Early Lessons On Regulatory
Innovations To Enable Inclusive FinTech:

Innovation Offices, Regulatory Sandboxes, and Reglech
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Introduction

This summary presentation is extracted from the report by the
FinTech Working Group of the United Nations Secretary-General’s
Special Advocate for Inclusive Finance for Development (UNSGSA)
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Koo B and the Cambridge Centre for Alternative Finance (CCAF) at the
% YL BB University of Cambridge Judge Business School entitled Early
=3 = Regulétory 8 Lessons on Regulatory Innovations To Enable Inclusive FinTech:
Innovations To Enable Inclusive FinTech: Innovation Offices, Regulatory Sandboxes and RegTech. The report

Innovation Offices, Regulatory Sandboxes, and RegTech

was made possible with the support of the Monetary Authority of
Singapore (MAS).

Using empirical data which include interviews with more than 40
regulatory authorities in over 20 jurisdictions, this report examines
the potential impact of regulatory innovation on inclusive FinTech
and distils early lessons learned. It also proposes Implementation

Considerations for authorities seeking to enable inclusive FinTech
through innovative regulatory initiatives.
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Financial Innovation and Financial Inclusion

Technology-enabled innovation in financial services (FinTech) has grown rapidly in the past
decade. By providing access to and enabling active use of affordable financial services,
financial inclusion can generate significant benefits for the unbanked and underbanked by
improving access to finance and lowering delivery costs. However, FinTech can also present
regulatory challenges for advanced, emerging and developing economies.
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Financial Innovation, Financial Inclusion and Regulatory Innovation
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A number of regulators in advanced, emerging and developing economies have responded to
such challenges by innovating themselves. These innovative regulatory initiatives include
innovation offices, regulatory sandboxes, and RegTech for regulators. Adapting the I-SIP
framework (CGAP, 2012), the figure above depicts how regulatory innovation can lead to
market improvements and further regulatory objectives.



Innovative Regulatory Initiatives Around the World

Innovative regulatory initiatives have become increasingly common around the world over the
last five years. The figure below illustrates jurisdictions that have developed such initiatives.

éi

g N Germany
Netherlands / . K kh t -
azakhstan -
‘ L B Austrla - Esonia i -
| ‘ r i Latvia Foiiad
15 - 73 Swnzerland @ Finland e
™

=

South Korea

AN

Iceland é\
Denma

D .U

e, UK E/

Ireland
= il France ] b2 =
de - B
=V Portugal 2 ong ong —
- il Taiwan

Bermuda

: =

[

ﬁ .&pmes @0
’ ‘* ﬁ “ e . | B

/ &0 p
é -

m/ o Thaland Brunei

o

Jordan l&;,i@ \ u

Mexico A
Jamaica

Singapore

Indonesia

o

Sierra
Leone

Australia

Bahrain \ Malaysia
\ Mozambique
Rwanda
ﬁ Innovation Office ‘ Regulatory Sandbox =|:|_ RegTech

Source: UNSGSA FinTech Working Group and CCAF (2019)



Innovation Offices

An innovation

office is a dedicated
function within a
regulator which engages
with, and provides
regulatory clarification
to, financial services
providers that seek to
offer innovative
products and services.
They are a particularly
compelling initial option
for capacity-constrained
regulators. The figure
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Innovation Offices

Innovation offices and financial inclusion

By providing a channel that enables innovators to engage with regulators to better understand
the regulatory framework and regulatory requirements, innovation offices can help reduce
regulatory uncertainty. Through early engagement with innovators developing new products,
services and business models, they can advise and inform on the relevant consumer protection
safeguards required. Thus, innovation offices can encourage new entrants, and promote both
innovation and competition, in turn promoting financial inclusion.

Innovation offices - lessons learned

Innovation offices facilitate
international regulatory knowledge
exchange on financial innovation

Innovation offices facilitate mutually
beneficial dialogue

Innovation offices deliver most
impact when integrated within the
regulatory ecosystem

Innovation offices are only as good
as their resources

Leadership and institutional
engagement are critical enablers of
innovation offices

Innovation offices are a catalyst for a
pro-innovation culture

Innovation offices function well in coordination with one another




Innovation Offices — examples of lessons learned
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Innovation offices facilitate mutually The UK FCA observes that, “[The]

beneficial dialogue transfer of ideas and innovation breaks
down barriers to entry, giving firms
more freedom and flexibility to
iInnovate”

Innovation offices function well in In the Netherlands the financial

coordination with one another services regulator (Autoriteit Financiéle
Markten) and the central bank (De
Nederlandsche Bank) have formed a
joint Innovation Hub.




Regulatory sandboxes
are formal regulatory
programs for market

participants to test
new financial services
or models, with live
customers, subject to
certain safeguards
and oversight.

Regulatory sandboxes

are now live or
planned in over 50
jurisdictions, with
several including a
financial inclusion
emphasis, as
demonstrated in the
figure opposite.
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Regulatory Sandboxes

Regulatory sandboxes and financial inclusion

Several jurisdictions have launched sandboxes with the explicit purpose of encouraging financial
inclusion. Sandboxes may be used to develop a broader enabling environment for inclusive
innovation, by identifying and removing potential frictions caused by existing rules or
regulations that may inadvertently inhibit inclusive financial innovation. Sandboxes can help to
reduce the time, costs, and uncertainty of launching a new product into the regulated financial
sector.

Regulatory sandboxes - lessons learned

Sandboxes are neither necessary Sandbox processes can be
nor sufficient for promoting streamlined to reduce review and
financial inclusion processing time

Thematic sandboxes are Regulatory coordination is

emerging as tools to support essential, particularly in multi-
financial inclusion peak jurisdictions

Senior leadership and institutional engagement are critical to sandbox
initiatives




Regulatory Sandboxes — examples of lessons learned

Lesson learned

Example

Sandboxes are neither necessary nor
sufficient for promoting financial
inclusion

Many regulatory questions raised in
connection with sandbox tests can be
effectively resolved without a live
testing environment. A FinTech market
landscaping study in Kenya revealed
that an innovation office or “hotline”
would go a long way in resolving
regulatory questions of start-ups.

Thematic sandboxes are emerging as
tools to support financial inclusion

The Bank of Sierra Leone’s regulatory
sandbox explicitly promotes financial
inclusion, and is linked to the country’s
National Financial Inclusion Strategy.




RegTech

RegTech is an
increasingly important
tool for regulators to
consider as they
innovate and promote
financial inclusion.
While adoption is still
in the early stages, a
number of effective
engagement models
are emerging. The
figure opposite
illustrates pioneering
RegTech models
around the world and
the principal
technologies they
employ.
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RegTech

RegTech and financial inclusion

Reqgulators can utilise RegTech to better ensure compliance among existing and new
institutions more effectively. RegTech can also help regulators improve their ability to
monitor the wider marketplace. Improved data collection and analysis from RegTech can

help regulators generate insights that can lead to refinements of rules and guidelines
that contribute to financial inclusion.

RegTech - lessons learned

Broad-based stakeholder buy-in

Executive sponsorship matters can pay dividends

The benefits of multi-disciplinary

Match solutions to problems
teams

Crowdsourcing solutions can
surface novel ideas

Culture and procedural challenges must also be addressed

Success can bring about further
success




RegTech — examples of lessons learned
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Broad-based stakeholder buy-in can The Aadhaar digital identity program in

pay dividends India was positioned to solve a number
of problems felt across government,
including social security fraud.

Match solutions to problems The RegTech for Regulators
Accelerator (R2A) works closely with
regulators to diagnose regulatory “pain
points”, followed by identification and
crafting of potential solutions.




Many of the innovative regulatory initiatives described above are still in the early stages of
development. However, it is clear that no single initiative is a “silver bullet” for the effective
regulation of inclusive financial innovation. The following 10 Implementation Consideration
are designed for regulators who have carefully considered the key prerequisites to enable
inclusive FinTech, together with their own specific market and circumstances.

Engage with a wide range of relevant
stakeholders; consult to identify
challenges and crowdsource solutions

Conduct a feasibility assessment
focusing on capacity and objectives

Ensure executive buy-in and institutional

support, focusing on mindset and . .
cullil::re - approaches for regulatory innovation

Sequence and combine a variety of

Start small, experiment often, and Be adaptable, flexible, and open to
gain quick wins refining the approach

Facilitate inter-agency coordination Develop a theory of impact and

and collaboration metrics of success

Ensure brobortionalit Utilize regulatory innovation to
prop y support capacity building




Implementation Consideration

Engage with a wide range of relevant
stakeholders; consult to identify
challenges and crowdsource solutions

Sequence and combine a variety of
approaches for regulatory innovation

The Bangko Sentral ng Pilipinas found
that engaging with new types of
technology providers supported the
development of RegTech, which in turn
helped to identify barriers to inclusive
financial innovation.

Following the creation of an innovation
office, the Monetary Authority of
Singapore launched other initiatives
such as a sandbox, the Global FinTech
Hackcelerator, exploration and
development of RegTech, and an
activity-based Payment Services Bill.
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https://www.jbs.cam.ac.uk/faculty-

research/centres/alternative-finance/publications/
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