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UK FinTech:
balancing innovation
and consumer

protection
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‘If we can capture the extraordinary ‘We're taking forward the key recommendations
potential of technology, we'll cement of the Kalifa Review on UK FinTech, ensuring
the UK's position as the world'’s the UK remains at the global cutting edge of
pre-eminent financial centre’ technology and innovation in financial services’
Chancellor, Rishi Sunak Economic Secretary to the Treasury, John Glen

‘Our principles-based approach will
ensure innovation is embedded in any
new regulation, and we will look to
reduce red tape to enable our

vibrant tech sector to thrive’

Digital Secretary, Oliver Dowden




\"’A
%, Temperature Check

Introduction

The Government has a clear
ambition to make the UK a global
FinTech hub at the cutting edge of
digitising finance - and industry has
responded. In 2021 the UK FinTech
market launched 14 unicorns’.

But with significant growth and expansion
comes increased scrutiny. Politicians,
journalists, and consumer groups across the
UK have been quick to point out some of the
shortfalls of rapid growth, and regulation of
the FinTech sector has not kept pace.

Also, while London maintains its position

as one of the top three FinTech hubs in the
world, it is facing a strong challenge from
major European cities such as Paris, Berlin,
and Amsterdam, keen to position themselves
as a natural home for this booming industry.

1 Beahurst, including Insurtech

Now the sector faces a year of change -
with greater uptake of products amongst
consumers, media attention unlikely

to dwindle and multiple legislative and
regulatory changes on the horizon. Now

is the time to shape the future of the market.

To see how much influence consumer
behaviour and perceptions were having
on the media narrative and Government's
regulatory design, WA sought views from
consumers across the UK on their use of
FinTech products and their perception

of safety, regulation and innovation

in the sector.

Taking place in November 2021, the online
General Public questionnaire surveyed over
1,000 respondents.
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Consumer habits are driving the innovation race

Unsurprisingly, innovation and
digitisation in the financial services
sector has been accelerated by

the growth of the FinTech market
in the UK.

Consumer habits have followed suit,
and there has been a marked trend in
consumers taking up new products and
services as they emerge. Whilst many
remain committed to the “traditional”
online banking services, appetite to
use and explore new products

is far-reaching.

712%

Of the public’s most used online money-
related services are high street banking
apps or websites, like those of NatWest,
Barclays, Santander or HSBC.

25%

Of the population admitted they have
looked into using digital only banking (e.g.
Monzo, Revolut, Starling etc.) but have not
used those services yet, showcasing the
potential future growth of this sector.

3in10

Stated they use online credit providers
such as Klarna or PayPal credit. Younger
generations are two times more likely
than older generations to use both
online credit providers and digital
banking services.

39

Unsurprisingly, younger generations -
respondents between 18 and 34 - are
most likely to use digital banking (39%)
than older generations.

52%

Of the population stated their most
used online money-related services
are insurance apps/websites.




We asked: which of the following products do you use?

Currently use

80%
5 B Previously used something like this but have now stopped
B Have looked into using something like this, but not used it yet
70% T A . L
B Not used anything like this and not interested in using it
60% 1 B Never heard of this kind of thing
50% 1
40% P
30% 1
20% /I\ /\
,IO%,I\ . ‘P<. ..
— —— —i— —il—
0%
The app / website Online comparison  Apps / websites for Online credit Digital only Online investment Apps / websites
of my high street apps / wesbites insurance providers banking and asset to trade
bank commonly known management apps crypocurrency
as “buy now pay / websites

later”
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Consumer behavior is being dictated
by a specific set of concerns

And there is a notable shift in perception

by age. Those aged 55 and over show
considerably more concern about how their
datais being used compared to those aged
18-34 (27% versus 11%). A similar pattern
emerges when asked about security from
hackers (19% versus 41%).

Among the older generation (55 and over),
around three in ten are very concerned
about how well protected they are by
regulators, considerably more so than

any other age group.




60%

50%

40%

30%

20%

10%

0%

The security of
the service from
by the provider

We asked: How concerned are you about managing
your money online and through apps?

How well protected
by regulators me
and my money are

Knowing how my How much | can Knowingwhatrules  Howeasyitistoget  How easy the apps The amount of
datais being used frust a company are in place that help from customer / websites are to different apps /
that hasn't been these companies services use websites | need to
around for very need to abide by use fo manage my
long finances

M This concernsme M This doesnt concern me at all
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A complex regulatory environment

Recognising this shift in consumer
behaviour, the drumbeat of
FinTech-led policy announcements
throughout recent years has been
a demonstration of a Government
eager to position the UK as the
world’s ‘cutting edge’ FinTech leader.
Following their manifesto pledge
to back innovation in 2019, the
Government has launched a series
of reviews looking at the future

of the sector.

For many, FinTech is the solution to changing
consumer behaviours in an increasingly
digitalised world that is defined by the
speed and efficiency of consumer services.
The sector and the products it continues to
develop are held up as a beacon of progress
in a market traditionally dominated by
established giants.

However, regulation has struggled to keep
pace with the rapid growth of the sector.
Government has been under pressure from
all angles to improve consumer protection,
and policy makers and regulators now face
uncharted territory as they look to balance
consumer protection while ensuring a
vibrant and growing sector is not stifled —

a case many players in the market have
been quick to make.

0%

The UK has more than
10% of the global market
share in FinTech and the
sector is now worth more
than £11 billion a year to
the UK economy.




Open Banking
and smart data
reforms

Financial
Services Act
2021

Kalifa Review
of UK FinTech

Financial
Services Future
Regulatory
Framework
Review

UK regulatory
approach to
cryptoassets

and stablecoins

Bank of England
Future of
Finance initative

UK
Government
Green Financing
Framework

FCA Review in
to unsecured
credit market
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Diverging from EU regulations

One key issue facing the sector

is the UK Government’s ambition
to diverge from the financial
regulations emerging from the
EU in order to open up innovation
in the sector.

Many large financial services institutions
were initially rattled by changes to
passporting and listing rules that would
seemingly inhibit the growth of the UK
market. However, the Government’s move
to repeal most of EU financial services law
and the decisions not to adopt new EU laws,
has made it clear that it wants to avoid
unnecessary market regulation.

With this new-found freedom has come a
raft of reforms from the UK Government,
with the 2019 Financial Services Future
Regulatory Framework Review and the
2021 Financial Services Act forming the
main vehicles for divergence from EU
regulations. And Sunak’s speech at
Mansion House in July 2021, set out

a vision for “once in a lifetime”

regulation for the sector.

‘Where regulation has imposed

costs without beneficial
outcomes to justify that cost,
then we will want to use our

new ability to change direction.
Edwin Schooling Latter, Director of Markets

and Wholesale Policy at the FCA

Y <




The Government is being ambitious in '[These] pl‘OpOSCIlS will support the

seeking To.bU”d an open, green qnd . future strength of the UK as a glObCll
technologically advanced financial services

sector that is globally competitive and acts financial centre, enSUl'ing an Ggi|e

in the interests of communities and citizens and dynqmic approach to regu|q-|-ion

across the UK. A goal reiterated at COP26

and in the 2021 A?J'rumn Statement. that SUppOl"!'S the gr.ow’rh. of the UK
- . economy, without diverging from

But as always, the devil is in the detail . . .

and the Government is seeking input from our continued commitment to hlgh

interested parties. The latest consultation international standards.’

on the future of regulo’rion is <?Iue to close Chancellor, Rishi Sunak

in February, covering everything from

repealing the majority of EU financial

services laws, to giving UK regulators

greater power. Similarly, the powerful

Treasury Select Committee continues

its inquiry into the Government’s work on

this issue, with a report due in the early
part of this year.
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Balancing consumer protection and
innovation is an ongoing challenge
gomg eheriens 459

Despite the Government’s ambition,
Treasury proposals which place
growth and global competitiveness
at the centre have been criticised
for conflicting with calls to improve
consumer protection. There is a risk
the Government falls short on both.

The Kalifa and Woolard Reviews are a key Of the pUblIC trust that UK

le of this tension. While the Kalif .
XAIMPIE OF IS TEnsIon. TEATE The B regulation keeps customers
Review made several recommendations

aimed at supporting the development of pI‘OTeCTed from rogue
the FinTech sector, the Woolard Review providers, but levels of trust

highlighted how a lack of regulation Y.
has resulted in considerable consumer vary 5|gn|f|can’r|y between

detriment. Both have been accepted by the those who regula I"ly use
Government, and while work is underway FinTech produc’rs and

to implement recomme.ndo'rions', it is still those who don't.
unclear how balance will be achieved and

what this means for the future of FinTech.

We asked: How confident do you feel that regulation in the UK
keeps you protected from rogue providers of financial products?
Number of FinTech services used

4-7
services

60%

1-3
services

42%

No
services

26%




The shift to digital is far-reaching

With the uptake of new products has come
a notable change in perceptions.

Whilst a majority of consumers have traditionally pursued
user experience upgrades from their financial services
providers, the longstanding debate over access to cash
continues to show that there are some groups who do not
perceive the benefits of innovations. For regulators looking
to balance innovation and accessibility, ensuring customers
are not left behind will be a key concern.

However, the shift to digital has been expedited by the
COVID-19 pandemic, and consumers are increasingly
turning to digital applications and new products. For many,
this has also meant a shift to new products which offer the
most advanced financial technology - a clear win for FinTech
providers who routinely make the case that innovation leads
to better outcomes.

55<%

We asked: How do you feel about

the following statements?

I'm worried about
financial services
moving entirely online

The pandemic forced me
to manage my money
online much more

| wouldn't take out a
financial product these days
if | couldn't manage it online

I'm often on the look out for the
newest and most advanced
financial technology apps

Technology and innovation are
making the financial services
sector better for customers

M Agree M Disagree

Of respondents felt technology and innovation
are delivering better services for customers

11
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As with any new sector innovation,
it takes time for regulators to

fully understand the impact of

the innovation and the potential
consumer harm that might arise.

In the meantime, the far more fleet-
footed mediq, providing a channel
for activists, becomes the voice of
consumer protection.

In some cases, this creates real challenges
for FinTech companies looking to enter an
established space where editorial battle-
lines have already been drawn.

12

Case stualys
Buy-now-pay-later:
a sector under fire

The rapidly-growing Buy-Now-
Pay-Later (BNPL) sectoris a
prime example of this. The global
sector is expected to be worth
$166bn by 20232, growing at a
rate of between 60% and 70%
annually, according to Bain & Co3.
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SPECTATOR

With investment continuing to pour in, and
ongoing speculation around where the much
anticipated Klarna IPO might list, the media
have followed the explosion of the sector
with keen interest, fulfilling the dual role

of consumer champion and cheerleader

of British innovation.

Whilst the business and trade press has
focused primarily on the large sums of
money and new entrants being drawn into
the sector, the personal finance national
press has taken a sceptical approach to
BNPL, urging the Government to speed up

the regulatory process to protect consumers.

2 https://www.erdict.co.uk/caught-between-banks-and-online-shopping-fintech-predictions-for-2022

3 https://www.bain.com/about/media-center/press-releases/2021/buy-now-pay-later-takeaways

Coupled with sustained political pressure
from MP campaigners such as Stella Creasy
through the course of the Financial Services
Bill and as new products emerge, the sector
has faced a significant challenge over the
past 24-months. Now as HM Treasury
wraps up a consultation on the future of the

regulation for the sector, it can expect a raft

of changes to be introduced within the year.

|

The QINDEPENDENT

Buy now, pay later
crisis: How people
are being tempted

into precarious
financial positions

13
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A natural media cycle

The enormous investment being
poured into the UK’s FinTech sector
and the ongoing tension between
innovation and consumer protection
has naturally dominated media
column inches.

The media landscape at the moment clearly
reflects this dual purpose, with the potential
for the UK, and London specifically as an
investment hub for FinTech, balanced with
the need for consumer protection and the
regulatory framework around this.

FinTech Regulation in the national media in past year

Basel Committee warns

Coverage over time

Government announces

taskforce to explore whether

the UK should have its own

Volume S
digital currency

24

18

12

May
2021 2021

of need for greater
Crypto regulation

FCA announces plans to
increase minimum fee for
cost of regulation

Sep
2021

M Article count M Reach

Kalifa review — Sunak
announces Scaleup
scheme in response

14

Klarna strengthens
Credit checks. BNPL
consultation launched

Jan
2021

Reach

800M

600M

400M

200M
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UK Investment: a good news story

The mid-market titles in particular have
followed investment in the UK FinTech
sector with keen interest, with Daily Mail/
ThislsMoney writing close to 1,000 articles
in 20214

The growth of the FinTech sector has been
positive news for specialist Tech start-up
publications whose growth has mirrored
that of the companies they write about.
FT-backed Sifted, for instance, has recently
announced an extra £4m funding of its
own, with its newsletter readership nearly
doubling in 2021.

4 https://pressgozette.co.uk/sifted-financial-times-raises-four-million

The continued high readership of

the tech, and particularly FinTech,

trade press is a strong sign of the

growing appetite for the deep-dive
analysis of investment in the sector

that specialist reporters are able to provide,
both on a UK and international scale.

By telling the stories behind the investment,
the trades are speaking directly to their
audience, largely made up of investors

and those working in the FinTech sector
themselves, both of whom are keen for this
level of detail. For the publications, they
are looking to establish themselves as the
'go-to’ news outlet of the business
communities they report on.

Mail Online

DAILY £, EXPRESS

15
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Where the influence lies:
a snapshot

Regulatory bodies
and others

Bank of England
Prudential Regulation
Authority

Financial Conduct
Authority

Payment Systems
Regulator

UK
Fintech

Government

HM Treasury

Chancellor

Department for

Work and Pensions
Department for Business,

Industry and industrial Strategy Industry Bodies

Government Fintech Envoys
Fintech Alliance

Department for Digital, Culture,
Media & Sport

Innovate Finance
Tech UK

Regulation Innovation

16
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info@wacomms.co.uk
+0207222 9500

W @WA_Comms
wacomms.co.uk
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Who are WA?

We deliver commercial results for our clients by prising
open opportunities and overcoming challenges where
reputational, policy and regulatory concerns play together.

We use a rigorous and creative approach to problem
solving to give insight and advice based on facts.

Our approach to strategic communications blends
whichever techniques hit the outcome, from political
campaigning and coalition building to corporate
storytelling.

Conftaect

Lee Findell Natasha Egan-Sjodin
Partner and Head of Corporate  Associate Director
leefindell@wacommes.co.uk natashaegan-sjodin

@wacommes.co.uk



