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5 Innovation and regulation

The need for a balanced framework

To take up the advantages of innovation, there is a need for a holistic approach that promotes new
digital value propositions while protecting consumers and the financial system against the risks
involved.

The digitisation of the financial sector is an opportunity to improve the efficiency of the system and to offer
new value propositions to the customers. However, this digital revolution also raises new challenges for the
stability and integrity of the financial system and for the protection of consumers.

Regulation and a more intensive supervision (compared to other sectors) are necessary in the financial
sector, to achieve four main objectives: i) promote the stability of the financial system, avoiding systemic risk,
bank runs and the malfunctioning of payment services; ii) maintain the safety and solvency of banks; iii)
protect consumers of financial services, and iv) improve the efficiency and competition of the system.
However, the promotion of innovation has often been a subsidiary objective for the authorities, if not
completely disregarded. This means the digital transformation of the financial system often faces regulatory
obstacles. In some cases these obstacles are explicit prohibitions, but in many others it is precisely the
absence of a specific regulatory and supervisory framework which is stifling innovation. There are projects
that do not fit easily into the existing regulatory framework, meaning they face an uncertainty which is either
delaying projects (awaiting the approval of the authorities) or blocking them before their launch onto the
market to avoid regulatory risks, because of the legal uncertainty and lack of trust being generated.

To take up the advantages of innovation, there is a need for a holistic approach that promotes new digital
value propositions while protecting consumers and the financial system against the risks involved. This
requires a breadth of vision on all interested parties, both public authorities and the private sector, that could
exploit these opportunities, overcoming the obstacles that currently exist.

Communication between the authorities and the private sector is a key pillar of the process. For this to be
effective, the mechanisms for dialogue need to be simple and agile. Thus, one could coordinate a service for
companies provided by the authorities to guide them in their dealings with the regulatory and supervisory
framework. A kind of regulatory hotline would thus be set up that would allow entities to understand how
regulation affects a particular activity or business model, resolve specific questions or receive help with filing
applications or meeting requirements. This service would involve formalising a specific channel for the
resolution of regulatory uncertainty in a defined period of time which is consistent with market innovation
cycles.

In addition, the authorities need to have appropriate environments for experimentation (increasingly known
as “regulatory sandboxes”). These would be used by the authorities, traditional operators and new entrants
to test new technologies and business models with real customers, without having to bear the full weight of
regulation from the outset or wait for it to be defined. This means that the authorities would provide some
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flexibility and regulatory certainty in a controlled environment in which the tests are limited in terms of
substance and time and there are special forms of consumer protection. This would help both players. On
the one hand, companies could try out innovative solutions earlier (and with lower costs), and on the other,
the authorities could get to know these innovations better, understand their benefits and risks, and identify
any necessary changes in the regulatory and supervisory framework.
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DISCLAIMER

This document has been prepared by BBVA Research Department, it is provided for information purposes only and
expresses data, opinions or estimations based on the date of issue of the report, prepared by BBVA or obtained from or
based on sources we consider to be reliable, and which have not been independently verified by BBVA. Therefore,
BBVA offers no warranty, either express or implicit, regarding its accuracy, integrity or correctness.

Estimations this document may contain have been undertaken according to generally accepted methodologies and
should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no
guarantee of future performance.

This document and its contents are subject to changes without prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any
interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract,
commitment or decision of any kind.

In regard to investment in financial assets related to economic variables this document may cover, readers should be
aware that under no circumstances should they base their investment decisions on the information contained in this
document. Those persons or entities offering investment products to these potential investors are legally required to
provide the information needed for them to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. Its reproduction, transformation, distribution,
public communication, making available, extraction, reuse, forwarding or use of any nature by any means or process,
except in cases where it is legally permitted or expressly authorised by BBVA is forbidden.
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