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“So what is the future of supervision in this changing world, and what can we
learn from the current crisis?”, asked BCBS chairman Pablo Hernandez de

Cos, addressing the 21st International Conference of Banking Supervisors in /

an October 2020 speech! Sta |‘| i n g
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The implications of these developments for
supervisors are threefold. First, proactive
supervision must be the primary response to
these changes, as the traditional regulatory
framework may not be sufficient. Second, greater
consideration should be given to the regulatory
perimeter to ensure that the oft-cited mantra
of 'same activities, same risks, same rules;’ is
actually operationalised. And third, cooperation
among different authorities—spanning both
monetary and regulatory authorities—will be
even more important.

Regulators and central bankers
are now working closely—
through cross-border initiatives
such as the Global Financial
Innovation Network? and the Bank
for International Settlements
(BIS) Innovation Hub*—so they
might learn from one another’s
experiences in bringing new
technologies to bear amidst
today's manifold challenges.

July saw the launch of a Digital
Regulation Cooperation Forum

in the UK, for instance.* The BIS announced broad
expansion of its Innovation Hub, with new centers
planned for London, New York (in partnership with
the NY Fed), Toronto, Stockholm, Frankfurt and Paris.

The European Banking Authority (EBA) issued a
Consultation Paper in August last year indicating that
it is looking at “mapping and understanding existing
RegTech solutions, identifying barriers and risks
relating to the use of RegTech and analyzing how to
facilitate the application of RegTech across the EU."®
“While fintech is an essential part of the UK financial
ecosystem, it's important to remember that RegTech
companies have also played a crucial role in helping
firms navigate the challenges posed by COVID-19,”
said William Russell, Lord Mayor of London, in a
speech last month. “Innovative technologies provided
by the RegTech industry can help financial services to

“Innovative technologies
provided by the RegTech
industry can help financial
services to better

meet their regulatory
obligations, enabling real
time surveillance of the
financial markets and even
predicting where risks and
problems will emerge’”

better meet their regulatory obligations, enabling real
time surveillance of the financial markets and even
predicting where risks and problems will emerge."’

“The benefits and opportunities of regtech and suptech
for regulated entities and supervisory authorities to
improve efficiency, reduce manual processes and
make effective use of data are enormous,” said BIS
Innovation Hub head Benoit Cceuré, during an August
2020 speech.® “SupTech and RegTech tools could
have important benefits for financial stability,” wrote
the FSB in an October report.® “For authorities, the
use of SupTech could improve oversight, surveillance
and analytical capabilities, and

generate real-time indicators of
risk to support forward looking,

judgement based, supervision
and policymaking,” the report
noted, adding that “For regulated
institutions, the use of RegTech
could improve compliance
outcomes, enhance risk
management capabilities, and
generate new insights into the
business for improved decision-
making. For both authorities and
regulated institutions, the efficiency and effectiveness
gains, and possible improvement in quality arising

from automation of previously manual processes, is a

significant consideration.’?”

Partly driven by strains arising from the COVID-
pandemic, the past year has seen a continuation and
expansion in these collaborative undertakings, giving
a marked boost to the adoption of Regtech offerings.”
The leak of the FinCEN files triggered greater
collaboration around anti-money laundering and other
financial risks,'” and the collapse of Wirecard, may
have boosted demand for technologies that address
operational and other non-financial risks.”®

An Australian Senate Select Committee on Financial

Technology and Regulatory Technology issued an
Interim Report'™ on learnings it has gained through
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more than 200 submissions from an array of industry
participants. The Select Committee has shown
interest in developing an informed appreciation of
barriers to uptake of these new technologies and
recently changed its name to the Select Committee
on Australia as a Technology and Financial Centre.
“This is the ideal time to widen our scope and explore
new opportunities for Australia as a technology and
finance centre arising from the COVID-19 pandemic,”
proclaimed Senator Andrew Bragg, Committee chair.
“I fully expect the committee to focus on removing

more barriers to Australian growth as a technology

and a finance centre,” he added.”

Increasingly, regulators are
acting to catalyze technology
innovation.'® Australia’s ASIC
has called upon the financial
industry for greater collaboration
towards achieving better
regulation.” “We consider that
regulatory technology (regtech)
has significant potential to help
businesses enhance their risk
management and compliance
activities,” ASIC indicated

in a report summarizing the regtech initiatives it
undertook during the 2019-20 financial year. “We
are committed to the continued promotion of
regtech and its use by financial firms. We consider
that it can deliver better consumer and market

integrity outcomes."™®

“The use of technologies that enhance efficiency

want to accelerate the adoption of Regtech in Hong
Kong. And this will involve us working hand-in-hand
with banks and the Regtech community.”?° At the
close of the year, the HKMA outlined a number of
regtech use cases that might effectively respond

to operational challenges presented by COVID-19
disruptions.?’ And, in January this year, the HKMA
issued a report on the use of regtech in connection
with AML/CFT obligations.?? “Regtech adoption will
not be an aspiration in 2021, KPMG argued, “it will be
a necessity."#

Banks have also drawn closer to the fintech and

“The use of technologies
that enhance efficiency
and/or the effectiveness
of risk management and
regulatory compliance
presents opportunities to
unlock significant benefits
for banks, regulators and
the wider economy”

HONG HONG MONETARY AUTHORITY

regtech ecosystems in the

past year. “By using artificial
intelligence, machine learning,
and other advanced technologies
and practices,” wrote BCG in

an April 2020 report, “they can
improve bank steering; deliver
predictive, real-time insights;
and execute faster and more
efficiently.” In a September report,
McKinsey offered, “Sub-sectors
such as digital investments,
digital payments, and regtech,

which have had tailwinds from crisis-related changes
in behavior, appear set to take a greater share of the
funding pie."?* When the US SEC's Strategic Hub for
Innovation and Financial Technology announced a
series of virtual meetups in June, RegTech was the

first theme to be covered.?® The UK FCA asked if
the pandemic had helped to usher in a “watershed

and/or the effectiveness of risk management and

regulatory compliance—presents opportunities to
unlock significant benefits for banks, regulators

and the wider economy,” the Hong Kong Monetary
Authority observed in a report released in November.”
“The HKMA strongly believes that Hong Kong has

the right foundations to support a thriving Regtech

ecosystem, and ultimately become a Regtech hub,”
said HKMA Deputy Chief Executive Arthur Yuen in
a speech coinciding with the report’s launch. “We

moment” for the RegTech space.?

“Should there be a greater prudential focus on bank
conduct, ethics and incentives? Is there scope

for greater collaboration among different types of
authorities on cross-cutting issues?” asked BCBS chair
Hernandez de Cos at his October speech cited at

the outset here.
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The GFC exposed serious deficiencies in these ongoing misconduct practices erodes trust

areas. In some instances, misconduct by a between the banking system and the public. A
few ‘rotten apples’in the system threatened moral ‘run on the bank” would have significant
to undermine the robustness of the barrel. In prudential implications.
response, international bodies and authorities
in charge of conduct and market integrity have Since the financial crisis, regulators and firms alike
rightly led the efforts to address these fault lines. have emphasized a ‘detect and correct’ approach

to conduct risk governance and supervision. As we
Yet episodes of malpractice and related move forward, perhaps regtech will permit for a more
behaviours have clear prudential implications proactive, ‘predict and prevent’ capability set.
too. They may point towards broader deficiencies
in banks’ governance and risk management STEPHEN SCOTT is a globally
standards. Conduct-related fines to banks over recognized risk management expert
the past decade totalled hundreds of billions of and CEO of Starling, a US-based
euros, and proved to be a significant driver of leader in the RegTech space.

provisions and at times a source of risk to banks’
capital strength. And, even more importantly,
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