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Implementation Considerations
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Regulators? Policymakers?
FinTechs?

Banks?

Researchers?

ADB?

Experience with Sandboxes?
Any regulators with their own operational sandbox?
Any FinTechs or firms that have been through a sandbox?
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= Established in 2015 at the University of Cambridge Judge Business School

= Study financial channels and instruments that emerge outside of the incumbent system

= Collect and analyse empirical data globally on both FinTech market side and on regulations
" |nform evidence-based regulation & policy-making viz. tech-enabled financial innovation

= 30+ research publications to Date

= 3500+ FinTech platforms surveyed on a yearly basis, spanning 185 countries
= 110+ Regulators and Central Banks surveyed and interviewed

= 300+ Industry and 30+ Academic Research Partners

= 500+ Policy and Regulatory Citations to Date

= 120 Regulators and Policymakers joining online education programme
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Alternative Finance Benchmarkmg Reports

EXPANDING
HORIZONS

THE RISE
OF FUTURE
FINANCE




Online Education Programme: FinTech & Regulatory Innovation
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BETTER POLICIES FOR BETTER LIVES Judge Business School
The Organisation for Cambridge Centre for Cambridge Judge Asia Development Inter-American
Economic Co-operation Alternative Finance (CCAF) Business School Bank Institute Development Bank
& Development (OECD) within the University of Executive (ADBI) (IDB)
Cambridge’s Judge Business Education

School (CJBS)

OECD-CCAF-JBSEEL-ADBI-IDB are jointly collaborating to deliver this online education
programme designed specifically for financial regulators & policymakers globally to;
build understanding & capacity to engage with different forms of financial innovations

and the respective regulatory & policy implications and responses.
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WEEK 1: COURSE OVERVIEW & REVIEW OF INNOVATIVE TECHNOLOGIES EMPLOYED IN FINTECH
APIS, CLOUD COMPUTING, DLT/BLOCKCHAIN, 10T, RPA, Al, MACHINE LEARNING, NLP, QUANTUM-SAFE CRYPTOGRAPHY, QR CODES

WEEK 2: UNBUNDLING BANKING
INNOVATION OFFICES

WEEK 3: ALTERNATIVE PAYMENTS
REGULATORY REFORM & REVISION

WEEK 4: INSURTECH

REGULATORY SANDBOXES 1.
EW OF
WEEK 5: ALTERNATIVE CAPITAL RAISING "
REGULATORY SANDBOXES
WEEK 6: FINTECH CREDIT
REGTECH/SUPTECH + TECHSPRINTS

WEEK 7: CRYPTOASSETS & DLT
INTERNATIONAL REGULATORY COOPERATION

___v.________
___v._______

WEEK 8: GROUP PROJECT




Education & Capacity Building

120 Regulators and Policymakers
40 Jurisdictions
30 Countries

Regulatory Sandboxes
Very hot topic amongst participants!

Cohort 2 launches early Feb 2020.

Greendand
Canada
Ursted ".lq
Mcioco 9 9
eeeee els
Colombia
8!:.9
Per

Belvia
Argenting

iceland Sweden
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Technology-enabled Financial Innovation
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New Types of Actors
New types of innovative providers stress
traditional regulatory approaches,

Fast Paced Marketplaces
The pace of innovation strains the ability of regulators
to keep up with existing tools and techniques

Technology-Focused Products
New products and services are increasingly
technology centered, requiring new expertise

Expanded Mandates

New mandates to prioritize consumer protection,
financial inclusion, and competition; new focus on risk-
based and functional-based supervision
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Where regulators are now

Analog Era

 Limited technology and
nonbank expertise

» Under resourced staff
* Labor intensive processes
» Uncertain data quality

Where regulators need to be

Digital Era
* Old legacy systems e Supporting innovation and
» Outdated data FinTech

» Technology-driven approaches
to supervision

* Private sector expertise
» Real-time data
« Continuous improvement
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InsurTech

Banking Infrastructure m

Investments & Savings

Digital Digital Banking - Banking - Market Investment WealthTech &
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2005

Total Companies: ~1,600
Total funding': $5.58

& Today
20,0007
48 P FinTech
Early players in ' Firms
jata & analytics, -
payments an? ! Globally
security - »
' ¥ ot
- Security - Lending / Crowdfunding - Trading & Investments - Payments
- Blockchain - Planning - Insurance - Data & Analytics

Source: International Organization of Securities Commission (IOSCO), Research Report on Fintech, 2017.
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New Actors and Activities — Underpinned by (New) Technologies

&

Noticias

Always available

Where you want it

Buy only what you want

Contextualization

Asset-light business

On-demand delivery

Tailored product
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Banking has lagged

EFFECTIVE SEPTEMBER 1, 2017
MAIN BANK HAMBURG
LOBBY HOURS LOBBY HOURS
Mon-Fri: 830am - 5:30pm Mon-Fri: 830am - 5:30pm
Sat: Closed Sat: Closed
DRIVE UP HOURS DRIVE UP HOURS

Mon-Fri: 7:30am - 6:00pm
Sat: 5:00am - 1:00pm

Mon-Fri: 8:00am - 6:00pm
Sat: 9:00am - 1:00pm

NORTH CROSSETT

LOBSY HOURS

Mon-Fri: 8:30am - 5:30pm
Sat: Closed

DRIVE UP HOURS

Mon-Fri: 8:00am - 6:00pm
Sat: Closed

FOUNTAIN HILL

DRIVE UP HOURS

Mon: 10:00am - 1:00pm
Tue: Closed

Wed: 10:00am - 1:00pm
Thu: 10:00am - 1:00pm
Frl: 9:00am - 4:00pm
Sat: Closed

Finance
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1960s 1970s 1980s 1990s 2000s 2010s ®——— tmerging technologies —> future
e
S 2

C @ [
: ° ’ .....................................................:
T 38 E - ) - : :
S & = c S s ® e e :
=9 € ES s £ teo 5 :
E S - § © § g * - 2 - ) :
© ¢ ¢ € = £ : :
v £ 2 - ® - £ -— v o . 2 @ Cloud compuﬂng E
— ™ f’\\ : ~, . :
‘ 1. ‘ f — - ° -
qUE 'B. ED I ) &N : ~" T :
1 - —— \u S : © -~ ! Blockchain / DLT :
« w Al/Machine Learning :
: Big Data Analytics :
Allowed the Enabled batch Automated Enabled data Facilitated the Created o new :Spearheadea .
replacement of overnight banks centres, global exchange of medium to interact: frictionless
physical recording processing and branches intranets daota and enabled a  with clients and : payments
by digital data and facilitated and corporate series of collect data
omineremOte sysrems international :~....................................................E

banking businesses
Credit Messaging Electronic Digital

cards services (e.g. SWIFT) trading banking Source: CCAF/UNSGSA



Speed of change is accelerating: Regulators need to keep up

Figure 5. Time to reach 50 million users

Telephone | s s

e

Radio [ 38 Years

o

TV - 13 Years

-

Intemet [l 4 Years

—

Facebook [J] 3.5 Years

Angry Birds | 35Days

0 50 100

1961 - IBM 1620, $1,100,000,000

$ perTB

1980 - Apple: $14,000,000 per TB

$ per GGFLOPS

2010 - Barracuda, $70 per TB
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2009 - AMD Radeon, $0.59

=9,

$ per Mbps
no of hosts

o

today

1 billon hosts @

today



Incumbents Facing Substantial Disruption
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2025

North Europe China Developed
America Asia
U N
Payments
0%
Investments :
0%
Personal Lending
Credit Card Lending d
SME Lending .
Mortgage
2016 Critical disruption High disruption Medium disruption
- by 2025 by 2025 . by 2025

Emerging
Asia

Low disruption
by 2025

Average

6%

38%
6%

38%
3%

25%
2%

20%
4%

30%
2%

20%

Source: Citi Research



Cambridge
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What Banks Traditionally Did:

Payments

Lending

Risk management
Customer communications
Capital Raising

Source: Mela Attanasova

Customer
segments

Products
and
interface

Middle
office

Back office/
Infra

Finance
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Retail Premier SME Corporate

B & & A

Balance sheet/Accounts
Middleware
Product servicing data and analytics

Core banking system, reporting, Compliance, fraud

Tech infrastructure

Regulated capital Bank License

BANK



Banking being Unbundled by New Actors & Activities

Retail Premier SME Corporate  Millennials Digital nomads  Startups  Freelancers

oo S A A A AL A s A

.
and

Core banking system, reporting, Compliance, fraud

Infra

BANK FinTechs

Balance sheet/Accounts

Middle

office Middleware

Product servicing data and analytics

Source: Mela Attanasova
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Retail Premier SME Corporate  Millennials Digital nomads  Startups  Freelancers

v | (SN L NS TN TR T TR | TR T TR T}

____________________

- - . Apps ! Apps ! Apps ' _________. (N o,

Products E
and . o | .
interface - - e e A Distribution platforms : :
| | E Platforms E : Digital i :
Middle : § S S : bank I :
office : STP : S i _: : : : : Niche :
. tech | ! : R : .\ players |
t Etack ' - : : £ :
I i ! e U I I |
B 0

Back office/ _ oo S LU | Tech infrastructure

Infra : :: "_'l___—_"_____"'""r"""""‘l'"
_- ' BlaaS ! Capital providers : : :
Integrated BANK New players/bundling

Source: Mela Attanasova



All this makes for a Regulatory Headache!
How to Fit in the Existing Frameworks?

Source: IFC

New providers
from outside the
regulated sector

Disaggregated and
recomposed value
chains

New products and
services

Hybrid businesses
that cut across
regulators
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( Telecommunications

( Energy
( Manufacturing

( Technology )

( Financial Services )

In the future, financial services
will shift from being an industry
vertical to becoming an enabling
horizontal.



Regulatory Objectives & Mandate
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New Actors, Activities, Technologies
But ALSO how to balance often-competing objectives? T O

W

Judge Business School

| / S \\
N Iﬁtegr'ty Inflation Consumer 3
<Y €\ | .
7 i G protection .
(¢ -
®® @

A Stability

CENTRAL 4 Changing legal &
regulatory framework

Inclusion

New threats . /\ .

Coordination

Technology & Innovation Source: CGAP
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Single @
Ability to adapt is proportionate to regulator’s

flexibility, which is constrained by:

. . Entity Activity
* Degrees of dlscret.|0n allowed by laws
e Resources (staff, time, money)
Multiple
Regulators

 Liability (incentivizing risk aversion)
e Political support (incentivizing risk aversion)

Source: IFC



Different Regulatory Objectives & Mandate Require Different Approaches

Switzerland

Indonesia
“to sustain the

reputation and
competitiveness of
Switzerland’s
financial centre”

“to maintain the stability of the
rupiah . . . regulate and
safeguard the smoothness of the

Abu payment system...
Dhabi

“to promote the Emirate as a global
financial center...make it an attractive
environment for financial investments”

Thailand

Malaysia “to maintain
“to promote a monetary stability, _
sound, progressive financial institution
“To provide protection to and inclusive stability and payment ]

investors from unfair, financial system” systems stability”
improper or fraudulent
practices and to foster
fair and efficient capital
markets and confidence
in capital markets.”

Canada

United Kingdom

Hong Kong Singapore “[to] facilitate
) . innovation . . . [and]
e develloPlng I-!Ol’lg “to grow competition between
@ Kong’s financial Singapore as an those who are subject
ﬂ» infrastructure internationally to any form of
competitive regulation by the

financial centre” Authority”



FinTech & Innovation offer promising opportunities and... risks

Regulatory
Objectives
(I-SIP Framework)

Financial
Inclusion

Positive Impact

Lower costs and more efficient than
traditional and/or informal systems

Access to credit via alternative
data sources for unbanked and
underbanked

Simple, more reliable, and
significantly faster than informal
methods

Negative Impact

Micro-segmentation of risk through
use of Big Data analytics may lead to
financial exclusion

High borrowing rates on digital
loans, which make it difficult to fully
repay

Gender bias and/or income
inequality from the use of Al, ML and
Big Data analytics

Financial
Stability

Increased diversification of deposit
base and loan portfolios can reduce
concentration among systemic
financial institutions

Improved data quality and risk data
aggregation can increase systemic
resilience

Increased financial

interconnectedness may result in
expedited adverse financial shocks
Increased operational risks, such

as cyber risks, may increase systemic
risk

Financial
Integrity

Promote traceability of
transactions, supporting CFT
Facilitate easier verification for
KYC process, thereby reducing
compliance costs

Regulators’ use of technology to
support financial integrity

Virtual currencies may facilitate
anonymous funding sources or
payments rendering AML/CFT
checks to be difficult

Decentralized nature of blockchain/
DLT may render AML/CFT
enforcement unclear if operating
outside of country

Consumer
Protection

Increased transparency, more and
better information to consumers,
reducing information asymmetries

Comparison of financial products
and services more quickly and easily

Limited transparency of fees
and charges, which can mislead
consumers

Over-indebtedness due to lack of
visibility of multiple digital loans of
each borrower, push loan tactics

Lack of data protection, leading to
misuse of customer data

Sources: BCBS (2018), CGAP (2012), Plaitakis and di Castri (2018),
and UNSGSA FinTech Working Group and CCAF (2019)
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SME access to finance
Consumer access to finance |
Pt senvices
Financial inclusior -.
Job creation [N R T

Financial literacy '

Female empowerment 20% 30% 15
0% 10% 20% 30% 40% 50% 60% 70% 80% 920% 100%
B Positive Impact B Neutral Impact Negative Impact Insufficient Evidence

Source: CCAF/World Bank 2019



Regulatory Innovation Initiatives




Cambridge
Centre

Options are Emerging: Regulatory Innovation Initiatives

Finance

3 UNIVERSITY OF
¢» CAMBRIDGE

Judge Business School

Regulatory
Innovation

Regulators are responding to
FinTech market developments. e

Innovation Offices |

Responses include innovative B iy candboreeis
regulatory initiatives such as = | Regulatory
RegTech for Regulators | Objectives

innovation offices, regulatory 5

sandboxes & RegTech for
Integrity

regulators.

i i i Financial
This dlagram deplc.ts how N o ]
regulatory innovation can lead to e e | :
market improvements and further o i i\ j

regulatory objectives. & T

'
]

- 1
1

Source: UNSGSA FinTech Working Group and CCAF (2019)
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g;

_ | B Germany

B a5 0
|
Austna Estoma Kazakhstan
Latvia

Swntzerland @ Finland

ﬁ Norway B8
élf\mi'
elglu »

-\u France Liechtepste I
Portugal 4

Bermuda

Netherlands

Russia

South Korea

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

‘\‘ Denma

Ireland

Romania

Spam

\ S
: ' Philippines
-_—— . - e
) 1 - .= e A |
Italy - | s '\1 \\\\ é
: - N Singapore
d J
‘ Indonesia

L B
e |
!
Thalland Brunei

Mexico .
Jamaica

Sierra
Leone Nigeria

——

Australia

Peru

Brazil

developed such | h
initiatives: = \’

Rwanda

@ Innovation Office ‘ Regulatory Sandbox -Cl_ RegTech

Source: UNSGSA FinTech Working Group and CCAF (2019)



Different Approaches are Emerging Globally
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= 45% of Jurisdictions (or 111 globally) actively implementing or exploring regulatory sandboxes

INNOVATION OFFICE REGULATORY SANDBOX REGTECH
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%

Innovation Offices, Sandboxes or RegTech in your jurisdiction?
Insights into structure? People? Resources? Skills?

CCAF/World Bank 2019
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REGULATORY INNOVATION STATUS

HAS HAS HAS
OPERATIONAL | OPERATIONAL | OPERATIONAL
INNOVATION SANDBOX REGTECH/
OFFICE SUPTECH
INITIATIVE

Improved our understanding of key technologies. 92% 76% 93%

Bgilt stronger relationships / a stronger network with 779% 62% 21%

this sector.

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%

CCAF/World Bank 2019
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Innovation Office:

‘A dedicated function within a
regulator which engages with, and
provides regulatory clarification to
financial service providers that seek
to offer innovative products and
services.’

A particularly compelling initial option
for capacity-constrained regulators.

° ° ° ° ° ° ' l/ - \l Finan(_:ial
The figure opposite highlights existing inovation Offces (Bl Regulator/centralbank nked /! nclusio
. . . . Australia Hungary Norway icbcelgr:att?rs (Green)
Austri Iceland Poland u Dhabi
or informal innovation offices and S e e A
. Belgium Ireland Singapore Dubai
i F
regulator/central bank linked e BE garce
Denmark Latvia Switzerland Portugal
Finland Liechtenstein  Thailand Singapore
accelerators. e S
Germany Malaysia USA
Hong Kong Netherlands

Sources: UNSGSA FinTech Working Group and CCAF (2019) and European Supervisory Authorities (2019)
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Innovation offices and financial inclusion: Benefits

- Enables innovators engage with regulators
- Helps reduce regulatory uncertainty - better understand framework
- Helps innovators develop better in-built consumer protection safeguards.

- Can encourage new entrants, and promote both innovation and competition.

Lessons learned - Innovation Offices:

Facilitate mutually beneficial dialogue Facilitate international regulatory
between regulator & industry knowledge exchange

Most impactful when integrated within

the regulatory ecosystem Are only as good as their resources

Can be a catalyst for a pro-innovation Leadership and institutional
culture engagement are critical enablers
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u
2,500 2163
2,000
CCAF/UNSGSA 2019
Can any of you share 1,500
experience of interacting or
working with/in innovation
. . 1,000
offices in your jurisdiction?
500 180
v
0

B Total number of firms assisted by Innovation Office

Total number of firms assisted by Regulatory Sandbox
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We cover this in the next workshop this afternoon!



Test & Learn as a Pre-cursor to Sandboxes

“Test and Learn”
Philippines begins ad hoc
registration of e-money
issuers

2007

2005

Regulation

“Test and Learn”

operators to offer
payments

2008

Principles-based

UK Financial Services
Authority announces

commitment to principles-

Bank of Tanzania begins
to allow mobile network

Project Catalyst
US Consumer
Financial Protection
Bureau
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Innovation Hub
UK FCA launches
Project Innovate

2011 2013 2015
2012 2014

Proportionate UK FCA Regulatory
Regulation Sandbox
Nigeria announces tiered

Proportionate KYC regime

Regulation

Mexico announces

based financial regulation

tiered KYC regime

Source: CGAP
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Bangko Sentral ng Philipinas

2004
Permitting non-banks to pilot e-money with
safeguards and reporting requirements in place

2009
E-money regulz_ations adopted

Today
T&L approached used to test various innovations
from payments agents to e-KYC



Test & Learn as a Pre-cursor to Sandboxes

P2P Lending in China

Examples of policy interventions

State Council
encourages
crowdfunding for

State Council issues
a directive to
promote innovative
finance, particularly
for micro and small
enterprises

agriculture and SMEs

State Council
adopts steps
to prevent and
sanction acts
of illegal
financing

/ / N N
‘ March 2015 , July 2015 ’ September 2015 \ ’ January 2016 \ February 2016 May 2016 October 2016
. 4
= f

China Securities
Regulatory Commission
publishes regulations on
equity crowdfunding
defining illegal practices

Chinese central regulatory agencies
and industry regulators released the
Guiding Opinions on Promoting the
Healthy Development of Internet
Finance; People’s Bank of China
requires equity crowdfunding
companies to be regulated as an agent
platform; China Securities Regulatory
Commission identified as the primary
regulator of equity crowdfunding

7/
State Council
mandates online
lending and alternative
financing channels to
address micro, small,
and medium
enterprises, farmers,
and lower income
individuals

!
Ministry of Commerce of
the People’s Republic of
China regional offices
must implement a new
advertising law to crack
down on misleading or
fake online ads for
online finance
companies

Source: CGAP

300
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.5, $244.68bn
5 $34.5bn
$5.92bn  $2.004bn  ~$2bn $0.68bn  ~$0.5bn
China us UK APAC ex. Europe Americas Africa&
Gambroe China ex. US Middle
for et East
P2P Lenders in China
4000
3464
3500
3000 2568
2500 2251 2240
2000
1500 1021
1000 572
500 23 55 132 I
0 — - |
&P



Approaches to Sandboxes
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Regulatory Sandboxes:
‘Formal regulatory
programs for market
participants to test new
financial services or
models, with live
customers, subject to
certain safeguards and
oversight.’

Regu Iato ry Sa n d boxes Operational Sandboxes (Green) Forthcoming Sandboxes Proposed Sandboxes
. Abu Dhabi Indonesia Poland (Orange) (Blf’e)
are now live or planned jitin  don . B By China
Bahrain Kazakhstan  Saudi Arabia Brazil EU
1 1 1 1~+1 Brunei Lithuani SierraL India iji
in over 50 jurisdictions, . e
.th I . | d. Denmark Mauritius Swizerland Jamaica ﬁpﬁn
Dubai Mozambique Taiwan Kenya alta
WI Seve ra InC u Ing a Hong Kong Netherlands  Thailand Mexico go'uLth I'((orea _
M ° M M Hungary Nigeria UK Norway riLanka 27N E ial
financial inclusion indis Philppines  USA Spain Uganda { oo
em phaSIS' Sources: European Supervisory Authorities (2019), Jenik and Lauer (2017), Mueller et al. (2018),

DFS Observatory (2018) and UNSGSA FinTech Working Group and CCAF (2019)



Cambridge

Approaches to Sandboxes

Finance

58 UNIVERSITY OF
¥ CAMBRIDGE

Judge Business School

A formal regulatory initiative:

...to live-test new products, services, or business models ... o = ) Learner’s Permit
— ]

... on a time- and scope-limited basis ... S .

... in order to determine the appropriate regulatory treatment or ° Clinical Trial

status ... E

... to safely operate in the marketplace on a going forward basis. |
A sandbox is not:
* a permanent license to operate;

* a “free pass” to operate without regulatory oversight or
supervision;

* required when the regulatory status of an innovative product &
can be determined without live testing in the marketplace;

* a venue for testing the viability of new business models or .—

attracting new customers.
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UGASEL S FinTech
(liberal) Learn : D Regulatory Sandbox

(bespoke) License (legislative)
Structured (a defined process to deal X X
with innovations)
Permanent (a permanent framework) X X
Objective-driven (implementation driven X X
by defined objectives)
Open access (objective and transparent X X
criteria determine access)
Parametrized test (restrictions and X X
safeguards in place)
Mutual learning (intense dialogue X X

between the regulator and innovators)

Source: CGAP
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Innovation Promoting:
- Product testing Sandboxes, safe zone to allow innovators to live-test new products prior to formal licensing or registration.
- Gain feedback on service or business model, assess consumer uptake, refine product features

Policy Promoting:
- Evaluate regulations or policies that may impede beneficial new technologies or business models.
- Evaluate a specific regulatory hypothesis, i.e. if a specific rule or regulation should change given test result. E.g. MAS

Thematic:

- Sandboxes may be used to develop an enabling environment for financial innovation, based on certain themes.

- Tool for regulators to collaboratively engage in marketplace innovation, investigate the risks and benefits of technology,
- Develop long-term policy from a more informed position. Thematic sandboxes e.g. (eKYC), QR codes, and MSME finance.

Multi-jurisdictional and multi-authority sandboxes:

- To promote cross-border regulatory harmonization

- enable innovators to scale more rapidly on a regional or global basis.

- National or even regional markets may be too small to deliver a financially viable solution

- Multi-jurisdictional shared testing programs can also reduce the potential for regulatory arbitrage (EBA, 2018b).



Some Implications of Approaches Source: CGAP

Innovation-promoting Policy-promoting Thematic

Sandbox Sandbox Sandbox

Objective . Market development » Identify regulatory blockers to * Develop evidence to support
« Regulatory learning beneficial innovation regulatory enablers
* Targeted market development
i * Process & manage large * Facilitative regulato
Capacity cohorts architecture ? i » Clear thesis on regulatory or
» Informal guidance & feedback policy objectives
Eligibility « FinTechs + Incumbents * FinTechs + Incumbents « FinTechs + Incumbents
« Regulatory uncertainty * Regulatory barrier . « Hypothesis on industry-wide issue
« Potential consumer benefit * Compelling consumer benefit « Normative view of market direction
Complimentary « Innovation Hub/Office « Facilitative & strategic . ASIC (Australia)
Programs regulatory environment
_ * Policy change « Guidance or rule change on key
KPls * Number of new firms to market « Approval of new entrants previously enablers
prohibited by legacy rules » Growth of targeted sectors or

business models
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Advice
Wholesale 5% oo
18% e
7%
Savings Infrastructure Surprising?
5% o
‘ Insurance
5%
Lending

6%
Payments

329, Other

7% Source: CGAP
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Online Al
DIStl’IE)UtIOI’] 20, Blockchain
8% 8%
Smart ’
Contracts
1%
Not Defined
0
19% Cryptoassets
16%
Multiple
7%
Data
Aggregation
12%

Other
17% Data
Digital ID Analytics
11% 5%

Source: CGAP



Benefits and Risks of Sandboxes
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Need to deal with growing
fintech industry

Desire to learn about
emerging innovations

Drive competition in the
market

Desire to attract more
innovators

Follow the example of others

Other

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100% Source: CGAP
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Review & Adapt
Regulators learn Regulations based Innovators incur less
about new innovations on expenence costs associated with

\ legal fees
Signaling and opens

communication " S - S . S .-

D =@

Good innovations

_} are replicated

Bad innovations
are stopped

Incumbents & _ _
FinTechs can legally v FinTech x FinServ

test new products & partnerships are easier in
services collaborative environment

Scale successful

. Source: CGAP
products & services
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 Stretching regulatory capacity — expensive (S1M/Year)

* Regulatory procrastination

* |nadequate institutional arrangements

* New risks associated with products and services

* Disproportionate distribution of benefits to already included segments
 Competition issues (winners picking, uneven playing field)

e Limited capacity of regulator to run sandbox

* Liability issues in case of failed testing

* Fragmentation of regulatory regimes nationally and internationally

* Coordination issues



Sandbox Feasibility Assessment
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1. Sandboxes are only one of many tools for engaging with innovation — consider all options

2. Sandbox models are evolving to local context and expanding to multi-jurisdictional settings

3. Before implementation, assess feasibility and consult with stakeholders



Sandbox Feasibility Assessment

Objective
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Champion

What * National objectives * Statutory Mandate «  Whatdoes the marketwant? + Dedicated vs. shared staff * Executive sponsor(s)
v Financial inclusion * Regulatory relief « Whatdoes the market need? + Technical skills * Governance structure
v Competitiveness + Other consuderatlo.ns . « Inter-departmental
. Regulatory objectives v Regulatory coordination + External experts
e Success metrics v Intellectual property
* Avoid “shiny objects”
Why « Linkto poligy gcj)als + Clarify legal constraints and -
. Establish strategic regulatory outputg « |dentify alternative & « Form & scope » Affirm .|nst|tut10nal
direction * Confirm sandbox is NOT comp"mentary programs * Related programs commitment
an accelerator « Begin dialogue with market  * Account for activity * Endorse cultural change
participants adjacent to the sandbox * Encourage some level of
 Avoid risk of low uptake regulatory risk taking
Learning about the ‘ 47% of sandb .
emerging FinTech sector Most sandboxes graduate Innovation hubs have hosted 78% of all sandboxes draw o of sandboxes have
Fact* is the top objective (90%) participants into an existing 1,348 participants vs 164 in from existing internal governor or board-level

reported by sandbox
SpoNsors

licensing regime

sandboxes

resources (i.e., not
dedicated)

sponsorship

Source: CGAP
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- Do Call for input

- Do Public Consultation
- Do consult widely

- Don’t build it and hope they come

Source: EY: On the Cutting Edge
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Market Participants

(incumbents, FinTechs, others) Rationale

» Identify market perceptions

«  Expand knowledge base * Contextualization (not all
 Define scope and use case sandboxes are the same)

 Useful information and

Intra-Regulator process even if it doesn't

* |dentify detractors and champions recommend a sandbox

» Highlight practical considerations

*  Begin buy-in and culture shift « |dentify potential alternative

and complimentary programs
(i.e., hubs, thematic
sandboxes)

Inter-Regulator

» |dentify detractors and champions
» Highlight practical considerations
*  Multi-perimeter concerns

« Mitigate risk of low uptake

Source: CGAP



Conceptualising a Regulatory Sandbox
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Disclosure requirements

Limits on # of clients

Complaints handling
mechanism

Limits on funds received from
clients

AML/CFT rules

Limits on # of transactions

Fit & proper assessment

Minimum capital
requirements

Compensation scheme

0% 10% 20% 30% 40% 50% 60% 70% 80%  90% 100% Source: CGAP



Some Key Sandbox Parameters (non-exhaustive)

Disclosure
Requirements

Limiting
number of
clients

Complaints
handling

Limits of funds

Exit Conditions

AML/CFT

Fit & Proper
Tests

Minimum cap/
requirements

Compensation

Additional disclosure may be needed from participating firms to ensure consumers know the risks involved in engaging
with a sandbox.

Sandboxes are usually designed for small scale testing with strict limits on the number of participating customers. The
total number of customers should be sufficient to enable the collection of enough data, whilst also mitigating risks

Sandbox participants should ensure they have appropriate complaints handling processes in place, and consumers
should be able to raise a complaint against the firm.

For testing firms, limits on the total amount of funds and number of transactions that can be processed can be put in
place to limit the extent of potential consumer detriment, should risks to consumers materialise.

Finally, consideration should be given to the conditions under which a firm can leave the Sandbox.

AML and Combating of Financing of Terrorism rules are unlikely to be affected by sandbox processes and should remain
in place.

Senior management within firms participating in a Sandbox could be required to undergo fit and proper assessments to
determine whether the individual is capable of performing the function they have applied to test.

Sandbox participants may be required to raise and hold a certain level of capital, to ensure adequate protections are in
place for small firms.

In the event that a firm participating in a sandbox fails consumers, there may be grounds for claiming compensation.
The sandbox needs to have a policy for appropriate compensation



https://elearning.jbs.cam.ac.uk/mod/url/view.php?id=132
https://elearning.jbs.cam.ac.uk/mod/url/view.php?id=132

Sandbox Toolbox

New Regulated
Activity

Waiver

Restricted
Authorisation

Individual
Guidance

No enforcement
action letters

Informal steers

Sandboxing’ could require a new regulated activity such as ‘sandboxing for testing’. This might involve introducing a
new regime with sandbox-specific rules and the necessary flexibility to deliver a regulatory sandbox. This could
result in a more streamlined authorisation process and potentially less regulatory requirements to comply with
when testing. However, regulatory change takes time and resources. Also - supranational considerations.

A sandbox could introduce waivers to enable existing rules to be relinquished for the purpose of the sandbox testing
environment. However, the ability of a regulator to waive rules will be determined by its jurisdiction and mandate at
both the national and international levels. Waivers may be the only option if an innovative test will breach an
existing rule. Waivers give firms certainty that the regulator will not take enforcement action under conditions

The licencing process could be tailored within a sandbox context to allow firms to only test agreed ideas. This could
truncate normal licencing processes and facilitate firms in meeting requirements. However, a restricted licence may
still require firms to apply for a licence, pay an application fee.

When rules are unclear, individual guidance can help firms to understand how the regulator may interpret the
requirements in the context of each specific test being conducted. Individual guidance may be costly and complex
and may require specific disclaimers.

In certain circumstances, a regulator could issue a ‘No Enforcement Action Letters’. Provided firms act transparently,
keep to the agreed testing parameters and treat customers fairly, firms can expect no disciplinary action.

The sandbox could offer informal steers on potential regulatory implications of an innovative product or business
model that is at an early stage of development.
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Only customers who give
informed consent

Sandbox firms may
determine the levels of
disclosure, safeguards and
compensation

Same rights as customers
who engage with
authorised firms?

Sandbox firms could agree
to compensate any losses

Customers must be fully aware of the potential risks and available compensation. This approach offers flexibility to
regulators to decide upon appropriate compensation terms. However, this may mean that only sophisticated consumers
and firms whose awareness of testing limitations may distort outcomes creating a selection bias as more cautious
customers opt out. Further, less sophisticated consumers may not fully understand the limitations on their rights.

Provided and the regulator works with firms to ensure they are comfortable with the proposals. This approach offers
flexibility for firms to propose compensation arrangements and providing that safeguards are sufficient, testing with
customers who are unaware of testing might be considered. However, if the agreed protection proves to be insufficient,
this may be to the detriment of customers.

May have access to available financial compensation schemes. In this instance, the compensation system is already in
place and customers do not need to bear additional risks. However, this may present challenges for sandbox firms if, for
example, they would have to pay for access to the existing compensation scheme.

(including investment losses) to customers and need to demonstrate that they have the resources to do so (e.g.,
minimum capital, a guarantee scheme). Therefore, unless firms become insolvent, customers bear no risk from
transacting with sandbox firms, which is a higher level of protection than with regular authorised firms. Conversely, as
sandbox firms bear all the risk this can make it unattractive and unaffordable, especially for smaller firms. Further, if
customers know that they have nothing to lose, this may distort testing outcomes
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Develop & implement digital communication strategy
Public consultation and outreach

Designate Sandbox Ombudsman

Launch FAQs and web portal

Establish FinTech Office & Hotline

Internal

Finalise core team, governance and reporting structure

Develop knowledge products and collateral to ensure consistent messaging
|dentify internal and external expert networks

Implement issue tracking

Objectives

Raise market awareness of Sandbox programme

Attract high quality applicants

Develop application and in-take and triage capabilities



Eligibility Criteria Considerations

The FCA’s Innovate Sandbox Eligibility Criteria:

Before being admitted into the Innovate Sandbox, the FCA
will assess firms’ applications against the following criteria:

Is the firm in scope?

Is it genuine innovation?

Is there a consumer benefit?
Is there a need for a sandbox?
Is the firm ready for testing?
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Implementing a Regulatory Sandbox
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Conduct a feasibility assessment focusing
on capacity and objectives

Consult widely to identify
challenges and crowdsource solutions

Ensure executive buy-in and institutional
support, focusing on mindset and culture

Sequence and combine a variety of
approaches for regulatory innovation

Start small, experiment often, and
gain quick wins

Be adaptable, flexible, and open to
refining the approach

Develop a theory of impact and
metrics of success

Facilitate inter-agency coordination
and collaboration

9 Ensure proportionality

Utilize regulatory innovation to
support capacity building

S 00O & I




Application Period
(60 days)

O Public engagement
QO Digital communication strategy

Review Period
(30 days) :

Cohort Announced %

Sandbox Phase
(up to six months)
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Review
(90 days)

O Public reporting on lessons
learned from cohort experience

landscape and “board books” to

Q Outreach Designate Sandbox ! . QO Revisions to Sandbox
External O ATienemon Cohort Exit * Framework (as appropriate)
@ Launch FAQs and web O Revisions to licensing and
resources regulatory regime (as
appropriate)
Internal = Designate Sandbox ' O Administrative review of applications Q Collectand process participation fee Q Sandbox Committee,
ambassadors” and ' 0 Engage expert resources (as O Assign participants to a dedicated Selection Committee, and
Ombudsperson . ‘ appropriate) Supervisory Team Supervisory Team meet
Q Track and engage in-bound ' O Prepare and disseminate applicant Q Design testing and safeguard plans within 30 days of cohort exit
inquiries l O Review and approval of testing and to identify lessons learned

O Review and revise FAQs,
outreach and communications
plan

O Appoint Sandbox Selection
Committee (“Selection
Committee”)

Selection Committee

O Convene Selection Committee to
select finalists for in-person
interviews

O Conduct background check on
applicant finalists

Q Interview all finalists

Q Select and notify final cohort
participants

Q Designate Sandbox Supervisory
Teams (“Supervisory Team”)

safeguard plans by Sandbox Committee
Implement testing plans

Interim reporting and review of testing
metrics by Supervisory Teams

Monthly check-ins between Supervisory
Teams and Sandbox Committee
Incident reporting (e.g., breach,
consumer injury, etc.) to Sandbox
Committee

C O OO

O Review of final test results and
preparation of recommendations by
Supervisory Team

Q Presentation and review of final
regulatory/exit recommendations by
Sandbox Committee

from the initial cohort

O Recommendations for any
modification to the Sandbox
Framework, Selection
Process, Supervision
Process or broader
regulatory frameworks
conveyed for consideration

Source: CGAP



Example Sandbox Applicant Journey

Firms applies
to the
Sandbox

Applicants are
assessed against
publicly available
selection criteria

Regulator hosts and
participates in external
engagement activities

Firms decide whethe

to proceed to full
authorisation ol
abandon the
innovation

Review lessons
from each Sandbox
to ensure learning
is internalised to
improve processes

Regulator & firm
define and agree
bespoke testing
parameters
for each test

Firms provide final
report outlining the
key lessons and
outcomes of the
testing process

Firms formally
enter the sandbox

and begin testing

Introduce firms to
internal experts and
relevant teams within
the regulator

Sandbox team
provides firms with
guidance and feedbac
on their innovative
propositions

Sandbox team
regularly monitor
and supervise
agreed tests
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Post-Implementation Considerations




Potential Benefits & Measuring Success
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Opportunity to discuss their activities in detail with regulators.

Small firms are able to engage directly with the regulator otherwise
challenging, especially for inexperienced entrepreneurs

Firms can better understand where they fit in existing framework.

Even firms that do not necessarily need to be authorised can still
receive guidance on regulations and best practice.

Helps firms raise investment. Participation in a sandbox is generally a

positive signal to prospective investors.
Reduces costs such as those associated with hiring in compliance
consultants and lawyers.

Helps firms to fast-track the regulatory process.

Provides enough flexibility and lenience so that business models can
adapt and pivot.

Number of face-to-face meetings, phone calls, and emails with
innovative firms.

Number of firms engaged with the regulator, differentiated by
firm size.

Track regulatory domains of applicant firms vs. those accepted.

Number of firms which received guidance or informal steers.

Investment raised by firms post-sandbox.

Cost savings in legal counselling resulting from participation in the
sandbox via a survey.

The time taken for firms to secure authorisation compared to
standard channels.

The number of firms that pivoted or changed their business
models.
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Helps firms and market participants to keep in the loop about Number of firms and individuals communicated via newsletters
upcoming relevant changes and networking. and events.

Introductions to other regulators can help firms enter other Number of introductions made for participating firms to other
markets. regulators.

Attracts firms from overseas. Number of firms that partake in the sandbox from overseas.
Improves user experience and products which is better for Number of sandbox-tested products are released into the market.
consumers.

‘Batched cohorts’ are a more efficient way of using regulatory time The cost per sandbox participant.

and resources.

Great publicity for both firms and the regulator, especially with the Media coverage in relation to the sandbox.
‘batched cohorts.’
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 Participating firms could be
issued with a license and go

 The test has identified a

major issue with the Required a firm to
change their business
regulatory framework that model

needs addressing;
o . . . Change of regulation

 Participating firms will need

to adapt their business

model to Comply with the Required a frim to exit

existing framework; and/or the test early
_ . . . 0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
 Participating firms will need

to exit the sandbox early.
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- May be used to develop a broader enabling environment for inclusive innovation.
- Help identify and remove potential frictions caused by existing rules or regulations.
- Sandboxes can help to reduce the time, costs, and uncertainty of launching a new product.

Lessons learned - Regulatory Sandboxes:

Neither necessary nor sufficient for Processes can be streamlined to reduce
promoting financial inclusion review and processing time

Thematic sandboxes are emerging as Regulatory coordination is essential,

tools to support financial inclusion particularly in multi-peak jurisdictions

Senior leadership and institutional engagement are critical




Case Studies




Case Study: FCA’s Innovate

* Roundtables

e Surgeries: Q&A sessions
 Thematic workshops
 Monthly ‘Showcase Events’
* Events and conferences

* Consultation processes

* |nnovation sprints
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FCA Board & Chief Executive Office
(Chief Executive, Andrew Bailey)

Strategy & Competition Division
(Director, Christopher Woolard)

Market Intelligence,

Data & Analysis
(MIDA

1. Innovate: 2. Innovate: 5. Innovate: RegTech
Policy & Engagement | Regulatory Sandbox | & Advanced Analytics

3.Innovate: 4. Innovate:
e Direct SupportTeam|  The Advice Unit

ajeAouu]




Case Study: FCA’s Innovate

Firm proposal to
use sandbox
A firm submits a testing
proposal to the FCA setting out
the new solution and how it
meets the criteria.

FCA assessment
FCA reviews the proposal
The proposal is accepted if eligibility
criteria are met. A case officer
is allocated as a contact person
for the firm.

Criteria for using Sandbox
Firm in Scope / Genuine Innovation / Consumer Benefit

Need for Sandbox / Background Research

Testing and monitoring
The firm starts testing and engages
with the FCA according to what
was agreed in step 3.

Delivery of sandbox option
FCA allows the firm to start testing.

Firm and FCA collaborate and
agree a testing approach
If the proposal is accepted, the FAC
works with the firm to establish
the best sandbox option, testing
parameters, measures for outcomes,
reporting requirements and safeguards.
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Firm submits final report

FCA reviews final report
The firm submits the final report
about the outcomes of testing
and the FCA reviews the report.

Firm decides whether it
will offer solution
After the FCA receives and reviews
the final report, firm decides
whether it will offer the new
solution outside sandbox.



FCA Lessons Learned

2. Obtaining authorisation helps firms access funding.
40%+ of firms in cohort #1 received investment during or following their tests.
Many firms use a sandbox test to assess consumer uptake and commercial viability.
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1. Access to the regulatory expertise of the sandbox reduces the time and cost innovative ideas > market.

3. Post Testing Reporting

6. Impact on Competition, I'echnology and Ayailability of Products & Services

4. Developing Business Models
5. Consumer Safeguards developed
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75% of firms accepted into the first cohort successfully completed testing.
 ~90% of firms that completed testing in Cohort #1 continued to a wider market launch.

Facilitated significantly higher number of tests than anticipated, across a range of sectors & product.
Received 146 applications across the first two cohorts of the sandbox. Of these applicants, 50 were
accepted and 41 tested or are currently testing a range of propositions in the sandbox.

Around a third of firms that tested in the first cohort used the learnings to significantly pivot their

business model ahead of launch in the wider market.




Case Study: Japan

Cabinet Office of Japan
Multi-industry regulatory sandbox

- Automobiles

- Smart cities

- Finance

- Manufacturing

- Drones

- Self-driving cars

- Next Generation technologies
- Proof of Concept Hub
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Location Agreements with other regulators Centre
(in order of agreementdate) for Altarnative
° ° ° ° Finance
Multi-Jurisdictional Sandboxes Aoudtebi | 1:Srgspore o UNIVERSITYOF
Australia 4: UK, Singapore, Canada, Kenya ¥ CAMBRIDGE
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Canada 2: Australia, UK
China 1: UK
France 1: Singapore
Hong Kong 1: UK
India 1: Singapore
Canada UK Switzerland China South Korea Japan 2: UK, Singapore
Ontario Securities Finandal Conduct Financial Market People's Bank Korean Financial .
e . ) , : ; o Kenya 1: Australia
Commission (OSC) Authority (FCA) Supervisory Authority of China Services Commission , ; :
(FINMA) (FSC) Singapore 8: UK Kores, India, Switzerland,
Australia, Abu Dhabi, Japan, France
SouthKorea |  2:Australia, UK
Switzerland 1: Singapore
UK 7: Ching, Singapore, Korea, Australia,
HK, Canadas, Japan
«
France
Autorité de Controle
Prudentiel et de Japan
R':ésolulion éACPR) and Financial Services
the Autorité des ency of Japan (FSA)
Marchés Financiers N Hr;zg[:](orlg s v
onetary Authority
(AMF) (HKMA)
Singapore
Monetary Authority
of Singapore (MAS)

—

\\

Cambridge

Australia

Kenya Abu Dhabi | India
Capital Markets Authority Abu Dhabi Global | Government of
of Kenya (CMA) Market{ADGM) \ Andhra Pradesh (GoAP)

Australian Securities &
Investments Commission (ASIC)

Source: Delotte
Compiled by Deloitte
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The GFIN is a network of 38+ organisations focussed on financial innovation in the interests of consumers - a
more efficient way for innovative firms to interact with regulators and help them navigate between countries as
they look to scale new ideas. This includes a pilot for firms wishing to test innovative products, services or
business models across more than one jurisdiction.

The core aims of GFIN as they set include:

*To act as a network of regulators to collaborate and share experience of innovation in respective markets,
including emerging technologies and business models, and to provide accessible regulatory contact for firms

*To provide a forum for joint RegTech work and collaborative knowledge sharing/lessons learned.
*To provide firms with an environment in which to trial cross-border solutions.

*[t also aims to create a new framework for co-operation between financial services regulators on innovation-
related topics, sharing different experiences and approaches.
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