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FUNDING AUSTRALIA’S FUTURE 

The Australian Centre for Financial Studies (ACFS) instigated the Funding Australia’s Future 

project in 2012 to understand the changing dynamics of the Australian financial system, and 

how these will affect future economic growth. 

In an economy which has enjoyed 26 years of consecutive economic growth and showed a 

resilience through the Global Financial Crisis which was the envy of many nations, the financial 

sector has played an important role. The past decade, however, has been one of significant 

change. The growth of the superannuation sector, the impact of the GFC, and the subsequent 

wave of global re-regulation have had a profound effect on patterns of financing, financial 

sector structure, and attitudes towards financial sector regulation. 

Research is conducted by leading academics, and benefits from support and insights from 

stakeholders across the financial sector, comprising representatives from K&L Gates, 

Suncorp, Australian Treasury, Westpac, the Australian Securities and Investments 

Commission (ASIC), FinTech Australia, The Reserve Bank of Australia, Stone&Chalk and the 

Australian Government’s FinTech Advisory Group. 

This paper is one of four in Stage Four which explore the growth of fintech, its implications on 

the structure of the financial sector and the value it can produce for the broader Australian 

community through increased competition in the financial services sector: 

• A framework for understanding fintech and its value, David Link (Verrency) and 

Professor Rodney Maddock (Adjunct, Monash Business School) 

• International competition policy and regulation of financial services – Lessons for 

Australian fintech, Deborah Cope (PIRAC Economics)  

• Innovation and fintech policy: Post-Murray developments, Professor Kevin Davis, 

(ACFS) 

• Cryptocurrencies, institutions and trust, Dr John Vaz and Dr Kym Brown (Monash 

Business School) 

All Funding Australia’s Future research papers can be accessed online at 

https://australiancentre.com.au/projects/faf/  
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EXECUTIVE SUMMARY 

Like many countries, Australia is examining the role of fintech in its financial services sector. 

Governments and regulators are considering whether consumers and businesses using 

financial services would benefit if policy and regulation were changed to recognise the specific 

characteristics and circumstances of fintech businesses. There are, however, no 

comprehensive data or analyses of the costs and benefits of such policies. Some information 

is emerging, but it is still limited. 

This paper looks at what international evidence is available and draws on various countries’ 

experiences with financial services reforms to provide data that could inform Australian policy 

discussions.  

Internationally, the demand for fintech services is strong and growing. It is no longer just tech-

savvy early adopters using these services; they are becoming more mainstream (EY 2017, 

p.7, 20). Many fintech business and commentators argue, however, that there are constraints 

on fintech’s ability to compete with traditional financial services and, as a result, consumers 

and businesses are not fully benefiting from the improvements in quality, price and new 

products that added competition could bring. They also argue that governments and regulators 

should change their policies and approaches to regulation to facilitate competition. 

Care is needed, however, when governments consider intervening in markets, even when the 

objective is to improve competition. To improve welfare, the benefits need to result in overall 

improvements in efficiency and economic growth, rather than benefitting one business, sector 

or industry at the expense of others. Regulators still need to be able to maintain acceptable 

standards of financial stability, and consumer and investor protection. Additionally, 

intervention can be costly, and those costs may be greater than the benefits of government 

action. 

While, as noted above, there data on the overall benefits and costs of overseas fintech policies 

are limited, international experience can still help inform Australian policy. It can help to identify 

areas where reform could be considered in Australia, because there are potential barriers to 

competition, and evidence of potential benefits from reform. Further analysis of the costs and 

benefits of specific proposals is needed, however, before concluding that such reforms would 

definitely benefit the Australian economy.  
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International experience 

FinTech growth appears to happen under three types of country conditions. The first are 

conditions such as in the US, which has a history and culture of promoting startup businesses, 

and established processes for supporting new business investment. It has the world’s highest 

investment in fintech, built on a strong venture capital sector. In other countries such as China, 

fintech has grown because businesses have been able to operate in regulatory gaps, outside 

the existing rules. However, this has resulted in problems when poor practices have emerged. 

Some such countries are now introducing new rules to regulate these providers. The third 

group of countries, including the UK and Singapore, are adopting policies and regulation that 

recognise the specific characteristics of fintech businesses and using a sophisticated 

approach to fintech policy and regulation to increase competition in financial services.  

Regulation affects market entry 

There are regulatory and market barriers to businesses entering the financial services market. 

Since the global financial crisis, the cost and complexity of regulation have increased, and 

there is considerable evidence that the presence or absence of financial services regulations, 

and the form of those regulations, affects the cost of starting a fintech business and those 

businesses’ ability to compete (Deloitte 2017a, p.39).  

Individual fintech businesses report that regulation creates barriers to innovation, making it 

harder for them to enter the financial services market and compete with traditional providers. 

Where there are gaps in financial services regulation, there is often market entry, growth and 

innovation in fintech, indicating that the absence of regulation enables innovation. Finally, 

sector experts consistently report that investment grows when governments initiate changes 

to open up markets. 

Barriers to innovation and market entry often reduce competition. There may be benefits, 

therefore, to reforms that remove such barriers without undermining the objectives of the 

regulation. 

Competition and consumer benefits 

There is evidence that growth in fintech services results in new products and services that 

benefit consumers and stimulate competition. Such competition can put considerable pressure 

on established financial institutions, which creates incentives to reduce bank fees and interest 

rates. It can also increase access to financial services, and the range of services and service 

providers available to customers (section 2.2).  
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In areas such as small business lending, where the cost of finance is high and increasing, 

there are also potential benefits to having access to a broader range of financial services 

(ASBFEO 2017, p.2). FinTech can play a role in this area, as 16 per cent of investment in 

fintechs has been in business lending (World Economic Forum 2015, p.10). Businesses using 

these services believe they are essential; 33 per cent believe they would be unlikely to get 

funds elsewhere (Nesta 2014, p.10). 

Many of the initiatives that make markets conducive to fintech growth have broader 

competition benefits. Such policies allow fintech products and services into the market, but 

also encourage more competition among traditional financial services providers. There are 

extensive benefits to greater competition in broader financial services. The Digital Single 

Market Strategy, for example, is expected to add €415m to the EU economy (EC 2017c). The 

UK Competition and Markets Authority also conservatively estimated the direct benefits alone 

of its recommendations to improve competition in banking were £150m to £250m a year, 

accumulating to £700m to £1bn over five years (CMS 2016, p.xivii).  

These gains do not rely specifically on fintech growth. There is, therefore, a strong case for 

considering broad competition reforms in financial services that enable competition from 

fintech, but also facilitate competition across all financial services providers without 

compromising market stability or customer protection. Such policies can be valuable, even if 

the expected growth in fintech does not eventuate.  

International priority reform areas 

International commentary on fintech policy and consultation in preparing this report highlighted 

four areas of government policy and regulation that are seen as potentially significant: 

1. A pro-competitive approach to financial services  

2. Open, transparent regulators that engage with fintech businesses 

3. Removing specific entry barriers 

4. Enabling connectivity.  

A pro-competitive approach to financial services 

Financial services regulators commonly have objectives to maintain the integrity and stability 

of the financial system, including monitoring and managing business and financial risks, and 

protecting consumers’ and investors’ interests. Some are also required to deliver these 

objectives in a way that explicitly recognises the benefits of competition. 
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The UK is the most prominent example where financial regulators have an explicit objective 

to promote competition in financial services markets. The UK Financial Conduct Authority’s 

competition mandate gives rise to a range of activities, including making new rules, issuing 

guidance, conducting market studies and undertaking investigations and enforcement. The 

Bank of England Prudential Regulatory Authority also has a competition objective, which it is 

required to pursue as far as possible without compromising its primary objectives. Regulators 

in some other countries are also required to consider competition, innovation and market entry 

when they make regulatory decisions (section 3.1). 

In Australia, the Australian Prudential Regulation Authority is required to consider competition 

and contestability in its decisions, and the Australian Government recently announced that the 

Australian Securities and Investments Commission (ASIC) has been given a competition 

mandate. 

Based on the UK experience, it appears that an explicit competition mandate with 

accompanying powers affects the type of work the regulator does, the issues it considers when 

making decisions and the outcomes against which it is held to account. In practice, the UK 

competition mandate has resulted in its regulators actively seeking to inform themselves and 

others about competition issues, and responding more proactively when such issues come to 

their attention. It makes it clear that the regulator’s decisions must take account of the effect 

on competition, and that the regulator needs to be transparent about how this is done. Overall, 

the regulator has a better understanding of competition issues and the authority to act if 

competition concerns arise.  

Open, transparent and engaged regulators  

Regulation can create barriers to competition because of the nature of the rules, or the way 

they are administered and enforced. FinTech businesses, advisors and investors value having 

a clear point of contact with the regulator, an open regulator that will engage with business, 

and clarity in their regulatory obligations. They also value clear and proportionate regulation 

that supports consumer confidence and trust. Open processes that engage businesses can 

help regulators to achieve their objectives without imposing costs or constraints on businesses 

that stifle innovation and competition. 

Regulatory uncertainty is, however, a continuing issue. Engaging with a regulator requires 

considerable time and resources, and businesses’ willingness to devote these resources 

shows the importance they place on such engagement. ASIC data indicate that early 

engagement has tangible benefits. Businesses that sought informal advice, for example 
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through ASIC’s Innovation Hub, significantly reduced the time for their license approval (EY & 

FinTech Australia 2017, p.34). 

Two specific areas where industry has highlighted the need for strong engagement with 

regulators (and many regulators have responded) are regulatory sandboxes and licensing of 

new service providers. 

More than 20 countries have, or are planning to, set up regulatory sandboxes. The UK 

sandbox is the most well-established, with 18 businesses entering testing from the first cohort 

and 31 businesses from the second cohort declared eligible. Interest in the sandbox is 

growing, and, while it is early days, the Financial Conduct Authority has analysed the results 

from the first year and concluded that the sandbox has been a success. Sandbox activities 

benefitted consumers by reducing prices and improving service quality. Participants also 

benefitted from reductions in the risk, time and cost of launching businesses to market, 

obtaining full authorisation and attracting external funding. This further reduces barriers to 

market entry. 

In Australia, legislation is before Parliament to expand the scope of activities and the 

timeframe for testing financial products and services in ASIC’s regulatory sandbox 

(Attachment A). 

Many fintech businesses can and do provide services that do not require a licence. But 

licensing is emerging as an issue, as Governments extend the range of activities that require 

authorisation and fintech businesses expand their activities in competition with traditional 

financial services. 

New bank entry is usually supported, to improve competition in financial services. There is 

some evidence that challenger banks have had an impact on competition, particularly in areas 

not well serviced by the traditional banking sector (section 3.2). There are, however, barriers 

to new businesses obtaining a licence, and while standards are needed to maintain security 

and trust in financial services markets, some countries are reviewing their licensing processes 

and minimum capital requirements to ensure they do not create unnecessary barriers. 

Removing specific entry barriers 

Regulatory systems and financial infrastructure were designed with established financial 

institutions in mind. They may therefore be costly to navigate or unsuitable for new fintech 

services, or unable to accommodate the technological innovation customers expect. Many 

countries are modernising their regulatory approaches in areas such as payments systems 
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and opening up banking systems to facilitate innovation and competition. The aim is to remove 

barriers that unnecessarily restrict competition without undermining the objectives of the 

regulation. 

Payments systems reform is facilitating faster payments without compromising security. These 

reforms are generally not directed specifically at fintech businesses, but they result in 

considerable cost savings and, to the extent they enable more technologically-based payment 

services, they provide an opportunity for fintech innovation and competition.  

Countries are also looking to make their banking systems more open. There are currently 

practical barriers that make it difficult for new entrants to integrate their products or services 

with those that customers already use. However, the value added by many fintech services 

relies on them working with other types of financial services. Attracting customers away from 

incumbent providers is a significant challenge identified by fintech businesses, but it is 

necessary to allow the collaboration and innovation that best serves the financial sector. 

Policies to encourage more open banking fall into two broad categories: (1) giving customers 

more rights to own and control their data and requiring businesses holding that data to provide 

it to a third party at the customer’s request (data ownership and control); and (2) requiring 

incumbent providers to modify and open their systems to make it possible for third parties to 

connect and provide additional services at the customer’s request (open APIs). 

Lack of access to data and bank systems is hindering innovation. Regulators, consumer 

organisations and industry participants have all argued that open data policies would make it 

easier for customers to search and switch accounts, improving competition and encouraging 

innovation. While many open banking reforms are at an early stage, investment and interest 

in new services is already growing, and significant benefits are predicted (section 3.3).  

APIs are commonly used to generate innovation that disrupts traditional business models 

across a range of sectors outside financial services. There are also existing examples in the 

financial services sector, where open access has stimulated growth in services and 

competition.  

In some countries, some banks are becoming more open without government action. 

However, it is unlikely that an industry-wide, consistent approach will emerge on its own. While 

the benefits and efficiencies of an open system are recognised, there are significant first mover 

disadvantages. Individual banks are reluctant to open their systems without similar action by 

their competitors. There are also benefits in developing standards and approving service 

providers centrally, to avoid inconsistency and duplication.  
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The Productivity Commission argued that data has tremendous value. It concluded that there 

are enormous benefits if data is widely used and more generally available, but that there are 

risks. Nevertheless, many of these risks can be managed with the right policies and processes 

(PC 2017, p.8-9).  

Enabling connectivity 

Some aspects of fintech are considered disruptive, such as replacing existing services with 

new services or methods of delivery. However, most of the growth opportunities require 

collaboration, either across fintech businesses or between fintechs and more traditional 

financial services providers. The need for collaboration is well recognised. Such collaboration 

can emerge through many mechanisms, and there is international evidence of interest in 

initiatives such as partnerships among businesses, participation in industry associations, and 

involvement in incubators, accelerators, innovation labs, hackathons and similar programs. 

LESSONS FOR AUSTRALIA 

In Australia, there is considerable opportunity for fintech growth, and the use and awareness 

of fintech services is high (EY 2017, p.12-13). Given the size of the Australian market and the 

newness of its fintech sector, Australia ranks relatively well internationally.  

While, as noted above, there is evidence of benefits from increased competition and greater 

access to services from growth in fintech, it is more difficult to establish the link between these 

benefits and government policies. Government policy and regulatory changes will benefit 

Australia when the broad benefits of those policies outweigh their costs. There are three main 

categories of potential intervention:  

1. Policies that remove regulatory barriers to entry (more open and transparent 

regulation, industry sandboxes, licensing reforms and pro-competitive mandates) 

2. Policies that remove market barriers to entry (opening up banking and payments 

system modernisation) 

3. Industry promotion and support (grants and businesses assistance). 

Policies that remove regulatory barriers to entry 

It is good regulatory practice to remove unnecessary barriers to market entry and competition, 

so that policy focusses on managing the risk of harm and does not favour a particular business 

model or technology.  
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This is an area where the benefits of reform often justify the costs, but such reforms are not 

costless, particularly in markets with a long-established regulatory framework. Reforms are 

likely to have community-wide benefits when they: 

• Can be introduced without imposing excessive costs on businesses or taxpayers, and 

any risks such as fraud, corruption, consumer detriment or market instability can be 

managed 

• Result in significant growth in new products and services, service improvements or 

large cost reductions, or encourage existing financial services providers to improve 

their efficiency. 

Policies that remove market barriers to entry 

In some markets, there are natural barriers that make it hard for new businesses to compete, 

even with favourable policies and regulation. These can arise because of market 

characteristics, or because the incumbents have a strong entrenched market position 

(perhaps as a result of previous government regulation).  

In industries such as telecommunications, electricity and transport, governments have 

changed policies and regulation to facilitate competition. A lot of commentators argued that 

pro-competitive reforms are necessary to realise the full potential of competition in financial 

services. Changes that open up banking and facilitate access to data potentially have high 

compliance and implementation costs, but if they stimulate improvements in efficiency and 

innovation, and encourage cost reductions, they are also likely to deliver considerable 

benefits.  

Industry promotion and support 

Industry support programs run the greatest risk that their costs outweigh the benefits. Unless 

they are designed to address a clear market failure or achieve social policy objectives, they 

may simply transfer activity from one sector of the economy to another, without stimulating 

broader economic or social benefits.  

Should Australian-based businesses be a priority?  

Customers benefit from new products and services regardless of whether they are produced 

by Australian or overseas businesses. Business growth also benefits the Australian economy, 

as long as it is based on the competitiveness and efficiency of the businesses, rather than 

policies or supports that favour one activity over another.   
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Policy should therefore be focussed on enabling competition wherever it comes from, 

removing barriers to setting up businesses in Australia, and addressing market failure. 

Australian consumers and business customers would then have access to the best possible 

financial services. In addition, Australian businesses that succeeded in a competitive domestic 

financial services market are likely to be well equipped to grow and compete overseas.  

1. BACKGROUND 

Globally, fintech is attracting attention from businesses and governments, and there is 

considerable discussion about the potential benefits and opportunities. It has been predicted 

that customers will demand fintech services, and these services will put competitive pressure 

on traditional financial services.  

PWC estimated that, by 2020, more than 20 per cent of financial sector business across nearly 

every segment of financial services will be at risk from fintechs (PWC 2016, p.3, 5). Similarly, 

according to a MagnaCarta Communications survey, financial institutions felt that about one-

third of their revenues were at risk from new technologies (Hardie et al 2017, p.16). A later 

PWC survey also indicated that 88 per cent of incumbents are increasingly concerned about 

losing revenue to innovators (PWC 2017a, p.8).  

Internationally and in Australia, the fintech sector appears to be growing and diversifying, 

influenced by two broad factors: market factors, such as local demand, access to talent, 

access to capital, and opportunities for businesses to collaborate (Pollari 2017, p.20-21, EY & 

fintech Australia 2017, p.13); and government policies and regulation, which can either enable 

or inhibit fintech. 

Demand for fintech services is sustained and growing. Ernst and Young’s (EY’s) most recent 

adoption index study indicated that demand had reached an average of 33 per cent of digitally 

active consumers across the 20 markets studied1. EY noted that academic theory on 

innovation adoption “suggests that fintech services have reached a milestone in being adopted 

by the “early majority” of the population” (EY 2017, p.7). Fifty-two per cent of respondents to 

the EY survey anticipated using fintech services in the future (EY 2017, p.20).  

General government policies can also influence growth in the sector, including tax policy, 

cyber security policies and access to government grants (EY 2016a, p.9, Pollari 2017, p.20). 

But many studies indicate that government initiatives that focus specifically on opening up the 

                                                      
1 EY measured the number of digitally active adult consumers who used two or more FinTech services in the last six months. 

EY’s survey was based on the use of 17 FinTech services in five broad categories, money transfer and payments, financial 

planning, savings and investments, borrowing and insurance. 
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financial services market, breaking down barriers and encouraging market entry are the most 

effective way of enabling competition between fintech and traditional financial services (EY 

2016a, p.54). 

Fintech businesses and commentators often argue that government policy settings matter, 

and that poor policy settings create barriers to entry and stifle competition (box 1). Eighty-six 

per cent of financial sector CEOs see over-regulation, particularly as a result of ambiguity and 

confusion, as the biggest threat to their growth (PWC 2016, p.27). 

Box 1: Views on the importance of regulation and policy settings 

More broadly, regulation is a key swing factor in how FinTech disruption could play out. 

Although unlikely to change the general direction, regulation could affect the speed and 

extent of disruption... (McKinsey & Company 2015, p.7) 

Regulations need to support a sound FinTech system by addressing consumer protection 

issues and promoting competition in the marketplace. There is also the danger of the 

regulatory environment becoming less favorable to FinTech companies. If regulations ease 

for traditional financial services companies or tighten for emerging ones, the balance of 

growth could change dramatically. (ITA 2016, p.4) 

A progressive FinTech policy regime can be instrumental in fostering innovation and 

supporting entrepreneurs. Conversely, a closed and complex policy regime can result in 

barriers to innovation and overly burdensome compliance costs. (EY 2016a, p.50) 

However, we believe regulation is the main trend dictating the prospects of incumbent 

payment providers in the long term. In the absence of significant regulatory changes, we 

believe banks and networks remain well positioned in the market… (Goldman Sachs 2015a, 

p.24) 

One of the biggest barriers holding back many innovative FinTech businesses is regulatory 

complexity, anything that can appropriately reduce those barriers will be welcomed. 

(Augmentum in Industry Sandbox 2017, p.18) 

 

People’s views on the key issues affecting the growth of fintech vary. Different groups place 

different value on market factors and government policy, depending on their experience, type 

of business, stage of business development, and the country or countries they operate in. Not 

all see government policy and regulatory issues as the priority (for example GP.Bullhound 
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2017, p.24). FinTech businesses operating in a range of sectors in many countries, however, 

believe that well-designed government policy and regulation are important to maintaining 

consumer confidence and trusty while removing barriers to market entry. 

1.1. Potential Benefits from Innovation and Competition 

Competition puts pressure on all businesses to improve quality, reduce prices and serve their 

customers better. It also encourages businesses to innovate. Innovation leads to new products 

and services, or new ways of producing existing products and services. It results in products 

of better quality and/or at lower prices, and the creation of new ways of meeting consumers’ 

needs, filling gaps in the market, or offering completely new services. 

The benefits of improvements in efficiency and access to new products are shared by 

consumers and businesses. Consumers’ welfare is enhanced, because they can satisfy more 

of their needs within a given budget, and businesses that respond to what consumers want 

will grow and increase their profits. In competitive markets, these benefits will flow 

automatically through the market forces that drive competition. 

Care is needed, however, when governments intervene in markets, even when the objective 

is to improve competition. The regulator still needs to balance improving competition and 

innovation with regulating to maintain acceptable standards. Intervention can be costly, and 

these costs may be greater than the benefits of government action. Also, to improve welfare, 

the benefits need to result in overall improvements in efficiency and economic growth, rather 

than benefitting one business, sector or industry at the expense of others. Regulatory 

interventions therefore should not favour or discriminate against specific business models or 

technologies. 

It is difficult to prove whether there is a net public benefit from government action without a 

comprehensive analysis of relevant costs and benefits, and while many countries are 

focussing on fintech and fintech policies, there are few evaluations of their impact, and little 

information on the overall benefits and costs of the policies. International experience can still, 

however, help to inform Australian policy in two main ways. It provides evidence of: 

1. potential market and regulatory barriers to competition, and where the preconditions 

for competition may not be met. Businesses’ views on barriers and their impact and 

how businesses respond to policy changes are relevant here, as businesses are most 

aware of these barriers. The earliest indicator of whether such barriers have been 

removed will be businesses in these sectors investing and growing.  
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2. whether removing barriers to competition is improving the outcomes for consumers 

and business customers, not just growing the businesses supplying a particular 

service. Here, the focus should be on the benefits to customers, not whether individual 

fintech businesses are growing. 

This evidence helps to identify areas where reform could be considered in Australia, because 

there are potential barriers to competition or evidence of potential benefits from reform. Further 

analysis is needed, however, before concluding that such reforms would definitely benefit 

Australia.  

The Australian Centre for Financial Studies has initiated a series of research papers to help 

identify what Australia can do to get more value from fintech services. This paper is part of 

that series. It draws together available information and evidence of the impacts of government 

policy and regulation in different countries, and considers the implications for Australia. Given 

the limits on international evidence noted above, the paper looks at a broad range of studies 

and surveys, supplemented with some feedback and discussion with industry participants. 

This paper does not attempt to define fintech services precisely. Definition and classification 

are discussed in detail in the paper by Link and Maddock, also released as part of this series. 

Consistent with Link and Maddock’s paper, the discussion below takes a broad definition of 

the types of products and services classified as fintech. 

1.2. The Australian Context 

Appendix A discusses the Australian fintech industry, and relevant government policies and 

programs. In summary, the Australian fintech sector is relatively young, but maturing. Of the 

over 600 fintech businesses identified by the 2017 EY/FinTech Australia Census, 21 per cent 

were less than two years old, down from 36 per cent in 2016 (EY & FinTech Australia 2017, 

p.9-10). KPMG estimated that the number of Australian fintech businesses increased from 

less than 100 in 2014 to 579 in 2017 (KPMG 2017a, p.10).  

Australian consumers are becoming more aware of, and increasing their use of, fintech 

services. Since 2016, Australia had one of the highest rates of growth in adoption of fintech 

technology in the world (EY 2017, p.13), above the US, Germany, Hong Kong and Singapore 

(EY 2017, p.8). EY’s 2017 report on international consumer adoption of fintech ranked 

Australia 5th. Thirty-seven per cent of Australian consumers surveyed engaged with fintech 

products, above the world average of 33 per cent, and up from only 13 per cent in 20152. The 

proportion of consumers who were unaware of fintech products decreased, from 44 per cent 

                                                      
2 See footnote 1 for definition 

http://www.australiancentre.com.au/


International competition policy and regulation of financial services  

        Page 19  

                              
Australian Centre for Financial Studies 

+61 3 9666 1050 | australiancentre.com.au 

in 2015 to only 19 per cent in 2017 (EY 2017, p.12-13). EY recently stated that Australia is 

now regarded as a tier 1 fintech nation (EY & FinTech Australia 2017, p.25).  

Australia does, however, face challenges. Its venture capital sector is small and access to 

finance can be difficult for startup, high-risk businesses. Access to talent can also be 

challenging.  

Government policy and regulation 

Australia has general business innovation and development programs, tax incentives for 

research and innovation, export promotion and assistance, and programs to improve training, 

digital literacy and access to skilled personnel (see Appendix A). These programs could be 

used by fintech businesses that meet eligibility criteria.  

In addition, there are programs targeted specifically at improving efficiency and competition in 

financial services, often with a focus on fintech. Some of these programs are run by the 

Australian Government and national regulators. Most recently, the Australian Government 

announced that ASIC had been assigned a competition mandate (O’Dwyer 2018). State 

Governments with the largest financial services hubs (New South Wales and Victoria) also 

have specific policies and programs for fintech.  

In 2016, a joint report by EY and the UK Government assessed Australia’s fintech policy to be 

supportive, but conservative (EY 2016a, p.52). The UK was the only market assessed as 

higher for government programs and tax policy, and only the UK and Singapore were rated 

higher for their regulatory regimes (EY 2016a, p.50). All of Australia’s financial services 

regulators recognise the role of fintech businesses in the financial services sector, and have 

projects and programs that engage with fintech providers (The Treasury 2017a).  

Startup and innovation support 

In 2015, the Australian Securities and Investments Commission (ASIC) established an 

Innovation Hub to help companies correctly and efficiently navigate the regulatory aspects of 

starting up as a fintech business. The Hub helps to streamline regulatory processes by giving 

businesses access to senior ASIC staff, who provide assistance and informal guidance and 

help businesses better understand ASIC’s regulatory framework (ASIC 2017a, p.7). 

The Hub also keeps ASIC abreast of industry development and issues, and incorporates the 

Digital Finance Advisory Committee. As of November 2017, ASIC had worked with 233 entities 

through the Hub (ASIC 2017h, p.10).  
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ASIC’s regulatory sandbox is part of its Innovation Hub. The sandbox was established in 

December 2016 so businesses using the fintech licensing exemption could test new business 

models in an environment that still provided adequate consumer protection (ASIC 2017a, 

p.13). New fintech businesses may be eligible to enter the sandbox if they: 

• Have no more than 100 retail clients (unlimited wholesale clients) 

• Plan to test for no more than 12 months 

• Have total customer exposure of no more than $5 million 

• Have adequate compensation arrangements (such as professional indemnity 

insurance) 

• Have dispute resolution processes in place 

• Meet disclosure and conduct requirements. (ASIC 2017c) 

While by the end of 2017, only four businesses had used Australia’s regulatory sandbox (ASIC 

2017g) considerably more have indicated they intend to use it in the future. ASIC also provides 

advice to businesses through the Innovation Hub and has flexibility in its regulatory framework, 

which means that fintech businesses may be able to obtain a licence exemption without going 

through the sandbox (ASIC 2017h, p.8). Some Australian businesses argued that ASIC’s 

sandbox is too restrictive because it does not allow Australian financial services licensees to 

join, and this has resulted in a low take-up (ABA 2017, p44; Commonwealth Bank 2017, p.40, 

CUA 2017, p.5). 

Legislation has been introduced into Parliament to expand the sandbox by broadening the 

financial products that are eligible for testing and extend the maximum licence exemption 

period to 2 years (appendix A), but the sandbox sill still only be available to new businesses 

and not established financial services licensees. 

Licensing new providers 

Six in ten Australian fintech businesses do not have a financial services licence, credit license 

or market infrastructure licence, although a significant number intend to obtain such a licence 

(EY & FinTech Australia 2017, p.19). As of November 2017, ASIC had issued 38 new licences 

and provided 11 licence variations (ASIC 2017h, p.10). 

Further, 1 per cent of fintech businesses in the EY/FinTech Australia survey said they had a 

banking licence, and an additional 2 per cent wanted to obtain one (EY & FinTech Australia 
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2017, p.19). The Australian Government and the Australian Prudential Regulation Authority 

(APRA) have therefore committed to reducing the barriers to startup challenger banks by, for 

example, reducing the capital requirement of authorised deposit-taking institutions before they 

can call themselves banks (Australian Government 2017d, p.1). This builds on other 

flexibilities in licensing regulation, including licence exemptions to facilitate business 

participating in ASIC’s regulatory sandbox and a flexible approach to licensing low value non-

cash payments facilities (ASIC 2005, p.4).  

Payments systems 

In 2012, the Reserve Bank of Australia (RBA) reviewed innovation in Australia’s payments 

system and identified a need for system-wide, co-operative innovation. The objective is to 

achieve ”same-day settlement of Direct Entry (DE) payments; early progress towards real-

time retail payments; availability of payment systems out of normal banking hours; the ability 

to transmit additional remittance data with payments; and the ability more easily to address 

payments” (RBA 2012, p.1). 

In 2014, 12 Authorised Deposit Taking Institutions formed NPP (New Payments Platform) 

Australia Limited (RBA 2017a). The platform they committed to funding was launched in 

February 2018 (NPP 2018a). Many fintech businesses would like to see “more transparent 

access points for fintechs to connect to the New Payments Platform” (EY & FinTech Australia 

2017, p.19). The Productivity Commission has also proposed new regulations to improve 

transparency and facilitate third parties gaining access to the NPP (PC 2018, p.311).  

Other reforms 

Australia is also planning or introducing other reforms to improve regulation or engagement 

with fintech businesses (see Appendix A):  

• the Treasury has completed a review into the most appropriate model for open banking 

in Australia and the accompanying regulatory framework, and the Government 

announced funding to establish a Consumer Data Right in its 2018-19 budget 

(Commonwealth of Australia 2018, p.22). The Productivity Commission has also 

released a draft report for its inquiry into Competition in the Australian Financial 

System, with the final report scheduled for mid-2018 (PC 2017a, p.2, 4, PC 2018) 

• legislation is before Parliament to require deposit taking institutions to provide 

comprehensive credit information to certain credit reporting bodies (The Treasury 

2018a, p.3) 
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• in June 2017, crowd-sourced funding regulations were published, and ASIC 

commenced consultation on regulatory guidance (PWC 2017b, p.6)  

• from 1 July 2017, the Australian Government stopped double-taxing digital currency 

(ATO 2017) and in April 2018 brought digital currency exchanges within anti-money 

laundering and counter-terrorism financing rules (Austrac 2018) 

• the Australian Government has established a fintech advisory group to advise the 

Treasurer on issues that are important to Australia’s fintech sector and identify areas 

of potential future reform (The Treasury 2017b) 

• ASIC has entered into referral, co-operation or information sharing agreements with 

ten international financial services regulators (ASIC 2017d) and the Australian 

Treasurer and the UK Chancellor of the Exchequer signed an agreement to form a 

fintech Bridge in March 2018 to further enhance fintech co-operation between the two 

countries (Hammond and Morrison 2018) 

• AusTrade and the Commonwealth Bank also have a collaboration agreement to 

support the flow of fintech innovation between Australia and the UK (AusTrade 2017). 

State governments  

In addition, state governments are investing in fintech. Jobs for NSW established the Sydney 

Startup Hub in late 2017. The Hub will house 2500 entrepreneurs in the Sydney CBD, 

incorporating four of Sydney’s existing hubs, including the fintech hub Chalk and Stone, 

making it the largest startup hub in Australia (NSW Government 2017a).  

The Victorian Government announced plans to create a fintech hub in Docklands, Melbourne 

(Invest Victoria 2017a) and Melbourne hosted Australia’s first fintech festival in October 2017 

(Australian Trade and Investment Commission 2017b).  

NSW and Victoria also offer grants for startup businesses and support for business 

accelerators and incubators (see Appendix A).  

1.3. The International Context 

There are already several major fintech centres around the world, and the number of countries 

introducing fintech-related policies and programs is growing. Countries are removing 

regulatory restrictions, but this has not led to mass deregulation. The need for consumer 
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protection, maintaining financial stability and other safeguards, such as controls on money 

laundering, is well recognised. 

The policy environments in the fintech centres in the UK, US, Singapore and EU are described 

in more detail in Appendix B.  

The UK and Europe 

The UK is well-known as one of the world’s most significant fintech centres. It is usually ranked 

second, behind the US in its size and level of employment (EY 2016a, p.15), and, along with 

Singapore, is considered to have one of the most conducive policy and regulatory 

environments to fintech services. The UK has a proactive approach to fintech policy, which 

has been in place for some time. The UK’s Financial Conduct Authority (FCA) has an objective 

to promote competition, and a duty to carry out its functions in a way that promotes effective 

competition in consumers’ interests (FCA 2017a, p.44). The Bank of England Prudential 

Regulation Authority (PRA) is also required to, as far as reasonably possible, advance its 

regulatory objectives in a way that facilitates effective competition (BOE PRA 2017a, p.1). 

This explicit competition mandate has led to a focus on removing barriers to competition, and 

on assisting startups or businesses with innovative ideas to navigate the regulatory 

requirements. The UK is implementing its Open Banking Initiative, which will require banks, at 

the customer’s request, to grant authorised third-party providers secure access to account 

information. It will also set common standards for bank application programming interfaces 

(APIs), making it easier for third parties to develop innovative products and services that can 

interconnect with bank systems across the sector. The FCA is also consulting on reform in 

areas such as advice services and crowdfunding (FCA 2017b, p.3; FCA 2016). In addition, 

the Bank of England (BOE) has announced changes that will allow non-bank payment service 

providers (PSPs) to directly access the UK’s payments schemes so they can settle payments 

without relying on a third-party bank to submit payments or settle on their behalf (BOE et al 

2017, p.3). 

The FCA commenced Project Innovate in 2014. This project includes a regulatory sandbox, 

an innovation hub providing advice and support, an advice unit, a RegTech program, and 

domestic and international engagement programs (FCA 2017c). In addition to the informal 

advice and assistance the FCA provides to help businesses understand and fulfil their 

regulatory obligations, the regulatory sandbox is a more formal framework for testing 

innovation. The sandbox allows new products and services that do not clearly fit into the 

existing regulatory framework to be tested on a small scale with appropriate safeguards. The 

UK sandbox has broad eligibility, and has generated significant interest (section 3.2).  
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Finally, the BOE has amended bank licensing processes to reduce capital requirements for 

new entrants, and has issued a number of new bank licences, including to six digital banks 

(Eyers 2017). 

Elsewhere in Europe, focus on fintech is also growing. 

This year [2016], there was a proliferation of fintech hubs in Europe. The UK, Germany, 

Ireland, Israel the Nordic countries, France and Spain have each developed their own 

ecosystems to support and drive fintech innovation. Even within countries, numerous fintech 

hubs are appearing. Berlin, Frankfurt and Hamburg and a number of other moderate-sized 

cities are looking to play a role in fintech. (KPMG 2016a, p.62) 

At the EU level, the main reform is stage 2 of the Payment Services Directive (PSD2), which 

involves legislation that covers all electronic and non-cash payments, including foreign 

exchange, credit transfers, direct debits, card payments, and mobile and online payments (EC 

2015). PSD2 will establish a safe payments service across the EU that allows Payment 

Initiation Service Providers (PISPs) to initiate payments directly through an online portal. The 

directive also recognises fintechs that are third-party providers, including account information 

service providers. At the customer’s request, banks will be required to give these providers 

access to that customer’s information and data (Open Bank Project 2017a). 

United States 

The US has the world’s largest levels of investment in fintech, concentrated mainly in 

California and New York (EY 2016a, p.15). These hubs include some long-established fintech 

businesses, and they continue to attract high levels of fintech investment. In the Americas 

more broadly, Canada and Brazil have also seen investment in fintech businesses (KPMG 

2016a, p.29). 

Much of the US’s strength in fintech is due to market advantages: its demand for financial 

services, established centres of finance and technology, and culture of innovation and 

industry-based support. There is a strong capital market across all stages of business 

development (EY 2016a, p.38; ITA 2016, p.4). Businesses in the US also benefit from well-

established business hubs, often backed by large private sector organisations that offer work 

spaces, funding, coaching and opportunities to collaborate.  

The US Government does not have an explicit policy focus on facilitating competition and 

innovation in fintech, and its regulatory system is complex. To a large extent, fintechs have 

flourished by operating in greenfield markets outside the more restrictive regulatory 
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frameworks (Goldman Sachs 2015b, p.8) or by partnering with established financial services 

businesses.  

There are, however, recent policy and regulatory initiatives that may impact on the US fintech 

sector. They include President Trump’s focus on reforming financial services regulation by 

improving the efficiency and effectiveness of regulation and rationalising the regulatory 

framework (US Department of the Treasury 2017, p.3). There are also specific reforms to 

increase engagement between fintech businesses and regulators (Duff 2017, p.8), to 

recognise fintech services explicitly in the Federal financial services regulatory regime, and to 

modernise the US payments system.  

Asia 

FinTech hubs in Asia are growing quickly (Figure 1).  

Figure 1: Number of fintech firms valued at $1bn or above  

 

China is a significant fintech player, and has recently dominated fintech investment in Asia. In 

2015 and 2016, there were very large investment deals in China and, while the level of 

investment has reduced from those peaks, it remains relatively steady (KPMG 2017b, p.67). 

This investment has been encouraged by China’s open approach to fintech businesses, 

although China is now introducing regulation to address identified problems, particularly in 

peer-to-peer lending (KPMG 2017b, p.61). There is also fintech interest and growing hubs in 

Hong Kong and India, with some activity and interest in other centres such as Japan (Clifford 

Chance 2017a, p.6, 9, 16). 
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Singapore, meanwhile, is positioning itself as a major fintech hub. The Monetary Authority of 

Singapore (MAS) has a broad and proactive program for developing fintech services, and has 

been tasked with promoting fintech in Singapore. There were some large investments in 

fintech in Singapore in 2015, and while investment has dropped since then, it has remained 

significant (KPMG 2017b, p.69).  

MAS has implemented a range of initiatives to promote fintech, including forming the Financial 

Technology and Innovation Group, a dedicated department that formulates regulatory policies 

and strategies. Its goal is to facilitate growth while managing risks and enhancing efficiency. 

It has three divisions: one focusses on payments and technology, one on technological 

infrastructure, and one on technological innovations (MAS 2015). 

In May 2016, MAS established the fintech Office, comprising members from MAS and the Eco 

Development Board of Singapore, which serves as a ‘one-stop shop’ to promote collaboration 

between government agencies and business.   

Singapore also has a regulatory sandbox with broad eligibility, and it has launched an API 

playbook as a guide to the implementation of APIs. It is using government-verified data to 

standardise and simplify the processes for opening a bank account or applying for a credit 

card or home loan, and is looking at reforms to develop a complete, interoperable electronic 

payments system. 

MAS has entered into more international co-operation agreements than any other regulator. 

2. IMPACT OF POLICY AND REGULATION ON MARKET ENTRY AND 

COMPETITION  

As noted in section 1, there are no systematic reviews of the impact of fintech policies and 

regulation in Australia or overseas. Some reviews are anticipated or commenced, for example, 

in 2019, the European Union intends to review its Payments Account Directive (Netherlands 

ACM 2016, p.5), and the UK’s FCA recently released a review of the lessons learned from its 

regulatory sandbox (FCA 2017d). However, because many of these policies are relatively new, 

there is insufficient experience to draw concrete conclusions on the impact competition 

reforms have had on financial services customers.  

There is considerable evidence that there are regulatory and market barriers to businesses 

entering the financial services market. Such barriers often reduce competition. There is also 

evidence that fintech businesses provide services that benefit customers, including small 

business, and that they can put competitive pressure on traditional financial services 
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providers. It is more difficult to establish direct links between more open financial services 

policy and regulation, growth in fintech, and benefits to financial services customers. As 

discussed in section 4, fintech has grown in markets without government intervention, and in 

countries where the policy and regulatory environment is still not conducive to fintech.  

The international evidence, therefore, is most useful in identifying potential areas where reform 

could be considered in Australia, but more detailed evaluation is needed to judge whether 

individual reforms would benefit Australian consumers. This section compiles the general body 

of evidence on the existence of barriers to entry in financial services and the potential for 

increased competition if those barriers are removed. The evidence on specific areas 

commonly identified as reform priorities is discussed in section 3. 

2.1. Regulatory Barriers Affect Market Entry  

There is considerable evidence that the presence or absence of financial services regulations, 

and the form those regulations take, affect the cost of starting a fintech businesses and the 

ability of those businesses to compete with traditional financial services providers (Deloitte 

2017a, p.39). Since the global financial crisis, the cost and complexity of regulation has 

increased. Respondents to a PWC survey identified the following regulatory barriers to 

innovation in fintech: 

• 54 per cent: data storage, privacy and protection 

• 50 per cent: digital identity authentication 

• 48 per cent: anti-money laundering and know-your-client regulation 

• 40 per cent: new business models, such as crowdfunding and peer to peer lending 

• 30 per cent: E-money and cryptocurrency (PWC 2017a, p.13). 

In specific countries, restrictive policies have also been identified as active constraints.3  

Gaps in regulation and open regulatory environments can illuminate the effects of regulation 

on business. In many instances, such gaps have resulted in market entry, growth and 

innovation in fintech. For example, several commentators noted that China was a leader in 

                                                      
3 For example 

Fintech interest may be strong in South Korea. However, stringent regulations remain a barrier to fintech success. (KPMG 

2017c, p.52) 

Those emerging service providers [in Romania] in the fields of payments and peer-to-peer lending will have both to face 

regulatory restrictions similar to those imposed on Romania’s banks and be ready to compete with banks. (Department of 

International Trade 2016, p.177) 
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digital innovation because of its favourable regulatory environment (Barquin and Vinayak 

2016, p.20; GP.Bullhound 2017, p.10, EY 2016a, p.16). 

This view was supported in consultations conducted while preparing this paper, but it was also 

noted that China is progressively regulating to protect consumers and address bad practices 

when problems are identified. For example, in September 2017, due to concerns regarding 

the fraudulent issue of digital tokens, the People’s Bank of China banned fundraising via ICOs 

(a form of crowdfunding using cryptocurrency) (Ruwitch and Kelly 2017).  

FinTech in other countries is also growing in areas of low regulation. The UK Department of 

International Trade noted that this was the case in Poland (Department of International Trade 

2016, p.154). In early 2016, KPMG identified robo-advice as an area that was gaining 

investment momentum and highlighted that the “US’s light touch protections for retail and 

mass affluent investors is likely one reason the concept has grown quickly there” (KPMG 

2016b, p.30). In contrast: 

…Europe has a more rigorous regulatory framework, including the need to demonstrate that 

a financial product sold to a customer is suitable. This makes it difficult to set up a platform 

that both meets regulatory requirements and increases efficiency. (KPMG 2016b, p.31) 

In addition, sector experts consistently predict that initiatives that open markets, break down 

barriers to competition and increase entry stimulate innovation and competition.4 EY argued 

that initiatives that remove barriers to competition are most important (EY 2016, p.54). 

Consumer protection and prudential regulation can either support or constrain competition that 

benefits consumers. As well as its more obvious benefits, effective regulation helps support 

competition by building confidence in the market (EY 2017a, p.15). Poor regulation can, 

however, inappropriately drive investment to unregulated areas, potentially increasing the risk 

to customers using those services (Anderson 2017, p.5; Pollari 2017, p.21). FinTechs face 

particular challenges competing in markets with proscriptive, complex regulation. The current 

regulations were designed and implemented with traditional financial services and providers 

                                                      
4 For example 

PSD2 [Payment Services Directive 2], as well as the upcoming implementation of the EU General Data Protection Regulation 

(GDPR), should encourage further prominence and visibility of regtech, risk/compliance solutions and open banking solutions 

across Europe. (KPMG 2017b, p.45) 

…recent regulatory changes are expected to kickstart the sector…It is likely that overseas fintech service providers will enter 

the Japanese market once regulations are prepared and gateways to the Japanese banking systems are opened. Therefore, it 

seems the Japanese fintech market is ready to expand to the next level in the very near future. (Clifford Chance 2017a, p.16) 

Emerging FinTechs might also have a significant role to play alongside the banking sector if regulatory change opens access to 

banking systems (such as customer accounts) or enables solutions to address Romania’s current e-commerce challenges, 

including customer’s trust in merchants and the move from cash-on-delivery to non-cash payments. (Department of 

International Trade 2016, p.177) 
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in mind. They can, therefore, impose high burdens on fintech businesses if their business 

models are not compatible with the current regulatory approach (COBA 2017, p.23). 

In addition, many fintechs are small businesses. Respondents to the 2017 EY/FinTech 

Australia Census had an average of seven employees (five full time and two part time) (EY & 

Fintech Australia 2017, p.9). Small businesses are less able to spread the cost of compliance 

and do not have the established systems and structures necessary to manage compliance. 

Setting up these systems can be costly. As the Customer Owned Banking Association in 

Australia noted, “the fixed costs of regulatory compliance fall more heavily on smaller firms” 

(COBA 2017, p.5).  

2.2 Competition and Consumer Benefits  

There is evidence that growth in fintech services creates new products and services that 

benefit consumers. Such competition can put considerable pressure on established financial 

institutions, for example, reducing bank fees and interest rates:  

… banks have experienced an overall decline in the total revenue generated from these fees 

[fees on outstanding credit/overdraft balances] in the past few years. While part of the decline 

can be attributed to increase scrutiny on fee transparency from regulatory entities, we believe 

the emergence of alternative payment systems have also played a significant role and could 

potentially lead to further revenue decay. (Goldman Sachs 2015a, p.42). 

The five years following the introduction of a faster payments system in the UK saw a reduction 

in overdraft fees of approximately 30 per cent (Goldman Sachs 2015a, p.47). Similarly, in the 

Nordic countries, Deloitte research indicated that growth in fintech was challenging current 

fees and market dynamics (Deloitte 2017a, p.35). 

The UK has also been active in issuing new banking licences. Burnmark argued that this has 

enhanced competition: 

The Bank of England stated that mortgage originations jumped to a two year high in 2016 

when mortgages worth £13.4 billion were approved. The average interest on a standard 

variable rate mortgage fell by 10 basis points to 4.57% in March 2016. Rates on new 2 year 

fixed rate mortgages fell by 6 points to 1.87%, 5 year mortgages dropped by 7 points to 2.71%. 

The buy-to-let market in the UK is a significant contributor towards the overall profitability of 

the sector, accounting for approximately 15% of challenger balance sheets. (Burnmark 2016, 

p.11). 
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Challenger banks also offer customers considerably higher interest on their savings than 

established banks (KPMG 2016c, p.14).  

Peer-to-peer lending platforms in the UK compete directly with the banks, and customers are 

choosing peer-to-peer lenders in preference to banks, even when they had been offered a 

bank loan. Fifty-nine per cent of borrowers with a peer-to-peer loan (surveyed by Nesta) had 

sought a bank loan at the same time. Fifty-four per cent had been granted the bank loan, but 

nevertheless chose to fund themselves via the peer-to-peer platform (NESTA 2014, p.41). A 

working paper prepared by staff at the BOE noted that this competition was expected to 

increase the availability and lower the cost of unsecured personal credit (Atz and Bholat 2016, 

p.21). 

In the US, prior to 2013: 

…a startup was prohibited from publicly campaigning for funds. In September 2013, a series 

of amendments were adopted to permit general solicitation in these cases if (1) all purchasers 

in the offering are accredited investors and (2) the issuer takes reasonable steps to verify the 

accredited investor status. Accordingly, in September 2013, AngelList, among others, was 

able to feature on its website 1,000+ startups that were raising money publicly. (Goldman 

Sachs 2015b, p.10-11) 

Often, fintech is quoted as being important because it allows unbanked or underbanked 

groups, that is, groups who are not able to fully utilise banking services, increased access to 

those services. This argument is particularly important in developing economies, but even in 

developed economies, some sectors have more limited access to banking. A 2015 US survey 

by the Federal Deposit Insurance Corporation indicated that 7 per cent of US households were 

unbanked, and nearly 20 per cent were underbanked (had a check or savings account but 

obtained financial products and services outside of the banking system) (FDIC 2016, p.1).  

In areas such as small and medium enterprises (SMEs), where the cost of finance is high and 

increasing (ASBFEO 2017, p.2), there are also potential benefits from access to a broader 

range of financial services and in making it quicker and easier to access finance. In a 

submission to the Australian Productivity Commission review of competition in the Australian 

financial system, ASIC discussed UK research that competition among traditional retail banks 

may not be working well for SMEs, and that its work indicated that small businesses often 

have limited power in negotiating credit contracts (ASIC 2017f, p.38-39). The World Economic 

Forum noted that: 
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…the high intrinsic risk of SMEs often exceeds banks’ risk appetite. This hesitation is further 

amplified by regulation, such as Basel III, which imposes higher capital requirements for 

(riskier) small business loans, compared to loans extended to states or home owners. Over 

past years, banks have thus further decreased their lending exposure to SMEs while the costs 

of borrowing have increased for SMEs. In the US, SME loans as a percentage of all bank 

business loans fell from 35% to 24%. In the Eurozone, borrowing costs for SMEs as spread 

over larger loans increased by 150%. (World Economic Forum 2015, p.9) 

 This is an area in which fintech can play a role, as 16 per cent of investment in fintech 

businesses has been in business lending (World Economic Forum 2015, p.10). Businesses 

using these services believe they are essential; 33 per cent believe they would be unlikely to 

get funds elsewhere (Nesta 2014, p.10). The World Economic Forum argued that marketplace 

lenders are instrumental in extending the availability of credit: 

[Marketplace lenders bring SMEs] together with investors with a higher risk appetite, especially 

institutional investors that would have had no access to SME credit otherwise. Marketplace 

lenders will also be able to provide credit to high-quality prime borrowers when traditional 

banks are not able to do so, because of their lack of data for assessing the risk appropriately. 

(World Economic Forum 2015, p.13) 

Not all financial services providers agree that there is a significant problem in lack of access 

to debt finance for SMEs (Westpac 2017, p.48). Westpac has, however, noted that new 

entrants are offering new types of loan services to SMEs, and other lenders are starting to 

change the way they assess the creditworthiness of SME businesses (Westpac 2017, p.51). 

Another area of cost and concern for small businesses is late payments. Again, fintech 

services can assist with, for example, “e-invoice management portals, supply chain finance 

solutions and invoice finance” (World Economic Forum 2015, p.19). 

Overall, the Reserve Bank of Australia noted that while fintech firms in Australia “generally 

remain small and their performance is untested over a full cycle”, fintech businesses “have the 

potential to increase competition in a variety of ways, including by competing directly in under-

served markets, facilitating greater transparency and reducing the cost of switching providers” 

(RBA 2017, p.2). 

2.3 Broader Benefits from Financial Services Competition  

Many of the initiatives that facilitate competition from fintechs also have broader competition 

benefits. Such policies allow fintech products and services into the market, but also encourage 
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more competition among traditional financial services businesses. The Digital Single Market 

Strategy, for example, is expected to add €415m to the EU economy (EC 2017c). The UK 

Competition and Markets Authority (CMA) noted that: 

We have found significant variation in prices between banks and that the larger banks which 

benefit from the stronger incumbency advantages generally have higher prices (and lower 

quality) than smaller banks. Even a small increase in charges of only 1 to 2% resulting from 

ineffective competition would lead to customer detriment of between £100 million and £300 

million per year across PCAs [Personal Current Accounts] and SME retail banking in the UK. 

(CMA 2016, p.430) 

It is not possible to measure all of the dynamic benefits of future innovation and increased 

competition that we expect our remedies to stimulate. However, it is possible to make broad 

estimates of some of the direct, static benefits of our remedies … We expect these benefits to 

persist and to accumulate to an amount in the order of at least £700 million to £1 billion within 

a period of around five years. In addition to these direct gains, we expect further very 

substantial dynamic benefits from our remedies through increased pressure on banks to 

improve their quality of service, to innovate and to compete on prices. This is in comparison 

to our estimate of the costs of implementing our remedies of around £75 million to £110 million. 

These will predominantly be one-off upfront costs. (CMA 2016, p.xivii) 

The Netherlands Authority of Consumers and Markets (ACM) proposed that the EU Payment 

Accounts Directive be amended to mandate account number portability. It estimated that, in 

the Netherlands, account number portability would have direct benefits to Dutch consumers 

and businesses of €388m to €466m over 10 years (Netherlands ACM 2016, p.5). The cost-

benefit analysis identified that account number portability would lead to more competition 

among banks, improving service quality and lowering tariffs for all consumers and businesses. 

The indirect benefits over 10 years were estimated at approximately €500m to €550m 

(Netherlands ACM 2016, p.5). 

3. SHARING FUND MANAGEMENT DATA: ISSUES AND BENEFITS 

International commentary on fintech policy, and consultation in preparing this report, 

highlighted four areas of government policy and regulation that are seen as potentially 

significant. 

1. A pro-competitive approach to financial services  

2. Open, transparent regulators that engage with fintech businesses 
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3. Removing specific entry barriers 

4. Enabling connectivity.  

These four areas are interdependent. For example, issues that arise through business 

engagement with regulators can inform work on removing regulatory barriers. Similarly, a pro-

competitive approach to financial services would likely lead to an engaged regulator that 

identifies and removes regulatory barriers. 

3.1. A Pro-Competitive Approach to Financial Services 

Financial services regulators commonly have objectives to maintain the integrity and stability 

of the financial system, including monitoring and managing business and financial risks, and 

to protect the interests of consumers. Some are also required to deliver these objectives in a 

way that explicitly recognises the benefits of competition.  

The UK is the most prominent example where financial regulators have an explicit objective 

to promote competition in financial services markets (FCA 2017e, p.5; BOE PRA 2017a, p.1) 

(box 2), but it is not the only country to do so. The Indonesian Financial Services Authority 

(OJK) also has a mandate to promote financial development as well as financial consumer 

protection (Davis et al. 2016, p.8). The New Zealand Financial Markets Conduct Act requires 

the New Zealand Financial Markets Authority to promote innovation and flexibility in the 

financial markets (Chartered Accountants Australia and New Zealand 2017, p.21). The 

monetary authorities in Hong Kong, Singapore and Malaysia have mandates to “promote and 

market financial sector development, including providing streamlined entry points for new 

entrants” (Murray et al 2014, p.149). Abu Dhabi also has a competition mandate (Duff 2017, 

p.5). 

Currently, in Australia, APRA is required to consider competition and contestability in its 

decisions. However, until recently, ASIC was not. The Murray inquiry (Murray et al. 2014, 

p.255) and a Productivity Commission inquiry (PC 2017b, p.552) both noted this lack. While 

the Murray inquiry recommended that ASIC should be given a competition mandate (Murray 

et al. 2014, p. 254), the Productivity Commission’s draft report of competition in Australian 

financial services sought feedback on whether responsibility for championing competition 

should rest with ASIC or the Australian Competition and Consumer Commission (PC 2018, 

p.467). ASIC and representatives of consumer interests also supported an explicit focus on 

competition (ASIC 2017b, p.84; Choice 2017, p.5). In early 2018, the Australian Government 

announced that it had assigned ASIC a competition mandate (O’Dwyer 2018).  
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Box 2: UK competition mandate 

The UK’s FCA has a competition objective and duty set out in the Financial Services and 

Markets Act 2000 (UK). The competition objective is: “to promote effective competition in 

the interests of consumers in the markets we regulate” (FCA 2017a, p.44). 

The competition duty requires the FCA to: 

…so far as is compatible with advancing our consumer protection or market integrity 

objectives, carry out our general functions in a way that promotes effective competition in 

consumers’ interests. (FCA 2017a, p.44) 

The FCA considers that its combined objective and duty require it to take a more pro-

competitive approach to regulation, and identify and address competition issues. Since April 

2015, the FCA has also had concurrent competition powers with the UK’s CMA, allowing it 

to enforce infringements of competition law, conduct reviews of competition in markets and 

refer markets to the CMA for more detailed investigation (FCA 2017a, p.69). This mandate 

gives rise to activities that include making new rules, issuing guidance, conducting market 

studies and undertaking investigations and enforcement (FCA 2017e, p.5), and the FCA 

reports annually on its activities that benefit the users of financial services through improved 

competition and innovation. 

In addition, during 2016 and 2017 the FCA issued 23 ‘on notice’ letters to firms, warning 

that they may be breaching competition law. In response, the firms acted to strengthen 

compliance. The FCA also issued six advisory letters to increase awareness of competition 

law and improve compliance (FCA 2017a, p.47). 

The PRA also has a competition objective, which is set out as a secondary objective, to be 

pursued as far as possible without compromising the PRA’s primary objectives. The 

competition objective is to: 

When discharging its general functions in a way that advances its objectives, the PRA must 

so far as is reasonably possible act in a way which, as a secondary objective, facilitates 

effective competition in the markets for services provided by PRA-authorised persons in 

carrying on regulated activities. (BOE PRA 2017, p.1) 

In March 2017, the UK government sent the Prudential Regulatory Committee a 

recommendation letter. The letter indicated that the government was keen “to see more 

http://www.australiancentre.com.au/


International competition policy and regulation of financial services  

        Page 35  

                              
Australian Centre for Financial Studies 

+61 3 9666 1050 | australiancentre.com.au 

competition in all sectors of the financial services industry, particularly retail banking” (BOE 

PRA 2017, p.1). 

In describing how its secondary objective fits in with its primary objectives, the PRA noted 

that:  

The allocation of secondary objectives to agencies can ensure that, as each seeks to 

achieve its primary objectives, they also minimise spillovers that would hamper other 

agencies in achieving their primary objectives, i.e. secondary objectives can play a central 

role in ensuring efficient co-ordination. The absence of provision of specific competition 

powers to the PRA when the SCO [secondary competition objective] was introduced and 

the requirement that the PRA facilitates, as opposed to promotes, competition nevertheless 

helps ensure that in pursuing safety and soundness the benefits of competition are not 

ignored and that the actions to promote competition by other agencies (e.g. the FCA and 

CMA) are supported where possible by PRA policy. (BOE PRA 2017, p.17)  

Looking at the experience in the UK, it appears that an explicit competition mandate and 

powers affect: 

• The type of work the regulator does 

• The issues the regulator considers when making decisions 

• The outcomes against which the regulator is held to account.  

As a result of its competition mandate, the FCA undertakes or initiates projects that inform 

governments, industry, the FCA itself and other stakeholders about competition issues in 

financial services. Its work to analyse and address competition barriers is proactive, and it 

engages with business when competition concerns or issues with regulatory barriers to 

competition are raised.5   

A competition mandate appears to ensure that competition issues are given weight by the 

regulator, and are taken into account in regulatory decisions. When assessing proposed rules, 

the FCA takes account of “the impact on firms’ ability to compete by offering innovative 

products” (FCA 2017e, p.8). 

                                                      
5 Juno Capital, a specialist alternative asset manager, argued that a focus on enhancing competition in the UK and Singapore 

has led directly to regulatory change (Juno Capital 2017, p.1). 
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The practical impact of such a focus can be seen in the difference in the approaches taken in 

the UK and the US to reforming their payments systems. In the UK, the payments system has 

been opened up to non-banks and the UK regulators noted that: 

The UK is a world leader in payments innovation, which is reflected in the dramatic growth in 

the number of UK-authorised non-bank PSPs. These institutions are competing with banks to 

provide payment services. However, until now, they have only been able to access the UK 

payment schemes indirectly - through the very banks they are competing with. 

The Bank is now allowing non-bank PSPs to open settlement accounts, subject to appropriate 

safeguards. This means they can meet one of the key entry criteria to become a direct settling 

participant in UK payment schemes that settle at the Bank. (BOE et al 2017, p.5) 

The UK saw these reforms as important to improve competition and promote financial stability. 

In contrast, the US Federal Reserve appears to be less proactive in its approach to competition 

in payments. It is involved in industry consultation on payments reform, but its most recent 

document on strategies to improve the payments system does not mention competition 

objectives or benefits. The Federal Reserve appears to be focussing on facilitating industry-

based initiatives (Federal Reserve 2017b): it does not appear to see itself as having an active 

role in changing the rules to facilitate competition. 

Finally, the way the competition mandate is implemented in the UK also improves 

transparency and accountability, by requiring the FCA and PRA to report annually against their 

competition objectives.  

3.2. Open, Transparent and Engaged Regulators 

Regulation can create a barrier to competition because of the nature of the rules or the way 

they are administered and enforced. Regulators are increasingly engaging with fintech 

businesses to improve their regulatory approach, make it easier for businesses to navigate 

the regulatory requirements and reduce uncertainty. Many regulators also aim to improve their 

understanding of what regulation is needed to protect consumers and financial system stability 

without creating unnecessary barriers to business entry and innovation. Such engagement 

helps regulators to improve the way they administer regulation, and identify and change 

regulation that is unnecessarily restrictive.6 Several countries’ approaches are described in 

Appendix B. 

                                                      
6 For example, in Canada, a priority of the Ontario Securities Commission for 2017-18 is to: 

Support fintech innovation through OSC LaunchPad by:  
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Engagement with the regulator is seen as a priority by fintech businesses, advisors and 

investors. These groups commonly raise the importance of having a clear point of contact with 

the regulator, an open regulator that will engage with business, and clear regulatory 

obligations (Industry Sandbox 2017, p.15-19; Chartered Accountants Australia and New 

Zealand 2017, p.21-22; EC 2017a, p.40; World Economic Forum 2015, p.26).  

Generally, fintech businesses do not seek to avoid regulation, but rather, argue that regulation 

should be proportionate (EC 2017a, p.45), and there should be a clear pathway for businesses 

with new ideas to engage with the regulator to clarify how their business model will be 

regulated.7 

A PWC survey ranked regulatory uncertainty as the second most important challenge for 

fintechs and incumbents, and the proportion of firms identifying it as a challenge is increasing. 

In 2016, 43 per cent of fintechs and 49 per cent of incumbents identified regulatory uncertainty 

as an issue, but in 2017, this had increased to 48 per cent of fintechs and 54 per cent of 

incumbents (PWC 2017a, p.8). Research by KPMG also identified “regulatory guidance on 

topics, such as digital verification, cloud computing, etc.” as important to facilitate investment 

and activity by financial institutions and fintech businesses (KPMG 2017a, p.60). 

One measure of benefit is whether businesses consider it worthwhile devoting time and 

resources to participating in the processes initiated by the regulator. There are clear 

indications that in the UK, businesses do see these benefits. Businesses’ satisfaction with 

their experiences with the Innovation Hub is high and increasing (FCA 2017a, p.49), and the 

number of businesses engaging with the FCA is also increasing, despite any uncertainty 

created by the Brexit vote. In the nine months prior to the referendum, the FCA had 264 

requests for support. This increased to 321 requests in the nine months following Brexit. The 

                                                      
▪ Engaging with the fintech community to identify and understand any regulatory barriers, trends and gaps 

▪ Offering direct support to eligible businesses in navigating the regulatory environment 

▪ Integrating learnings into the regulation of similar business models going forward. (OSC 2017, p.10) 

The UK FCA also engages with businesses to identify, assess and solve problems that are stifling innovation, and on ways to 

improve regulation when unanticipated risks have been identified (FCA 2017a, p.34, 48). 
7 UK FinTech businesses interviewed by EY noted that the UK approach to regulation was reducing the cost of compliance. By 

contrast, US businesses stated that the US regulatory environment was legalistic and fragmented, and would benefit from 

being more collaborative and supportive. Estimates put the cost to business of compliance in the US at more than US$70bn 

(Ivanoski et al 2017, p 14). Similarly, FinTech businesses in Hong Kong were critical of the lack of a clear regulatory framework 

and a ‘regulate first’ culture that creates barriers to FinTech businesses entering the market (EY 2016a, p.51-52). 

The World Economic forum argued that the domestic FinTech industry has ‘blossomed’ (World Economic Forum 2015, p.26) in 

African countries such as Kenya and Senegal because regulators have proven very supportive. 

Growth of peer-to-peer lending in the UK has been supported by government agencies. The Government Department of 

Business, Innovation and Skill and the British Business Bank have invested in peer-to-peer platforms. This funding was 

described as “financially and symbolically important” (Atz and Bholat 2016, p.20). In addition, from 2014, the FCA regulation set 

minimum standards for peer-to-peer platforms and disclosure of risks to investors. Atz and Bholat suggested that this could 

have increased confidence in the market. They also predicted that changes to tax laws are also likely to boost peer-to-peer 

lending (Atz and Bholat 2016, p.v, 20).  
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number of businesses applying to join the UK regulatory sandbox has similarly increased 

(Woolard 2017).   

Data from ASIC in Australia illustrated how a proactive regulatory approach can make a 

difference. fintechs who sought informal assistance from took ASIC 142 days to obtain a draft 

fintech licence. Without such assistance, these draft licenses took 180 days (EY & fintech 

Australia 2017, p.34), an extra 5 weeks. Engagement is also helping businesses to prepare 

more complete and well-considered applications (ASIC 2017a, p.8). Again, processes that 

allow the regulator to achieve its objectives but impose less cost on regulated businesses will 

encourage market entry and competition. 

Clear regulatory requirements also create stable and confident markets. Consumers “need to 

know they can trust the firms they buy from, and that they have appropriate protection if 

something goes wrong” (FCA 2017e, p.8). Regulation and industry standards that protect 

consumers give them confidence in the industry, and make them more willing to purchase 

goods and services. This benefits all businesses operating in that sector (ITA 2016, p.7; 

Deloitte and Australian Digital Currency Commerce Association, 2016, p.2).  

Two specific areas where industry has highlighted the need to engage with regulators, and 

many regulators have responded, are regulatory sandboxes and licensing of new service 

providers.  

3.2.1. Regulatory sandboxes 

In Australia, ASIC describes a regulatory sandbox as a framework for testing new products or 

services without a licence (ASIC 2017e). The UK FCA describes its regulatory sandbox as 

allowing “businesses to test innovative products, services, business models and delivery 

mechanisms in a live environment while ensuring that consumers are appropriately protected” 

(FCA 2017f). 

Regulatory sandboxes are often established in conjunction with an innovation hub. Together, 

these initiatives help businesses to understand and navigate regulatory processes, and help 

to identify and support particular innovations where the appropriate regulatory requirements 

are unclear and need to be tested.  
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International examples of regulatory sandboxes 

Internationally, interest in regulatory sandboxes continues to grow and the number of 

sandboxes is increasing. Reflecting on the first half of 2017, Schan Duff from the Aspen 

Institute noted that: 

In recent months, jurisdictions around the world, including Abu Dhabi, Australia, Bahrain, 

Brunei, Canada, Dubai, Hong Kong, Indonesia (OJK and Bank Indonesia), Malaysia, 

Netherlands, Russia, Singapore, Switzerland, and Thailand, have announced or launched 

their own financial regulatory sandboxes or RegLabs. Others are being developed in Brazil, 

India, Kenya, Mexico, Nigeria, Sierra Leone, and elsewhere. (Duff 2017, p.3). 

Some of these sandboxes are detailed in figure 2. Others are noted in box 3. 

Figure 2: Regulatory Sandboxes8  

Source: Fintech and Financial Services: Initial Considerations IMF June 2017 

Box 3: Examples of regulatory sandboxes  

The Indonesian Financial Services Authority released new regulation in December 2016 

that created a regulatory sandbox for registered platform (peer-to-peer) lenders to operate 

on a limited scale before they are fully licenced (Davis et al. 2016, p.4). Currently, there are 

16 fintech service providers registered in the sandbox (Maulani 2018). 

                                                      
8 As discussed in attachment A, there is legislation before the Australian parliament that will expand the scope of Australia’s 

regulatory sandbox. 
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The Bangko Sentral ng Pilipinas in the Philippines announced a regulatory sandbox in June 

2016 but the procedures for the sandbox are still to be clarified (Clifford Chance 2017a, 

p.22). 

In Thailand, in February 2017, the Office of the Securities and Exchange Commission 

launched a regulatory sandbox. The Bank of Thailand also has a regulatory sandbox 

initiative. While some businesses have applied to join the Bank of Thailand sandbox, no-

one is operating in either sandbox (Clifford Chance 2017a, p.25).  

The Netherlands Authority for the Financial Market and the Netherlands central bank, De 

Nederlandsche Bank, started a regulatory sandbox in January 2017 (Clifford Chance 2017b, 

p.7).  

Japan has announced it intends to set up a regulatory sandbox, which will include but is not 

limited to fintech businesses (Government of Japan 2017, p.9). 

 

Businesses see regulatory sandboxes as valuable because small-scale startups do not have 

the resources to comply with regulations designed for large scale established operators, 

particularly when they are at the early stages of testing their business model and concept. 

Established financial services providers also see benefit in being able to trial untested 

technical innovation in a sandbox environment. The cost of regulation can create significant 

regulatory barriers to entry and expansion (Davis et al. 2016, p.6). A recent EU survey 

identified considerable support for greater use of sandboxes “as a useful tool that can offer 

certain regulatory flexibility without jeopardising investor protection” (EC 2017a, p.45). One of 

the three most commonly-mentioned tools to foster competition and collaboration was more 

ability to experiment in sandboxes (EC 2017a, p.40). 

Many sandboxes are also available to licenced or authorised incumbents (figure 2).9 Such 

broad eligibility is supported by many banks (EC 2017a, p.44; ABA 2017, p.44). The Australian 

Productivity Commission, however, argued that it was not necessary to extend Australia’s 

sandbox to established financial institutions (PC 2018, p.142). 

  

                                                      
9 For example, in Hong Kong:  

…six authorised institutions have applied for approval of and/or successfully launched FSS pilot trials for more than 14 fintech 

projects. These include projects involving biometric authentication, blockchain, chatbots and soft tokens. (Clifford Chance 

2017a, p.6) 
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International examples of regulatory sandboxes 

As the UK sandbox is the most well-established, it is useful to look at its progress and results. 

When the UK regulatory sandbox started it was expected to: 

• reduce time-to-market at potentially lower cost – the FCA's review of research from 

other industries shows that delays driven by regulatory uncertainty can increase time-

to-market by about a third and costs by about 8% 

• provide firms with improved access to finance – regulatory uncertainty can impede 

investment attractiveness and research shows that this can reduce company 

valuations by up to 15%, and 

• get more and better products to market – the sand box would allow for more 

products to be trialled and potentially introduced to the market. (Bond Dickson 2016, 

p.2) 

Businesses have responded by using the sandbox, and as with the innovation hub, the number 

of businesses interested in engaging with the sandbox has increased over time. 

In the first cohort of the regulatory sandbox, 24 applications (out of 69) were deemed to meet 

the sandbox eligibility criteria, with 18 firms undertaking testing. In the second cohort 77 firms 

applied, with 31 meeting the eligibility criteria. Seventeen firms from the Innovation Hub have 

gone on to successfully become fully authorised firms. (FCA 2017e, p.9) 

The third FCA sandbox cohort is now open for applications. Most of the businesses involved 

in the UK sandbox are startups, but a few are SMEs and larger firms (FCA 2017d, p.9). 

In October 2017, the FCA reported on how the sandbox performed in its first year (FCA 2017d, 

p.3) (Box 4). 

Box 4: FCA regulatory sandbox lessons learned report 

The FCA concluded that the first year of the sandbox was a success. It based this 

conclusion on the following evidence: 

Many products tested in the sandbox have demonstrated value for consumers by reducing 

prices, improving service quality, reducing transaction times, offering greater convenience, 

and allowing customers to better manage their finances. 
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Direct feedback from businesses involved in the sandbox indicated that they found the 

program valuable. They reported that it helped them understand how the regulatory 

framework applies to them, accelerated their route to market, and reduced their expenditure 

on consultants. 

Seventy-five per cent of businesses accepted into the first cohort successfully completed 

testing. Around 90 per cent of those firms continued towards market launch, and most of 

the businesses issued with a restricted authorisation for their test now have full 

authorisation. Similar results are expected from the second cohort. 

Involvement in the sandbox assisted businesses to obtain external finance because it 

reduced regulatory risk, reassured investors and reduced the time needed to become 

authorised. At least 40 per cent of businesses that completed testing in the first cohort 

received investment during or following their sandbox tests.  

Testing and reporting their findings helped businesses to refine their approach: “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”. 

While it is too early to draw robust conclusions about the impact on competition, the FCA 

believes that the results indicate the sandbox is “making progress towards promoting 

competition in the market”. 

Source: FCA, Regulatory sandbox lessons learned report, 2017 

Businesses involved in the sandbox have demonstrated a high survival rate. The data on 

startup survival varies depending on the types of companies being considered. At one end, 

technology-based startups relying on venture capital have high rates of failure. US data for 15 

600 US-based technology companies going through rounds of venture capital funding from 

2003 to 2013 indicated that, after three rounds of funding, less than 20 per cent were still 

operating and about 15 per cent had been acquired by other organisations. At the end of the 

10 years, less than 1 per cent were still operating and 16 per cent had been acquired (Rowley 

2015). However, other studies have indicated higher survival rates. For example, research in 

Australia indicated that about 40 per cent of new financial and insurance services businesses 

survive after four years (McCrindle Research 2013, p.3). While this range is large, it indicates 

that failure rates are significant. By comparison, the initial survival rate for companies passing 

through Cohort 1 of the FCA sandbox is high. 
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Additionally, the UK sandbox has helped the FCA better understand product risks and the 

impact of regulation. It noted there are risks associated with distributed ledger technologies, 

but testing through the sandbox has given businesses and the regulator a better 

understanding of those risks and an improved ability to design and implement safeguards. 

Through involvement in the sandbox, it also identified unintended consequences in the way 

money laundering regulation was being implemented by financial institutions (FCA 2017d, 

p.11, 16). 

Finally, the House of Lords Select Committee on Financial Inclusion cited the FCA sandbox 

as a positive way of encouraging fintech solutions to support financial inclusions. A number of 

such initiatives have been trialled through the sandbox (FCA 2017d, p.12). 

Not all sandboxes, however, have demonstrated the results seen in the UK and some 

commentators argued that interest in sandboxes should not overshadow other policy initiatives 

such as issuing guidelines or providing informal guidance (Duff 2017, p.2-3). 

In addition, many financial sector hubs and sandboxes are industry-led, not driven by the 

regulator. In both cases, advocates suggest that regulatory engagement is important. Such 

involvement can highlight issues of concern to multiple firms and facilitate information sharing 

and feedback (Industry Sandbox 2017, p.13, 27). UK research on Industry Sandboxes 

identified five areas in which stakeholders felt that regulators and government agencies should 

be involved: 

1. engage in curated dialogue with sandbox participants where there is uncertainty around the 

regulatory approach to an innovative solution; 

2. review Industry Sandbox tests in applications to regulatory sandboxes, authorisation or 

supervisory decisions; 

3. leverage an Industry Sandbox to test RegTech solutions for regulatory use; 

4. consider Industry Sandbox output towards policy development; and 

5. provide a forum for international regulators and developers of innovative solutions to discuss 

divergences in regulatory approaches and the potential for alignment.  

Nearly all respondents across all stakeholder groups agreed with these asks. We note that 

this was the survey question with the highest degree of convergence among stakeholder 

groups. (Industry Sandbox 2017, p.38) 
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3.2.2. Licensing new providers 

Many fintech businesses can, and do, provide services without needing to obtain a financial 

services licence. Some activities do not require a licence. In other cases, fintechs operate in 

conjunction with a licensed provider.10  

But licensing is emerging as an issue. Governments are extending the range of activities that 

require authorisation or a licence to protect consumers or maintain the integrity of the financial 

system. For example, a change to Slovakian law that requires consumer finance lenders to 

obtain a licence has seen over 30 companies apply for a licence, and some lenders move out 

of the Slovakian market (Department for International Trade 2016, p.197).  

More fintech businesses are also seeking to obtain a banking licence so they can expand their 

business models and product offerings (KPMG 2017c, p.7). New entry allows niche operators 

to service groups, such as student and small business loans, who traditionally have been 

underserved (Burnmark 2016, p.10) and to offer new products at lower prices.  

Mortgage lending is also seeing disruption from challenger banks in terms of improved 

turnaround time and better rates with innovative offerings for first-time purchase, buy-to-let 

and mortgage refinancing. (Burnmark 2016, p.10) 

While the UK has been proactive in making changes to facilitate licensing and authorisation 

of new banks, there is interest in and examples of new challenger banks in many countries 

(KPMG 2017b, p.45, GP.Bullhound 2017, p.8). Burnmark noted that challenger banks are also 

being launched in the US, Mexico, Germany, France, China, Singapore and Australia and 

argued that challenger banking is “fast becoming one of the largest categories by interest, and 

innovation, within fintech” (Burnmark 2016, p.3). 

The UK reforms have included changing the processes for authorising new bank licences and 

reducing the capital requirement for market entrants. In 2017, the FCA approved 8 new bank 

authorisations and variations of permission, and has authorised 23 new banks since 2013. 

This includes technology-driven mobile-only banks (FCA 2017a, p.22; FCA 2017e, p.9) (figure 

                                                      
10 For example 

… fintech start-ups are flocking to a 124-year-old bank in Kansas … Rather than applying for licenses themselves, these start-

ups often find it much easier to work with a bank that has passed regulatory compliance and can already take insured customer 

deposits. In a similar development in August 2017, London based Transferwise teamed up with Raphaels Bank, one of the 

UK’s oldest private banks – to become the first fintech group to gain access to the UK’s Faster Payments Service since the 

system’s launch in 2008. (Hardie et al 2017, p.5) 

Essentially, it [LendingClub] works with an issuing bank, in this case WebBank, that is state-regulated and issues the loans; 

LendingClub then buys the loan from WebBank and lenders fund the loan. In this scenario, LendingClub is effectively 

outsourcing the regulatory compliance to WebBank. Prosper maintains a similar relationship with WebBank as its primary 

issuing bank. (Goldman Sachs 2015b, p.46) 
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3). In the first half of 2016, challenger banks have issued 32 per cent of the UK’s business 

mortgages and charges. They also held over 50 per cent of mortgages for utilities and energy 

companies and 46 per cent for healthcare (Burnmark 2016, p.10). 

CUA, an Australian credit union, argued that the changes in the UK have reduced the time 

taken to obtain a bank licence from two years to six months (CUA 2017, p.5). However, for 

the eight new licences granted from 2010 to 2015, there were 30 applications from challenger 

banks (Burnmark 2016, p.3). Despite significantly improved access for new businesses, UK 

regulators still recognise that further change is needed (FCA 2017a, p.22).  

Figure 3: New bank authorisations and variations of permission in the UK 

 

Source: FCA, Regulatory sandbox lessons learned report, 2017 

Establishing a new bank is, however, not straightforward, and while sufficient control is needed 

to protect consumers and the integrity of the financial system, there are also many other 

barriers to starting a challenger bank. The fintech sector generally argued that regulators need 

to engage with fintech businesses and be willing to achieve their regulatory objectives using 

flexible models for challenger banks to emerge (Burnmark 2016, p.8). 

Minimum capital requirements are a significant burden on new institutions looking to start small 

and then scale up their activities (The Economist Intelligence Unit 2017, p.7; Xinja 2017, p.2-

3; EC 2017a, p.45). It can also be difficult to compete against established incumbents and win 

customers (KPMG 2016c, p.17; Burnmark 2016, p.10) and some fintechs note it is also costly 

to expand across countries because each country requires a new licence (GP.Bullhound 2017, 

p.25).  
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3.3. Removing Specific Entry Barriers 

Established financial institutions have a range of advantages that stem from their long history 

in providing financial services. Regulatory systems and financial infrastructure were designed 

with the characteristics and requirements of these businesses in mind. Current regulations 

may therefore be unsuitable or costly to navigate for new fintech services.  

In addition, incumbent businesses have significant influence over their customers. Research 

by Accenture indicated that while about half of customers are open to using payments services 

that initiate payments on their behalf and money management services that access their 

account information, around 65 to 75 per cent prefer such services to be provided through 

traditional banks (Accenture 2016b, p.3-5). This can make it difficult for people to change 

service providers or access new services, even if they would benefit from the change. In its 

research, EY identified that access to privately owned resources, such as payments 

infrastructure systems and customer data, would help enable competition from fintech (EY 

2016a, p.56).  

Internationally, jurisdictions are investigating or implementing reforms to improve processes 

and open access to payments systems, open access to bank systems and give customers 

more rights and control over their data.  

3.3.1. Payments system modernisation 

Specific payments reform initiatives in Australia, the UK and the US are discussed in the 

country descriptions in Appendices A and B. But these are not the only countries considering 

this type of reform. Seventeen countries have already implemented changes to support faster 

payments (Payments Canada 2016, p.8). The lists presented in figure 4 are provided to 

illustrate the scope and diversity of countries involved in payments modernisation. Given, 

however, this table was compiled in 2015 there is likely to have been significant progress in 

many of these countries. The NPP in Australia, for example, is now live (appendix A). Other 

countries are also likely to be progressing reform.  
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Figure 4: Status of payments modernisation 

PRE-DESIGN 
DESIGN 

PHASE 

BUILD PHASE LIVE 

Canada 
Netherlands Australia UK Korea 

Kazakhstan 
Norway Saudi Arabia Brazil Japan 

Indonesia 
Turkey  Poland Switzerland 

Thailand 
Columbia  India Denmark 

 
Spain  South Africa Sweden 

 
Bahrain  Mexico Czech Republic 

 
U.S.  Chile Taiwan 

 
Finland  China Nigeria 

 
EU  Singapore  

Source: McKinsey Global Payments Map, Global Payments 2015 

Typically, the objectives of payment system reforms are to make the payment processes 

quicker and easier, with more real-time payments, but still secure. It may also be to improve 

access to promote “competition across the payments ecosystem and restrict the ability of any 

one firm from exercising market power to the detriment of users of the payments system” 

(Payments Canada 2016, p.4-5). Users of the system want more information accompanying 

payments and more transparency in payment status. A few fintech businesses may want to 

access the payments system directly, but others may want to use existing participants but with 

more technologically advanced access options and interfaces (Payments Canada 2016, p.4-

5).11  

Canadian regulators have put emphasis on open, risk-based access rules that are 

organisation-agnostic, allowing more types of payments services access to the system 

(Payments Canada 2016, p.5).  

Payments reforms are benefitting customers: 

                                                      
11 Santander told us that six FinTech providers had recently committed to developing services under the alternative access 

model for FPS [Faster Payments System]. Virgin Money told us that it welcomed the PSR’s support for improved access to 

payment systems by means of direct technical access being considered by FPS. This, Virgin Money believed, could make it 

much easier for new banks to access payment systems. (CMA 2016b, p.379) 
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For many newer and more consumer-friendly payment options, usage not only reduced the 

likelihood of incurring an overdraft/credit balance due to increased transparency, but also 

reduces late fees on PCA accounts through quicker processing... In the UK, outstanding 

overdraft balances have declined by approximately 30% since the introduction of Faster 

Payments in 2008… (Goldman Sachs 2015a, p.43) 

The UK Payments Systems Regulator argued that competition in payments services is 

increasing, which in turn increases consumer choice and quality – last year, Raphaels Bank, 

Metro Bank, Starling Bank, ClearBank and Monzo became the first new organisations to join 

Faster Payments since it launched in 2008. It was expected that up to ten new payments 

service providers would gain direct access to interbank payment systems by the end of 2017 

(FCA Payments Systems Regulator 2017, p.1). 

These operators are capturing business from traditional providers. Accenture estimated that 

“one in every three online debit card transactions will move to a PISP by 2020, and one in 

every 10 online credit card transactions” (Accenture 2016b, p.3). In the UK, this would result 

in banks and card networks losing £1.45bn in card transaction revenue between 2017 and 

2020 (Accenture 2016c, p.9). 

3.3.2. Opening up banking services 

Even if fintech businesses meet the regulatory requirements and get the approvals needed to 

operate, they must still provide appealing services and attract customers. There are many 

practical barriers that make it difficult for new financial services businesses to integrate their 

services with the suite of bank services customers already use, and attract customers away 

from incumbent providers.  

Consumers, particularly young adults, are interested in these new services, even at this early 

stage. A survey by Accenture indicated that 85 per cent of 18-to-24 year-olds would trust a 

third party to aggregate their data (Accenture 2016b, p.5). Corporate customers surveyed by 

GTNews and CGI also indicated they were unsatisfied with the capacity to integrate banking 

into their businesses, and with the banks’ rate of progress in improving services (CGI 2016, 

p.13). 

Advocates for fintech argue that opening APIs is a key reform that is essential for competition 

from fintech. CGI suggested that many “observers see the rise in an open API economy as 

game changing for industry worldwide” (CGI 2016, p.6). A survey conducted as part of a UK 

study on industry sandboxes identified that access to APIs and tools were among the top 

assets in demand by fintech startups (Industry sandbox, 2017, p.12), and the 2017 Australian 
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EY/FinTech Australia survey ranked mandating opening data protocols as the second most 

important growth initiative, with 85 per cent of fintech businesses believing it would be effective 

in growing and promoting the Australian fintech industry (EY & FinTech Australia 2017, p.20).  

Many Governments have also concluded that lack of access to data and APIs is a barrier to 

business entry and competition. They are responding by mandating more open access, but 

the benefits, while potentially large, are difficult to measure and the costs of changing business 

systems could be significant.  

International reforms 

The UK’s CMA reviewed competition in retail banking in 2016. It found a range of barriers to 

competition, and recommended a package of reforms to make information more accessible 

and easier for consumers to act on. Its key recommendations and reasoning are in Box 5. 

Box 5: UK CMA recommendations on open banking 

Requiring banks to implement Open Banking by early 2018, to accelerate technological 

change in the UK retail banking sector. Open Banking will enable personal customers and 

small businesses to share their data securely with other banks and with third parties, 

enabling them to manage their accounts with multiple providers through a single digital 

‘app’, to take more control of their funds (for example to avoid overdraft charges and 

manage cashflow) and to compare products on the basis of their own requirements. 

Requiring banks to publish trustworthy and objective information on quality of service on 

their websites and in branches, so that customers can see how their own bank shapes up. 

Whether a personal customer or small business is willing to recommend their bank to 

friends, family and colleagues will be a core measure but we will also be requiring banks to 

publish and make available through Open Banking a range of other quality measures. 

Requiring banks to send out suitable periodic and event-based ‘prompts’ such as on the 

closure of a local branch or an increase in charges, to remind their customers to review 

whether they are getting the best value and switch banks if not. Unlike many other financial 

products such as home insurance, current accounts do not have annual renewal dates to 

act as natural reminders and other possible triggers like business growth are not prompting 

customers to review what they are getting from their bank. 

Source: CMA, CMA paves the way for Open Banking revolution, Press Release, 9 August 2016 
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The UK Open Banking Initiative commenced in March 2017. Stage two was launched in 

January 2018. In 2016, MAS in Singapore launched the API playbook to guide developers in 

building APIs which can be integrated with financial data. From January 2017, the EU is 

introducing PSD2 to encourage banks to share customer transaction and account data with 

third-party providers. In addition: 

• Japan passed legislation to oblige banks to open their APIs in June 2017. This 

legislation will come into effect in the second quarter of 2018, and allows registered 

fintech businesses to work with bank API systems. Banks have up to two years to 

establish systems that allow electronic payments service providers to provide services 

without obtaining IDs and passwords from users. Banks must make their policies on 

co-operation and collaboration with electronic payments service providers public by 1 

March 2018 (Atsumi & Suzuki 2017). The Japanese government has a goal, set out in 

its Growth Strategy 2017, to have open APIs in at least 80 banks by June 2020 

(Government of Japan 2017, p.10). 

• India is working on expanding the India Stack, so individuals can provide registered 

organisations with access to their personal data and information (TPWG 2017, p.14). 

These changes tend to fall into two broad categories. First, giving customers more rights to 

own and control their data, requiring businesses holding that data to provide it to a third party 

at the customer’s request (data ownership and control). Second, requiring incumbent 

providers to modify their systems to make it possible for third parties to provide additional 

services at the customer’s request (open APIs). For example, the EU’s PSD2 requires open 

access to bank APIs, and the UK Open Banking Initiative goes further and requires a common 

API standard. While many of these reforms are too new for there to be extensive evidence of 

their impact, or are still being implemented, they have the potential to increase competition in 

banking services. 

3.3.3. Lack of access to data and APIs is recognised as a barrier to market entry 

Lack of access to data and interoperability are hindering new businesses (BCG 2016, p.13). 

There are examples of potential new third-party services,12 but these services need to access 

                                                      
12 For example, services that monitor customers’ accounts and avoid overdraft or credit card charges by 
automatically topping up the account when needed; services that allow customers to search and compare the 
products offered by different providers based on their own transaction history; improved access to personal finance 
and budgeting tools; access to better security and fraud protection services; and more accurate credit assessments 
by third parties (based on access to transaction data). 
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customer data. Currently, access relies on mechanisms such as customers disclosing their 

internet banking log-in details to the third-party service provider (CMA 2016b, p.444).  

Regulators, consumer organisations and industry participants have all argued that open data 

policies would make it easier for customers to search and switch accounts, improve 

competition and encourage innovation (Open Data Institute & Fingleton Associates 2014, 

p.12, CMA 2016a; CMA 2016b, p.54, Choice 2017, p.18; Egner 2017, p.8; OBWG 2015, p.16; 

FDATA 2015, p.12-13; Industry Sandbox 2017, p.21). Observers are also predicting that 

specific reforms, such as PSD2, will stimulate competition and deliver benefits such as 

reduced debit and credit card fees and reduced liquidity risk for merchants (CGI 2016, p.6).13 

A survey by Magna Carta Communications indicated that nearly half of banks and fintech 

businesses saw open APIs as a major opportunity (Hardie et al, 2017, p.11). Established 

banks also saw open APIs as among the biggest opportunities for partnership and 

collaboration with fintech innovators (Hardie et al, 2017, p.16). In an EY/Australian study, 85 

per cent of Australian fintechs said that “government mandated data protocols” would be 

effective in growing and promoting the fintech industry, up from 76 per cent in 2016 (EY & 

FinTech Australia 2017, p.19). Westpac Bank in Australia supported open data initiatives but 

recommended “a phased, risk-based approach” (Westpac 2017, p.31). It supported industry 

development of a set of common API standards and controls (Westpac 2017, p.31).  

While some banks executives are sceptical that opening APIs would result in major changes 

to the way banks operate (CGI 2016, p.7), these attitudes may be changing. The Magna Carta 

Communications survey indicated that banks are becoming more positive about the benefits 

of partnering with fintechs (Hardie et al, 2017, p 16). 

In practice, while many open banking reforms are in an early stage, businesses are already 

designing strategies to capitalise on the expected opportunities (Accenture 2016b, p.2).14  

                                                      
13 For example 

Payments Service Directive 2 (PSD2) is expected to be a game changer in Europe. Over the next year, we are likely going to 

start seeing a lot of fintechs focus on solutions that will align with the 2018 implementation of the directive – from the 

development of cross industry platforms in which banks can play a role to the offering of specialized products and services that 

make use of the open banking model. (KPMG 2016, p.74) 

Banks will probably start looking for new business opportunities (also outside traditional banking segment) in co-operation with 

FinTech companies working as the facilitators of innovation. They might potentially leverage user-friendly mobile apps handling 

payments services, personal finance management processes or out-of-the box mobile wallets. Thanks to the open API of these 

solutions, banks will be able to integrate them seamlessly with their IT systems and, what is most important, create new 

monetization strategies and open new sources of revenue. (Department of International Trade 2016, p.124) 
14 For example 

The fast-approaching 2018 implementation deadline of the EU’s revised Payments Services Directive (PSD2) appears to be 

driving considerable fintech and regtech investment. Startup activity can be seen primarily on two fronts: API development and 

the creation of niche offerings that leverage open banking data, especially tools that provide insight into personal spending 

habits. (KPMG 2017b, p.45) 
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3.3.4. Need for government led action 

Not all initiatives to make banking more open have relied on government action. In North 

America, “collaborative partnerships are developing among traditional industry players, 

fintechs and other organizations to drive innovation and differentiation in bank products and 

services” (CGI 2016, p.10).15 There have also been initiatives to open financial services APIs 

in France, Spain, Germany, Brazil, Turkey and Nigeria (Open Data Institute and Fingleton 

Associates 2014, p.19-20). The German banking protocol, FinTS, for example, involves more 

than 2000 German banks and supports money transfers, bank statements, time deposits, 

investments and online brokerage (FinTS 2017). 

In many countries, including Australia, major banks are partnering with fintechs 

(Commonwealth Bank 2017, p.31), but widespread voluntary co-operation has not emerged 

and there are clear disincentives for such initiatives without government involvement. While 

the broad benefits and efficiencies of an open system are recognised, there are significant 

first mover disadvantages. The costs of reconfiguring bank computer systems to enable open 

APIs are substantial. To justify such investment, banks need to be certain that industry-wide 

change and substantial benefits will result. Individual banks would be reluctant to open their 

systems without similar action by their competitors (Castro and Steinberg 2017, p.11).  

Some fintech services compete directly with established financial institutions, or may displace 

the relationship these institutions have with their customers. In such cases, established 

institutions are unlikely to co-operate with their competitors, even if there are significant 

advantages for customers (Wolff-Mann 2017; Choice 2017, p.18).  

In addition, a significant cost to banks in implementing data sharing is deciding what 

technology and standards to use, and getting relevant legal clearances (Open Data Institute 

and Fingleton Associates 2014, p.83). A government-led, standardised approach can help 

reduce these costs by avoiding duplication in assessing standards and vetting third-party 

applications. It can also increase the benefits from consistency and interoperability across 

organisations (Open Data Institute and Fingleton Associates 2014, p.84).  

                                                      
In mid-April Starling Bank held its first Hackathon, making Starling the first UK licensed bank to launch a public API in keeping 

with the ambitions of PSD2 and the Open Banking initiative. At this event, 25 developer teams created social and commercial 

solutions to various different financial problems. (Industry Sandbox 2017, p.21) 
15 Citi, for example, has leveraged the IBM cloud platform and industry APIs to enable third-party developers to create new 

products and services via its mobile banking platforms. Multiple card payment services providers, such as Braintree and 

PayPal, have APIs to support e-commerce sites that connect merchants to their services, and BBVA (a Spanish bank) has 

partnered with Dwolla (a bank transfer platform) to support real-time payments by leveraging the latter’s FiSync API. (CGI 

2016, p.10) 
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Without government involvement there can also be greater uncertainty about whether access 

will continue (Castro and Steinberg 2017, p.11): 

In 2015, for example, a number of major U.S. banks briefly blocked financial data aggregators 

from accessing customer data—during which time customers of these banks were unable to 

use many third-party tools. This limitation was quickly removed due to consumer backlash, 

but it demonstrated the fragile partnership between financial institutions and third-party 

organizations. Since then, other banks and financial institutions, including TD Bank and 

Barclays, have also blocked some third-party apps and services. (Castro and Steinberg 2017, 

p.9) 

The Australian review of open banking also noted voluntary data sharing arrangements have 

been introduced by some banks but argued that “given the competitive advantages afforded 

to large incumbent firms by limiting the ability of customers to share their data with third parties, 

these initiatives alone seem unlikely to lead to a widespread increase in data sharing across 

the banking sector” (Farrell 2017). 

Government must also get involved to provide necessary protections. There are legitimate 

concerns about protecting people’s privacy and preventing misuse of their data (KPMG 2017a, 

p.54). US research indicated that security of personal data was a major concern for individuals, 

ranked second below unwanted marketing (Chapman 2017, p.3), but as noted below, these 

issues can be managed by appropriate policies and protections.  

3.3.5. Realising the potential benefits of opening up banking 

Using APIs to generate innovation that disrupts traditional business models is common across 

a range of sectors outside financial services (Accenture 2016c, p.6, Open Data Institute and 

Fingleton Associates 2014, p.17-18). They “constitute a core capability of technology leaders 

such as Uber, Twitter, Google, and Facebook” (BCG 2016, p.13). Access to data has also 

added substantial value in other sectors.16 There are also examples in the financial services 

sector, where open access has stimulated growth in services and competition. EY argued that 

in China, open APIs have facilitated cross-selling and rebundling of products and services (EY 

2017, p.15). 

                                                      
16 McKinsey has noted that several of its clients in the grocery, drugstore, and do-it-yourself retail verticals have achieved sales 

uplifts of up to 3% - 5% with increased profit of 1% - 4% when using Big Data solutions. Dell reported that it achieved 

incremental revenue of $200mn in 2013, increased conversions by 30% and increased customer satisfaction by 30% following 

use of Big Data applications. Applied Predictive Technologies (APT), a provider of Big Data analytics software to the retail 

industry, cites several customer case studies where retailers using big data solutions to optimize retail space have achieved 

sales uplift of up to 2% with increased profit of up to 4%. We believe retailers will increasingly seek Big Data solutions to help 

boost sales and customer retention. (Goldman Sachs 2015a, p.10) 
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The Indian Government introduced a digital identity program, which had over 1 billion 

registrations in 5 ½ years (TPWG 2017, p.13). This central identification database is said to 

be revolutionising India’s ability to extend financial services, particularly when combined with 

open technology infrastructure that allows the development of connected services. This ‘India 

Stack’ is a set of public APIs that allow access to develop services that incorporate remote, 

paperless and cashless transactions (TPWG 2017, p.13-14). This has resulted in a step 

change in financial development: 

• More than 200 million bank accounts opened in just one year 

• 300 million new debit and credit cards issued in the last 4 years 

• the rise of real-time digital services for over 1 billion people (TPWG 2017, p.14). 

The Productivity Commission concluded that Australian consumers should have a 

comprehensive right that would allow them to: 

• share in perpetuity joint access to and use of their consumer data with the data 

holder  

• receive a copy of their consumer data 

• request edits or corrections to it for reasons of accuracy 

• be informed of the trade or other disclosure of consumer data to third parties 

• direct data holders to transfer data in machine-readable form, either to the individual 

or to a nominated third party. (PC 2017b, p.35) 

It recognised concerns about privacy and security of data but noted that: 

Allowing and enabling data more generally to be available and used widely would provide 

enormous benefits, but there are risks involved. These risks vary with the nature of the data 

holding, and the environment and purpose for which it is used... These risks — and the desire 

for privacy and confidentiality — should not be downplayed or trivialised. They are real and 

important. But, many of them are able to be managed with the right policies and processes … 

(PC 2017b, p.8-9)  

The potential value of data is tremendous; as is the scope for Australia to forgo much of this 

value under the misconception that denial of access minimises risks. (PC 2017, p.4) 
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The Australian inquiry into open banking had a similar emphasis on consumer protection 

(Farrell 2017). 

Similarly, Paul Chapman, cofounder of Moneytree, argued that open data regimes will not 

work without adequate protections that generate consumer trust without stifling innovation 

(Chapman 2017, p.1). The UK Financial Data and Technology Association contended that 

financial data aggregators in the UK serve “hundreds of thousands of consumers” and there 

have been no reported instances of fraud or security breaches (FDATA 2015, p.4).  

3.4 Enabling Connectivity 

While some aspects of fintech are considered disruptive, replacing existing services with new 

services or methods of delivery, fewer than 12 per cent of fintech solutions fit into this category 

(Dietz et al 2016, p.25). Many of the growth opportunities require collaboration, either across 

fintech businesses or between fintechs and more traditional suppliers of financial services. 

The need for collaboration is now well recognised. One survey reported that 80 per cent of 

banks “are in agreement with fintech peers that partnership with fintechs is a viable, even 

essential” (Hardie et al 2017, p.16). The survey also indicated there was strong evidence that 

banks and fintech businesses were willing to work together for mutual benefit (Hardie et al 

2017, p.17). 

This collaboration can happen in the market without government involvement. Despite many 

fintechs being new small businesses, they appear to be keen to tap into broader industry 

networks. Membership of industry associations is often high. For example, Innovate Finance, 

the industry association for the UK’s fintech community, has over 250 members.  

Traditional financial services providers continue to invest in fintech but are also interested in 

partnerships and alliances with fintech businesses to leverage the innovation potential 

(Accenture 2015, p.9). One survey indicated that a fifth of banks saw acting as an incubator 

for fintech startups as a useful form of partnership (Hardie et al 2017, p.17). In 2017, 45 per 

cent of financial institutions said they currently partner with fintech businesses and 82 per cent 

said they expected to increase fintech partnerships in the next three to five years (PWC 2017a, 

p.7).  

Through partnership models, fintech businesses can access customers and customer data. 

At the same time, traditional financial services providers can use new technologies and tools 

to improve their products and services (KPMG 2017c, p.6; Hardie et al 2017, p.17).  
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One common approach to facilitating engagement and co-operation is incubators, 

accelerators, industry sandboxes and hubs.17 Sixty-nine per cent of Australian fintech 

businesses think that accelerators or incubators are “an important contributor to the success 

of the fintech industry in Australia” (EY & FinTech Australia 2017, p.4). UK research on 

industry sandboxes also argued that “many well-capitalised fintech start-ups” can trace their 

origins to the benefits they received from involvement in incubators, accelerators, innovation 

labs, hackathons and similar programs that support open innovation processes (Industry 

Sandbox 2017, p.9).  

Many hubs are privately sponsored and financed. Some also have government support. One 

example, the fintech Innovation Lab, is described in Box 6.  

Box 6: The FinTech Innovation Lab 

The FinTech Innovation Lab is an annual mentorship programme for entrepreneurs and 

early-stage companies that are developing cutting-edge technologies for the financial 

services sector. 

The lab brings Chief Information Officers and senior IT decision makers from the world’s 

leading financial services firms together to mentor a handful of aspiring entrepreneurs, and 

to refine and test their propositions over a three-month period. 

The FinTech Innovation Lab began in New York in 2010, founded by the Partnership Fund 

for New York City and Accenture. In 2012, Accenture launched the programme in London, 

and then Hong Kong and Ireland in 2014. 

In London, senior executives from 15 major global and domestic banks participate, including 

Bank of America, Barclays, Citi, Credit Suisse, Deutsche Bank, Goldman Sachs, HSBC, 

Intesa Sanpaolo, JP Morgan, Lloyds Banking Group, Morgan Stanley, Nationwide, RBS, 

Santander and UBS. 

                                                      
17 Those in hubs experience the benefits almost daily (planned and unplanned) conversations helping them take constructive 

steps in the right direction. (EY & FinTech Australia 2017, p.37) 

Accelerators and incubators (referred to collectively as ‘FinTech hubs’) are critical to the success of the FinTech ecosystem, in 

particular for seed stage development. FinTech hubs provide direct funding and access to funding networks (e.g., business 

angels and high net worth individuals). An ‘incubator’ typically provides long-term office space, basic business infrastructure, 

and networking opportunities, whereas an “accelerator” provides an intensive short-term programme culminating in an “investor 

day”. (EY 2016a, p.30) 

A collaborative research laboratory could enable the FinTech community to more efficiently identify the shared industry-wide 

issues which multiple actors are seeking to resolve. Subsequently, some of these issues could be resolved through pooling 

resources to the benefit of all participants. (Industry Sandbox 2017, p.12) 
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Graduates of the programme enjoy a number of successes. On average, London start-ups 

grew staff numbers by 55% and increased revenues by 170% since graduating from the 

programme. The Lab also sets them up well to raise significant levels of capital. To date, 

the 14 London graduates have raised more than $35 million. 

Source: Accenture 2015, The Future of Fintech and Banking: Digitally disrupted or reimagined? p.7 

4. LESSONS FOR AUSTRALIA 

As noted in section 1, while many countries have a focus on fintech and fintech policies, there 

is limited information on the overall benefits and costs of these policies. Also, in some 

countries, fintech businesses have established themselves and expanded without direct 

government intervention (PC 2017b, p.560), and not all interventions are successful in 

stimulating competition. International experience can still, however, help inform Australian 

policy. The evidence helps identify market trends, potential market and regulatory barriers to 

competition, and areas where removing such barriers has benefited customers. While this 

does not prove which reforms would benefit Australia, it helps identify areas where reform 

could be considered.  

The demand for fintech services is strong and growing (section 1). Internationally, products 

and services are emerging that meet gaps in financial services, reduce the costs of services 

to consumers and businesses (particularly SMEs) and put competitive pressure on traditional 

financial services providers.  

Australia cannot ignore these international trends. As noted by ASIC, Australia has relatively 

open financial markets (ASIC 2017b, p.23). This means that competition from international 

providers and the expectations of international and Australian businesses are affected by what 

happens overseas. Australia’s competitive advantages in other sectors could be reduced if 

businesses do not have access to world class financial services, for example, the ability to 

transact or hedge in foreign currencies quickly and cheaply.  

Countries where growth in competition from fintech is most evident tend to have at least one 

of the following characteristics: 

• a history and culture of promoting startup business and innovation, and 

commercialising new ideas (for example, the US)  

• regulatory gaps where businesses are able to establish in areas outside the regulatory 

framework (for example, China) 
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• policies and regulation that recognise and accommodate the specific characteristics of 

fintech businesses (for example, the UK and Singapore). 

Even though the US policy and regulatory environment is not internationally regarded as 

proactive in encouraging fintech, it still has the world’s largest fintech industry. Australia, 

however, does not have the established innovation and start up culture evident in the US. The 

US has broad industry support for startup businesses, a well-established venture capital 

sector, and access to international talent.18    

In addition, the states that dominate US fintech investment— the West Coast (California) and 

the Mid Atlantic (New York)19 — also have accommodating fintech policies. 

Countries such as China have relied on regulatory gaps to accommodate growth in fintech, 

but even these countries are already extending their regulation in response to problems that 

have emerged in unregulated markets. Australia has a strong history of consumer protection 

and effective prudential regulation. Therefore, a policy of waiting for problems to emerge 

before the regulator responds would not be acceptable in Australia.  

Therefore, Australia is left with considering whether it wants to have an active approach to 

enabling competition from fintech that relies on removing regulatory barriers and developing 

a sophisticated and responsive regulatory approach. Given that, in Australia, access to talent 

can be difficult and the venture capital sector is small, other aspects of the policy and 

regulatory environments become even more important, so that the cumulative impact of these 

barriers does not prohibit competition from developing.  

4.1. Policies Most Likely to Benefit Australia 

While there is evidence of benefits from increased competition and greater access to services 

from growth in fintech, it is more difficult to establish the links between these benefits and 

government policies. Government policy and regulatory changes will benefit Australia when 

the broad benefits of those policies outweigh their costs. However, care is needed when 

assessing costs and benefits, as the assessment should consider the impact on society as a 

whole (not just a particular sector or industry) and it should not include transfers, where activity 

simply moves from one business (or group) to another, without any accompanying 

                                                      
18 Even in the US, where there is a vast domestic labour market, this is critical; over 40% of Silicon Valley’s IT workers are born 

overseas, compared to a national average of around 10%... (EY 2016, p.33) 
19 Accounting for 60 per cent of FinTech venture capital deals and over 75 per cent of the value of such deals in the US (KPMG 

2016a, p.59). 
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improvements in productivity, cost or quality. The policies also need to maintain acceptable 

standards for financial stability and investor and consumer protections. 

There are three main categories of policies.  

1. Policies that remove regulatory barriers to entry (more open and transparent 

regulation, industry sandboxes, licensing reforms and pro-competitive mandates) 

2. Policies that remove market barriers to entry (opening up banking and payments 

system modernisation) 

3. Industry promotion and support (grants and businesses assistance). 

4.1.1. Policies that remove regulatory barriers 

Good regulation focusses as far as possible on managing the risk of harm and does not favour 

a particular business model or technology. Such an approach has ongoing benefits, as it 

enables competition and innovation without undermining consumer protection and other policy 

objectives. It is therefore good regulatory practice to consider reforms that remove regulatory 

barriers to market entry and competition. 

Such reform is, however, not costless, particularly in markets with a long-established 

regulatory framework. Therefore, while this is an area where the benefits of reform often justify 

the costs, assessing these costs and benefits is still relevant. Reform is likely to have a 

community-wide benefit when: 

• reform can be introduced in a way that allows competition and innovation without 

imposing additional compliance costs on existing businesses 

• competition and innovation are likely to result in significant growth in new products and 

services, service improvements or large cost reductions, or are expected to stimulate 

efficiency improvements across existing financial services providers, encouraging 

them to also improve their products and reduce their cost 

• the cost of changing policy and regulatory systems to government (and therefore 

taxpayers) is not excessive. 

Given the potential for broad ongoing benefits, as long as it is still possible to manage risks 

such as fraud, corruption, consumer detriment and market instability within the new regulatory 

framework, policies that remove regulatory barriers to market entry and competition should be 

a priority. Focussing on maintaining the necessary protections, rather than a particular 
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business model or technology, would also help ensure that firms grow because they offer the 

products and services customers want, not because they have a regulatory advantage. 

4.1.2. Policies that remove market barriers to entry 

In some markets, there are natural barriers that make it hard for new businesses to compete, 

even with favourable policies and regulation. Such barriers can arise because of market 

characteristics, for example, economies of scale that mean it is more efficient for one or a few 

large operators to provide the service. They can also arise because the incumbents have a 

strong, entrenched market position (perhaps as a result of previous economies of scale or 

government regulation).  

In industries such as telecommunications, electricity and transport, governments have 

changed policies and regulation to facilitate competition. A lot of commentators argue that pro-

competitive reforms are also necessary to realise the full potential of competition in financial 

services. Changes that open up banking and facilitate access to data would fit into this 

category. Such policies potentially have high compliance and implementation costs, and 

cause considerable disruption, but if they also stimulate significant improvements in efficiency 

and innovation, and reductions in cost, they will be worthwhile.  

Research in the UK (section 3) illustrated that improving the efficiency of financial services 

potentially has very large benefits and therefore reforms that stimulate competition across the 

whole financial services sector are most likely to have benefits that outweigh their costs. Such 

policies have the added benefit that they are likely to still be valuable even if the expected 

growth in fintech does not eventuate.  

4.1.3. Industry promotion and support 

Industry support programs run the greatest risk that their costs will outweigh the benefits. 

Unless they are designed to address a clear market failure or achieve social policy objectives, 

they may simply transfer activity from one sector of the economy to another, without 

stimulating broader economic or social benefits.  

Such policies will be most likely to generate benefits greater than their costs if they target 

specific failures in the market, have a broad focus and do not attempt to prejudge the likely 

success of particular types of business or technologies, and focus on enabling industry-led 

initiatives, rather than displacing industry-based activity. 
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4.2. Should Australian-Based Businesses be a Priority? 

Customers benefit from new products and services regardless of whether they are produced 

by Australian or overseas businesses. Business growth also benefits the Australian economy, 

as long as it is based on the competitiveness and efficiency of the businesses, rather than 

policies or supports that favour one activity over another. The Australian fintech industry 

believes that businesses in their sector are internationally competitive. 

Two thirds (64%) of fintechs agreed that Australian fintechs will be able to compete 

internationally. Forty-three percent agreed that Australian fintech organisations will be able to 

‘win’ against international peers …  

… fifteen percent of fintechs see Australia’s fintech industry as leading other nations… (EY & 

FinTech Australia 2017, p.23) 

Policy should therefore be focussed on enabling competition, wherever it comes from, 

removing barriers to market entry and addressing market failure, including barriers to setting 

up business in Australia.  

Such policies would mean that Australian consumers and business customers have access to 

the best possible financial services. In addition, Australian businesses that succeed in a 

competitive domestic financial services market are also likely to be well equipped to grow and 

compete overseas.  
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APPENDICES  

The Australian financial services sector is one of the largest contributors to national GDP, and 

is one of the fastest growing sectors in Australia. The industry’s Gross Value Added grew from 

A$144bn to A$150.32bn in the twelve months to March 2017 (ABS 2017, p.32). In 2016, 

416 500 people were employed in the sector (Financial Services Council 2017, p.7) and 

employment was projected to grow by 5.6 per cent from May 2017 and May 2022 (Department 

of Employment 2017, p.4). Consumers pay a considerable amount for these services: 

households and businesses paid A$12.7bn for bank service fees and A$1.56bn for credit card 

fees in 2015-16 (Fitzpatrick and White 2017, p.35-36). This creates considerable room for 

competition from lower-cost fintech services. 

It is difficult to get comprehensive data on the fintech sector in Australia.20 Operators undertake 

a diverse range of activities and may not all consider themselves part of the same industry. 

Several studies do, however, provide some information on scope and growth.  

The Australian fintech sector is relatively young, but maturing. Of the over 600 fintech 

businesses identified in Australia by the 2017 EY/FinTech Australia Census, 21 per cent were 

less than two years old, down from 36 per cent in 2016 (EY & FinTech Australia 2017, p.9-

10). KPMG estimated that the number of fintech businesses increased from less than 100 in 

2014 to 579 businesses (employing 10 000 people) in 2017 (KPMG 2017a, p.10), and fintech 

investment in Australia increased from US$185m across 23 deals in 2015 to US$656m across 

25 deals in 2016 (KPMG 2017c). Frost and Sullivan estimated that by 2020, the Australian 

fintech market would exceed A$4bn (Frost and Sullivan 2016).  

EY’s 2017 report on consumer adoption of fintech ranked Australia 5th worldwide in fintech 

uptake. Thirty-seven per cent of Australian consumers surveyed engaged with fintech 

products, above the world average of 33 per cent, and up from only 13 per cent in 2015.21 The 

proportion of consumers who reported being unaware of fintech products decreased, from 44 

per cent in 2015 to only 19 per cent in 2017 (EY 2017, p.12-13).  

Although most fintech businesses in Australia are Australian-based (88 per cent) (KPMG 

2017a, p.30), fintech not only includes local, established firms and startups, but also large, 

international players. Increasingly, international groups are looking to expand into the 

                                                      
20 There is no systematic statistical collection, and while industry bodies represent a significant number of local businesses their 

membership is not comprehensive. For example, FinTech Australia represents about a third of FinTech businesses in Australia, 

with a membership base of 184, but international businesses such as Xero, TicToc and PayPal are not members. 
21 EY measured the number of digitally active adult consumers who used two or more FinTech services in the last six months. 

EY’s survey was based on the use of 17 FinTech services in five broad categories, money transfer and payments, financial 

planning, savings and investments, borrowing and insurance 
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Australian market (KPMG 2017a, p.30): TicToc recently launched in Australia with a fully 

online home loan service (TicToc 2017), and other international loan services, such as SoFi, 

are looking to establish a presence in Australia. Some crowdfunding and marketplace lending 

services, such as Indiegogo and Kickstarter, are also internationally-based, and the 

international payments service PayPal has been operating in Australia for some time.  

Given the size of the Australian market and the newness of its fintech sector, Australia ranks 

relatively well internationally, but still behind more developed international markets, such as 

the US and the UK. The 2016 EY/UK Government report ranked 7 major fintech markets: The 

UK, the US (broken into California and New York), Germany, Hong Kong, Australia and 

Singapore (EY 2016a, p.8). The report ranked Australia 6th out of the 7 economies. For most 

of the criteria, Australia was given a moderate ranking, but Australia’s poor demand for fintech 

technology at the time brought its ranking down. Since then, Australia had one of the highest 

rates of growth in adoption of fintech technology in the world (EY 2017, p.13). Its adoption rate 

is now above that of the US, Germany, Hong Kong and Singapore (EY 2017, p.8). Such an 

increase has improved Australia’s international ranking, and EY has now stated its research 

indicated that Australia is regarded as a tier 1 fintech nation (EY & FinTech Australia 2017, 

p.25).  

Australia also faces challenges such as access to capital and talent attraction. Funding for 

high-risk, early-stage businesses can be important for fintech growth, but Australia’s venture 

capital sector is small. Venture capital transactions in Australia are less than 0.02 per cent of 

GDP; compared with over 0.3 per cent in the US (Innovation and Science Australia 2016, p.xi, 

43). In 2014, the OECD ranked Australia’s venture capital sector 18th out of 30 countries 

(OECD 2016, p.137). In 2015-16, the Australian Bureau of Statistics reported 16 new and 

follow-on venture capital and late stage private equity investment deals (totalling A$26m) in 

finance, administrative and support services businesses (ABS 2016, Table 12). In contrast, 

KPMG reported over US$500m in total venture capital, private equity, and mergers and 

acquisitions investment in Australian fintech over the same period (KPMG 2017d, p.75). 

Australian fintech businesses therefore appear to be seeking funds outside Australia.  

The businesses in the EY/FinTech Australia survey also saw capital funding as challenging, 

with 40 per cent relying almost exclusively on private funding from the founder, family or 

friends. Only about 40 per cent said they were happy with their capital-raising experience and 

had raised as much as they needed, down from 50 per cent in 2016 (EY & FinTech Australia 

2017, p.4, 16; EY & FinTech Australia 2016, p.26).  
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Rankings such as the Global Financial Centres Index ranks Sydney 8th overall, but outside the 

top 15 in areas such as human capital and financial sector development (CDI 2017, p.4, 8). 

Similarly, EY ranks Australia behind California, the United Kingdom, New York and Singapore 

in its access to talent now and in the future (EY 2016a, p.28). This is consistent with the results 

of the EY/Australian fintech study, in which 52 per cent of fintech leaders agreed “there is a 

lack of experienced start-up and fintech talent in Australia” and attracting “suitable or qualified 

talent is one of the top internal challenges that they face” (EY & fintech Australia 2017, p.14). 

These challenges are, however, not insurmountable. In the year preceding July 2017, 5 of the 

10 largest deals that took place outside Asia, Europe or North America were in Australia: 

Prospa (US$19.3m), SocietyOne (US$19m), Airwallex (US$13m), and Westpac’s investment 

in Uno (US$12.3m) and Assembly (US$10m) (CB Insights 2017b, p.24). KPMG also reported 

about US$150m in fintech investment in the first three quarters of 2017 (KPMG 2017d, p.75).  
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Appendix 1.  Government Policy and Regulation  

The 2016 EY/UK Government report assessed Australia’s fintech policy as supportive, but 

conservative (EY 2016, p.52). The UK was the only country assessed as higher for 

government programs and tax policy, and only the UK and Singapore were rated higher for 

their regulatory regime (EY 2016, p.50). The key national financial services regulators are the 

Australian Securities and Investments Commission, the Australian Prudential Regulation 

Authority and the Reserve Bank of Australia. These organisations recognise the role of fintech 

businesses in the financial services sector and have projects and programs that engage with 

fintech providers (The Treasury 2017a). State Governments with the largest financial services 

hubs, New South Wales and Victoria, also have specific policies and programs for fintech.  

Australia has policies and programs that support innovation generally, and some that focus 

specifically on innovation and competition in financial services. There have been several 

recently amended and new polices, and the Australian Government highlighted changes in its 

2017-18 budget. For example, it announced expanding the scope of ASIC’s regulatory 

sandbox and now has legislation before Parliament to implement these changes. It also 

announced the development of a legislative framework for crowd-sourced funding and 

reducing the licensing barriers to new bank entry. In June 2017, crowd-sourced funding 

regulations were published, and ASIC commenced consultation on regulatory guidance. 

Submissions on the consultation papers were due by August 2017 (PWC 2017b, p.6). The 

current regulations state that companies acting as a crowd-sourced funding intermediary must 

hold an Australian Financial Services licence, and companies wishing to benefit from crowd-

sourced funding must be public companies. 

From 1 July 2017, the Australian Government also ceased to double tax digital currency (ATO 

2017) and in April 2018 brought digital currency exchanges within anti-money laundering and 

counter-terrorism financing rules (Austrac 2018). 

The Australian Government has established a fintech advisory group to “advise the Treasurer 

directly on issues important to Australia’s fintech industry, such as identifying areas of potential 

future reform, and ensuring that the specific priorities of the industry are considered in the 

implementation of government policies” (The Treasury 2017b) and has commissioned the 

Australian Productivity Commission to inquire into competition in the Australian financial 

system. The Commission is due to report in mid-2018 (PC 2017a, p.2, 4, PC 2018).  

There is, however, still scope to improve, as a third of Australian fintech businesses say that 

government regulatory issues are a barrier to their growth (EY & FinTech Australia 2017, 

p.16). 
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Finally, there are also some industry-based initiatives designed to set industry standards. For 

example, the Australian Digital Currency Commerce Association, which represents digital 

currency advisers and operators, published a Digital Currency Industry Code of Conduct in 

December 2016. 

A1.1. Startup and innovation support 

Australia has launched several innovation initiatives, largely as part of the Australian 

Government’s A$1.1bn National Innovation and Science Agenda. Under this umbrella, the 

Entrepreneur’s Programme, delivered by AusIndustry, has four components that support 

innovative SMEs (Australian Government 2017a): 

• Accelerating commercialisation – which offers guidance and grants for 

commercialising businesses. It provides grants of up to A$1m, to cover up to 50 per 

cent of project expenditure. Only a small number of businesses appear to have 

received grants, and a small number of companies have been funded to develop 

technology either directly or indirectly applicable to fintech; for example Thedocyard 

(funded for A$500 000) and Brontech (funded for A$124 960) 

• Business management – which gives new startups access to experienced advisors to 

help manage their business  

• Incubator Support – the Government has committed A$23m to develop and assist 

business incubators. This money will help establish new incubators around Australia, 

and enable existing incubators to expand their services. There is a particular focus on 

developing the innovation ecosystem in regional Australia (Australian Government 

2017b) 

• Innovation Connections – which will fund businesses to seek expert technical advice. 

It offers grants up to A$50 000 for up to 50 per cent of project costs. However, as of 

January 2018, none of the listed recipients were fintech related (Australian 

Government 2017c). 

In the 2016 EY/Australian FinTech survey, 77 per cent of fintech businesses said that an 

effective method for growing and promoting the fintech sector would be to “Increase budget 

for government funding initiatives like accelerating commercialisation for early stage 

companies” (EY & FinTech Australia 2016, p.32). However, business focus now appears to 

be shifting to policy reform in areas such as opening APIs, access to the new payments 

platforms and obtaining a licence (EY & FinTech Australia 2017, p.20). 
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The Tax Laws Amendment Act (Tax Incentives for Innovation) 2016 introduced taxation 

initiatives to encourage investment in new businesses. For example, the early stage innovation 

company incentives reward angel investors in specific types of companies through tax offsets 

and modified capital gains tax treatment (ATO 2016). These offsets are 20 per cent upfront, 

capped at A$200 000 per investor, per year. Venture capital and early stage venture capital 

programs also carry tax benefits for investment in Australian companies. However, media 

reports have argued that these benefits are underutilised, due to confusion about eligibility 

and lack of awareness (Bailey 2017). The Australian Government recognised this lack of 

clarity, and tasked Innovation Australia with clarifying eligibility (Australian Government 2016, 

p.28). 

ASIC’s Innovation Hub was established in 2015 to help companies correctly and efficiently 

navigate the regulatory aspects of starting up a fintech business. The Hub focuses on: 

(a) providing access to senior ASIC staff to help streamline processes; 

(b) offering informal guidance to help bridge any knowledge and resourcing gaps; and 

(c) helping businesses to better understand ASIC’s regulatory framework. (ASIC 2017a, p.7) 

The Hub also keeps ASIC abreast of industry development and issues, and incorporates the 

Digital Finance Advisory Committee, which meets every 6 months. In addition, ASIC is working 

with its Innovation Hub taskforce to improve transparency by providing more advice in areas 

such as marketplace lending and digital financial advice (ASIC 2017a, p.11). As of November 

2017, ASIC had worked with 233 entities through the Hub (ASIC 2017h, p.10).  

A key initiative driven by the Innovation Hub was the regulatory sandbox, which ASIC 

established in December 2016.  

Entities using the fintech licensing exemption have the opportunity to test a business model 

and investigate what strategy will work best for their business. At the same time, it ensures 

that financial consumers who access their services still have fundamental protections under 

the law, such as conduct and disclosure standards, dispute resolution and professional 

indemnity insurance. (ASIC 2017a, p.13) 

Under the existing rules, a new fintech business may be eligible to enter the sandbox if they: 

• Have no more than 100 retail clients (unlimited wholesale clients) 

• Plan to test for no more than 12 months 
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• Have total customer exposure of no more than $5 million 

• Have adequate compensation arrangements (such as professional indemnity 

insurance) 

• Have dispute resolution processes in place 

• Meet disclosure and conduct requirements. (ASIC 2017c) 

By the end of 2017, only four businesses had used Australia’s regulatory sandbox (ASIC 

2017g). In contrast, the UK sandbox approved 18 businesses for testing in the first intake, and 

accepted 31 applicants in the second. ASIC, however, has other flexibility in its regulatory 

framework, which means that some fintech businesses may obtain a licence exemption 

without going through the sandbox (ASIC 2017h, p.8). In addition, the 2017 EY/FinTech 

Australia survey indicated that while only 1 per cent of Australian fintech businesses have 

used the sandbox, 9 per cent intended to use it in the next 12 months (EY & FinTech Australia 

2017, p.19). 

The intention to amend Australia’s sandbox was announced in the 2017-18 budget (Australian 

Government 2017d, p.2) and in December 2017 ASIC released a consultation paper seeking 

input on whether its sandbox was working as intended and whether it should be broadened or 

changed (ASIC 2017h, p.6). Legislation has now been introduced into Parliament to expand 

the sandbox:   

The Bill would extend the sandbox framework to a broader selection of financial products than 

it currently applies to, including financial advice in relation to superannuation, life insurance 

and domestic and international securities, issuing and facilitating consumer credit, issuing 

non-cash payment products and providing a crowd-funding service. It also proposes to extend 

the maximum licence exemption period from the current 12 months to 24 months. (Hawkins 

2018, p.6) 

Some businesses in Australia have argued that Australia’s sandbox is too restrictive because 

it does not allow Australian financial services licensees to join, and this has resulted in a low 

take-up (ABA 2017, p.44; Commonwealth Bank 2017, p.40; CUA 2017, p.5). Productivity 

Commission draft report on competition in the Australian financial system, however, supported 

extending ASIC’s regulatory sandbox to include a greater range of fintech businesses, but not 

established financial institutions (PC 2018, p.141-142). 
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A1.2. Licensing new providers 

Six in ten Australian fintech businesses do not have a financial services licence, credit license 

or market infrastructure licence, but a significant number intend to obtain such a licence (EY 

& FinTech Australia 2017, p.19). As of November 2017, ASIC had already issued 38 new 

licences and provided 11 licence variations (ASIC 2017h, p.10). 

In addition to the expanded licensing exemptions to facilitate the regulatory sandbox (Hawkins 

2018), ASIC also has other policies to facilitate flexibility for some small scale, technology-

based financial services. For example, ASIC takes a flexible approach to licensing, conduct 

and disclosure obligations for low value non-cash payment facilities, such as gift vouchers and 

cards, prepaid mobile phone accounts, loyalty schemes, and electronic road toll devices (ASIC 

2005 p.2, 4). 

The Australian Government and APRA have committed to reducing the barriers to startup 

challenger banks by, for example, reducing the capital requirement of authorised deposit-

taking institutions before they can call themselves banks (Australian Government 2017d, p.1). 

One per cent of fintech businesses in the EY/FinTech Australia survey had a banking licence, 

and a further 2 per cent wanted to obtain a banking licence (EY & FinTech Australia 2017, 

p.19). The Productivity Commission has proposed recommendations to prioritise reforms that 

make it easier for more businesses to become licensed as an authorised deposit taking 

institution (PC 2018, p.127). 

A1.3. Open Banking 

The Treasury recently completed a review into open banking in Australia. The review 

recommended requiring banks to “grant open access to data on their product terms and 

conditions” and giving “customers the ability to direct their bank to securely share their banking 

data with whom they choose” (Farrell 2017, p.7). These recommendations were based around 

four principles: 

• Open Banking should be customer focussed. It should be for the customer, be about 

the customer, and be seen from the customer’s perspective. 

• Open Banking should encourage competition. It should be done to increase 

competition for the banking products and services available to customers so that 

customers can make better choices. 
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• Open Banking should create opportunities. It should provide a framework on which 

new ideas and business can emerge and grow, establishing a vibrant and creative 

data industry. 

• Open Banking should be efficient and fair. It should be effected with security and 

privacy in mind, so that it is sustainable and fair, without being more complex or 

costly than needed. (Farrell 2017, p.v) 

The Government sought public feedback on the recommendations by March 2018 and 

announced funding to establish a Consumer Data Right, with banking as a priority, in its 2018-

19 budget (The Treasury 2018b, Commonwealth of Australia 2018, p.22). In addition, Australia 

has legislation before Parliament on comprehensive credit reporting that requires large 

deposit-taking institutions to provide comprehensive credit information to certain credit 

reporting bodies (The Treasury 2018a, p.3). 

A1.4. Payments system 

In 2012, the RBA reviewed innovation in Australia’s payments system and identified a need 

for system-wide, co-operative innovation. The review identified the following initial strategic 

objectives: 

… same-day settlement of Direct Entry (DE) payments; early progress towards real-time retail 

payments; availability of payment systems out of normal banking hours; the ability to transmit 

additional remittance data with payments; and the ability more easily to address payments. 

(RBA 2012, p.1) 

An industry committee invited by the RBA to comment on these objectives proposed 

developing a new payments infrastructure. In 2014, twelve Authorised Deposit Taking 

Institutions formed NPP Australia Limited and committed to funding the building and operation 

of a new payments platform (RBA 2017a). The platform was trialled by employees at 

participating banks, building societies and credit unions (NPP 2018b) and went live on 13 

February 2018 (NPP 2018a). A large number of financial institutions are now connected to the 

platform directly or through another participant. The first innovative product offered through 

the platform is Osko by BPay (NPP 2018c).  

“Most fintechs (82%) believe that providing more transparent access points for fintechs to 

connect to the New Payments Platform is one of the top effective industry growth initiatives” 

(EY & FinTech Australia 2017, p.19). The Productivity Commission has also proposed new 
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regulation to improve transparency and facilitate third parties gaining access to the NPP (PC 

2018, p.311). 

A1.5. Export promotion and assistance 

Through AusTrade, the Australian Government has invested A$36m in five ‘landing pads’ to 

encourage and enhance market-ready Australian companies’ involvement in international 

innovation (Australian Government 2016, p.7). Landing pads have been established in Berlin, 

Tel Aviv, San Francisco, Singapore and Shanghai (Australian Government 2016, p.7; 

Australia Unlimited 2017) to assist Australian market entrants with a home base for the first 

90 days, while they receive guidance and assistance from AusTrade. In addition, FinTech 

Australia Incorporated received a grant of A$220 000 to promote Australia internationally as a 

fintech destination (Leigh 2017). 

Australia has entered into several cross-country co-operation agreements to foster support, 

referrals and understanding between Australia’s trading partners. In addition to a new fintech 

co-operation agreement with the Swiss Financial Markets Authority, ASIC has entered into 

referral and information sharing agreements:  

…with the Monetary Authority of Singapore, the United Kingdom’s Financial Conduct 

Authority, Ontario Securities Commission, Hong Kong Securities and Futures Commission, 

the Japan Financial Services Agency, Malaysia Securities Commission and Abu Dhabi Global 

Market Financial Services Regulatory Authority. In addition, information-sharing agreements 

have been entered with the Capital Markets Authority, Kenya and Otoritas Jasa Keuangan, 

Indonesia. (ASIC 2017d) 

AusTrade and the Commonwealth Bank also announced a collaboration agreement to support 

the flow of fintech innovation between Australia and the UK (AusTrade 2017) and the UK-

Australian FinTech Bridge was announced in March 2018. The Bridge has been signed by the 

Australian Treasurer and the UK Chancellor of Exchequer, and builds on the existing co-

operative agreements between the FCA and ATSIC to: 

a) enable closer and stronger collaboration on fintech between governments, financial 

regulators and the industry; and  

b) encourage fintech firms to use the facilities and assistance available in the other jurisdiction 

to explore new business opportunities and reduce barriers to entry. (Hammond and Morrison 

2018, p.2) 
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A1.6. Talent attraction 

The National Innovation and Science Agenda aims to increase Australian training in STEM 

(science, technology, engineering and mathematics) fields and digital literacy. Through this 

agenda, the Government is upskilling teachers and students (from preschool onwards) in 

digital technologies (Department of Education and Training 2017). Increasing training in these 

areas will help maintain the flow of skilled workers needed in industries such as fintech. 

However, like fintech businesses internationally, Australian fintech businesses rely on 

attracting talent from overseas. Thus, there are several visa options for international citizens 

wishing to establish businesses in Australia, including fintech businesses. The Business 

Innovation and Investment Provisional Visa (subclass 188) has five streams that cover 

starting, managing or investing in businesses in Australia. For example, the Entrepreneur 

stream is a four-year visa that encourages those with innovative ideas and investor funding to 

start and develop a business in Australia (Department of Immigration and Border Protection). 

To qualify for the Entrepreneur Visa, applicants must be nominated by a state or territory 

government. 

There has been some uncertainty around Australian visa rules. Amendments to skilled migrant 

visas (457 visas) caused concern in the fintech industry, as many tech industry roles (for 

example, web developer, ICT support and test engineers) were removed. Further 

amendments in July 2017, however, added those occupations back onto the list of eligible 

occupations (Department of Immigration and Border Protection 2017). 

A1.7. State governments 

In addition to national initiatives, State government bodies also invest in fintech. One such 

body is Jobs for NSW, which has established the Sydney Startup Hub. The Hub began 

operation in late 2017, received A$35m in funding and will house 2500 entrepreneurs in the 

Sydney CBD. It will incorporate four of Sydney’s existing hubs, including the fintech hub Chalk 

and Stone, making it the largest startup hub in Australia (NSW Government 2017a).  

Jobs for NSW also offers Minimum Viable Product grants of up to A$25 000 for emerging 

technology startups in NSW, and A$100 000 in Building Partnership Grants to help revenue-

generating startups to grow. While not specifically targeting fintech, these grants would be 

available to fintech startups that meet the program’s eligibility criteria (NSW Government 

2017b). Jobs for NSW has also given the fintech accelerator H2 Ventures a A$2m guarantee, 

representing 50 per cent of its exposure in its accelerator program, and allowing it to invest 

A$100 000 in 40 startups (Department of Industry 2017). 
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The Victorian Government announced plans to create a fintech hub in Melbourne, although at 

this stage it is unclear how much public money will be contributed (Invest Victoria 2017a). 

Melbourne hosted Australia’s first fintech festival in October 2017 (Australian Trade and 

Investment Commission 2017b).  

Victoria has been running the LaunchVic programme since 2016. LaunchVic assists 

businesses through grants and mentoring, and helps other groups to establish incubators and 

hubs. It aims to invest A$60m over 4 years to support startups, though this investment is not 

confined to fintech businesses (LaunchVic). 
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Appendix 2.  The International Context 

The UK, US, Singapore and the EU all have significant fintech sectors, and most have explicit 

policies that focus on competition in fintech. The fintech sector and reform initiatives in these 

countries are outlined below. Other countries, however, are also reforming financial services 

policies and regulation (EY 2017, p.29; Pollari 2017, p.19). While there is not space in this 

paper to discuss them all in depth, some examples are listed in box B1.  

Box B1: International policies and regulatory changes affecting fintech  

The Hong Kong government has implemented several initiatives to promote Hong Kong as 

a fintech hub. In November 2016, the Hong Kong Monetary Authority (HKMA) published a 

White Paper on distributed ledger technology. The second phase of the study, expected to 

conclude in late 2017, will involve proof‑of-concept projects with banks, and proposals on 

control principles for regulation (Clifford Chance 2017a, p.6). Other initiatives include a 

HKMA FinTech Facilitation Office and Supervisory Sandbox, a SFC FinTech Contact Point 

and Advisory Group, and Cayberport’s Smart-Space FinTech (KPMG 2017a, p.46). 

The HKMA also began research and proof-of-concept work on central bank digital currency 

in March 2017. In collaboration with three note-issuing banks, R3 and Hong Kong Interbank 

Clearing Limited, the project will explore using digital currency for domestic interbank 

payments and inter-corporate payments in the wholesale market (Clifford Chance 2017a, 

p.6). 

China currently conducts credit reporting through the People’s Bank of China. In 2015, it 

commenced a trial with eight companies to develop new credit reporting systems. While the 

trial was intended to run for only six months, so far none of the companies have been issued 

a licence (Zhang and Dong 2017). It is reported that licences have not been issued because 

of concerns that companies developing the systems are not independent third parties and 

have conflicts of interest because they also operate e-commerce and financing businesses 

(Hornby 2017). 

The New Zealand Financial Markets Authority enacted new financial markets legislation in 

2013 to promote innovation in financial markets and allow flexibility, particularly in dealing 

with startup businesses. New Zealand has since introduced a crowdfunding regime and 

commenced work to permit the use of robo-advice (Chartered Accountants Australia and 

New Zealand 2017, p.17). 
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In addition, Italy has adjusted its crowd-source equity funding regime to make it more 

inclusive (Chartered Accountants Australia and New Zealand 2017, p.9), the United Arab 

Emirates has increased efforts to become a blockchain hub (KPMG 2017b, p.6), and the 

Securities Commission Malaysia was one of the first in its region to enact equity 

crowdfunding regulations in 2016 (Chartered Accountants Australia and New Zealand 2017, 

p.17). 

A2.1. United Kingdom 

Like most economies, the UK’s financial system is dominated by a small number of large 

banks. By the end of the 2008 financial crisis, the largest four banks in the UK accounted for 

approximately 80 per cent of personal and SME current accounts. From 1960 to 2016, 26 out 

of the 32 major banks or building societies were absorbed by the 6 largest (Barclays, Lloyds, 

RBS, HSBC, Santander and Nationwide) (PWC 2017c, p.4). These developments created 

concern about lack of competition in the UK financial services. The UK’s financial regulators 

were subsequently given a mandate to account explicitly for the impact their activities have on 

competition.  

The UK has the second largest fintech sector in the world, and a proactive and enabling policy 

environment. In 2016, EY ranked the UK as the most favourable ecosystem for fintech (EY 

2016a, p.13). The adoption rate of fintech in the UK has increased from 14 per cent in 2015 

to 42 per cent in 2016, compared with the world average of 33 per cent. It also has the lowest 

rate of lack of awareness of fintech products – only 11 per cent (EY 2017, p.8, 13). 

The UK’s fintech sector is strong and expanding. Venture Capital investment in fintech 

increased by 37 per cent from the first half of 2016 to the first half of 2017: up to US$564m. In 

the second quarter of 2017, four of the largest 10 Venture Capital deals in Europe were for 

UK-based companies22 (CB Insights 2017b, p.43) and, in the third quarter of 2017, eight of 

the largest 10 Venture Capital deals in Europe were in UK-based companies23 (CB Insights 

2017a, p.41). The UK fintech sector employed 61 000 people and generated £6.6bn in 

revenue in 2015, with half of those businesses operating in the banking and payments sectors 

(EY 2016a, p.7).  

                                                      
22 Zopa (US$41.2m), Blockchain (US$40m), Bob (US$17.5m) and Rate Setter (US$18.8m)  
23 Revolut (US$66m), Receipt Bank (US$50m), Prodigy Finance (US$40m), Onfido (US$30m), Rimilia (US$25m), Habito 

(US$24m), Gocardless (US$22.5m) and Tide (US$14m) 
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Of the 47 fintech Unicorns (startup companies with a stock value over $1bn) identified by 

GP.Bullhound, 18 were based in London (GP.Bullhound 2017, p.11). 

Historically, small businesses suffer most from credit shortfall, and therefore these businesses 

are the most heavily targeted by fintech businesses (World Economic Forum 2015, p.3). This 

is a key opportunity for fintechs in the UK, where 99 per cent of businesses are small 

businesses. The additional untapped revenue stream from SME banking products and 

services is estimated to rise to £8.5bn by 2020 (Accenture 2016a, p.4).  

The UK is also a market leader in peer-to-peer lending (EY 2014 p.2). Peer-to-peer lending is 

well-established, and the earliest examples of such lending commenced with Zopa in 2005 

(Atz and Bholat 2016, p.6). Over 100 peer-to-peer lenders have entered the UK market since 

2010 (p2pmoney.co.uk 2017).  

A2.1.1. Government policy and regulation 

Overall, there is strong support for the UK’s fintech policies. UK fintechs interviewed by EY 

“noted the role of the FCA in helping them to navigate regulatory complexity with best-in-class 

programmes such as Project Innovate.”24 The UK Government has instituted policies to reduce 

barriers to market entry and competition, and improve access to venture capital and startup 

support. But industry participants still argue there is room to improve (EY 2016, p.51). 

Startup and innovation support 

Project Innovate was developed by the FCA in October 2014 to help innovative businesses 

negotiate the startup phase. The project has five services: 

1. a regulatory sandbox  

2. an innovation hub that advises and supports industry, including helping fintech 

businesses to understand the regulatory regime and apply for authorisation or a 

variation in permission 

3. an advice unit that gives regulatory feedback to firms developing automated models to 

deliver advice and guidance to consumers 

                                                      
24 FinTech UK commented that the FCA “Innovation Hub was outstanding and made the authorisation process so much more 

manageable” and the FCA is “well educated in FinTech, meaning you can have a useful conversation” (EY 2016, p.51). 
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4. a RegTech program, which is consulting on how the FCA can support the adoption 

and development of RegTech  

5. a domestic and international engagement program (FCA 2017c). 

The FCA introduced its FinTech Regulatory Sandbox in 2015 (Box B2).  

Box B2: UK regulatory sandbox 

The sandbox is open to authorised firms, unauthorised firms that require authorisation and 

technology businesses. The sandbox seeks to provide firms with: 

The ability to test products and services in a controlled environment 

reduced time-to-market at potentially lower cost 

appropriate consumer protection safeguards built in to new products and services 

better access to finance. 

The sandbox offers tools such as restricted authorisation, individual guidance, waivers and 

no enforcement action letters. 

We closely oversee trials using a customised regulatory environment for each pilot – 

including safeguards for financial consumers. 

Sandbox tests are expected to have a clear objective (e.g. reducing costs to consumers) 

and to be conducted small scale, so firms will test their innovation for limited duration with 

a limited number of customers. 

Source: FCA, Regulatory sandbox lessons learned report, 2017 

A wide range of businesses are eligible to participate in the sandbox including businesses 

seeking authorisation and wanting to test their innovation, authorised businesses looking to 

clarify the rules before testing an idea that does not fit easily into the existing regulatory 

framework, and technology businesses that support financial services firms and want to clarify 

how the rules would apply (FCA 2017g). There is significant interest in the UK sandbox. Its 

use and the results to date are discussed in section 3.2. 

In addition, the Government-owned British Business Bank (BBB), through its commercial arm 

British Business Investments, has provided over £580m to companies who finance SMEs 
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(BBB 2017a). Recipients of this finance include the UK’s first digital bank, Atom Bank (BBB 

2017b). In November 2016, the Chancellor announced that the Treasury would inject £400m 

into the BBB, to provide venture capital to technology firms. The Department for International 

Trade has also allocated an additional £500 000 to establish fintech envoys to help advise 

startups (ACT 2017).  

The BOE started a FinTech Accelerator in June 2016 to work with innovative firms that are 

looking at developing technology pertinent to central banking (BOE 2017c). The BOE has 

worked with a diverse range of fintech businesses through to proof of concept stage.25  

The UK Government launched Tech City UK in 2010 to support the growing hub of 

technological businesses around London (Tech City 2017a). Tech City UK provides advice 

and programmes to help tech companies get established, and has expanded into regional 

areas of the UK. 

The FCA has also been consulting on and implementing reform in areas such as advice 

services, including the provision of automated advice, and crowdfunding (FCA 2017b, p.3; 

FCA 2016). 

Licensing new providers 

In 2013, the BOE amended the process for acquiring bank licences and reduced the capital 

requirement for market entrants to improve competition and customer satisfaction (BOE & 

FCA 2014, p.5). In 2012, the PRA was established and in 2014, the CMA replaced the Office 

of Fair Trading and the Competition Commission. Both regulators were charged with assisting 

businesses applying for a bank licence. They held 47 pre-application meetings with 25 

potential applicants (BOE & FCA 2014, p.2). 

The PRA supervises 1500 firms, including 900 banks, building societies and credit unions, 

and 170 branches and subsidiaries of foreign banks (BOE PRA 2017b, p.13). Before March 

2017, the PRA had approved eight new banking licences and four insurers. Since 2014, 14 

                                                      
25 For example: 

Ripple, to explore options to replace the BOE’s Real Time Gross Settlement service 

Privitar, to desensitise the BOE’s sensitive data for the public forum 

Ethereum, to design a multi-node scalable distributed ledger technology suitable for bank operations 

Bayesian Machine Learning Limited, to assess big data tools to analyse trading data, to make it easier to analyse and check for 

anomalies 

BitSight, ThreatConnect and Anomali, to provide cyber security platforms 

Experimentus, to analyse data against key performance indicators and assess the adequacy of reported data 

Minibridge AI, to combine artificial intelligence and machine learning in data analytics 

Enforcd, to assess the benefits to a regulator of accessing publicly available regulatory enforcement data (BOE 2017c). 
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new banks have entered the market, some of which are in the fintech sector (for example six 

fully digital banks). The PRA is also considering a further 20 licences (Eyers 2017). 

Opening up banking 

In 2016, the CMA released a report, which concluded that further banking system reforms 

were needed to improve financial services competition (CMA 2016c, p.1). One of the 

recommended reforms was an Open Banking Standard that would open access to bank APIs 

and introduce common APIs. Subsequently, specifications for the read-write APIs have been 

published and are available for use.  

The Open Banking Initiative commenced in March 2017, and required nine banks to provide 

operational and competitive information, such as branch and ATM location, and products 

offered. 

Stage Two of the Open Banking Initiative, in line with the EU’s PSD2, will require banks to 

allow customers to grant authorised third-party providers secure access to their customer and 

SME account information, and allow them to initiate payments (Open Bank Project 2016). The 

CMA identified a wider range of potentially eligible third parties than under the EU’s PSD2, but 

these third parties must still be approved and authorised by the FCA. Stage 2 was launched 

in January 2018. The impact of these changes will be assessable in late 2018.  

Established financial services businesses are also required to engage with fintech businesses 

to promote open banking and competition. For example, to improve SMEs’ access to finance 

and improve competition, since November 2016, nine big banks have been required to refer 

any SME declined for a loan to a designated online finance platform. There are currently three 

designated platforms — Bizfitech, Funding Options and Funding Xchange — and applications 

are being sought from other fintechs wanting to become a designated platform (HM Treasury 

2016). 

Payments systems 

There are six payments systems used in the UK: 

• LINK facilitates end-users’ access to cash via the UK’s largest ATM network 

• C&CCC manages the processing and settlement of cheques and other paper payment 

• Bacs is the scheme for regular bulk, file-based credit transfers and Direct Debits 
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• CHAPS is the UK’s same day high value payment system for wholesale and retail 

payments. CHAPS Payments are individually settled on the same day in central bank 

funds 

• Faster Payments enables real time credit online, telephone and mobile applications 

• Paym is the UK’s mobile payment service (Bacs et al 2016, p.3). 

The BOE has announced changes that will allow non-bank payment service providers to 

directly access these payments systems so they can settle payments without relying on a 

third-party bank to submit payments or settle on their behalf (BOE et al 2017, p.3). It is 

expected that: 

Opening up access to the UK’s payment schemes will allow non-bank PSPs to compete on a 

more level playing field. They will be less dependent on competitors and will be able to offer a 

wider range of payment services. These factors all help to increase competition and innovation 

in the market for payments. 

In the longer term, the innovation which stems from this expanded access should promote 

financial stability by: 

• creating more diverse payment arrangements with fewer single points of failure 

• identifying and developing new risk-reducing technologies 

• expanding the range of transactions that can take place electronically and be settled in 

central bank money. (BOE et al 2017, p.5) 

At present, 51 banks and building societies hold accounts granting direct access to the UK 

payment and clearing system. Under the new regulations, accounts will be made available to 

FCA-authorised non-bank PSPs (currently 450 providers), such as payment institutions and 

E-money institutions (BOE 2017a, p.3). 

These changes build on previous reforms. In 2008, the UK’s Faster Payments was one of the 

world’s earliest real-time retail payments systems (Carney 2016, p.5). Opening up the 

payments system is only one step in a broader reform process that the BOE says will deliver 

on five key features: higher resilience, broader access, wider interoperability, improved user 

functionality and strengthened end-to-end risk management of the high-value payment system 

(BOE 2017b, p.4). The details of the reforms are still being developed. The Governor of the 

BOE noted that they are open to providing access to central bank money for new forms of 
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wholesale securities settlement and exploring the use of distributed ledger technology, 

including real-time gross settlement of payments (Carney 2016, p.7-8).  

Export promotion and assistance 

The UK has signed fintech-focussed co-operation agreements with Australia, Singapore, 

Hong Kong, Canada and Japan, and information sharing agreements with Korea and China 

(FCA 2017h). 

The UK also provides export support at a regional level. For example, the Greater Manchester 

Export Fund, and joint industry and government export promotion body was formed to assist 

exporters in the North West (Oldham Council 2017). In 2017, this fund loaned Delio, a UK 

fintech exporting service, £250 000 to increase its export capacity (Business Growth Hub 

2017). 

Talent attraction 

The UK has a large pool of workers qualified in both technical and financial services skills, 

however, the pool is generally smaller than that of the US (EY 2016, p.28). The Tech Nation 

Visa Scheme was introduced to encourage and streamline applications from endorsed leaders 

in technological fields, including science, engineering and digital technology (EY 2016, p.36). 

From 2015 to 2016, Tech City saw a 10-fold increase in Visa applications (Tech City 2017b). 

It is yet to be seen what impact Brexit will have on the flow of talent into the UK (Pollari 2017, 

p.21). 

A2.2. United States  

The fintech sector in the US is the largest in the world. Between 2010 and 2014, 64 per cent 

of worldwide investment in fintech was in the US (ITA 2016, p.5). Investment continues to be 

strong, with the US contributing 30 per cent of the total global value of venture capital, mergers 

and acquisitions deals in the first half of 2017 (KPMG 2017b, p.5, 32, KPMG 2017c, p.4, 29). 

In 2015, California and New York combined employed 131 000 people in fintech, more than 

double London, and the sector generated revenue of £10.3bn (compared with £6.6bn for 

London) (EY 2016a, p.14-15). Fintech Investment in California dominated internationally from 

October 2014 to September 2015; deals less than US$100m were twice that of New York and 

six times that in the UK (EY 2016a, p.44). The United States was also home to 14 of the 31 

global fintech companies valued at more than US$1bn (EY 2016a, p.47). 
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In 2016, EY ranked California and New York among the best in the world for the availability 

and pipeline of talent (California ranked first and New York third), access to capital (California 

ranked first and New York second) and adoption and demand for fintech services (California 

ranked second and New York first).  

In addition to the two primary fintech hubs, California and New York, the US also has some 

emerging and secondary regions. Companies in Delaware and Ohio are also attracting 

investment (KPMG 2017c, p.6) and there are substantial clusters in Massachusetts 

(Boston/Cambridge), Georgia (Atlanta) and Illinois (Chicago) (Australian Trade and 

Investment Commission 2017a, p.6). The Australian Trade and Investment Commission 

identified emerging clusters in New Jersey (Jersey City), Texas, North Carolina (Charlotte), 

and Florida (Australian Trade and Investment Commission 2017a, p.18-20). 

Much of the US’s strength in fintech is due to market advantages, its demand for financial 

services, established centres of finance and technology, and culture of innovation and 

industry-based support. There is also a strong capital market across all stages of business 

development (EY 2016a, p.38; ITA 2016, p.4). 

Corporate Demand is also strong for fintech services in California (EY 2016a, p.68) and US 

banks, along with those in the UK, are market leaders in working with fintechs “to re-engineer 

infrastructure and processes and to expand client offerings” (EY 2016a, p.70).  

Fintech adoption by consumers in the US was around the international average at 33 per cent 

in 2017, up from 17 per cent in 2015 (EY 2017, p.13). The awareness of fintech services was 

also high, with only 15 per cent not aware that such services existed (EY 2017, p.13). Also, 

51 per cent of US small businesses used online business software, making them potentially 

open to increasing their use of fintech services (EY 2016a, p.66). 

A2.2.1. Government policy and regulation 

As noted above, much of the strength of fintech in the US is driven by market factors, rather 

than government policy. US government agencies do not have a broad, coordinated focus on 

facilitating competition and innovation in financial services (EY 2016a, p.50). While the US 

business environment is ranked highly, its regulatory, policy and tax settings do not proactively 

support fintech innovation. EY ranked California and New York sixth and seventh for the 

government’s regulatory, policy and taxation settings (EY 2016a, p.13). 

The US Government Accountability Office concluded that the US regulatory system for 

financial services is “complex, with responsibilities fragmented among multiple agencies that 
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have overlapping authorities” (GAO 2016, p.86). There is also lack of coordination (TPWG 

2017, p.6; Duff 2017, p.7). This complexity is illustrated in Figure B1. 

To a large extent, fintechs have flourished by operating in greenfield markets outside the more 

restrictive regulatory frameworks (Goldman Sachs 2015b, p.8) or by partnering with 

established financial services businesses. Changes in financial regulation following the global 

financial crisis added regulatory and capital requirements for larger, more-established financial 

services providers, particularly banks. These obligations do not apply to many fintech 

companies (ITA 2016, p.6).  

For example, peer-to-peer lending in the US has an efficient cost structure, but also a 

regulatory advantage that allows it to benefit from interest rate arbitrage (Goldman Sachs 

2015b, p.9). Similarly, Goldman Sachs argued that the higher regulatory burden on large 

money transmitters benefits smaller startup companies:  

… a notable “regulatory umbrella” has developed between large, established money 

transmitters (such as Western Union and MoneyGram) and niche technology startups who 

offer domestic or cross-border money transfer services. We estimate this burden is as high as 

4% of sales for Western Union, and below 1% for some emerging money transfer players. As 

a result, we believe small-scale money transmitters may be able to price more aggressively in 

the market. (Goldman Sachs 2015a, p.15) 
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Figure B1: U.S. financial regulatory structure, 2016 

 

Source: GAO, 2016, Financial Regulation: Complex and Fragmented Structure Could Be Streamlined 

to Improve Effectiveness, Report to Congressional Requesters, GAO-16-175, p.12 

There are, however, recent policy and regulatory initiatives that may impact the US fintech 

sector. They include President Trump’s focus on reforming financial services regulation, 

including improving the efficiency and effectiveness of regulation and rationalising the 

regulatory framework (US Department of the Treasury 2017, p.3). There are also specific 

reforms to increase engagement between fintech businesses and regulators (Duff 2017, p.8), 

to recognise fintech services explicitly in the Federal financial services regulatory regime, and 

to modernise the US payments system.  

Startup and innovation support 

In research conducted by MagnaCarta Communications, the majority of fintech businesses 

interviewed and survey respondents believed that the US is the best market to roll out and 

commercialise products (Hardie 2017, p.14).  

Businesses benefit from well-established business hubs, with a culture of innovation and 

startup support. In California, for example, an “established network of successful 

entrepreneurs, mentors, investors, tech companies and academia has created a vibrant 

entrepreneurial community” (EY 2016a, p.31). Fintechs in New York, on the other hand, 

benefit from being close to a well-established, globally recognised financial services sector 

and a network of entrepreneurs and innovative talent (EY 2016a, p.14-15).  
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The US has a number of privately-backed industry sandboxes (Industry sandbox 2017, p.54-

56). They can offer work spaces, funding, coaching and opportunities to collaborate. Not all 

have a specific focus on fintech, but many are open to fintech businesses.  

Access to capital is also a strength in the US: 

The availability of seed funding is strongest in California and New York, where fintechs benefit 

from an established investor culture of investing in start-ups and engaged angel networks. (EY 

2016a, p.38) 

Several government programs — such as National Small Business Development Centres, 

Start-up America, and Jumpstart our Business Start-up — target business innovation and 

startups, including in the fintech sector (EY 32016a, p.106). 

In addition, some projects by financial services regulators focus on enabling fintech innovation. 

The Office of the Comptroller of the Currency (OCC) created offices of innovation in 

Washington, New York and San Francisco. Their roles include reviewing fintech proposals 

(TPWG 2017, p.10).  

The Commodity Futures Trading Commission (CFTC) launched LabCFTC in May 2017 (CFTC 

2017a). LabCFTC helps fintech businesses understand the regulations by providing a 

dedicated point of contact for feedback and information on implementing innovative 

technology ideas in the futures trading market. It also helps the CFTC engage with new 

technologies that could improve its effectiveness and efficiency (CFTC 2017b).  

In 2012, the Consumer Financial Protection Bureau (CFPB) initiated Project Catalyst to 

facilitate innovation by engaging with fintech businesses, other regulators, and stakeholders 

to understand and monitor evolving financial technologies (CFPB 2016a, p.11). In 2016, the 

CFPB established a process for issuing no-action letters to allow innovators to take their 

products to market with regulatory certainty. Such letters are issued at the discretion of CFPB 

staff when innovative financial products or services promise substantial consumer benefit, but 

there is uncertainty about how the regulations would apply (CFPB 2016b, p.1). 

No such letters have been issued since the policy was announced, and the policy has been 

criticised. The rules were considered restrictive, and the letters could be revoked at any time, 

so they did not remove regulatory uncertainty (US Department of the Treasury 2017, p.83-84; 

McHenry 2017). Others have, however, suggested that other aspects of Project Catalyst, such 

as informal advice, were successful and the project has helped drive positive changes to 

CFPB policy (Duff 2017, p.6). 

http://www.australiancentre.com.au/


International competition policy and regulation of financial services  

        Page 105  

                              
Australian Centre for Financial Studies 

+61 3 9666 1050 | australiancentre.com.au 

More generally, there are also other initiatives, such as the Manufacturing Extension 

partnerships, that are designed to increase the adoption of technology by SMEs (EY 2016a, 

p.66), and therefore may make these businesses more receptive to technology-based 

financial services. 

Regulatory Reform 

Since the global financial crisis, there have been substantial compliance obligations on US 

institutions allowed to accept deposits of money from consumers (depository institutions). The 

Federal Deposit Insurance Corporation only approved five applications for new banks between 

2009 and 2017 (TPWG 2017, p.6). In response to concerns about the extent of regulation, 

President Trump, through an executive order, established a set of core principles (box B3) to 

govern regulation of the US financial system. 

Box B3: Core principles for regulating the United States financial system 

(a) empower Americans to make independent financial decisions and informed choices in 

the marketplace, save for retirement, and build individual wealth; 

(b) prevent taxpayer-funded bailouts; 

(c) foster economic growth and vibrant financial markets through more rigorous regulatory 

impact analysis that addresses systemic risk and market failures, such as moral hazard and 

information asymmetry; 

(d) enable American companies to be competitive with foreign firms in domestic and foreign 

markets; 

(e) advance American interests in international financial regulatory negotiations and 

meetings; 

(f) make regulation efficient, effective, and appropriately tailored; and 

(g) restore public accountability within Federal financial regulatory agencies and rationalize 

the Federal financial regulatory framework. 

Source: President Donald Trump, Presidential Executive Order on Core Principles for Regulating the 

United States Financial System: Executive Order, 2017 

The Executive Order directed the Secretary of the Treasury to consult with members of the 

Financial Stability Oversight Council and report to the President on the extent to which existing 

laws, treaties, regulations, guidance, reporting and recordkeeping requirements, and other 
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Government policies promote the core principles, and the actions taken to promote and 

support the core principles (Trump 2017a). The Treasury released its first report on the 

depository system in June 2017. Other reports will be released progressively. The fourth will 

be on non-bank financial institutions, financial technology, and financial innovation (US 

Department of the Treasury 2017, p.4). 

Licensing New Providers 

In December 2016, the OCC announced a proposed special purpose bank charter for fintech. 

It released a draft supplement to its licensing manual in March 2017 (OCC 2017). In July 2017, 

the Acting Comptroller of the Currency stated that the office wanted the: 

… federal banking system to be more inclusive, to accommodate new banks, and to adapt to 

the changing needs of the marketplace, customers, and communities. We have all complained 

too long about the dearth of de novo institutions as we have watched the industry consolidate. 

Now, we need to remove unnecessary barriers to becoming banks. (Noreika 2017, p.3) 

The Acting Comptroller also commented: 

I also believe that if you provide banking products and services, acting like a bank, you ought 

to be regulated and supervised like a bank … Hundreds of fintechs presently compete against 

banks without the rigorous oversight and requirements facing national banks and federal 

savings associations … While charters would provide great value to the companies that 

receive them, the supervision that accompanies becoming a national bank would help level 

the playing field in meaningful ways. (Noreika 2017, p.6) 

To date, state licensing schemes have covered non-bank financial services. The New York 

Department of Financial Services and the Conference of State Bank Supervisors have brought 

lawsuits against the OCC, challenging its authority to grant special purpose national bank 

charters to fintech companies (Noreika 2017, p.4). These legal proceedings are underway. 

Payments systems 

The Federal Reserve is modernising the payments system. It created a task force in 2015 to 

find ways to implement faster payments in the US (Federal Reserve 2017a). The Faster 

Payments Taskforce released several reports, and the Federal Reserve announced its 

response in September 2017. Changes are being designed and implemented through the 

taskforce and working groups. The working groups, facilitated by the Federal Reserve, will 

research faster payments rules and standards, interoperable directories, and payments 

regulation (Federal Reserve 2017b, p.6). 
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Some progress has been made: 

The payments industry also has begun exploring potential uses of digital currency and 

distributed ledger technology in delivering faster payment solutions. In addition, same-day 

automated clearing house (ACH) credit payments began flowing through the networks in fall 

2016, with 13 million payments cleared in the first 100 days. In September 2017, same-day 

ACH debit payments will begin. (Federal Reserve 2017b, p.5) 

As part of this process, the Federal Reserve is consulting on any changes it needs to make to 

deliver real-time settlement for retail payments. This work is alongside other projects to ensure 

the security of the payments system and increase the proportion of payments originated and 

received electronically (Federal Reserve 2017b, p.7, 10). 

The possibility of implementing a standard, ubiquitous, business-to-business electronic 

invoicing and processing platform was considered in the US. It was concluded that there were 

substantial benefits but “the challenges to implementing e-invoicing are just as substantial and 

a one-size fits all platform may not be effective for the United States” (Federal Reserve 2017b, 

p.11). The Federal Reserve also reviewed its system for providing cross-border payments, 

and is pursuing some strategies to improve speed and transparency (Federal Reserve 2017b, 

p.12-13). 

Talent attraction 

One of the identified strengths of the US fintech sector is its access to a pool of talent, driven 

by well-established technology and financial sectors (EY 2016a, p.30). This can, however, 

also create some problems such as competition for skills, which can increase the cost of labour 

(EY 2016a, p.30). 

In April 2017, President Trump issued an executive order directing agencies to propose new 

rules and issue guidance to protect the interests of US workers under the immigration system. 

It also requested suggestions for reforms to ensure H-1B visas are awarded to the most skilled 

or highest-paid applicants (Trump 2017b). Nearly 65 per cent of applicants for these visas are 

in computer-related occupations (Mark 2017). While it is too early to assess the impact, the 

changes are not as extensive as some had feared (Thrush et al 2017).  

State governments 

A number of commentators argued that policies in the US are more proactive in encouraging 

fintech at a state level (TPWG 2017, p.6). Because most fintechs fall under state regulation, 

these regulators were engaged relatively early in financial sector technological expansion and 
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growth, and state-chartered depository institutions are more willing to engage with fintech 

businesses than those with federal charters (TPWG 2017, p.11).  

California has an Innovation Hub program, which has 15 iHubs that “leverage assets such as 

research parks, technology incubators, universities, and federal laboratories to provide an 

innovation platform for startup companies, economic development organizations, business 

groups, and venture capitalists” (Go-Biz 2017). New York State has created the Consolidated 

Funding Application, which provides a single point of contact to access economic development 

funding through one application (New York State 2017). 

While some commentators argued that California and New York are more advanced in their 

support for fintech businesses (Pollari 2017, p.19), these states are not alone in their fintech 

initiatives. For example, FinTech Atlanta provides professional development and government 

support to local fintech businesses (Australian Trade and Investments Commission 2017, 

p.15). 

A2.3. Singapore  

Singapore has a strong and well-established financial sector, which was ranked third in the 

2017 Global Financial Centre Index, behind London (1st) and New York (2nd). Singapore is, 

however, closing in on second place (CDI & Z/Yen 2017, p.2).  

While Singapore’s explicit focus on promoting fintech is relatively new, the sector is now 

growing and attracting considerable international interest. Deloitte stated that Singapore has 

the potential to take over as the world’s leading country in fintech (Deloitte 2017b, p.104). It 

has one of the world’s highest smartphone penetrations, at 85 per cent (Lee 2016) and a 

banking sector willing to partner with fintech businesses.26 

The Singaporean fintech industry body (Singapore FinTech) has approximately 125 members. 

Recently, it launched an online country directory of fintech businesses, detailing the profiles 

and backgrounds of 432 startups and 13 overseas fintech businesses operating in Singapore 

(SFA 2017). Through August (2017), registered companies increased 20 per cent, from 362 

businesses to 432 businesses. Of the startups listed, the largest sectors were payments (18 

per cent of businesses) and investment (20 per cent of businesses). In 2016, 20 global banks 

and insurance companies had set up innovation labs and research centres in Singapore 

(Clifford Chance 2017a, p.24). 

                                                      
26 For example, OCBC, one of Singapore’s oldest banks, launched the chatbot ‘Emma’ in January 2017. ‘Emma’ has facilitated 

SGD$33m in home loans, and the OCDC states that 10 per cent of queries to Emma were converted into home loans. The app 

was developed by a startup, who went through the OCBC FinTech accelerator program (OCBC 2017, p.1-2). 
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Singapore is also home to the LATTICE80 innovation hub, which is privately owned by 

Marvelstone Group. Marvelstone stated that LATTICE80 is the world’s largest fintech hub 

(LATTICE 80 2017). 

MAS is Singapore’s central bank and the sole bank regulator, responsible for the regulation 

and control of over 1200 financial institutions, including over 200 banks (MAS 2017a, MAS 

2017b). The Infocomm Media and Development Authority (IMDA), which functions under 

MAS, regulates the info-communications and media sectors in Singapore, under the Ministry 

for Communications and Information (IMDA 2017a). While MAS is the central authority for 

obtaining financial services licences, areas such as cloud computing, cybersecurity, personal 

data protection, Know Your Customer and customer communications are also overseen by 

the IMDA (IMDA 2017b). 

MAS has embraced and promoted fintech in Singapore. For example, it has signed more 

fintech co-operation agreements with international bodies than any other regulator (Deloitte 

2017b, p.21) and in November 2016, approximately 13 000 participants from 65 countries 

attended the MAS inaugural FinTech Festival (MAS 2017c, p.30). Its second festival was held 

in November 2017. 

A2.3.1. Government policy and regulation 

The Singapore Government has a broad focus on technology and innovation. It has 

established the Smart Nation and Digital Government office, and the Government Technology 

Agency under the Smart Nation Digital Government Group (SNDGG) (Govtech Singapore 

2017; Lee 2016). This initiative aims to “use technology extensively and systematically” 

throughout Singapore (Lee 2016).  

In May 2017, the Government announced the SNDGG would drive the development of the 

National Digital Identity, and collaborate with MAS to establish cashless payments and the 

Smart Sensor Platform. The Government expected to tender for SGD$2.4bn in information 

and communication projects in 2016-17 (Govtech Singapore 2017). It also announced that the 

tenders would use SMEs wherever possible. 

The Singapore Government’s overall approach to fintech regulation is to apply regulation that 

“kicks in only when the risk posed by new technology becomes material or crosses a set 

threshold” (Menon 2017).  

Startup and innovation support 
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Accreditation@IMD was launched in July 2014, to help support and grow info-communications 

and media companies in Singapore and help companies to tender for projects in the 

international market. At the end of April 2017, it had accredited 17 companies in technology-

related industries, and supported those companies to obtain SGD$70m in government 

business across 88 projects. Accreditation@IMD announced that it intends to focus on fintech, 

and has signed Memoranda of Intent with the three leading banks27 to support accredited 

companies. Each of these three banks has its own support/mentoring program (IMDA 2017c, 

p.1-2). 

The Singapore Government has created the Financial Sector Technology and Innovation 

Scheme, committing SGD$225m over 5 years to attract innovative industries to set up in 

Singapore, develop industry competitiveness, and support development of industry 

infrastructure. This plan incorporates a Proof of Concept scheme (POC scheme), which seeks 

to fill the funding gap for early stage development of innovative financial projects. Under the 

POC scheme, companies can access up to SGD$200 000 in financial support for 18 months, 

to cover up to 50-70 per cent of their costs (such as wages and salaries, equipment and 

licensing costs) (MAS 2017d). 

In addition to direct support, financial investment in fintech is encouraged through tax 

incentives to Angel investors (Angel Investor Tax Deduction Scheme) (Lau 2017), dollar-for-

dollar co-investment programmes through SPRING Singapore (Lim et al 2016) and the 

Makara Innovation Fund. This fund provided SGD$1bn over eight years, investing in globally 

competitive, innovative technologies (Roman 2017). 

MAS has implemented a range of initiatives to promote fintech, including forming the Financial 

Technology and Innovation Group in August 2015. This dedicated department formulates 

regulatory policies and strategies for growth, while managing risks and enhancing efficiency. 

It has three divisions: one focusses on payments and technology, one on technological 

infrastructure, and one on technological innovations (MAS 2015). 

In May 2016, MAS established the fintech Office, comprised of members from MAS and the 

Eco Development Board of Singapore, which serves as a ‘one-stop shop’ to promote 

collaboration between government agencies and business.   

Singapore also has a regulatory sandbox, with broad eligibility. It sets regulatory relaxation 

and limits (including time) case by case. In early 2018, there were two active sandbox 

                                                      
27 DBS Bank Ltd., OCBC Bank and United Overseas Bank 
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participants.28 Singapore-based direct insurance broker and financial advisor PolicyPal 

(incubated by PayPal) was the first startup to graduate from the sandbox (Yahna 2017).  

Overall, artificial intelligence and blockchains are expected to grow significantly with continued 

investment in payments, open data and data analytics (KPMG 2017c, p.6-7). MAS published 

a consultation paper discussing digital advisory services (robo-advisors) and proposed legal 

amendments in June 2017, including relaxing the licensing requirements for digital advisory 

firms. Regulated financial institutions are already authorised to provide digital advisory 

services; the proposed changes would allow fund managers and financial advisers to enter 

the digital market more easily (MAS 2017e).  

Opening up banking 

In November 2016, MAS launched the API playbook as a guide to the implementation of APIs, 

and to allow developers to build APIs that can be integrated with financial data (MAS 2017c, 

p.32-33). The Playbook lists over 400 common and useful APIs that the financial services 

industry could consider publishing, and suggested data and information standards. 

MAS is also working on a centralised Know Your Customer tool for financial services that will 

use government-verified data to standardise and simplify processes such as opening a bank 

account, or applying for a credit card or home loan. In May 2017, the Singapore Government 

began to trial the tool, opening online accounts with four banks. Under the pilot, customers do 

not need to submit identification documents when opening a bank account, as their identity is 

verified by accessing their online government profiles (Finextra 2017).  

Payments systems 

In November 2016, MAS entered into a partnership to create a proof of concept scheme for 

interbank facilitated payments with R3, a distributed ledger technology company, and a 

consortium of major banks.29 This project, Project Ubin, evaluated the benefits and 

implications of a tokenised Singapore Dollar on a distributed ledger. The project was built on 

MAS’s existing electronic payment system, with the aim of digitising domestic and cross-

border transactions. The first stage of the project was to assess the system’s ability to transact 

24/7 using digital tokens. This has been completed. MAS is proceeding to stage two, making 

developed prototypes available to students and industry (Deloitte & MAS 2017). 

                                                      
28 Kristal Advisors (SG) Pte Ltd and Thin Margin Pte Ltd 
29 Bank of America Merrill Lynch, Credit Suisse, DBS Bank Ltd., the Hong Kong and Shanghai Banking Corporation Limited, 

J.P. Morgan, Mitsubishi UFJ Financial Group, OCBC Bank, Singapore Exchange, and United Overseas Bank 
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In July 2017, the Association of Singapore Banks launch of PayNow, a peer-to-peer funds 

transfer system operating between seven of the major Singapore banks. Customers of these 

banks can now instantly transfer funds from their mobile phones at any time of any day (The 

Association of Banks in Singapore 2017, p.1). 

In August 2017, MAS announced its will establish a Payment Council to bring together players 

in the payment services industry, and encourage collaboration and advancement (MAS 

2017f). MAS anticipates that more integrated e-payments will increase adoption rates. The 

Payments Council will work with the IMDA to develop a complete, interoperable, electronic 

payments system, and a standardised QR code (bar code) for Singapore (MAS 2017g).  

Export promotion and assistance 

MAS and ASIC signed an Innovation Function Co-Operation Agreement in June 2017, to 

encourage co-operation between and expansion of the two markets (ASIC & MAS 2016). As 

noted above, MAS has entered into more co-operative agreements than any other regulator, 

including agreements with the UK, Switzerland, Korea, Japan, Thailand, Denmark, France, 

India and Abu Dhabi (Deloitte 2017b, p.21).  

MAS has also signed a Memorandum of Understanding with the Association of Supervisors 

of the Banks of the Americas, with a view to improving fintech ties, exploring joint technology 

innovation projects and facilitating discussion on common issues (PWC 2017b, p.13). 

Talent attraction 

MAS has been working with five local polytechnics to ensure that necessary skills are being 

taught, and has worked with the industry to boost the number of fintech internships and 

mentorships available to students. A Memorandum of Understanding was signed between the 

five polytechnics and MAS to review and enhance the curricula over the next three years (MAS 

2016). 

In August 2017, Fidor Bank, a fully digital bank based in the EU, announced that it would also 

partner with Singaporean polytechnics, and invest SGD$800 000 to train students in 

developing fintech applications using the bank’s API sandbox (Fidor 2017). Fidor Bank’s 

program will be incorporated into current banking or IT-related courses, and it is anticipated 

that approximately 500 students will benefit.  
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A2.4. European Union 

Measuring fintech in the EU is difficult. Data usually includes the UK, and does not separate 

different markets, making it difficult to disentangle the relevant information. Additionally, the 

EU market has overarching policies and national policies, making the policy and regulatory 

environments complex. 

In Europe, including the UK, there was US$4.55bn in investment activity across 252 deals in 

the first three quarters of 2017 (KPMG 2017b, p.47; KPMG 2017c, p.39; KPMG 2017d, p.48). 

The UK accounted for about 40 to 60 per cent of this activity (KPMG 2017d, p.51, 57), but 

there were also large investments in fintech businesses in France, Germany, Italy, Spain and 

Sweden (KPMG 2017b, p.59; KPMG 2017c, p.50; KPMG 2017d, p.63).  

In Europe, a survey by Roland Berger indicated that Germany, France and Switzerland had 

supportive fintech environments (Roland Berger 2016, p.32). Germany was ranked equal to 

Australia for its fintech-supportive ecosystem, but behind Singapore because Germany had a 

more complex startup environment (EY 2016a, p.13-15). Germany has growing fintech 

centres in Hamburg, Berlin, Dusseldorf, Frankfurt and Munich (Dorfleitner et al 2017, p.2), and 

German financial institutions are interested in engaging with fintech. A 2017 report indicated 

that approximately 87 per cent of Germany’s established financial institutions said they were 

in or were pursuing a co-operative relationship with at least one fintech business (Dorfleitner 

et al 2017, p.45). 

The French Government is also offering incentives to attract fintechs businesses. It recently 

introduced fintech friendly regulations and has tax incentives to encourage innovation (KPMG 

2017d, p.50).  

In the Nordic countries, fintech is the fastest growing startup sector, despite there being no 

overall growth in financial services (Deloitte 2017a, p.8, 20). These countries are seen as tech-

savvy and educated. There has been strong growth in investment in fintech, particularly in 

Sweden (Deloitte 2017b, p.18) and activity in other countries, including the Netherlands 

(Deloitte 2017b, p.74).  

The proportion of digitally active consumers that use fintech services varies across Europe. 

The adoption rate is highest in Spain (37 per cent) and Germany (35 per cent), but Switzerland 

(30 per cent), France (27 per cent) and Netherlands (27 per cent) are below the international 

average of 33 per cent (EY 2017, p.8). 
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The European Banking Authority (EBA) estimated that in March 2017 there are over 1500 

fintech businesses in the EU (EBA 2017, p.20). At present, the majority of these businesses 

have a national, rather than international focus (Demertzis et al 2017, p.7). Crowdfunding, for 

instance, remains a mainly domestic market, and almost half of those who responded to 

questions on crowdfunding in the European Commission’s public consultation on fintech said 

that they believed that national crowdfunding regulatory regimes hindered cross-border 

competition (EC 2017a, p.14). 

While the EU is actively consulting on fintech development and regulation, it appears to be in 

the early stages. 

A2.4.1. Government policy and regulation 

A centralised policy for the EU for managing and promoting fintech is being developed. The 

European Commission published the Consumer Financial Services Action Plan in March 

2017. This Plan was intended to make it easier for cross-country credit providers to get credit 

information on borrowers, and to map out strategies for fintech that would help remove barriers 

to forming a single market for banking (EC 2017b, p.1). 

In March 2017, the European Commission consulted on the role of fintech, focusing on: 

• accessibility of financial services to customers 

• reducing operational costs and increasing efficiency in the banking sector 

• reducing barriers to entry and increasing competition in the single market 

• balancing the needs of data security and protection with the desire for greater data 

sharing and transparency (EBA 2017, p.10). 

Respondents to the European Commission public consultation raised concerns about 

regulatory fragmentation and suggested that regulation needed to be harmonised. They 

argued that regulation should be technology-neutral and activity-based (EC 2017a, p.39; also 

see EC 2017a, p.15, 49) and identified areas where clarification and change were needed to 

make the rules technology-neutral. For example, some rules limited digital developments 

because they required paper disclosure, handwritten signatures or physical presence (EC 

2017a, p.39). 

Respondents argued that the regulatory framework should be simple and proportionate, 

introduce common terminology and provide for a pan-European licence/passporting (EC 
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2017a, p.44-50). Other commentators, such as the European think tank Brugel, argued for a 

single European institution to supervise fintech (Demertzis et al 2017, p.12). Similarly, Clifford 

Chance argued there are EU-wide impediments to implementing blockchain-enabled 

securities services, and insufficient harmonisation of EU legislation covering peer-to-peer 

lending (Clifford Chance 2017b, p.3, 5). 

Overall, the regulatory environment is extremely complex. The EBA30 estimated that about 35 

per cent of fintech businesses were regulated under EU rules, 14 per cent were under national 

registration or authorisation, and 31 per cent were unregulated (EBA 2017, p.20). Given the 

number of unregulated firms, the EBA suggested that further research is necessary to inform 

whether additional EU level regulation is needed (EBA 2017, p.21).  

Startup and innovation support 

Startup Europe is an EU-central initiative that covers startups generally, and connects startups 

with advisers and startup networks (Startup Europe, 2017). Startup Europe was launched as 

part of the EU’s goal to create a digital single market, and therefore has an interest in fintech 

startups.  

Horizon 2020 is the EU’s framework programme for research and innovation. It is looking to 

invest nearly €80bn in research and innovation activities by 2020. Again, this organisation is 

not specifically fintech focused, but potentially affects fintech businesses (EC 2017d). 

Regulators in only four of the 22 EU member states run innovation hubs (EBA 2017, p.32). 

While the Netherlands operates a sandbox, and Switzerland and Norway have proposed 

establishing one, at this stage, there is no overarching EU sandbox. The EU has, however, 

established a specific Open Bank Project PSD2 sandbox to enable banks to share information 

and experiment with APIs, and to build new products in anticipation of new payment legislation 

(Open Bank Project 2017b).  

At a country level, the degree of support for fintech varies considerably. Industry hubs are 

either established or growing in approximately 20 European cities (Deloitte, 2017b, p.15). 

                                                      
30 The EBA is an independent regulatory agency established by the EU Parliament and the Council of the European Union. Its 

role is to establish a single EU-wide banking sector and maintain financial stability in the EU. Its aims to establish and ensure 

effective and consistent prudential regulations across the banking sector, through binding technical standards and guidelines, 

and to create a European Single Rulebook to lay out those rules (EBA 2016 p.1, 4, 5). 

The EBA operates under several directives that potentially affect the FinTech sector, including the Markets in Financial 

Instruments Directive 2 and the Markets in Financial Instruments Regulation (MiFID II/MiFIR), PSD2, the Mortgage Credit 

Directive, Payments Services Directive, Electronic Money Directive, and the Interchange Fee Regulation (EBA 2016, p.3-4). 

MiFID II, for example, regulates firms providing services to clients linked to ‘financial instruments’. It is being introduced in early 

2018 and will allow non-EU wholesale investment services businesses to operate, once registered with the European Securities 

and Markets Authority (Buckworths). This will cover FinTech, although its primary target is securities products.  
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Different hubs take a range of approaches to facilitating startup businesses and fintech 

innovation. 

The French Government intends to support fintech by simplifying licensing processes. It has 

created a fintech taskforce and an advisory body to help guide startups through regulatory 

process (Clifford Chance 2017b, p,6). French fintechs may also have access to the 

government supported LaFrench Tech, and now Station F, the largest incubator in the world 

(KPMG 2017e, p.50). The French Autoritѐ des Marchѐs Financiers has introduced a program 

called AGiLITY, where fintechs (in certain fields) approved by the UK’s FCA can have their 

French approval process fast-tracked (‘2-Week Ticket’) (AMF 2017).  

The Authority for Financial Markets (AFM) and De Nederlandsche Bank announced a bespoke 

sandbox in December 2016, and a partial or limited licence option for fintechs beginning in 

early 2017 (AFM 2016).  

In Finland, the monetary authorities run a help desk to assist fintechs meet regulatory 

obligations, and they have introduced simplified crowdfunding legislation (Deloitte 2017a, 

p.40).  

In Denmark, a task force has been established to help fintechs comply with regulations and 

obtain licences. Denmark is considering a UK/Singapore-inspired sandbox (Clifford Chance 

2017b, p.6). In preparing for PSD2, several traditional Nordic banks have absorbed fintechs 

to assist with API interfaces and maintain customer share (Deloitte 2017a, p.18).  

BaFin, the German Federal Financial Supervisory Authority, has not made specific legislative 

changes for fintech. Alternative payment methods, such as online and Internet-based 

payments, must be authorised under the German Payment Services Supervision Act (BaFin 

2017) and fintech businesses operating in areas of established regulations are expected to 

comply in the same way as traditional operators. BaFin does, however, provide regulatory 

guidance and has established an internal task force to assist fintechs with regulatory 

compliance (Clifford Chance 2017b, p.6).  

Similarly, in the Nordic Region, fintechs are generally expected to comply with the same 

regulations as established banks.31  

Opening up banking and payments system 

                                                      
31 In Denmark and Finland it can take over 12 months (and up to 18 months) to obtain a licence, with costs of €1m in Denmark, 

and up to €100 000 in Finland (Deloitte 2017a, p.39). 
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The EU adopted the revised PSD2 in November 2015. The directive become operational in 

January 2018. PSD2 covers all electronic and non-cash payments, including foreign 

exchange, credit transfers, direct debits, card payments, and mobile and online payments (EC 

2015). Legislation will also limit transaction fees and surcharges on consumer credit and debit 

cards (EC 2015). The PSD2 legislation is designed to establish innovative and safe payment 

services across the EU. It will encourage banks to share customer transaction and account 

data with third-party providers, including fintech services (Open Bank Project 2017a). As a 

result, bank customers, commercial and personal, will be able to use third-party providers to 

manage their finances. 

PSD2 has also updated the definition of payment services to include payment initiation 

services. It recognises three new types of third-party providers (TPPs): Account Servicing 

Payment Service Providers (ASPSPs), PISPs, and Account Information Service Providers 

(AISPs). Anyone approved as a TPP will have access to a customer account containing 

payment and transaction data generated by an account provider (ECB 2016, p.1). PISPs will 

be able to initiate online payments to beneficiaries directly from an online portal, while AISPs 

will be able to extract customer information and data (Accenture 2016c, p.5). The impact this 

will have on the market is difficult to predict. Already, anticipation of PSD2 has seen increased 

investment by fintech businesses and established banks (Accenture 2016b, p.2; Deloitte 

2017a, p.40). A series of 800 interviews targeting consumers aged 18-64 showed that, while 

53 per cent would use a PISP, over three-quarters would prefer to use these services through 

an established, traditional bank (Accenture 2016b, p.5). 

The PSD2 legislation is expected to encourage banks to create open APIs to meet their PSD2 

obligations, with a focus on programmes to leverage banking data (KPMG 2017c, p.40). These 

APIs may be more effective if they were standardised but, at this point, the EU does not require 

standardisation.  

In addition, EU General Data Protection Regulation will come into force in May 2018. This 

regulation will impact how businesses handle customer data, but, as noted in the feedback 

from a working group established by the Euro Retail Payments Board, there are areas where 

it is unclear how the data protection regulation will interact with PSD2 (ERPB 2017, p.6). The 

regulation “applies to all companies processing personal data of data subjects residing in the 

Union, regardless of the company’s location” (GDPR 2017). It gives people the right to access 

and get copies of their data (including in machine readable format), and, under certain 

conditions, the right to require their data to be erased or not disseminated. There are 

substantial fines, of up to 4 per cent of annual turnover or €20m (whichever is greater) for not 

complying with the provisions (GDPR 2017).  

http://www.australiancentre.com.au/
https://ec.europa.eu/info/business-economy-euro/banking-and-finance/consumer-finance-and-payments/payment-services/payment-services_en
https://ec.europa.eu/info/business-economy-euro/banking-and-finance/consumer-finance-and-payments/payment-services/payment-services_en


Funding Australia’s Future IV: Fintech 

        Page 118  

                              
Australian Centre for Financial Studies 

+61 3 9666 1050 | australiancentre.com.au 

The EU is also reinforcing a single online payments market through its Digital Single Market 

(DSM) Strategy. The DSM strategy aims to remove regulatory impediments preventing a 

single online EU payments market. It is estimated it will add €415bn to the EU economy (EC 

2017c).  

The EU has a single Euro payments area (SEPA), a system where payments in Euros are 

made with common technical and legal standards, using the same instruments regardless of 

location in Europe. The SEPA has been in place since 2008 and includes the 28 member 

countries, plus six additional European countries (EBA 2013, p.5, 9). In November 2017, the 

SEPA Instant Credit Transfer Scheme will launch. This scheme will be able to transfer up to 

€15 000 in 10 seconds to any of 34 European countries, at any time. This is intended to make 

it easier for countries to adopt the Euro, and create a standardised currency. 

Export promotion and assistance 

The EU as a whole has not entered into agreements with other countries regarding fintech. 

However, as of March 2017, France and Switzerland had entered into co-operative 

agreements with Singapore (Deloitte 2017b, p.21). More broadly, however, the EU’s drive for 

a single currency (the Euro) and a single market can benefit the fintech sector, by making it 

easier to operate across EU countries. Of the 28 member countries in the EU, 19 currently 

use the Euro as their official currency (EU 2017). 
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Appendix 3.  List of Abbreviations 

ACM – Authority of Consumers and Markets 

AFM – Authority for Financial Markets 

AISP – Account Information Service Provider 

API – Application Programming Interface 

APRA – Australian Prudential Regulatory Authority 

ASIC – Australian Securities and Investments Commission 

ASPSP – Account Servicing Payment Service Provider 

BoE – Bank of England 

CGI – Client Global Insights 

CMA – Competition and Markets Authority  

CFTC – Commodity Futures Trading Commission 

CFPB – Consumer Financial Protection Bureau 

CUA – Credit Union Australia 

DSM – Digital Single Market 

EBA – European Banking Authority 

EY – Ernst & Young 

FCA – Financial Conduct Authority  

Fintech – Financial Technology 

HKMA – Hong Kong Monetary Authority 

IMDA – Infocomm Media and Development Authority 

MAS – Monetary Authority of Singapore 

OCC – Office of the Comptroller of Currency 
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OJK – Indonesian Financial Services Authority (Otoritas Jasa Keuangan) 

PISP – Payment Initiation Service Provider 

POC Scheme – Proof of Concept Scheme 

PRA – Prudential Regulatory Authority  

PSD2 – Payment Services Directive 2 

PSP – Payment Service Provider 

RBA – Reserve Bank of Australia 

SEPA – Single Euro Payments Area 

SME – Small and Medium Enterprise 

TPP – Third-Party Provider 
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