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Regulators are confident of the positive
impact of alternative finance - particularly
where the need is greatest

But significant gaps remain:in SME:and
consumer:access to finance



Number of Micro, Small and Medium Enterprises and Finance Gaps by Region

There are more than 160 million MSMEs in emerging economies
with a finance gap of $ 5.2 trillion USD
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Regulators with positive views of the impact of alternative finance, by remit,
jurisdiction’s income level and region (access to finance).
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Source: the Global Alternative Finance Regulation Survey (see Chapter 2 of this report)



Regulators with positive views of the impact of alternative finance, by remit,
jurisdiction’s income level and region (citizen empowerment).
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This is a unique dataset of alternative finance regulation

It speaksto the rising importance of ‘new’
regulatory objectives, such as financial inclusion



Survey Methodology

* Regulators in 111 jurisdictions responded to the survey, which
was sent to 209 regulators covering 221 jurisdictions. This makes
for a response rate of 50% (47% for individual invitees).

* Focus was on securities regulators, but included others in some
jurisdictions.

* Surveys sent through the International Organization of Securities
Commissions (IOSCO) and directly by the World Bank and
Cambridge Centre for Alternative Finance.

* Surveys completed online by regulators through Qualtrics (hosted
at Cambridge) between April and June, 2019.



Geographic map of survey respondents




Geographic distribution of respondents

REGIONS NUMBER OF % OF REGION'S % OF REGION'S GDP | % OF REGION'S
JURISDICTIONS JURISDICTIONS ACCOUNTED FOR POPULATION
BY REGION ACCOUNTED FOR ACCOUNTED FOR

East Asia and Pacific 14 37 70 69

Europe and Central Asia 217 45 65 66

Latin America and the Caribbean 26 o7 85 84

Middle East and North Africa 13 o7 51 26

North America 2 67 100 100

South Asia 4 50 80 I

Sub-Saharan Africa 25 52 80 68




Breakdown of respondents by
World Bank income groups in %

M High = Upper Middle

Lower Middle | Low




Statutory and non-statutory objectives of respondents

STATUTORY OBJECTIVE | NON-STATUTORY OBJECTIVE

Consumer Protection 81% 12%
Market Integrity 81% 13%
Financial Stability 75% 16%
Growth / development of financial markets 67% 20%
Financial Inclusion 40% 51%
Supporting government initiatives (ie economic or industrial policies) 34% 40%
Promoting Competiton 25% 51%
Other 17% 0%
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Share of jurisdictions that actively regulate alternative finance activities
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Sector bias in the remit of Alternative Finance Regulators

Operation of securities
markets and infrastructure

30%
25%

Consumer and commercial credit 20% Securities Issuance

Deposit taking and savings Fund management

Payments or Payments Infrastructure Marketing and advising on financial products

Wholesale banking and
capital markets infrastructure



Regulated jurisdictions

by type of regulation

Share of jurisdictions

B Regulated under pre-existing regulatory framework

I Regulated under framework created for this activity

. Regulated under pre-existing framework, with adjustments/
exemptions for this specific activity

" Potentially regulated under pre-existing regulatory framework
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Regulatory change trajectory in the next two years, by alternative finance activity

P2P/Marketplace Lending
Equity Crowdfunding

Initial Coin Offerings
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Triggers and elements of the regulatory change process

BZ2E ‘ ECF ‘ ICO

Rewewmg apother jurI.S(F{I.CtIOn s approach to regulating 56% 66% 65%

alternative finance activities

Industry-driven requests for regulation or guidance 54% 67% 54%

Alternative finance activity becoming larger 46% 49% 43%
Triggers of regulatory Government policy or strategy 41% 51% 35%
change - past two years New emerging evidence from supervisory work 22% 28% 35%

New powers or objectives given to organization by lawmakers 22% 25% 16%

Firm failure exposing fraud and/or leading to damages to 6% 6% 329

consumers

Other 20% 7% 8%




Triggers and elements of the regulatory change process

» » .
Analyzed the regulatory frameworks of other jurisdiction(s) 24% 91% 94%
Carried out informal consultation with firms, industry bodies, 60% 51% 449

consumers or other stakeholders

Used supervisory powers and external evidence to carry out a

[e) O, (e)
Elements of the regulatory | diagnostic or thematic review 34% 30% 15%

change process
Observed new business models through temporary licensing,

. 3 o 1 B . 40 2 le) o
including in a ‘test-and learn’ or regulatory sandbox environment 24 6% 6%

Published a call for evidence or consultation paper 20% 21% 15%

Other 1% 1% 3%




Regulatory benchmarking by region

REGION

% OF BENCHMARKING
THAT IS INTRA-
REGIONAL

% OF BENCHMARKING
THAT IS CROSS-
REGIONAL

MOST BENCHMARKED
JURISDICTIONS
WITHIN REGION

Europe and Central Asia

68

33

United Kingdom, Spain

East Asia and Pacific

35

65

Singapore, Malaysia

Latin America and the Caribbean

34

66

Mexico

Middle East and North Africa

26

74

UAE

North America

25

75

USA

South Asia
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Sub-saharan Africa
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The aimof regulation:

to make these sectors fit for the ordinary investor,
and a sustainable source of SME finance



Permissible Activities for Regulated P2P / Marketplace Lending and Equity Crowdfunding Firms

Promotions to Individual Investors
Fundraising for Incorporated Entities
Holding Client Assets

Fundraising for Individuals
Operation of a Secondary Market

Access to Credit Data

Operation of a Fund / Insurance
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Selected regulatory obligations for regulated P2P and equity crowdfunding firms:

Consumer protection / disclosure

Accurate communication
Standardized disclosure NN
Complaints handling R

Advertising restrictions

0 20 40 60 80 100
mP2P = ECF



Selected regulatory obligations for regulated P2P and equity crowdfunding firms:

Due diligence and information sharing

Credit check on borrowers

Eligibility criteria met
before fundraising

Verify claims of fundraisers

Share data (for credit reporting)
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Selected regulatory obligations for regulated P2P and equity crowdfunding firms:

Investor protections

Cancellation rights

Limit on individual investor exposure
Cap amount raised in 12 months
Cap amount invested (% of income)

Promote to investors differently
based on income or wealth

mP2P

ECF

60



Selected regulatory obligations for regulated P2P and equity crowdfunding firms:

AML and platform governance

Comply with AML
Separate client and firm assets

Mandated corporate governance

Wind-down plan in case of
platform failure

Minimum capital requirement

Hold capital proportionate
to investments



Permissible activities for regulated ICOs

Promotions to individual investors | ENENEM Y < 100%
Fundraising for incorporated entities | ENEENENEm——_——— N « 5 6 %

Holding clent assets to . |« 3%

facilitate transactions

Fundraising for individuals or | «€43%

unincorporated entities

Operation of a secondary market I <29
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Selected regulatory obligations for regulated ICOs

Comply with AML

Accurate communication

Mandated
corporate governance

Standardized disclosure

Separate client & firm assets

Promote to investors
differently based on income

N, « 100%
I, < 3%
Y < 5%
I, « 7%
N <« 71%
I < 7 1%



Supervision of@lternative finance is takingup a
growing amount of resource

But many regulators’ capacity:is stretched. and
technical expertiseis limited



Regulators’ ranking of alternative finance risks
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Regulators’ ranking of alternative finance risks
Regulators with remit perceive greater risks
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Trends in supervisory staff dedicated to each activity type
(in those jurisdictions that provided data)

% change between 2017 and 2019

40%

35%

30%

25%

20%

15%

10%

5%

0%

15%

v
P2

12%

M Regulated

v
l 9%
v
I? = 6ig

38%
v

" Total

32% — 32%
v v

ICO



Limited technical expertise within the regulator(s) 65%
Need to co-ordinate the activities of multiple regulators 38%
Limited funding / resources for the regulator(s) 48%
Small size of firms/industry; can’t justify intense supervision 29%
Regulators’ jurisdiction over this activity is unclear or limited 41%
Not applicable — we are not actively supervising 25%
Lack of usable / reliable data on firm activities 34%
Other, please specify 7%




Regulatory Innovation is'stillfuncommon and
growing:siowly

But in regionalipockets of innovation, ‘African and:Latin
American regulators have launched new initiatives



Prevalence of regulatory innovation initiatives among respondents

INNOVATION OFFICE REGULATORY SANDBOX ‘ REGTECH/SUPTECH

Yes - Currently Operational 26% 22% 14%
Yes - Forthcoming (within the next 12 months) 3% 9% 2%
Currently Under Consideration 13% 14% 27%
Not in Place 48% 46% 42%
Not applicable 1% 9% 14%




Incidence of regulatory innovation by jurisdiction’s income level,
resource management mode and region.

70%
59%
v
60% “53%
v
50% e
38% 38%
9 35%
it v 31% a5 32% 32% e
28% 286 o 296 v ¥
30% v ik
m%
) 16% 16%
20% 146 13% 12% v
10 8% 8%
10% I l Y 4% I
0% Illllllll
High Medium Not resource Resource Europe and  Latin America  Sub-Saharan Other
or Low rationing rationing Central Asia and the Africa
Caribbean
JURISDICTION INCOME RESOURCE MANAGEMENT SELECTED REGIONS

GROUP MODE

B Innovation office operational or forthcoming
M Sandbox operational or forthcoming
"l RegTech / Suptech programme operational or forthcoming




Number of firms supported by
innovation offices and regulatory sandboxes
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Technologies employed by regulators with an operational RegTech/SupTech program

TECHNOLOGY % OF JURISDICTIONS EMPLOYING (CONDITIONAL UPON | % OF ALL
HAVING OPERATIONAL REGTECH/SUPTECH PROGRAM) | JURISDICTIONS

LI\J/Ir:asctni)neerVI}:\:;;ing (Supervised & 60% 18%
Blockchain/Distributed Ledger Technology 47 % 14%
Natural Language Processing 40% 8%

Data transfer protocols (e.g. APls) 40% 18%
Direct data pull or push systems 33% 15%
Machine-readable or executable regulation 33% 12%
Cloud Computing 33% 12%
Robotic Process Automation 20% 8%
Bio-metrics (e.g. Digital ID) 13% 10%
Other 13% 15%




Perceived impact of regulatory innovation initiatives

REGULATORY INNOVATION STATUS

HAS HAS HAS
OPERATIONAL | OPERATIONAL | OPERATIONAL
INNOVATION | SANDBOX REGTECH/
OFFICE SUPTECH
INITIATIVE
Improved our understanding of key technologies. 92% 76% 93%
Built stronger relationships / a stronger network with this sector. | 77% 62% 71%
Issued industry guidance to clarify our expectations 77% 57% 64%
Improved regulatory requirements or framework 54% 57% 57%
Developed an improved risk diagnostic framework 27% 24% 29%
Too Early to tell 23% 38% 21%
Improved reporting framework 19% 24% 21%
Limited impact to date 8% 5% 0%
Other, please specify 4% 5% 7%
None 0% 0% 0%




Most jurisdictions will'soon be regulating ECF:-'and
more than a thirdwill be regulating P2P and ICOs

To do this, they will need practitioner and academic
support'- much more than is currently available
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Regulators’ demand for and
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https://openknowledge.worldbank.org/handle/10986/32592
https://www.jbs.cam.ac.uk/faculty-research/centres/alternative-finance/publications/regulating-alternative-finance/

