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The paper analyses the development and present state of FinTech in
Ukraine and in the European Union (the EU), its trends and
prospective. It was studied the legal regulation of FinTech in
Ukraine, defined the latest regulatory initiatives and made a
comparison of such initiatives with the regulation of the EU. During
the performance of the research, it was evidenced that due to the
novelty of the topic there are not many scientific works on this
matter. Moreover, practical development of the FinTech industry to
some extent outruns its regulation in Ukraine and even in the EU.

Therefore, FinTech service providers must fit within the regulation
developed before the rise of the industry. It should be mentioned,
that the core EU’s FinTech regulatory acts such as Payment Services
Directive 2, General Data Protection Regulation, Regulation on
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Electronic Identification and Trust Services for Electronic
Transactions in the Internal Market are capable to regulate and
sustain proper functioning of the FinTech market within the EU.
Ukrainian legislation, regulating the FinTech is not well developed
compared to the EU. Since the beginning of the European integration
process, the Ukrainian authorities are trying to implement the main
regulatory concepts of EU to the national legislation and the FinTech
area is not an exception. For instance, in 2017 the Ukrainian
Parliament adopted the law “On Electronic Trust Services”, this law
basically corresponds with the EU Regulation on electronic
identification and trust services for electronic transactions in the
internal market. Another good example is a registration in the
Parliament of the draft law “On Amendments to the Regulation of
Transfer of Funds”, which is based on the EU Directive on Payment
Services in the Internal Market 2.

It was established that the EU’s and Ukraine’s regulatory authorities
and other participants of the market facilitate the development of
FinTech by means of regulatory and advisory initiatives. In addition,
considerable input is made by NGOs working in the area of
technology and FinTech. It was concluded that Ukraine has partially
implemented the European regulatory standards into the national
legislation and continues harmonisation of the respective national
law.

It was recognized that a subsequent harmonisation of the laws and
implementation of the valuable European practical experience would
play a significant role in the formation and the rapid development of
FinTech in Ukraine.

@inTex: TPeHAU PO3BUTKY TA PeryJsiTOPHA MOJITHKA
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Knrouoei cnosa:

inmex, ccC, Qinancosi
nocayeu, 2apMOHI3ayis
3aKOHO0ABCMBA,  eNeKMPOHHI
(inancosi nocnyeu, saxucm
NEPCOHATLHUX OAHUX.

VY crarTi mOCHiKEHO TpolleC PO3BUTKY M cydacHuid ctaH (iHTex
iggycTpii B VYkpaini Ta €Bponeiicbkkomy Corozi (mami — €C),
OKpEeCJICHO OCHOBHI  TEHJEHLii © MEpPCIeKTUBH  PO3BUTKY.
HocnimkeHo BimmoBimHI 3akoHOMaBYi akTH VYkpaimm Ta €C,
BUSIBIICHO HU3KY OCOOJIMBOCTEH 3aKOHONMPOEKTIB Ta IiHILlIaTHB Y
chepi nudposizauii # ¢inTex. 3okpema, MpoaHATI30BaHO TakKi
3aKOHOJaBYi iHimiaTHBH B cdepi ¢QinTex, sk 3akoH Ykpainu «lIpo
eJIEKTPOHI JoBipui mocimyru», [Ipoext 3akoHy VYkpaiHu mpo
BHECCHHS 3MIiH /IO JCSIKUX 3aKOHOJABUMX aKTiB YKpaiHU MO0
perymioBaHHA ~ mepekasy — KowTiB  Tomo.  IIpeacraBieHo
XapaKTepUCTUKY IiSUIBHOCTI IepKaBHUX OPraHiB BIalaH, fKi OepyTb
aKTHUBHY YydYacTh Yy peryimoBaHHi chepu (QiHTEX OUIAXOM SIK
3aKOHOTBOPYOI MAiSJIBHOCTI, TaK 1 3alpoOBaKEHHS IHIL[IaTHB LI0J0
mporpaM po3BUTKY (hiHAHCOBOTO CEKTOpy, 30KpeMa KomruiekcHoi
nporpaMu po3BHTKY (iHaHCOBOTO cekTopy Ykpainu mo 2020 poky
Bij HarionansHoro 6anky Ykpainu, Konneniii po3Butky nudpoBoi
€KOHOMIKH Ta cycrinbeTBa Ykpainu Ha 2018—-2020 poku Ta miany ii
peauizariii, 3atBep/pkeny Kabinetom MinicTpiB Ykpainu.

BuxoHaHO TOPIBHAHHSA 3 OCHOBHUMH 3aKOHOAaBUYMMHU akTamu €C y
cdepi ¢inTexX Ta iHINiaTHBAaMH PO3BHUTKY 3a UMM HampsimoM. Cepen
3aKOHOJABUMX aKTiB MOxHa BHOKpemuTH Perizamenr €C mpo
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CJICKTPOHY 1ACHTH(IKAIIIO Ta IOBIpYi MOCIYTH IS CICKTPOHHUX
TpaH3akKiii y Mexkax BHyTpimHboro puHky (eIDAS), dupexktuBy €C
npo marikHi cuctemu (PSD2), Permament €C mnpo 3axwucr
nepconansHux ganux (GDPR). Takox Bapro 3aszHauntu [lmnan miid,
npencTaBieHnit €BpokoMiciero Ha modatky 2018 poky, 1 geski
nependadeHi HUM 1HIIIaTHBY.

Ha ocHoBi anHani3y BUSBICHO MOTCHLIHHO MPUHHATHI Juid Y KpaiHu
IHIIIATHBY, SKi MOXYTh OYTH BIIPOBA/DKEHI BXKe B HaHOMMKINN
TepMiH.  3pOCTaHHS  PETyJNIOBaHHA TOpSA 31  CTPIMKHM
YIPOBaPKEHHSIM iIHHOBAI[IHHUX TEXHOJIOTIN € BaXKITUBUM MIATPYHTAM
i1 eeKTUBHOTO (YHKIIOHYBaHHA PHUHKY (PiHAHCOBHX TOCIYT,
BUKOPHCTOBYIOUM MOXIHMBOCTI QiHTex. [loBemeHo, mo nmep:kaBHi
OpraHu ¥ iHII YYaCHUKH PUHKY CIPHUAIOTH aKTUBHOMY PO3BHUTKY
¢iaTex iHOycTpii 3aKOHOAABYMMH Ta IHIIMMH 1HiLiaTHBaMU
PEKOMEHIAIITHOTO XapaKTepy.

3pobneHo BHCHOBOK, IO HHWHI OCHOBHI MiIXOIH /O PETyTIOBAaHHS
eNeKTpoHHUX  (iHaHcoBHUX Tmocayr y €C €  4acTKOBO
IMIUIEMEHTOBaHUMHU B HalllOHAIbHE  3aKOHOAABCTBO, a
3alpONOHOBaHI JIEPKABHHUMHU YCTAHOBAaMH IIPOTPAMHU  PO3BHUTKY
nepeOBaroTh y MPOIECi BAKOHAHHS.

YCTaHOBICHO JOUIIBHICTh MOAAIBIINOI MOCTYIOBOI TapMOHI3aLii
3aKOHOJABCTBA YKpaiHH i3 3akoHOAaBcTBOM €C, 110 CTBOPUTH Oaznc

JUTS 37i1ICHEHHS SIKICHUX 3MiH y cdepi QiHTex.

In the beginning, it is necessary to
determine a definition of the FinTech. As of
the date, there is no consensus about what the
term FinTech means. Basically, the term
FinTech is a short form of financial
technology. This phrase could be used to
describe many concepts. Some of the authors
use the definition of the FinTech to describe
an industry, for example, Wharton Fintech
Club provides suggest the following:
“FinTech is an economic industry composed
by the companies that use technology to
make financial services more efficient” [13].
The Oxford English Dictionary provides with
the product-based definition: “Computer
programs and other technology used to
support or enable banking and financial
services” [14]. Patrick Schueffel, in his
research dedicated to the definition of the
FinTech concluded that the most commonly
used definition of the Fintech is as follows:
“Fintech is a new financial industry that
applies technology to improve financial
activities” [15]. The author of this article
agrees with the “industry approach” in
defining the FinTech, however, proposes a
slightly amended version: “FinTech is a
financial industry, which applies technology-
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based products to improve quality of the
financial services”.

Digital technology-based innovations
in financial services (the FinTech) is
developing in at a fast cruising pace. This
emerging market provides customers with a
wide range of innovative solutions and
traditional financial services with increased
usability. At the same time FinTech contains
numerous risks and challenges financial
stability. Therefore, policymakers, regulators,
supervisors should consider an adequate
regulatory response to the disruptive
technologies [1, p. 58]. As at the date, the
Ukrainian FinTech regulation requires more
liberal and agile approach, therefore,
performance of a deregulation and
implementation of the new concepts is an
essential  measure.  The  prospective
transformation raises a problem of the proper
implementation of such new concepts. On the
one side the most efficient approach is to
implement legislation of the EU, on the other
side, the regulators should take into account
peculiarities of the existing legal system in
Ukraine and consider appropriate
harmonization.
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There are not many scientific works
dedicated to the topic, due to its novelty, the
main sources of information are: the primary
legislation, FinTech articles and guides,
researches of non-governmental
organisations and of regulatory authorities.
Among other works, the author would like to
mention the catalogue FinTech in Ukraine
prepared by the USAID together with the
innovative park UNITCity and the FinTech
Guide 2018 prepared by the non-
governmental organization Toplead.

FinTech services providers to a
certain extent must fit within the regulation
existed before acceleration of the industry.
The regulatory approach depends upon the
FinTech company organisation structure, the
nature of its product and service. For
example, the FinTech company and its
activity could be subject to EU regulations or
a member state’s national law, or to be
subject to any financial services’ specific
regulation.

The potential of the FinTech is not
underestimated by regulatory authorities of
the EU. Since early beginning policymakers
began to analyse FinTech, its impact on the
EU’s economy, traditional financial markets
and consumers of financial services. As a
result of such examination, regulatory
authorities started to amend already existing
and implement new regulations and guidance
for FinTech providers [2].

Influenced by the development of the
FinTech, Europe’s core financial regulatory
and supervisory frameworks such as the
Payment Services Directive and the

Regulation on Markets in Financial
Instruments were revised [3].
The General Data  Protection

Regulation (the GDPR), which has entered
into force in May 2018, require from
providers of services (including financial) to
remodel their current approach to the privacy
of data while processing, storing and using
the client’s information [4].

Recent initiatives provided to the EU
regulators, emphasized on consideration of
FinTech while amending old and adopting
new regulations. At some point a complexity
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of the regulation or its absence, a lack of
supporting environment and infrastructure
have a negative impact on the existing
demand of the FinTech market.

As a response to these calls, the
European Commission launched a future-
oriented regulatory framework development
program, which embracing trends of
digitalisation and provides conditions for
FinTech companies to scale-up its products
from national to the EU level without
damaging the EU’s financial stability,
consumer and investor protection.

In  March 2018, the European
Commission adopted the FinTech action plan
aiming to make the European financial sector
more innovative and competitive (the
“Action Plan”). The Action Plan sets out
19 steps [5], namely:

— to increase the uptake of
blockchain, artificial intelligence, cloud
services and other innovative technologies in
the financial sector;

— to enable Fintech business
models to scale-up at the EU level;
- to increase security,

cybersecurity and the integrity of the
financial system;

— to set up the EU FinTech
Laboratory (the non-commercial platform for
cooperation between the EU, the EU
member-states  authorities and  Fintech
companies);

— to promote the EU Blockchain
Observatory and Forum, which is already
working on a strategy on distributed ledger
technology and blockchain addressing all
sectors of the economy and on analysis of the
crypto industry;

— to consult the companies listed in
Europe on the matter of digitisation of
published information in  order to
interconnect national databases;

— to set up the workshops on
cybersecurity;

— to present a blueprint with best
practices  for  regulatory  sandboxes
(framework that allows innovators to conduct
live experiments in a controlled environment,
under a regulator's supervision) [6].
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The mentioned above initiatives are
focused on the increase of regulation toward
technological innovations and prepare
financial market of the EU to grasp the
opportunities brought by new technologies.

To our view, some of the listed
initiatives are very promising. Particularly,
the author would like to admit the following:

— the EU Blockchain Observatory
and Forum (the “Observatory”). This newly
established organisation will help the EU to
rescue new opportunities offered by
blockchain, build expertise and facilitate
leadership in this area. Among others, the
Observatory will analyse actual trends,
monitor and gather information, which
explores the potential of blockchain
technology. In addition, the Observatory will
serve as a hub for regulators, public
authorities,  blockchain  specialists and
FinTech business representatives [7];

— the EU FinTech Laboratory.
Development of the EU FinTech laboratory
was one of the key objectives of the Action
Plan. This institution is aimed at increase of
the level of regulatory and supervisory
capacity and knowledge about new
technologies. The EU FinTech laboratory is a
great training opportunity for representatives
of the FinTech industry and regulators to
address regulatory and supervisory concerns
and to explain the technologies. It should be
noted, that the European Commission, the
European Supervisory Authorities and the
European Central Bank will participate in the
meetings. The first meeting focused on
outsourcing to cloud in the banking and
insurance sectors was held on 20 June 2018.
[8] The second meeting of the EU FinTech
Laboratory dated 19 November 2018 was
dedicated to artificial intelligence [16];

— best practices for regulatory
sandboxes. Within the framework of the
Action Plan, 13 EU member states
established “FinTech facilitators” (regulatory
sandboxes) to provide general guidance to
firms which are at initial stages of their
existence. The “FinTech facilitators” create
advantageous conditions for such firms,
allowing them to access the market and
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understand the rules quicker. From the
regulator’s perspective, such initiative is an
important source of information, helping the
market players to have a better understanding
of the FinTech business and the respective
regulation. According to the European
Commission, best practices will be
implemented to the “best practice guide on
regulatory sandboxes”.

The recent steps made by the EU
show its intent to become a global FinTech
hub, enabling the EU business and investors
to use the opportunities granted by the
“single market” of the European Union [9;
8]

Generally, Ukraine shows a positive
trend, the government actively participate in
the formation of the FinTech industry in
Ukraine, gradually amending the national
legislation based on the EU experience.

After execution of the Ukraine-EU
Association Agreement (the “Association
Agreement”) in September 2017 [9], Ukraine
experienced significant transformation. The
concept of the economic and legislative
reforms, among others, included revision of
the financial services regulation approach.

In 2017, the Ukrainian Parliament
adopted the law “On Electronic Trust
Services” [11], which mainly corresponds
with the EU Regulation on electronic
identification and trust services for electronic
transactions in the internal market, also
known as the eIDAS. Also, later this year,
the Parliament registered the draft law “On
Amendments to the Regulation of Transfer of
Funds”, which is written on the basis of the
EU Directive on Payment Services in the
Internal Market (also known as PSD 2).

The Ukrainian government is trying
to facilitate the evolution of FinTech by
means of creation of concepts and
development programs. Namely, in June
2017, the National Bank of Ukraine (the
“NBU”) approved “The Complex
Programme for Development of the Financial

Sector of Ukraine until 2020” (the
“Development Programme”), which
envisages:
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— introduction of amendments to
the legislation regulating financial services;

— increase in the share of
international financial service providers
operating in the local market;

— improvement of the regulation of
non-banking financial services providers’
activity;

— implementation of the bank ID
system for remote identification of clients;

— introduction of the new licensing
policy;

— introduction of the e-documents
and digital storage of documents;

— increase in the share of online
financial services;

— introduction of the non-cash

economy;
— implementation of the 1S020022
standard;
— increase of security of financial
services;

— increase of financial awareness of
Ukrainian population; and

—  protection of the customers [11].

In 2018, the Cabinet of Ministers of
Ukraine approved the “Concept for the
Development of the Digital Economy and
Society of Ukraine for 2018-2020” (the
“Concept”). The  Concept stipulates
digitalization in Ukraine, an introduction of
the  digital economy and  further
harmonisation of the national legislation with
the respective EU regulations.

One of the most recent achievements
is an introduction by the NBU of the
mentioned above bank ID. In early October,
the NBU issued Regulation No. 105, which
amends certain NBU’s regulations in the
way, allowing to use the bank ID system as
an instrument of identification for the
provision of banking, financial and other
administrative services to individuals. It
should be mentioned, that the bank ID
system can be applied not only by banks but
also by non-banking institutions connected to
the system. According to the NBU, the new
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instrument should significantly increase
usage of the banking and other services
requiring identification of the individuals
[12].

It seems that the latest FinTech
regulatory initiatives will set up a basis for
future  developments. As  compared
Ukrainian, the EU initiatives have a more
practical approach and concentrate on
solving business issues.

Progressive European FinTech
market and its regulation are evolving rapidly
and providing Ukraine with an opportunity to
learn. The gradual implementation of the EU
legal framework has had a positive effect on
the Ukrainian FinTech market.

Considering the novelty of innovative
technologies, decisions and regulation
adopted at early stages may set important
precedents and consequences. Ukrainian
government should continue to assess the
adequacy of legislative regulation of
FinTech, with the objective of embracing the
benefits while mitigating risks.

To our view, among other factors,
enhancement of the regulation in the EU is
stimulated by  pressure made by
representatives of the FinTech business. The
EU market has a strong demand and proposal
for innovative solutions, which driving the
government to be more agile in its activity.
Meanwhile, the participants of less wealth
and mature Ukrainian market are unable to
create  such  pressure.  Nevertheless,
considering the growing interest and
initiatives in FinTech area the situation may
change in a short period of time.

As at the date, Ukraine has identified
achievable goals and  priorities  of
development for the next two years. The
author believes, that implementation of the
FinTech labs, tight coordination of the
government with the representatives of the
business, and the establishment of regulatory
sandboxes in Ukraine will be the next step
after adoption the EU framework regulation
into the national legislation.
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