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Why Regulate Fintech? The Innovation–Regulation Balancing Act

APP B

Innovation
Speed, access, disruption

§

Regulation
Safety, trust, compliance

Fintech CEO:

“Regulation slows us down!
Users want speed, not
paperwork.”

Regulator:

“Innovation without
guardrails creates
systemic risk.”

How do we balance innovation
with consumer protection?
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What Are the Regulatory Approaches? A Global Comparison

Comparing Fintech Regulatory Frameworks Across Major Jurisdictions

Jurisdiction Approach Crypto / DeFi Sandbox? Key Legislation Strength /
Weakness

United States Patchwork; multi-
agency (SEC,
CFTC, OCC, Fin-
CEN)

Fragmented:
SEC vs CFTC
turf battles

Limited (state-
level)

BSA/AML, state
MTLs, proposed
FIT21

Deep markets /
regulatory uncer-
tainty

European Union Harmonised;
single-market rules

MiCA (2024):
unified crypto
framework

Yes (national
level)

MiCA,
PSD2/PSD3,
DORA, GDPR

Legal clarity /
compliance bur-
den

United Kingdom Activity-based;
FCA-led

Evolving; crypto
promotion rules

Pioneer (FCA
sandbox 2016)

FSMA, PSRs,
crypto regime
TBD

Sandbox model /
post-Brexit diver-
gence

Singapore Licensing tiers;
MAS-led

PSA: tiered
crypto licensing

Yes (MAS sand-
box)

PSA 2019, licens-
ing tiers (SPI,
MPI, DPT)

Clear tiers / small
domestic market

No Global Standard
Regulatory fragmentation creates arbitrage opportunities.
Firms “jurisdiction shop” for the most favourable regime,
raising concerns about a race to the bottom.

The Sandbox Paradigm

Regulatory sandboxes let firms test innovations under relaxed
rules with guardrails. Over 70 countries now operate some
form of sandbox programme.
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How Does Money Laundering Work? The Three Stages

Anti-Money Laundering (AML): The Classic Three-Stage Model

Stage 1: Placement

$$ Bank

Illicit cash enters the
financial system

Stage 2: Layering

Co. A Co. B

Co. C

Complex transactions obscure
the money trail

Stage 3: Integration

“Clean” money re-enters as
legitimate assets

obscure legitimise

Why Fintech Makes AML Harder
Crypto Pseudonymity

Blockchain wallets lack
traditional identity links

Instant Transfers

Real-time rails leave no
time for manual review

Cross-Border Scale

Global P2P apps cross
jurisdictional boundaries

Mixing / Tumbling

Privacy tools deliberately
break the audit trail
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Where Do Compliance Costs Fall? Burden by Firm Type

Large Bank Regional Bank Neobank Fintech Lender Crypto
Exchange
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Illustrative Annual Compliance Spending by Firm Type

Key Insight: Absolute costs
are higher for large banks,
but compliance as a % of
operating expenses is
disproportionately higher
for smaller fintechs.
This creates a barrier to
entry and favours scale.

All figures are purely illustrative for teaching purposes. Actual costs vary by jurisdiction, firm maturity, product scope, and regulatory regime.
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So What? Evaluating Regulatory Regimes and the RegTech Promise

Regime Evaluation Criteria

1. Clarity – Are rules predictable and well-defined?

2. Proportionality – Are burdens scaled to firm risk/size?

3. Adaptability – Can rules evolve with technology?

4. Interoperability – Do regimes work across borders?

5. Enforcement – Are penalties credible and consistent?

The RegTech Promise

RegTech

AI/ML Monitoring Auto-KYC/KYB

Real-time SARBlockchain Audit

RegTech Value Proposition• Cost reduction: automate 60–80% of manual compli-
ance
• Speed: real-time transaction monitoring vs batch
• Accuracy: ML reduces false positives by 50–70%
• Scalability: cloud-native, API-first architecture

RegTech addresses

Bottom line: Good regulation is an enabler,
not a barrier. RegTech turns compliance

from cost centre to competitive advantage.
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