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— Work in progress

Project being part of POW 2017-2018

Stocktaking of
e Major FinTech developments in the pension sector

e Existing and evolving supervisory approaches to FinTech
developments

e How supervisors use innovative technologies to make
oversight and communication with stakeholders more
cost efficient and effective

Potentially develop IOPS Good Practices in the area



= Dublin Roundtable

Objective of todays’ Roundtable is to learn from the
experiences of:

e Belgium

e Hong Kong, China

e Iceland

e Kenya

e Mauritius

e Mexico

Tour de table to have input from as large number of
Members as possible
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ovations in financial sector

At present innovative technologies are more used in

e Payment services (mobile and web-based payment platforms:
Apple Pay, PayPal, M-Pesa, Alipay)

* Lending business (credit scoring, capital raising through
crowdfunding, peer to peer or peer to business lending)

e Investment services: securities trading (HFT), digital clearing
and settlement

e Asset management (robo-advice )
e Financial analysis
e Insurance (electronic sales of certain products - CHN)

Some developments observed in private pensions
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Use of innovative technologies in financial sector is nascent and rapidly evolving.
Research shows that FinTechs primarily focus on retail investors (72%) and (60 %) target professional investors and some both

Current FinTech activities are still small compared to overall financial system.

Mobile and web-based payment platforms: ability to pay for good and services/make pension contributions online or through handled devices (telephone applications)

Capital raising through crowdfunding
Crowdfunding: connects investors to borrows through an internet based platform outside traditional financial intermediaries (still very limited as source of financing SME)

Digital clearing and settlement: use of block chain technology. Most high-profile use of block chain technology has occurred in AU. Australian Securities exchange in Jan 2016 has redesigned its clearing and settlement system using block chain technology, + US, Germany, Estonia.

Financial analysis (FinTech web-sites that aggregate and streamline financial information)

Robo-advice: could be stand alone firms or platforms or in-house applications of incumbent financial institutions
Investment itself is often in ETFs, some providers offer broader range of investment.
Still small market  (in terms of global AUM) – Traditional asset managers’ total net assets open ended funds world-wide 31,191 bn$ and global robo-advice 600 bn$. US robo-advice market is most advanced, also in AU start ups and incumbents are developing robo-advice.

Ping Annuity Insurance company uses App and chatbots (virtual assistant to consumers to transact or solve problems) 



— Drivers of financial innovation:
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Demand side:
Consumers are at the center of these developments: growing appetite for digital solutions
GFC led to the loss of confidence; changes in financial landscape
FinTech phenomena attracts attention of young generation (millennials)

FinTech developing a niche through offers that combine interactivity and customisation (services adapted to the needs of consumers)

Supply side:
Most significant developments (changes) are in data storage and management: new tools are emerging allowing to store and process large amounts of data (FinTech allows to aggregate and synthesise financial information)

According to IBM – about 2.5 quintillion bytes of data is created every day, and by 2018, a global internet traffic rate is estimated to be 50,000 GB per second.



Developmentsin-pension secto

Increasing coverage and facilitating retirement savings
e Use of mobile app. and other smart devices (HK, KE, MX, MU)
e Emerging ecosystems (MX)

Helping to engage with pensions
e Technology based business: Spaceship Super (AU)
, Changjiang (CHN)
e Robo-advice

Improve administration and operational efficiency and delivery of
better services

Single electronic platform (e-MPF, HK)
Digital auto-enrolment platforms (UK)
Cloud solutions for accounting (IS)

o
o
o
e Robo-trustees? 6
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Increasing coverage – informal sector, self-employed

MX: ecosystem – as a channel for voluntary savings
FinTech entrepreneurs are testing technological developments to increase voluntary savings through pilot tests that include text messaging reminders for savers and voluntary savings campaign on Facebook.
Miles for retirement – being operated from smart devices
Mobile application ‘Afore Movil’, upload application, enter bank card number
Min saving amount per week – 50ps, go directly to individual account
Also possible to save with AFORE when spending through rounding off amounts in supermarket, cinema, on cloths, etc.

Encouraging results – voluntary savings grew by 35% in 2017 (increase in real terms compared to 2016).

AU: Spaceship Super, started in 2017, with a focus on tech stocks, interest of people who run the fund. These type of funds are geared towards millennials and ASIC things that it can be a trend in the Australian market.

CHN: Changjiang Pension Insurance – to ease engagement and participation of individuals in private pension schemes and improve FE (can make voluntary contributions on-line)

Designed in a simple way, to make Super accessible and approachable, easily manage superannuation savings, from phone or laptop (best technology to have navigate the savings

Offers diversified portfolio with technology at its core (5 min to join fund and invest where the world is going).

https://www.spaceship.com.au/

its and risks
Potential benefits (for consumers):

e New services
e Reduction of costs (due to competition with incumbents)
e Improved trust (block chain techniques)

Potential benefits (for industry):
e More efficient information processing
e Quality (rapidness) of execution
Risks
e Fraud, misleading information, misselling
e Operational risks
o [T risk and Cyber crime 7
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FinTech brings both benefits and risks (risks – both financial and non-financial).
Supervisors need to monitor any emerging risks to ensure that financial innovation clearly 
Strengthen the functioning of  financial system – for the benefits of economy and consumers
(in terms of cost reduction, financial system efficiency)

Views expressed: most new services add little value to the financial industry. (counterproductive to the underlying goal of market efficiency) Financial services remain expensive and financial innovation have not delivered significant benefits to consumers. (National Bureau of Economic Research)


tand evolving sup
Dual approach : flexible and vigilant

e Offer support -meetings, Innovation Hubs, Sandboxes
e Closely monitoring and addressing any emerging risks
Adapt supervision to specific features of FinTech companies
e Setting up dedicated teams
e Continued learning

Generally, PSA should apply technology neutral approach to
FinTechs:

e Risk oriented regulatory and supervisory framework:

‘Same business, same risks, same rules’
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Given that innovation is evolving rapidly – supervisors need to watch these developments carefully (closely monitor developments in the entire financial industry).

Key supervisory mandates: to ensure financial security and stability; ensure a level playing field for incumbents and technological innovators; also most importantly to ensure consumer protection since most innovations are put info effect at the interface (interaction) with consumers.

Authorities are taking or plan to take measures to respond to FinTech developments – need to be clear – these initiatives can be in some jurisdictions more broadly than just the pension context.

Authorities provide assistance to FinTech start-ups developing innovative financial products to understand regulatory system
Provide guidance, help learn about regulation and compliance
Provide guidance on licensing process.

CONSAR, MX, allows for regulatory changes to allow FinTech entrepreneurs to experiment technological developments, tests new products that allow to increase voluntary savings in the country through Sandbox systems.

Dual approach:

Support: specific regulations allowing for gradual adjustment

Specific treatment could be applied to FinTech firms in their authorisation (clarify rules, decide under which regulatory framework project falls, help to compile authorisation application).

Light touch authorisation in France; receive informal guidance from ASIC on the licensing process; streamline the licensing process where possible to facilitate innovation

Once the experimental phase is over, it is necessary to ensure that same rules apply for the same activities.
ASIC is clear – committed to maintaining and not compromising on the key principles of the regulatory system to ensure important protection of consumers and investors.

Equal treatment of equals


Supervisory interventions should be risk oriented, following the principle: “same business, same risk, same rules”.
Risk oriented supervisory framework : treatment according to the risk not technology per se.



Challenges for monitoring FinTech activities

Entities or activities that fall outside regulatory framework
Use of unrelated data (quality of data)

Protection of personal data

Cyber-security

Cross-border issues

Supervisory capacity (staff, resources)
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Current assessment of implications of FinTech is challenging due to limited availability of official and privately disclosed data.

Important to understand new business models and how market structure is changing.

More often, FinTechs don’t focus on entire business line, but only on a particular service, ‘skim the cream’, target most profitable elements of the business model.
Different scenario when target the entire value chain.

Important to underline, current FinTech activities are small compared to overall financial system.

Outsourcing of certain tasks 
Critical issue of security: clients personal data, ensuring safety of transactions
Cyber-attacks: emergence of new services, designed to be simple and interactive only heightens this risk.

FinTech companies mainly operate via internet are not bound by borders. Cross border nature of technological innovation is a strong incentives for Regulatory and supervisory bodies to co-ordinate their policies at the international level.
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y areas for supervisory attention (FSB: 2017)

1. Managing operational risk from 3rd party service providers

2. Mitigating cyber risks

3. Monitoring macro financial (concentration) risk

4. Cross-border legal issues

5. Governance and disclosure frameworks for big data analytics

6. Assessing regulator perimeter and updating it on a timely basis
7. Shared learning with private sector parties

8. Development of open lines of communication between the
authorities

9. Building staff capacities
10. Studying alternative configurations of digital currencies 10
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FSB identifies 10 issues that merit Authorities’ attention


oW Supervisors are using innovative technologies

Putting certain supervisory services on-line through digital
portals (authorisation/licensing, NL, SG, MU)

Fully automated reporting and collection procedures: online
platforms for collection, compilation and analysis of data

Use of block chain for record of data and statistics (MU, RF)
On-line platforms to facilitate on-site inspection (MX)
Creation of national pension database (BE and MX)
Technology driven complaints handling processes (HK, NA)

11
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Project aims to stocktake use by supervisory authorities of innovative technologies


Governments experiences in using block chain – Central Bank of Sweden, Reserve Bank of India, RF, MU


How supervisors are usingiinnovative

echnologies (cont.)

Innovative technologies could potentially offer benetits in the
following areas [in experimental stage]

 Information sharing (shared utilities, cloud or on-line
platforms)

e Understanding of regulatory and supervisory requirements
(machine readable regulations, robot-hand books)

e Supporting supervisory decisions with use of Big Data or Al
that offer advanced analytical solutions, risk and compliance
monitoring

e Achieving better compliance - inbuilt compliance systems

12
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