Comprehensive Framework for a Regulatory Sandbox
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Why in News?

Recently, the Reserve Bank of India (RBI) revised the timeline for the completion of various stages of
a_Regulatory Sandbox (RS) to nine months from the previous seven months.

= The updated framework for an RS also requires sandbox entities to ensure compliance with
provisions of the_Digital Personal Data Protection Act, 2023.

What is the Regulatory Sandbox (RS)?

= Background:

o The Reserve Bank of India (RBI) set up an inter-regulatory Working Group in 2016 to
look into and report on the granular aspects of FinTech and its implications so as to
review the regulatory framework and respond to the dynamics of the rapidly evolving
FinTech scenario.

o The report recommended introducing an appropriate framework for a Regulatory
Sandbox (RS) within a well-defined space and duration where the financial sector
regulator will provide the requisite regulatory guidance, to increase efficiency, manage
risks and create new opportunities for consumers.

= About:

o A Regulatory Sandbox (RS) refers to live testing of new products or services in a
controlled regulatory environment for which regulators may or may not permit certain
regulatory relaxations for the limited purpose of testing.

o The RS is an important tool that enables more dynamic, evidence-based regulatory
environments which learn from and evolve with, emerging technologies.

o |t enables the regulator, financial service providers and customers to conduct field
tests to collect evidence on the benefits and risks of new financial innovations while
monitoring and containing their risks.

= Objectives:

o The objective of the RS is to foster responsible innovation in financial services,
promote efficiency and bring benefit to consumers.

o |t can provide a structured avenue for the regulator to engage with the ecosystem and to
develop innovation-enabling or innovation-responsive regulations that facilitate
delivery of relevant, low-cost financial products.

= Target Applicants:
o Target Applicants for entry to the RS include fintechs, banks, and companies partnering
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with or providing support to financial services businesses, among others.

Adoption of Regulatory Sandboxes in India:

= Fintech Focus: The Reserve Bank of India (RBI) introduced the first regulatory sandbox
program in 2019.
o |t facilitates live testing of innovative financial products and services in a controlled
environment under RBI supervision.
= Thematic Cohorts: The RBI sandbox operates on a thematic cohort basis. Each cohort focuses
on a specific area like retail payments, cross-border transactions, or MSME lending.
o Key Design Aspects of RS:
* RS cohorts: Based on thematic cohorts focussing on financial inclusion,
payments and lending, digital KYC, etc.
¢ Regulatory relaxations: RBlI may grant some relaxations such as liquidity
requirements, board composition, statutory restrictions etc.
e Exclusion from RS: Indicative negative list includes credit registry,
cryptocurrency, initial coin offerings etc.
= Telecom Sandbox: The government introduced a "Millennium Spectrum Regulatory
Sandbox" initiative. This includes a Spectrum Regulatory Sandbox (SRS) and Wireless Test
Zones (WiTe Zones).
o These initiatives aim to simplify regulations for telecom R&D activities and explore
new spectrum bands for technological advancements.

What are the Associated Benefits and Challenges Related to Regulatory
Sandbox?

= Benefits:

o Regulatory Insights: Regulators can obtain first-hand empirical evidence on the
benefits and risks of emerging technologies and their implications, enabling them to take
a considered view on potential regulatory changes.

o Enhanced Understanding for Financial Providers: Incumbent financial service
providers might improve their understanding of how new financial technologies
might work, potentially helping them to appropriately integrate such new technologies with
their business plans.

o Cost-Effective Viability Testing: Users of an RS have the potential to test the product’s
viability without the need for a larger and more expensive roll-out.

o Financial Inclusion Potential: FinTechs provide solutions that can potentially further
financial inclusion in a significant way.

o Thrust Areas for Innovation: Areas that can potentially get a thrust from the RS include
microfinance, potentially innovative small savings, remittances, mobile banking, and other
digital payments.

= Challenges:

o Flexibility and Time Constraints: Innovators may face challenges with flexibility and
time during the sandbox process, potentially impacting their ability to adapt and
iterate quickly.

o Case-by-Case Authorizations: Securing customised authorizations and regulatory
relaxations on an individual basis can be a lengthy process, often involving subjective
assessments, which may result in delays in experimentation.

o Limitations on Legal Waivers: The RBI or its Regulatory Sandbox cannot offer legal
exemptions, which might limit innovators looking to reduce legal risks while
experimenting.

o Post-Sandbox Regulatory Approvals: Even after successful sandbox testing,
experimenters may still require regulatory approvals before their product, services, or
technology can be permitted for wider application, potentially prolonging the time to
market.
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Way Forward

= Work towards streamlining the sandbox process to minimise the time and administrative burden
on innovators. This could involve simplifying application procedures and providing clearer
guidelines for participation.

= |Increase transparency in the case-by-case authorization process by providing clear criteria
for decision-making and ensuring that judgments are made consistently and fairly.

= Provide comprehensive education and support for innovators participating in the sandbox,
including guidance on regulatory requirements and potential legal issues.

= Collaborate with legal experts to develop frameworks for addressing legal issues that may
arise during experimentation, such as consumer losses. This could involve implementing
safeguards to protect consumers while encouraging innovation.

= Streamline the process for obtaining regulatory approvals post-sandbox testing to ensure
that successful experiments can quickly progress to wider application. This may involve
establishing fast-track approval mechanisms for proven innovations.

UPSC Civil Services Examination, Previous Year Questions (PYQs)

Prelims:
Q. With reference to India, consider the following: (2010)

1. Nationalisation of Banks
2. Formation of Regional Rural Banks
3. Adoption of village by Bank Branches

Which of the above can be considered as steps taken to achieve the “financial inclusion” in
India?

(a) 1 and 2 only
(b) 2 and 3 only
(c) 3 only
(d)1,2and 3

Ans: (d)

PDF Refernece URL: https://www.drishtiias.com/printpdf/comprehensive-framework-for-a-regulatory-
sandbox


https://www.drishtiias.com/printpdf/comprehensive-framework-for-a-regulatory-sandbox
https://www.drishtiias.com/printpdf/comprehensive-framework-for-a-regulatory-sandbox
http://www.tcpdf.org

