifted, at least in part, towards use of
mobile payments as the primary means of payment (mobile payments are discussed in more detail
later in this article). Card payments will probably remain the most common payment method for
daily purchases for a long time to come, but new forms of electronic payments will challenge the

position of the physical card in the future.
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Despite the decline in the use of cash, it remains an important
means of payment
The contraction in private consumption and concern about the risk of COVID-19 infection also led

in spring 2020 to a significant reduction in cash payments. Statistics on payments made with cash

are not available in the same way as on card payments, but the development of cash withdrawals



also reflects changes in the use of cash as a means of payment. The biggest reduction in cash
withdrawals took place in April 2020 after the Emergency Powers Act entered into force in mid-
March; the total value of cash withdrawals fell by 40% on the corresponding period a year earlier

(Chart 4). Unlike in many other countries, there was no major surge in cash withdrawals at the

onset of the COVID-19 crisis’. The level of cash withdrawals began to recover in the summer as
COVID-19 cases and restrictions eased, but in late 2020 the second wave of the pandemic cut
short the upward trend in withdrawals. While total purchases made by card returned to
approximately their former level after the summer, the total value of cash withdrawals at the end

of the year was still almost 30% lower than a year earlier.
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Examining the change over the whole of 2020, cash withdrawals from ATMs and bank branches
decreased by a total of just over a quarter in euro terms. In Finland, the use of cash has decreased
steadily over the past decade and the value of cash withdrawals was declining at an average
annual rate of 6% before the pandemic. Use of cash as a means of payment would therefore
appear to have decreased substantially as a result of the pandemic. As private consumption

accelerates and restrictions are eased, use of cash is expected to recover, at least to some extent.



However, the prolongation of the COVID-19 situation increases the likelihood that a significant
part of the contraction in cash payments and the shift to the electronic payments will become

permanent.

Nearly half of Finns have reduced their use of cash over the past year or have even stopped using
cash almost completely (Chart 5). Of those who reduced their use of cash, only 13% believed they
would return to paying with cash in the same way as before the pandemic. The main reason for the
reduction in the use of cash has been concern about the COVID-19 infection risk associated with
handling banknotes and coins (Chart 6). In addition, many merchants have urged customers to
avoid the use of cash, and some have not accepted cash payments at all. A number of different

studies show, however, that the actual COVID-19 infection risk from banknotes and coins is very

low.® Although cash initself is not a probable source of infection, the wish to avoid physical
contacts has been a sufficient reason for many people to switch to using other payment or

purchase methods.
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According to a study conducted by the European Central Bank, the pandemic has accelerated the
digitalisation of payments also in countries where cash has traditionally had a strong position. The

study found that 87% of people who had paid less with cash consider that they would continue to
do so when the crisis is over’. Studies conducted in many other countries also suggest that

COVID-19 will result in permanent changes in payment behaviour.'© Although the pandemic has
accelerated the shift from cash to card payments both in Finland and elsewhere in Europe, cash is

still the most widely used payment method in many other euro area countries.
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Despite the decline in its use, cash remains an important means of payment for many Finns.
According to the consumer survey conducted in March 2021, around 350,000 Finns use cash as
their primary means of payment (Chart 3). In purchases of consumer non-durables, the proportion
of consumers favouring cash has hardly changed, even during the pandemic. Instead, it is
particularly consumers who previously used both cash and cards for payments who have reduced
their use of cash. The proportion of such consumers has fallen from 10% to just 2% during the
pandemic. Based on the survey, it therefore appears that this group has largely switched to using

payment cards only for daily purchases.
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Nearly 70% of Finns, however, still pay in cash in some situations (Chart 7). According to the
consumer survey, cash is used mainly because it is not always possible to use an electronic
payment method. In addition, nearly one in five consumers still use cash particularly when making
small purchases. Use of cash is most common mainly in the oldest age groups, although it also
declined most strongly among these age groups in 2020 (Chart 8). One reason for this may be that
older people have been particularly affected by COVID-19 restrictions and recommendations. In
addition, the risk of severe illness from the virus increases with age, which may have enhanced the

change in payment behaviour among older people in particularll.
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Cash has certain special features that other payment methods do not fully provide.12 Itis

therefore important that cash is available and can be used as long as people need and want it. 13 f

use of cash continues to decline, however, the costs to merchants and various cash supply actors in
relation to its use may increase further. If maintaining a network for the availability and
acceptance of cash does not continue to be a sufficiently profitable business activity, there is a risk
that it will shrink and become too small. In that case, it may be impossible to restore the network
in the event of a serious disruption to electronic payments. The change in payment habits
accelerated by the COVID-19 pandemic may thus bring forward the possible need to secure the
position of cash in the Euro area and in Finland through legislation. This may become of immediate
concern should the availability and acceptance of cash deteriorate significantly and it is not
possible to create other effective fall-back systems for payments from a national contingency

perspective.

The number of bank branches providing cash services has long been in decline, and this trend also
continued in 2020 (Chart 9). During the crisis, branches have also been temporarily closed or their

ql4

opening hours reduced ™. The number of ATMs, on the other hand, increased before the pandemic



with the entry onto the market of a new operator, but their total number also decreased slightly
last year. Nevertheless, the availability of cash has diversified in recent years, and it is also possible
to withdraw cash with most cards from over 3,200 retail outlets at checkout, as long as the retail
outlet has sufficient cash available to enable this. In addition, over the past year, some banks have

added the option of ordering cash by post. Most cash distribution still takes place, however, via

ATMs and bank branches.'® Although the primary distribution channels for cash decreased
slightly during 2020, Finns consider that the availability of cash has remained good during the
pandemic. In March 2021, nearly 90% of Finns remained satisfied with the availability of cash.

Chart 9.
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Pandemic further accelerated growth in contactless
payments

As use of cash declines and card payments become more common the popularity of contactless
payments has also grown due to the pandemic. Based on data received from banks, however, the
proportion of contactless payments made with payment cards initially declined slightly in spring

2020 due to tight restrictions and an increase in the value of the average purchase. In the summer,



the lifting of restrictions and a decline in infections returned contactless payments to a growth
track. Although growth in the proportion of contactless payments slowed towards the end of the

year as the COVID-19 situation deteriorated again, nearly 60% of card payments were made as

contactless payments in December 2020.% This was over 10% higher than a year earlier.

In addition, nearly one third of Finns has increased their use of contactless card payments during
the COVID-19 pandemic (Chart 10). In this respect the pandemic has introduced the desire for
hygiene as a new requirement for payments in addition to speed, ease-of-use and security (Chart
6). The change in payment behaviour related to COVID-19 is also reflected in the first-time use of
the contactless payment feature of cards: for example, nearly 20% of consumers over 50 years of
age had tried the feature for the first time in the past year (Chart 11). According to the consumer

survey, as many as 93% of consumers had tried contactless payments by March 2021.

Chart 10.
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Even before the start of the pandemic, Finland had adopted the EUR 50 maximum limit set by EU

legislation, with the entering of a PIN code always required for larger amounts.” The upper limit
for contactless payments was raised from EUR 25 to EUR 50 in April 2019, since when contactless

payments have already increased sharply. In many other European countries, a corresponding



increase was made only during the pandemic itself.® The COVID-19 pandemic has further
accelerated the spread of contactless payments, but little room for growth remains within the
security limits permitted by current regulations. Contactless payment limits do not, however,
apply to mobile payments, because these require the customer to unlock the device, for example
with a password or fingerprint authentication, in order to pay. This meets the requirement for
strong authentication, and therefore it is already possible with mobile payments to make
purchases of more than EUR 50 at point of sale (POS) without having to enter a PIN code in the

payment terminal.

Growth in mobile payments still in its infancy

Greater consideration of hygiene and avoidance of physical contacts have also increased interest
in mobile payments. Mobile payments usually refer to payment transactions initiated via a

smartphone or other mobile device. To pay with a mobile device, one of the many mobile payment

solutions available must be installed on the device.’” The applications can be used to make
contactless payments at POS, pay for online purchases or transfer money to another user. The
amount of the payment transaction is usually debited from a payment card or directly from the

user’s own bank account.

According to payment service providers, there was a significant growth spike in the use of mobile
payment solutions in the early stage of the COVID-19 crisis in spring 2020, when new users and a
shift from other payment methods increased the popularity of mobile payments. Based on data
received from banks, the total value of mobile payments increased by 62% from the previous year
during the first year of the pandemic. Despite this strong growth, however, the proportion of
mobile payments relative to the total value of card payments has remained small, at less than 3%.

Thus, the growth in mobile payments is still in its infancy.

Nevertheless, according to the consumer survey, 48% of Finns already use mobile payments in
some situations (Chart 7). Nearly one third of mobile payment users stated that they had
increased their use of payment applications during the past year. Use of mobile payment services
is most common among younger people, but, due to the COVID-19 pandemic, the average age of
users would appear to have risen (Chart 11). Use of mobile payments has become more common in
nearly all age groups and is largely dependent on how active the consumers are in general as users

of mobile devices.
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With regard to the speed of adoption of mobile payments, the extent to which consumers switch
to using them at POS and in online shopping will be decisive. According to data received from
mobile payment service providers, mobile payments had already become more common before
the pandemic, particularly due to person-to-person payments, but during the COVID-19 crisis,
mobile payments have increased most in consumer-to-business payments. Among the most
common payment methods, use of mobile payments for daily purchases is still modest, however
(Chart 3). If an existing technology, such as card payments, has already been found to be good
enough, consumers will not necessarily be willing to try new means of payment unless they bring
some significant additional benefit. Mobile payments would appear to have gained a firmer

foothold as a payment method in online stores.

The payments market in the EU remains highly fragmented, however. Many mobile payment
solutions do not currently work across borders, for example. Indeed, one of the next natural steps
is the interoperability of different mobile payment solutions at both a European and a national

level. European actors have, in fact, already launched many cooperation projects aimed at

harmonising electronic payments in Europe.20 In addition to national solutions, there are



currently already on the market many global payment solutions that can also be used abroad. In
the payments sector generally, there has long been a trend towards internationalisation and
concentration, and it is possible that a similar trend will be seen in mobile payment services in the

future.

Multi-channel consumption is here to stay

The COVID-19 pandemic has increased the time we spend at home, which has also led consumers
to shop remotely more than before. Where, previously, products were rarely purchased online or
only for a certain product group, online shopping has become more of an everyday occurrence,
and the product range has expanded. Data from banks show that in 2020 the total value of e-
commerce payment transactions grew by around one quarter from the previous year. Taking into
consideration that in normal circumstances before the pandemic a significant proportion of online
sales consisted of travel-related services, such as airline tickets or hotel reservations, the growth

figure is significant.

Some 28% of Finns have increased their online shopping during the pandemic (Chart 10). Shopping
online has increased among younger people, in particular, and seems to have become a part of
everyday life, especially for the young. In the oldest age groups, products and services are still
purchased quite rarely online, although many people over 50 years of age, in particular, have tried
shopping online for the first time during the pandemic (Chart 11). Despite the proliferation of e-
commerce, up to one fifth of consumer survey respondents had not yet made purchases online by
March 2021.

What is vital for the growth of e-commerce is whether consumers who increased their online
shopping during the pandemic will continue to do so or whether they will return to their former
behaviour. Domestic banks and agents providing e-commerce payment services believe that the
change will be to a large extent permanent. Ease and simplicity as well as a larger range of
products and more competitive prices than in physical stores contribute to the popularity of
shopping online. Many consumers have only just become familiar with digital shopping and may
have found it to be an easy way to make purchases. In addition, the number of online merchants
has increased sharply during the pandemic, as many traditional brick-and-mortar stores have
transitioned to serving their customers online as well. With the pandemic, such multi-channel

consumption has probably come to stay.

The growing popularity of digital shopping may also promote some negative side effects, however.
For example, in online shopping, consumers are often offered flexible consumer credit or
instalment agreements in connection with payment transactions. The real costs associated with

these may later come as a surprise, which may contribute to increasing the risk of over-



indebtedness. The overall picture of one’s own indebtedness may also be blurred if debt has been
taken from many different agents. The COVID-19 pandemic has also brought new customer
groups to online shopping, and first-time online shoppers, in particular, are at greater risk of falling

victim to payment fraud. When shopping online, consumers should be aware as to whether the
seller is reliable and delivery of the product is guaranteed21. There are also certain differences in

the security of different e-commerce payment methods?2.

Overview of effects of COVID-19 pandemic on payments

The COVID-19 pandemic has compelled people worldwide to change their daily habits, which has
also been strongly reflected in purchasing and payment behaviour. The effects of the pandemic
have also been evident in the payment habits of Finns and have accelerated the digitalisation of
payments. In Finland, electronic payment methods have been growing in popularity for a long
time, but the COVID-19 situation has lowered the threshold for their wider adoption. Surveys
conducted by the Bank of Finland for both payment service providers and consumers have

revealed new findings on the effects of the pandemic on payments.

The use of cash as a means of payment has declined substantially during the pandemic, and it is
expected that a significant part of the decline will be permanent. Cash remains an important
means of payment for a significant number of people, however, and it also continues to play a key
role as a fall-back in the event of disruptions to electronic payments. Ensuring the sufficient
availability and acceptance of cash is therefore essential for the smooth operation of the economy
and for equal participation in society. The change in payment habits accelerated by the COVID-19
pandemic may, however, bring forward the possible need to secure the position of cash in Finland

through legislation, if the availability and acceptance of cash should weaken significantly.

The COVID-19 pandemic has also expanded the requirements for payments, namely the desire for
hygiene in addition to speed, ease-of-use and security. This has particularly increased demand for
contactless payment methods, such as contactless card payments and mobile payments. Use of
mobile payments, in particular, has grown strongly during the pandemic, but relative to card
payments the value of mobile payments is still modest. Time spent at home has increased during
the pandemic, which has also led consumers to shop more online than before. Growth of mobile
payments and online shopping is still in its infancy, however, and it is likely that their development

and growth will only accelerate in the future.

Digital payment applications and solutions make payments easier and smoother, but at the same
time make them less noticeable. As payments shift increasingly into the background of purchase

transactions, the perception of one’s own spending may become blurred. In addition, the growing



popularity of digital shopping may also promote some negative side effects, such as the risks of
over-indebtedness or payment fraud. Furthermore, the growing popularity of electronic payments
and the proliferation of online shopping further underline the importance of safety of payment

solutions and the financial literacy required in a digital society.

The changes brought by the COVID-19 pandemic have been rapid and may have long-term effects.
It will be some time, however, before we see which of the changes will ultimately be permanent

and which will only be temporary. Nevertheless, the prolonged duration of the pandemic increases
the likelihood that changes in payment habits will be permanent. Both market participants and the

central banks, which oversee the market infrastructures, must be prepared for this.
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