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Regulators see regulation as a key barrier to innovation

MAIN BARRIERS TO FINANCIAL INNOVATION IN
SELECTED JURISDICTIONS

Reputational risk

Immature technology

Lack of capital

Lack of human resources h
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Source: CGAP/World Bank survey (2019)

Operational risk h

MAIN BARRIERS PREVENTING REGULATORS FROM
RESPONDING TO INNOVATION EFFECTIVELY

Lack of management buy-in

Political pressures

Lack of financial resources
Lack of human resources

Regulatory restraints
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Reqgulatory sandboxes around the world arcnz2s, 2019)

M Countries with regulatory sandbox
B Countries considering regulatory sandbox




Global sandbox participants (by sector)
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Global sandbox participants (by technology)
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Motivations don’t always align with mandates

Motivation Mandate

Need to deal with growing fintech Financial stability

industry Consumer protection

Regulation of wholesale financial markets
Desire to learn about emerging

innovations Financial sector integrity

Financial inclusion
Desire to attract more innovators Regulation of retail banking

Financial literacy

Drive competition in the market Regulation of retail lending (e.g...

Regulation of retail investments (e.g... I
Regulation of asset management I
Follow the example of others . _
Regulation of insurance I
Regulation of pensions I
Other (please specify) I Competition _I
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@ Most sandboxes are available to FIs and start-ups

ENTITIES ELIGIBLE TO PARTICIPATE

Other facilitator

B New entrants (e.g. fintechs)

Innovation hub

M Licensed financial services providers

Accelerator

Regulatory sandbox
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Source: CGAP/World Bank survey (2019)




Do sandboxes create loopholes?

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/World Bank survey (2019)



Sandboxes serve fewer firms than other facilitators

FORMAL APPLICATIONS THAT HAVE BEEN RECEIVED VS REASONS FOR REJECTING APPLICATIONS
ACCEPTED FOR THE INNOVATION FACILITATOR(S)
Applicant not ready
2000 to use the facilitator
1889 17%
1800
1677
1600
1390
1400
1200 P
1000
Applicant not : Applicant does not
800 eligible for other : need the facilitator
reasons | 2504
10% 3
600 522 vann
400 .~“‘
: Applicantis not
200 . -
H genuinely H
200 114 S, innovative s
0 ’,..... ‘-““‘
Regulatory sandbox Accelerator Innovation hub Other facilitator Tresmaaannt

mReceived ®Accepted

Source: CGAP/World Bank survey (2019)



Informal guidance may be the primary benefit

SERVICES OFFERED TO ACCEPTED PROVIDERS

0

2
Other facilitator |
3

Innovation Hub
Accelerator

Regulatory Sandbox
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Innovation Promoting

Encourage new market entrants
Reduce initial cost of regulation
Validate new business models
and technologies

Often cohort-based and/or linked
to other market development
initiatives

FINANCIAL
CONDUCT
AUTHORITY

Different models emerging

Policy Promoting

Identify regulations that inhibit
beneficial innovation

Encourage policy modernization
Open application with few
participants — focus on resolving
regulatory frictions prior to
reaching sandbox

Thematic

* Leverage sandbox for (i) promoting

specific innovations (i.e., SME
finance) or (ii) accelerating
adoption of regulatory enablers
(i.e., eKYC, QR codes, etc.)
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