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Digitalisation and technological disruption

® Technological innovation in financial services is affecting all parts of the financial industry

® Developments bring opportunities but also challenges

Technology as an effective driver of Risks to consumer protection,

a more efficient, competitive and
inclusive financial system

market contestability, market
integrity, financial stability

® Balance between embracing innovation and addressing risks that merit public intervention

® Regulation as the main policy tool
= Subject to relevant trade-offs

= Level playing field, regulatory arbitrage, regulatory perimeter, etc

® Big techs in finance: possibly one of the most relevant challenges
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Big techs in finance

Service offerings by big techs under analysis

Financial services

® Big tech business model
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= Three types of service: core services,

financial services, and technological services v v v v v
® Entry into finance J
v v
= Started with payments before expanding v v
into other financial sectors -- now involved , , , ,
in credit, banking, asset management and
v v v v v

insurance etc

v Provision of financial service through big tech entity and/or in partnership with financial institutions outside big tech group in at least one jurisdiction.

= Big techs provide financial services through #Social networks, mobilty, deliveries and media services.
I |Censed Su bS|d |a r|es | ncom pet't'o N W|‘th % The main activity of an entity engaged in banking is taking deposits, though regulations vary across countries.
trad ItIO na I fl na nCIa I | nStItUtIOnS or | n * This includes both cloud-storage and cloud computing solutions.

& Other technological services include, for example, telecommunication services, navigation services, digital workplace services.

partnership with them
Sources: BIS (2019); Citi GPS (2018); FSB (2019); IBFED and Oliver Wyman (2020); Van der Spek and Phijffer (2020); public sources; FSI.

Source: FSI Insights 44.

Financial Stability Institute =~ €3 B|S Restricted



Risks for financial stability

® From provision of financial services
Interdependencies and conflicts between financial and non-financial activities
Opaque partnerships with financial institutions

Deutsche

Participation in potentially disruptive digital-money related activities I
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® From provision of tech services to financial institutions cac
Critical role for operational resilience of financial sector : N
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® From concentration dynamics e

- . Source: FSI Insights 44.
Impact on market contestability and tendency towards market dominance

Increased vulnerability of the financial system through excessive concentration
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Current regulatory approaches

® Mostly a piece-meal approach
Developments in different policy domains

Focus on regulated financial subsidiaries: requlated on basis of (mostly activity-based)
sectoral regimes

No true “group-wide” requirements

Few controls for interaction across legal entities

® Emerging regulation for some specific activities

Issuance and provision of services related to stablecoins

Provision of critical services to financial institutions (eg cloud)

® Emerging entity-based regulation in the area of competition
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In search of a new framework

® Specific entity-based regulatory regime for big techs with significant financial activities needed

Financial Stability Institute

‘ Segregation agvantages
@

Target interaction across all big tech’s activities

For financial activities, choose between three regulatory approaches

Restriction ()

Simple to implement

Risks more clearly
identified and managed

Segregation ()

+ Sheltering of financial

activities from non-
financial risks

Transparency

» Group-wide risks may

+ May impede innavation

« Could severely
constrain provider and
service diversity

Drawbacks

be under-appreciated

= Requires limits on

interdependencies that
may discourage
participation in finance

Source: FSI Occasional paper by Johannes Ehrentraud, Jamie Lloyd Evans, Amelie Monteil and Fernando Restoy.

Segregation of financial activities (with ringfencing measures) is simpler but also more radical than

Inclusion ()

« Comprehensive group-

wide approach

» Allows for innovation

and efficiency

Complex practical
implementation

+ May lead to

disproportionate
regulatory burden

inclusion (entailing specific group-wide requirements for big techs as a whole)

Need to weigh effectiveness, intrusiveness and complexity

Need for international standards
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Thank you
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