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Abstract

Motivation: The dynamic development of innovation in the financial market and the pro-
cess of globalisation were at the heart of creating a new financial technology sector, called
FinTech. In order to allow for a safe and intensive development of innovations and create
opportunities for all entities, including start-ups, state supervisors and regulators create
dedicated market environments — regulatory sandboxes.

Aim: (1) to define the concept of a regulatory sandbox; (2) to identify the forms of support
for innovative solutions in the financial market; (3) to identify the outcomes of a regulato-
ry sandbox in the case of the United Kingdom.

Results: Regulatory sandboxes are a new supervisory tool which, despite only a few
years of history, has gained recognition of financial market participants. Research has
shown that a regulatory sandbox has many benefits not only for the companies joining
it but also for the supervisory institution. Sandboxes allow participants to receive con-
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tinuous substantive support, obtain licences faster and resolve legal doubts. Participation
in a regulatory sandbox is also a form of promotion and facilitates raising investment
capital. On the other hand, regulatory sandboxes are still in the early stages of develop-
ment, and the support they provide is limited. Some companies also experience problems
in dealing with the long and complicated process of applying for admission and the limited
number of participants. The latter obstacle may result in unequal competition on the mar-
ket and failure to fully exploit the development potential of FinTech. The most important
benefit for a supervisor is that through its engagement in a regulatory sandbox, it gains
additional knowledge of new technologies and new business models, and its employees
develop important competences. The dialogue conducted with professional financial mar-
ket participants allows for a better assessment of the risks associated with new technolo-
gies. The first outcomes of participation in a regulatory sandbox are encouraging for new
innovative players and supervisory authorities. It is recommended that this initiative be
extended in order to enable more market players to conduct testing.

Keywords: regulatory sandbox; FinTech; financial market; innovation
JEL: E42; G11; G21; 033

1. Introduction

In order to interpret the term ‘FinTech’ correctly, we should refer to several
definitions. For instance, the Financial Stability Board (FSB, 2020) defines
FinTech as: ‘technologically enabled innovation in financial services that could
result in new business models, applications, processes or products with an as-
sociated material effect on financial markets and institutions and the provision
of financial services. FinTech innovations are poised to affect many different
areas of financial services in the coming years’. This definition was also referred
to by the EBA (2017) in the Discussion paper on the EBA’s approach to financial
technology (FinTech).

Philippon (2016, p. 2) defines FinTech as follows: ‘FinTech covers digi-
tal innovations and technology-enabled business model innovations in the fi-
nancial sector’. Gai et al. (2018), on the other hand, indicate that the FinTech
concept covers a range of phenomena, from the provision of financial services
to the characteristics of financial innovation. The authors claim that FinTech
is a relatively new topic in the financial industry, but it is constantly growing
in popularity. It should be noted, however, that the term itself is not new; it was
used for the first time as early as 1972 by Bettinger in relation to new financial
technologies (Bunea et al., 2016).

FinTech definitions tend to focus on the material aspects of financial services
and not the entities involved. This is understandable because FinTech is a very
broad concept and combines financial innovation in many narrower areas, such
as payments (Polasik & Piotrowski, 2016), banking, loans, robo-advisors, cryp-
toassets, blockchain solutions (Du et al., 2019), insurance. Some of these areas
have even been branded, e.g. the sector focused on online lending — Lend-
Tech, the sector focused on innovation in insurance — InsurTech (Alt et al.,
2018). A definition of FinTech was proposed by Harasim & Mitrega-Niestroj
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(2018), who defined FinTech in both broad and narrow terms. ‘In broad terms,
FinTech means using innovative technologies to provide existing financial ser-
vices more efficiently’. In narrow terms, ‘FinTech is a financial services sec-
tor created by non-traditional financial services providers that uses innovative
technologies to provide existing financial services more efficiently and create
new ones to deliver new value to customers’. Another narrow definition was
proposed by McAuley (2015) who considered FinTech to be ‘an economic in-
dustry composed of companies that use technology to make financial systems
more efficient’. Szpringer (2016) emphasises that FinTech provides an oppor-
tunity to transform the entire financial sector, regulations, and business models
known thus far. FinTech combines traditional financial services and new tech-
nologies using large amounts of data.

Developing innovation is not an easy task, as it involves the need to comply
with the legal regime (often not adapted to the use of new technologies), super-
visory requirements and frequent copying of ideas by larger and more experi-
enced players. Moreover, innovations are typically created by new companies,
start-ups, that do not have a large financial base, unlike banks for example.
Therefore, they have serious difficulties in meeting regulatory requirements,
including capital requirements. This is why supervisors develop many financial
innovation support programmes, such as the Innovation Hub (KNF, 2020), ac-
celeration programmes, sandboxes, and others. Although these initiatives are
aimed at both supervised and unsupervised entities, they are more often used
by unsupervised entities. The complexity of the issue of legal and market tools
supporting the development of innovation in the financial services market, in-
cluding regulatory sandboxes, undoubtedly requires scientific considerations,
the results of which are presented in this work.

The objectives of the present paper are: (1) to define the concept of a reg-
ulatory sandbox; (2) to identify the forms of support for innovative solutions
in the financial market; (3) to identify the outcomes of a regulatory sandbox
in the case of the United Kingdom.

2. Regulatory sandboxes as part of financial innovation
development worldwide: literature review

Technological innovatdons play an important role in economic develop-
ment and building competitive advantage. Regulators and supervisors around
the world are fully aware that it is crucial to transform the financial sector, both
locally and globally.

Models of regulatory sandboxes in the financial services market do not have
a long tradition (Marchewka-Bartkowiak, 2020). It is accepted that sandboxes
are closely related to the FinTech industry, but they had already been used for
other industries, e.g. for testing computer games (Ocio & Brugos, 2009), IT
environments (Junglas & Steel, 2007), or experimental medicines (Marchew-
ka-Bartkowiak, 2019). Within the proposed definitions, researchers have tried
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to cover different aspects of this phenomenon. The aspect of an experiment was
emphasised, e.g., by Ringe & Rouf (2018): ‘Regulatory sandbox — an experi-
mentation space — as a step towards a regulatory environment where such new
business models can thrive’. Attention was also drawn to the lowered barriers
to entry on the market. Guo & Liang (2016) argued that ‘the sandbox deline-
ates a restricted scope with simplified market access standards and procedures’.
Notably, the terms ‘regulatory sandbox’ and ‘virtual sandbox’ should not be
equated. Virtual sandboxes allow participants to test products without entering
the real market (Jenik & Lauer, 2017). This means that consumers who take part
in tests in a virtual sandbox use, for instance, virtual funds.

Taking the above into account, the authors have proposed a definition, stat-
ing that a regulatory sandbox is a restricted, experimental market environment
that is usually created by state regulators of supervisors. The purpose of regula-
tory sandboxes is to create a safe, dedicated space where entrepreneurs, includ-
ing small start-ups, can test innovative products, technologies, or models with
constant support and supervision. An additional advantage is the development
of new products that can be used by customers. Testing of products in a regula-
tory sandbox is ultimately intended to lead the participant to obtaining permis-
sions, licences, e.g. to operate in the financial services market.

It is generally accepted that it was the UK’s Financial Conduct Authority
(hereinafter: the FCA) that initiated the idea of regulatory sandboxes world-
wide. However, this statement is not entirely correct, as this trend was started
by the US Consumer Financial Protection Bureau (CFPB, 2012) in 2012, based
on Project Catalyst. However, the claim that the use of the term ‘regulatory
sandbox’ in 2015 was initiated and spread by the FCA is true. The FCA (2015)
has spread the regulatory sandbox concept, thus responding to the dynamic de-
velopment of the financial market. In Europe, the FCA was swiftly followed
by the Netherlands, i.e. the Financial Markets Authority (AFM) and the De
Nederlandsche Bank (DNB), which implemented a regulatory sandbox in 2016
(De Brauw Blackstone Westbroek, 2016). Active supervisors with regulatory
sandboxes also include: the Australian Securities and Investments Commis-
sion (ASIC), the Monetary Authority of Singapore, the Hong Kong Monetary
Authority, or the Bank of Lithuania (Columbia Institute for Tele-Information,
2020).

Sandboxes are also to be a response to insufficient legal regulations in the area
of innovative FinTech entities. Regulation largely lags behind dynamic tech-
nological progress or standardises the market to such an extent that the en-
try of innovative players can be significantly hindered. This is also stressed by
Laahanen & Yrjidni (2019): ‘the problem is that regulations do not keep pace
with technological innovations, as technological innovations develop far faster
than applicable regulations. Regulations have failed to meet the demands of fin-
tech companies, hence technology-driven regulations will respond to the risks
of fintechs’.
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Creating regulatory sandboxes requires supervisors and regulators to be ma-
ture. The approach to innovation varies from one jurisdiction to another and it
is not always possible to reach an internal consensus on solutions in this area. It
is worth remembering that innovations distort the traditional system of large,
secure financial institutions which for a long time have been synonymous with
institutions of public trust (Romanova et al., 2018). Start-ups try to compete
with large financial institutions (Jagtiania & Lemieux, 2018). The break with
safe financial services built over the years, especially those regulated after the fi-
nancial crisis, raises many concerns. They relate primarily to the safety of finan-
cial markets and market participants and the lack of security and guarantees for
consumers, e.g. in the form of the Bank Guarantee Fund' (BFG, 2019).

Until recently, few people imagined that a start-up comprising several peo-
ple could open in the financial market. However, such situations are not im-
possible — for instance, CommonBond (2020) is a start-up established by four
friends in 2012. The company deals with cheap loans for students on more fa-
vourable conditions than traditional market ones. CommonBond has already
disbursed loans exceeding a total of USD 3 billion, financing them with bonds.
The innovations created are usually a response to needs and an attempt to change
the market situation. That is also what happened in that case. The originators,
annoyed with the high cost of loans taken out by students, decided to change
the traditional product. Knowing the problem, they wanted to create favourable
conditions for students at the beginning of their paths. The company has been
gradually developing; additionally, it participates in educational programs, e.g.
covering the costs of education of children in developing countries.

The whole process is beneficial primarily to consumers, who gain access
to an increasing range of dedicated products, offered at lower prices (ROFIEG,
2019). The importance of the process of ‘financial inclusion’, i.e. increasing ac-
cess to financial services, is also increasingly emphasised. Moreover, legislators
and supervisors intend to raise public awareness and consumer security, espe-
cially in developing countries (Makina, 2019).

The trend of creating regulatory sandboxes has gained many supporters
around the world, resulting in the creation of global initiatives, such as the Global
Financial Innovation Network (hereafter: GFIN). GFIN was announced on 7
August 2018 and is bound to become a global sandbox for cross-border test-
ing conducted by innovative companies. Currently, more than 50 organisa-
tions from all over the world are involved in the initiative, including regulators
and supervisors (Clifford Chance, 2019). Sandboxes are also becoming a finan-
cial inclusion tool, as evidenced by the creation of Financial inclusion sandboxes
sponsored by banks, such as the Bank of Sierra Leone and Bank Negara Malay-
sia. The purpose of such sandboxes is primarily financial inclusion. Their opera-
tion is justified mainly in developing countries (Duff, 2019).

! The Bank Guarantee Fund is a Polish institution established in 1994 which guarantees
deposits of banks and cooperative savings and credit unions in the amount not exceeding
the PLN equivalent of EUR 100,000.

625



B c<ONOMIA [ PRAWO. ECONOMICS AND LAW, 19(4): 621-638

As their experience grows, some of the countries mentioned above mod-
ify certain elements of regulatory sandboxes, especially in the area of licence
types or categories of sandbox participants. Today, sandboxes in various forms
are present in more than 25 countries around the world, including develop-
ing countries such as Mozambique and Sierra Leone (Columbia Institute for
Tele-Information, 2020). The Spanish Council of Ministers is the latest country
to announce the launch of a regulatory sandbox on 18 February 2020 (Calvo &
Howell, 2020).

3. Methods

Several research methods were required to achieve the objectives of the paper.
The starting point was the study of Polish and international literature on the sub-
ject. Since both the development of the FinTech sector and the resulting regu-
latory sandboxes are new phenomena, the scientific literature in this area is still
very limited. In addition, industry studies and reports from financial institu-
tions, which contain up-to-date secondary data sources, were also consulted.

The result of the theoretical considerations was our definition of a regulatory

sandbox.

The paper uses the analysis of normative acts, guidelines and documents
presented by financial services market supervisors. The authors’ research
was a case study of a regulatory sandbox in the United Kingdom established
by the UK FCA. The FCA was selected for the case study due to the fact that
the United Kingdom created the first sandbox in Europe (and according to some
authors, in the world) and became a pioneer in the solution. Its sandbox remains
one of the world’s leading sandboxes located in the London financial centre.
Moreover, the supervisor provides transparent information on details related
to the current operation of its sandbox.

As part of the case study, two research questions were asked: (1) Do regu-
latory sandboxes sufficiently support the development of financial innovation?
(2) What are the benefits of creating regulatory sandboxes for financial market
supervisors?

The starting point for the case study was the analysis of reports and studies
from the FCA. The authors then applied the method of collecting data on se-
lected entities that participated in the regulatory sandbox. Those representative
companies were selected in two stages, according to the following criteria:

— In the first stage, a preliminary analysis was carried out of all those that took
part in the FCA regulatory sandbox testing in the years 2016—2019.

— In the second stage, three representatives of the regulatory sandbox partici-
pants were selected for each of the five FCA recruitment cohorts. They were
then analysed in detail.

The second stage was based on the use of information and documentation
collected by the authors concerning the activities of the entities participating
in the sandbox. Interviews with representatives of these companies concern-
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ing various quality aspects of operating within the regulatory sandbox were also

analysed. The selection of three entities from each cohort took into account

the following factors:

— subjective criterion — entities with the most innovative technological solu-
tions in various industries;

— spadal criterion — entities which after participating in the regulatory sand-
box expanded into foreign markets;

— outcome criterion — entities that increased the scale of their operations
after participating in the sandbox and excelled in terms of achievements
and awards.

This procedure yielded 15 companies that carried out tests in the regulatory

sandbox, and they were subjected to further analysis (table 1).

4. Case study of the FCA regulatory sandbox

4.1. Analysis of FCA documentation and reports

There is no doubt that the United Kingdom has been of the greatest importance
for the development of regulatory sandboxes in Europe. Therefore, it is neces-
sary to look closely at the interest that the market players themselves have given
it.

'The regulatory sandbox project is a kind of experiment from which conclu-
sions are drawn based on current experience. The FCA enables companies to per-
form tests every six months in the form of recruitment to ‘cohorts’. Each testing
entity is assigned a dedicated FCA staff member to support it during the process.
Both FCA-authorised and unauthorised entities may apply to the sandbox. An
important stage is FCA’s assessment of an entity’s readiness to undertake tests
within the sandbox and the innovativeness of the implemented solution.

Between 2016 and 2019, 375 applications were submitted to the regula-
tory sandbox, and 118 entities tested their solutions in that environment. Thus,
the scale of operation of the regulating sandbox is very limited, especially as
there are more than 1600 FinTechs in the UK and this number is expected
to double by 2030 (Helm, T., Low, A., & Townson, J. (Eds.). (2019). Helm et
al., 2019).

In 2017, the FCA published an important Regulatory sandbox lessons learned
report (FCA, 2017) which definitely helps to understand the essence and mean-
ing of a sandbox. The FCA lists a number of conclusions from the operation
of the regulatory sandbox, for instance:

— While guiding a company in the sandbox, the authority better understands
the needs and operation of financial innovations and what mechanisms may
hinder development.

— 'The FCA’s continued support for the companies has contributed to the high
rate of successful test completion — 75% of the firms admitted to the first
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cohort completed the tests and 90% of these entities have continued to grow

in the market. In the case of the second cohort, 77% of the admitted entities

passed the tests and according to the FCA a similar percentage will continue
to operate.

— 'The entities that obtained restricted authorisation to carry out the test are
usually no longer active.

— Testing allows the companies to verify whether customers find their product
attractive and what costs they would have to bear in connection with their
activities.

— 'The firms develop their projects during testing, and the final phase which
completes the testing is the preparation of the final report with conclusions
and further plans.

— 'The FCA provides a high level of security for customers; one of the safe-
guards is, for example, an exit plan so that a test can be closed at any time
(in one of the first two cohorts, a company exited the test early due to lack
of customer interest in the product).

In April 2019, the FCA issued another document: The impact and effective-
ness of innovate (FCA, 2019) which summarised five years of regulatory sandbox
operation. This report may also be used by other countries to analyse the ap-
propriateness of creating regulatory sandboxes in their jurisdictions. However,
the authority is trying to indicate that a sandbox is a useful tool, which is proved
by:

— the time it takes to obtain a licence, which is 40% shorter than in the stand-
ard procedure;

— the speed of creating innovative products;

— better access to investment funding — participation in the programme
makes projects more credible.

'The FCA rightly points out that it is too early to announce the unequivocal
success of the regulatory sandbox. However, the FCA’s attempt to follow inno-
vation has attracted many players who have also been tempted by the prospect
of a European passport and access to the European market.

The very fact that an entity enters the sandbox proves that its project is inno-
vative and prospective. Many entities, such as venture capital funds or business
angels, follow the actions of the most promising participants with great attention
(Wonglimpiyarat, 2018). For start-ups or entities starting their activity in this
area, it is also an excellent form of advertising and making their project credible.

4.2. Analysis of companies participating in the FCA regulatory
sandbox

The individual companies participating in the FCA regulatory sandbox were ex-
amined based on primary data collected by the authors. In the first stage, the au-
thors analysed all companies participating in sandbox cohorts. The conclusion is
that what companies usually test in a regulatory sandbox are financial products
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addressed to consumers. Few institutions test their own RegTech solutions. The
vast majority have expanded their offer thanks to their participation and con-
tinue to operate. Interestingly, usually smaller companies run tests in the sand-
box and not large experienced corporations.

In the second stage, taking into account the above-mentioned results,
the authors presented an in-depth analysis covering directly the 15 companies
participating in the FCA regulatory sandbox selected under the procedure de-
scribed in section 3. Table 1 shows the five cohorts supported as part of the FCA
regulatory sandbox operation. In each of the cohorts, three representatives that
took part in the tests in particular periods were selected. Table 1 not only con-
tains information about the name of the company and the idea that the entity
presented in the sandbox but also covers the current situation of the company.

The analysis of the solutions tested by the companies presented in table
1 allowed the authors to determine a wide range of employed technologies
and dedicated services, such as: blockchain- and DLT-based payment services,
InsurTech, AML solutions, mortgage transactions, and KYC verification, con-
sumer credit, and Al-based solutions, RegTech digital identity, tokenisation,
applications facilitating the use of financial services and digital inclusion. The
variety of technologies and sandbox participants presented above has far-reach-
ing consequences for financial market supervisors. It can be assumed that
through its engagement in a regulatory sandbox, the supervisor gains additional
knowledge about these technologies and new business models, and its employ-
ees develop essential competences. The regulatory sandbox mechanism also
allows the supervisor to strengthen the dialogue with representatives of the fi-
nancial sector and to see potential risks associated with new financial solutions.

5. Discussion of results

It should be noted (table 1) that interest in participation in the regulatory sand-
box is not waning, as evidenced by the highest number of applicants to the lat-
est, Cohort 5. The conclusion is that the results of participation in the regulatory
sandbox are encouraging for new innovative players and the initatve itself
should enable more players to conduct testing. The number of applications for
admission to the FCA regulatory sandbox is also gradually increasing (chart 1).
The case study of individual companies has yielded that the regulatory sand-
box in the UK has significantly helped them to develop financial innovations
and commercialise them.

The results of the authors’ research correspond in this respect to the FCA
(2019) report that made a general summary of the results of the regulatory sand-
box, indicating that: approximately 80% of companies that have successfully
completed the tests are still operating on the market, the participants in the reg-
ulatory sandbox received total funding of GBP 135 million, the sandbox has ac-
celerated the development of financial innovation and deepened the cooperation
of large entities with start-ups by approx. 50%.
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The case study has shown that the players who took part in the regulatory
sandbox presented diverse and hitherto unknown solutions. The examples are
the use of intelligent sensors in flood-prone areas for insurance purposes, re-
al-time financial market monitoring, or guaranteed loans when selling a flat.
The authors carried out an analysis of individual participants of the regulatory
sandbox, and it showed that no two solutions were considerably similar to each
other. Many of the solutions successfully tested in the sandbox could be con-
sidered too risky in the traditional market. Moreover, the innovations tested
in the sandbox attract more attention from investors, including venture capital.
It reinforces the role of the sandbox in developing financial innovation.

The research carried out has yielded an answer to question Q1 — the FCA
regulatory sandbox mainly supports the development of financial innovation,
although it also has its weaknesses. Sandboxes allow participants to receive con-
tinuous substantive support, as well as, on average, to obtain licences faster,
and resolve numerous legal doubts. Participation in the regulatory sandbox is
also an additional form of promotion for these companies.

On the other hand, regulatory sandboxes are still at an early stage of develop-
ment, and the support they offer is limited. A problem pointed out in the inter-
views by representatives of FinTech innovation implementers is the complicated
and lengthy process of applying for admission to the regulatory sandbox. The
very initiative of supervisors to support FinTech’s innovation through the organ-
isation of regulatory sandboxes deserves praise for its ability to meet the needs
of the financial market.

As far as research question Q2 is concerned, the research carried out has
shown that the regulatory sandbox also has many benefits for the supervisory
institution itself. The most important of these are:

— the opportunity to supervise the development of the innovations being tested
on an ongoing basis;

— the development of competences of the supervisory institution and its
employees;

— the understanding of market needs and a dialogue with professional financial
market participants;

— ongoinganalysis and assessment of the risks associated with new technologies;

— support for the development of the financial market and competitiveness
in the financial services market.

However, the completed case study has revealed some weaknesses
of the sandbox in the United Kingdom resulting from the supervisor’s assump-
tions and methods of operation. One of them is the ability to apply for admission
to the sandbox only at a certain moment, i.e. in a given cohort. Recruitment
to cohorts usually starts every six months. This means that an entity that has
an innovative idea and wants to test it in a sandbox is obliged to do so at a spec-
ified ime. However, FinTech’s dynamic growth makes the waiting period too
long. The conclusions from interviews with representatives of the companies
included in the case study (table 1) point to the extended application process
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and high application requirements. Some of the participants also complained
about the very long preparation period preceding the tests in the regulatory
sandbox (Chundi, 2018). Usually, however, the companies praised the FCA for
its professionalism and the help they received in the sandbox (Buzzacott, 2020;
Chundi, 2018; Deloitte, 2018).

It is highly significant that the number of companies applying for the regu-
latory sandbox is much higher than the number of those conducting tests. There
is a risk that a substantial number of entities that should be qualified will not
be included in the sandbox due to insufficient resources of the supervisor that
operates it and provides qualified consultants for the participating companies. It
may mean that those entities will have to go through the traditional path of ap-
plying for a licence and approval to operate. Thus, the participants in the regu-
latory sandbox gain a more favourable competitive position. On the other hand,
the refusal to include a company in the sandbox may be justified. It may be based
on the necessary requirements imposed on the entities by the supervisors or
the identified risks related to the immaturity of the submitted solutions. How-
ever, this problem requires further in-depth research.

6. Conclusion

After nearly five years of regulatory sandbox operation, interest in their creation
by global supervisors and regulators continues. Sandboxes are constantly gain-
ing popularity, especially as they effectively support the development of many
innovative solutions in the financial services market.

The case study of the regulatory sandbox in the United Kingdom presents
the mechanisms of the first regulatory sandbox in Europe. In total, 118 out of 375
applicants were tested in the sandbox. The outcomes of the FCA regulatory
sandbox proved to be encouraging for new entrants, with the greatest interest
recorded in the most recent period of its operation. An additional advantage
of sandboxes is the possibility to test innovations in a safe, isolated environment,
which allows both to verify the business model on the part of the entrepreneur
and to ensure the security of consumers.

The regulatory sandbox allows for the development of different technologies
at the same time. Besides, the FCA sandbox is characterised by its versadlity.
Tested solutions cover many industries: from banking, insurance, through pay-
ments, to solutions improving the work of institutions through RegTech. The
FCA continuously supports all testing companies. It ensures that the partici-
pants know in which direction their business model should be developed. An
additional benefit of participating in the sandbox is better recognition and easier
access to capital.

The regulators and supervisors also benefit from the solution, as they contin-
uously observe the market and support the entities testing in the sandbox. The
development of regulatory sandbox allows them to understand how new tech-
nologies are developing and how they affect the growth and security of the fi-
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nancial market. It can be done directly by developing technological solutions for
supervisory institutions, the so-called SupTech. On the other hand, the regula-
tory sandbox allows for testing a somewhat limited number of entities. It may,
therefore, not have sufficient impact on the development of financial innovation
and potentially distort competition on the FinTech market.

However, it should be stressed that regulatory sandboxes are praised by their
participants and provide opportunities for accelerated development of financial
innovation. There is no doubt that a sandbox is a tool supporting the develop-
ment of innovation; other tools, such as chatrooms, the Innovation Hub, accel-
eration programmes, and others, are also constantly being developed. It seems
that the development of innovation in the financial market is of great impor-
tance and can count on the support of regulators and supervisors.

However, one should not forget about the role in the development of inno-
vation played by the largest corporations such as Google, Amazon, Facebook, or
Apple (the popular acronym GAFA). Due to their vast capital resources and global
customer base, they can afford to run tests of FinTech solutions on their own or
in collaboration with start-ups, without involvement in regulatory sandboxes.
GAFA has already achieved a strong position in selected financial services, e.g.
mobile payments. Does the question arise whether the biggest challenge for tra-
ditional banking will come from big corporations rather than the agile start-
ups? Undoubtedly, this issue is essential for the development of the financial
market and should, therefore, become the subject of future studies.
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Table 1.

Appendix

Qualification results to the FCA regulatory sandbox and selected cases of accepted

companies by cohort

Number of applicants

Number of applications accepted

Number of qualified companies

Cohort 1 (2016)

69 applications

24 applications (35%)

18 companies (26%)

Examples of solutions tested by companies from a given cohort and current activity

Name of the company: Billon

Product: an electronic money plat-
form based on Distributed Ledger
Technology (DLT);

Current situation: Billon started its
activity also in Poland, where it was
the first entity to obtain a licence

of an electronic money institution
(Billon, 2019).

Name of the company: Blink Inno-
vation Limited

Product: an InsurTech company.
The application monitors airplane
delays or cancellations, and if such
occeur it: gives access to the airport
lounge (or transfers a certain
amount of money), books a hotel
room (in the case of lack of available
seats it refunds a certain amount

of money), and then books a new
flight.

Current situation: the entity was
acquired by CPP Group (AIM CPP)

in March 2017. It operates world-
wide (Blink, 2020).

Name of the company: Nextday
Property Limited

Product: a London-based real
property agency which, if customers
do not sell their property within 90
days, grants them an interest-free
loan for a predetermined and guar-
anteed amount.

Current situation: the company is
gradually growing. It also offers

the possibility of constant moni-
toring of interest in the property,
regular consultancy of the account
manager and it can conduct negotia-
tions on behalf of the client (Nested,
2020).

Cohort 2 (2017)

77 applications

31 applications (40%)

7 companies were not ready for
testing

24 companies (31%)

Examples of solutions tested by companies from a given cohort and current activity

Name of the company: FloodFlash

Product: FloodFlash is a company
that operates in the InsurTech area.
It provides flood insurance even

in high-risk areas which could pre-
viously be excluded from insurance.
The presented solution is equipped
with a sensor that monitors whether
the water level has exceeded

a certain height. In such a case, it is
the basis for compensation.

Current situation: the company
operates in the United Kingdom
and has both individual and institu-
tional clients (FloodFlash, 2020).

Name of the company: Moneyhub
Enterprise

Product: a tool that combines several
technologies: Al, data analysis.

It promotes positive patterns for
consumers in the area of financial
services and offers services for
traders that help them understand
customers’ needs.

Current situation: the winner

of many awards, including The most
innovative new product using account
aggregation for making consumer lives
better, FDATA Global Awards 2019
(Moneyhub Enterprise, 2020).

Name of the company:
Asset Vault

Product: it allows both physical
and digital resources to be cata-
logued in one secure register.

Current situation: the company is
expanding its business. This entity
received additional funding through
1818 Venture Capital Fund (2020).
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Number of applicants

Number of applications accepted

Number of qualified companies

Examples of solutions tested by companies from a given cohort and current activity

Cohort 3 (2017)

61 applications

18 applications (29.5%)

18 companies (29.5%)

Examples of solutions tested by companies from a given cohort and current activity

Name of the company: Barclays

Product: a RegTech solution which
adapts and implements the current
and revised FCA regulations to Bar-
clays” internal rules on an ongoing
basis.

Current situation: as a global
financial services provider, Barclays
optimises the processes of adapting
supervisory regulations to its
business. Barclays also took part

in cohort S (FCA, 2018).

Name of the company: Spherical
Defence Labs

Product: API security system which
aims to ensure the security of banks
by detecting attacks and security
breaches.

Current situation: a solution based
on machine learning. This entity has
also been invited to the Government
Communications Headquarters
(GCHQ) academy programme
(Spherical Defence, 2020).

Name of the company: Chynge

Product: digital payment system,
based on the DLT technology. The
system monitors the transaction
through Al and a virtual bot which
verify transfers in accordance with
AML and counter-terrorist financ-
ing policies.

Current situation: the company has
expanded its activities and is also su-
pervised by the Monetary Authority
of Singapore (Chynge, 2020).

Cohort 4 (2018)

69 applications

29 companies, representing 42%

of the applications, were accepted
for development towards testing,
including 3 companies that were
accepted under the previous cohorts
but did not start testing

29 companies, representing 42%

of the applications, were accepted
for development towards testing,
including 3 companies that were
accepted under the previous cohorts
but did not start testing

Examples of solutions tested by companies from a given cohort and current activity

Name of the company: Dashly

Product: a mortgage advisory plat-
form which analyses and observes
current trends and conditions

of mortgages on the market

and alerts the borrower to the pos-
sibility of changing the loan to one
with more favourable conditions.

Current situation: the application
constantly monitors market transac-
tions and also analyses the individual
situation of the client, e.g. early
repayment commission, change

in value of the property. The aim

is to adapt to individual customer
needs (Dashly, 2020).

Name of the company: Mettle

Product: free current account
addressed to small businesses.

The solution offers support for
entrepreneurs, accounting services
and dedicated applications e.g. for
invoicing.

Current situation: a solution aimed
at small businesses, helps, e.g.,

to organise and categorise payments
(Mettle, 2020).

Name of the company: NorthRow

Product: a solution based on process
optimisation, including process
implementation and ensuring
compliance with KYC and AML
requirements.

Current situation: the company was
founded in 2010 and is now a tech-
nology partner for many supervised
entities (NorthRow, 2018).

Cohort 5 (2019)

99 applications

29 applications (29%)

29 companies (29%)

Examples of solutions tested by companies from a given cohort and current activity

Name of the company: L&C Mort-
gages Limited

Product: a platform that is dedicated
to customers for mortgage trans-
actions.

Current situation: the platform
offers several types of services:
from the purchase of the first house
to re-mortgage (L&C Mortgages
Limited, 2020).

Name of the company: Monergie

Product: a solution dedicated

to companies which give their
employees the option to receive
advance pay at any time of work.

Current situation: employees using
the service can also use the platform
in the area of financial education
(Monergie, 2020).

Name of the company: British
Heart Foundation

Product: solution implemented by
a charity, offering travel insurance
extended by medical examinations
for a group of consumers suffering
from cardiovascular diseases.

Current situation: the foundation

is actively working to the benefit

of people with heart diseases (British
Heart Foundation, 2020).
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Number of applicants Number of applications accepted Number of qualified companies
Cohort 6 is currently under evaluation
Total
375 125 118

Source: Own preparation based on FCA (2020).

Chart 1.
Number of participants in the FCA regulatory sandbox within each cohort
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Source: Own preparation based on FCA (2020).
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