
This article focuses on the specific
proposals contained in the HMT
Paper1 aimed at facilitating
innovation and better customer
choice in the market. There are
also other measures proposed in
the 2015 Budget, including funding
for research and plans to launch a
regulatory ‘sandbox’ for financial
services innovators.

Recent FinTech initiatives 
When the Coalition Government
took office in 2010, there was a
sense that the UK banking market
was highly concentrated and
should be opened up to wider
participation. In addition, there
was a perception that customers
did not have sufficient information
to ‘shop around’ for products that
might better meet their needs.
Where customers did not seek out
alternative providers, some
commentators noted that there was
little incentive for firms to innovate
and improve the quality of their
offerings.  

Amongst its recent initiatives, the
UK Government has taken the
following steps:

Creation of a new Payment
Systems Regulator (‘PSR’): The
PSR has the objectives of
promoting effective competition in
the payments sector, the
development of innovation and the
interests of service users.

Access to current account
transaction data (‘midata’): This

initiative - launched on 26 March -
requires banks to make a year’s
worth of transaction data available
in a single downloadable file that
can be read by online comparison
tools. This provides customers with
the opportunity to compare their
own current account with others
on the market.

Creation of an environment for
peer-to-peer (‘P2P’) lenders and
other alternative finance
providers: The Financial Conduct
Authority (‘FCA’) has created a
bespoke system of regulation for
P2P lending conducted over
electronic platforms and offers
various tax incentives to
participants. In addition, banks are
now under an obligation to refer
on SMEs they turn down for
finance and to share credit data on
these SMEs with alternative finance
providers.

HM Treasury proposals 
The underlying aims of the HM
Treasury proposals are to deliver
lower prices, better access to and
choice amongst products, new
innovations and a better service to
customers in the personal and
business banking markets. HM
Treasury takes the view that more
action is needed “to help impose
even greater competitive discipline
on the market”2 and to reinforce
the message that the UK is
supporting new entrants in the
FinTech sector. Accordingly, the
more specific measures in the
HMT Paper lay out what it terms
as a “supportive framework for
legitimate digital currency
businesses and helping FinTech
firms gain access to banking data.”3

A key initiative announced by
HM Treasury was to propose light-
touch regulation for digital
currencies. The other proposals
contained in the HMT Paper
appear to expand on existing
reforms for increased sharing of
customer data in the personal

banking sector and for the
increased availability of SME credit
data to alternative lenders. 

Digital currencies 
Following responses to a call for
information on digital currencies4,
HM Treasury plans to:

Treat digital currency exchanges
as within the scope of UK anti-
money laundering (‘AML’)
regulation: Fiat-to-crypto currency
exchanges would form part of the
‘regulated sector,’ such that they
must perform risk-based ‘know-
your-customer’ checks, maintain
detailed records on customers and
their transaction history, and
report suspicions of illicit activity.  

It is proposed that HM Treasury
would support the development of
‘best practice’ standards by
industry and the British Standards
Institution (‘BSI’). The HMT
Paper does not however provide
any indication of what the scope of
content of these standards would
be. In some ways it is surprising
that HM Treasury has proposed a
system of voluntary regulation for
digital currency firms, given past
moves away from self-regulation
(as providing insufficient
guarantees of customer protection)
in the financial services sector. It
may be that this is intended only to
be a stop-gap to mandatory
regulation in future5.  

Whilst the scope of the regulation
(and the regulator) will not be
made clear until the next
Parliament6, the decision to impose
regulation on digital currency
exchanges aims to strike a balance
between countering the risk of
financial crime and avoiding
undue regulatory burden on an
emergent industry. The response
from industry to the proposals
may well be positive, as our sense is
that digital currency firms often
already carry out customer identity
checks, and appreciate the virtues
of proportionate regulation on the
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HM Treasury’s latest plans to
support new FinTech entrants
On 18 March HM Treasury
announced a package of measures
- in ‘Banking for the 21st Century:
driving competition and choice’ (the
‘HMT Paper’) - that aim to promote
further competition in the banking
sector. Nikki Johnstone and Ben
Regnard-Weinrabe of Paul Hastings
discuss the specific proposals put
forward in the HMT Paper.
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services of ‘account information
service’ providers. PSD2 will
provide, in due course, for the
European Banking Authority
(‘EBA’) to develop its own
technical interface standards9 and
there is a question of whether they
will dovetail with the API standard
being proposed by HM Treasury. 

Improving availability of credit
data: The British Business Bank10

will invite expressions of interest
from credit reference agencies and
‘finance platforms’ (i.e. peer-to-
peer lending platforms regulated
by the FCA)11 that wish to be
designated by HM Treasury to
receive data from banks. In
addition, the Bank of England will
study the benefits of improving
access to credit data for trade
creditors, with results being
published in Autumn 201512.

These proposals seek to address a
key challenge for alternative
finance providers, which is access
to credit data on prospective
borrowers. Whilst certain credit
reference agencies are already
designated to receive SME credit
data, it is felt that there is still an
information gap faced by
‘challenger banks’ and other
alternative finance providers.  

Conclusion 
These proposals represent a
conscious choice by the
Government to facilitate the entry
and expansion of FinTech
companies in the UK. Whilst
acknowledging the risks of new
business models, this strategy
builds on the premise that
disruptive technologies are well
placed to drive innovation in
payments, and deliver improved
customer outcomes. The proposals
also set out a number of ways by
which customers can receive more
meaningful data for the products
and services available to them, and
further assistance for alternative
lenders in accessing credit data on

prospective borrowers.    
Ultimately, a delicate balance

needs to be struck. Whilst
innovation is likely to lead to a
wider range of products and
services, it remains to be seen
whether any will present a
meaningful challenge to
mainstream banking services. Yet,
the large number13 of FinTech
firms applying for FCA
authorisation appears to
demonstrate that the Government
has been largely successful in
convincing the market that the UK
is an attractive environment for
new entrants to the payments
sector.   
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basis that it has a positive effect on
consumer confidence as well as
giving an assurance to third parties
considering providing the
exchanges with banking and other
financial services support.  

Data sharing
The Government’s experience with
the current account market has
revealed that more action may be
needed to allow customers to find
information on and transition to
new banking products and
services. The starting point has
been to facilitate customer decision
making by creating an
environment where customers can
more easily compare their existing
services with other providers. In
addition, HM Treasury’s proposals
are aimed at improving the flow of
information between banks and
alternative finance providers.  

More tools for product
comparability: Building on the
requirement for banks to make a
year’s worth of transaction data
available to their customers, the
Government has proposed
measures to develop a “more
powerful and flexible way for
customers to use their own
banking information.”7 In
particular, it proposes to develop a
common ‘Application
Programming Interface’ (‘API’)
standard, which will allow
developers to create apps that have
greater compatibility with the
software systems of UK banks. The
idea is for these developers to
produce apps that are more user-
friendly and allow for the
presentation of a wider range of
data, as well as providing
customers with other value-added
services. This initiative appears to
correspond with certain proposals
contained in the draft EU second
Payment Services Directive8

(‘PSD2’), which proposes an
obligation on account providers to
give their customers access to the
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