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Summary

The article analyzes the current state of the world banking system. The
main trends in its development in conditions of global instability are
distinguished. The role of the coronavirus pandemic as a catalyst for the
digital transformation of the banking sector is revealed. The article considers
the development of regulatory innovations in the banking sector in the digital
economy. The real situation in the field of regulatory activity and its specific
features in this sector of the economy of the Republic of Azerbaijan are
revealed. Using certain cases, the author shows the emergence of completely
new, original forms of banking regulation, which have no analogues in the
world practice and are possible due to a complex combination of a number of
causes (financial crisis, technological revolution, coronavirus outbreak, etc.).
The main directions of the impact of digitalization on the transformation of
the process of regulation of banking activity are presented, a comprehensive
study of which will allow to develop fundamentally new approaches to its
improvement. The feasibility of implementing innovative practical measures
to improve the efficiency of the banking regulation system was justified.

Introduction

As a result of the consequences of global disasters, the global banking
community is undergoing major shifts that directly or indirectly affect the
development of national banking systems. The post-crisis banking
environment in some developed countries has many uncertainties. Taking into
account risk factors such as the unpredictability of the global economic
governance system, the possible large-scale sovereign debt crisis and
Imbalances in budgets and financial sectors, as well as the increase in
inflation and signs of overheating of the economies of the leading emerging
countries, there have been noticeable shifts in the development trends of the
world banking system. The global banking sector benefited most from
positive news about COVID-19 vaccines and a new U.S. administration
which boosted capital markets in the final quarter of 2020.

The growing role of digitalization in the banking sector has changed the
preferences of customers and their requirements for the quality of products and
services provided. This was especially true in conditions of the COVID-19
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pandemic, which has caused interruptions in the activities of users of banking
services and products. All sides of the public structure were affected. As part of
the global response to COVID-19, the digital finance industry plays a key role
in the design and delivery of services and innovative services and products that
have partially mitigated the disruptions caused by the pandemic in many
aspects of human life. In the context of emerging anti-pandemic contexts, a
strong surge in interest in the broad potential of financial technology brings
about the preservation of the livelihoods of people and businesses threatened
by the pandemic, thereby enabling and sustaining within society cash flows,
credit, deposits, investments, salaries, transfers at the national and regional
levels.

The volatility of economic systems in a market economy had led to the fact
that they were regulated under current conditions. This applies fully to
banking, where the regulatory process — influenced by the global financial
crisis, increasing various manifestations of uncertainty and the need to
minimize their consequences — is becoming more diverse and complex. In
banking regulation, there is an increasing emphasis on macroeconomic impact
(instead of microeconomic) and the mandatory nature of regulatory rules
(instead of advisory). The importance of reforming the global financial
architecture, implementing global financial regulation, adapting it to the
requirements of the digital economy is constantly on the agenda of various
international forums. These topical issues are actively discussed in the world
and domestic scientific circles, as well as among participants in the financial
market, both abroad and in Azerbaijan.

Part 1. Modern banking system and peculiarities
of its functioning in conditions of coronavirus crisis

As a specific area of international economic relations, the global banking
system (GBS) is an important and integral part of the global financial market.
Its essence lies in the organization of a legally fixed system of relations
between the subjects of these markets for the purchase and sale of a wide
range of banking services, the direction of financial resources from owners to
borrowers. By combining different GBS (both national and individual
Integration groupings), it acquired characteristics in the process of operation.
Among them, it is necessary to highlight, in particular, the following: a close
combination of state and market regulation; regulation of market relations by
international and domestic legal norms; transparency of market information
and participants; unlimited number of market participants; diversity and
diversification of banking products and services; increasing competition in the
market between banks and non-bank financial and credit institutions and
strengthening the role of its non-price methods [1, p. 46-57].

In the context of the globalization of financial markets, changes in the
development of the GBS significantly affect the growth of the economy of
many countries, increase the country’s competitiveness in the global

63



economic space, and increase the well-being of the population. This is amply
demonstrated by the statistics that characterize the causes and manifestations
of the global financial crisis of 2007-2008. A comprehensive study of modern
trends and regional features of the development of the GBS allows us to
identify evolutionary trends in world economic relations in the context of
increasing global growth.

During the first decade of the post-crisis period, the dynamics of the GBS
was high volatility. It should be noted that, according to the Top 1000 World
Banks 2018 rating, the GBS, which for the first time in the last decade marked
double-digit growth in profit and capital, may be on the verge of the long-
awaited renaissance. The capital of the first level in the ranking of 2018
compared to the version of the previous year increased by 12%, which,
starting in 2009, is the maximum indicator. Even more encouraging sign of
industry sustainability is that capital is growing faster than assets. For the
1000 best banks in the world, total profit before tax increased by 15.6%
(to 1,112 billion USD), and total return on equity (ROE) —to 11.82% [2].

Monitoring of various ratings and international research related to the
development of the GBS revealed the following in:

— A marked geographical differentiation in the representation of global
banks, in particular, a dramatic increase in the transnational capacity of
banking leaders in developing countries. At the same time, China’s largest
banks, which occupy the first four lines of the world rating, act as key drivers
of capital growth: they increased their total market capitalization by 144
billion USD. Thus, in the global banking industry we can state the
consolidation of a new world order — without the dominance of the United
States and with the dominance of Chinese banks [2].

— The narrowing of foreign expansion of transnational banks, primarily
European and American, in connection with the global financial crisis. In the
post-crisis period, gross cross-border capital flows fell by 65% in absolute
terms and by 4 times compared to world GDP, which is exactly the opposite
of pre-crisis trends. Moreover, about half of this decrease is due to the
departure of large banks in Europe and the USA from foreign markets. Thus,
in the period 2007-2017, the total volume of external loans and other
requirements of eurozone banks decreased by 7.3 trillion USD, or 45%
[3, p. 2, 6]. At the same time, the transnational positions of banks in Japan,
China, Canada and Australia were strengthened, which expanded their
penetration into foreign countries.

— Radical growth, qualitative development and high popularity of Islamic
banking. According to most international economic experts, in modern
conditions Islamic banking represents the most dynamic segment of the global
financial market, which turned out to be the least exposed to crisis financial
disasters and contributed to global economic stability [4, p. 9; 5, p. 4-5].

— A deepening digitalization of the banking business, characterized by the
intensive introduction of new financial technologies. The digitalization of the
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banking sector becomes a decisive factor in the acquisition of competitive
advantages by banks in both the national and global financial markets
[6, p. 31-43]. Such a business model covers all interconnected functional
blocks of banking and creates competition with Fintech companies that try to
replace traditional banks.

Speaking about the modern banking system, it is important, in our opinion,
to pay attention to the recent intensification of uncertainties, among which the
coronavirus pandemic should be emphasized. More than 1.5 years have
passed since the entire world was swept by the effects of the pandemic of new
COVID-19 infection, accompanied by mass infection, dangerous viral strains
and nationwide lockdowns. The pandemic shock has placed all the countries
of the world in the face of new challenges. The need to balance between
measures to protect human health, neutralize crisis processes, overcome
recession and maintain financial stability has changed the scenario conditions
for the development of all sectors of the world economy, including the
banking sector. The depth and negative effects of the economic crisis caused
by the COVID-19 pandemic are partially mitigated by unprecedented
budgetary support measures. At the same time, countries that have limited
capacity to refinance domestic and external debt are in the most difficult
situation. It is expected that the effectiveness of the measures taken to combat
the pandemic of coronavirus infection will largely determine the scenarios for
the development of the world banking system in the short term.

After a long time marked by increasing infection rates, political and
economic turmoil, the final quarter of 2020 brought some long-awaited
positive news. The availability of effective COVID-19 vaccines as well as
increasing clarity about a new U.S. administration and the Brexit deal reduced
uncertainty and boosted capital markets. Global banks benefited most from
these developments and market capitalization surged by +17.6% qog but
remains below last year’s level (-18.9% yoy). The total shareholder return
(TSR) of global top 100 banks outperformed the market and with +25.0% qoq
(-5.9% yoy) achieved the strongest value across all industries [7].

The current state of the GBS is characterized by the following parameters [8]:

— After the collapse in Q1, global top 100 banks’ market capitalization
recovered in Q4 2020 and jumped by +21.4% gog. However, market cap of
global top 100 banks is still far below the peak value in Q4 2019 (-17.2%
yoy) while the overall market managed to fully digest the losses from the first
three quarters (MSCI World: +9.6% goq and +5.6% yoy).

— Banks’ average price/book (P/B) ratios increased significantly across
most regions. U.S. banks’ ratio rose by 0.31x, once again above the hurdle of
1.00x, but Western European banks’ P/B ratio improved relatively moderately
by 0.13x to just 0.56x on average.

— Despite a strong TSR performance in Q4, for the full year 2020 the
banking sector lost shareholder value while other industries fully recovered
over the year. Especially Western European banks showed a negative average
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TSR in 2020 of -21.2% yoy (U.S.: -5.1% yoy, BRICS: -3.0% yoy, MSCI
World: +16.5% yoy).

Europe has been hit hard by the second wave of coronavirus cases and
additional strict lockdowns in several Western European countries will delay
the economic recovery. While GDP growth in the U.S. and BRICS countries
is expected to continuously improve, Western European countries’ GDP
growth is expected to remain clearly negative in Q4 2020 and even Q1 2021.
However, the rollout of the COVID-19 vaccine increases the hope for a
corresponding stronger rebound in European growth in Q2 21 and going
forward.

In the context of the coronavirus crisis, such key banking factors have
developed:

— To limit the economic impact from the second COVID-19 wave, the
European Central Bank expanded its monetary stimulus program PEPP
(Pandemic Emergency Purchase Program) in December 2020 by a further
500 bn EUR, keeping the euro area yield curve on an ultra-low and flat level.

— The U.S. yield curve steepened slightly compared to the previous quarter
after the U.S. Fed decided to maintain benchmark rates near zero as well as its
current bond buying program but without extending the duration of these
bonds.

— Low U.S. yields in line with significantly higher U.S. inflation rates put
further pressure on the U.S. dollar development. The EUR/USD exchange
rate increased by +4.4% qoq (+9.6% yoy) and exceeds the value of 1.2 — for
the first time since April 2018.

— Bank results of the first two quarters were mainly impacted by
significantly increasing loan loss provisions (LLPs). In Q3 2020, risk
provisions normalized which clearly pushed global banks’ profitability. In
addition, European banks were able to slightly increase their earnings
(+1% qoq), thus achieving an average quarterly ROE of 7.7%, +1.6% above
Q3 2019. However, these promising figures are unlikely to be sustainable as
the current aggravation of the COVID-19 pandemic across Europe could lead
to an uptick in LLPs again. The real test for banks’ financial resilience will
come in the first half of 2021 after the end of the moratoria and state aid
programs for corporates.

— In Q3 2020, reported LLPs returned to pre-pandemic levels indicating
that banks have reached sufficient provisions for the time being to balance
future losses. U.S. banks’ LLPs slumped by -82% qgoqg (-14% qoq) and
Western European banks reduced LLPs by -56% goq (+16% yoy). However,
based on the current dynamic of the pandemic, further, much higher LLPs
could be required in the coming quarters.

— Profitability of U.S. banks increased by +5.4%p to 10.9% (-1.3%p yoy)
in Q3. Although U.S. banks were not able to keep up previous earnings
growth (-10% goq), normalized LLPs and lower costs (-6% qoq) boosted Q3
profits (+90% qoq).
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— European banks were able to further reduce costs (-2% qgoq) and improve
operational efficiency. In Q3, the cost-income ratio reduced for the third time
in a row to 59%.

— At the end of Q3 2020, corporate loan rates reached the highest value in
two years. While most of the customer rates in the euro area were mainly
unaffected by the COVID-19 pandemic, a higher demand for corporate loans
as well as risk-adjusted pricing lead on average to increasing interest rates for
corporate business over 2020 (+44bp since January 2020) [9].

Certain measures were taken during the coronavirus pandemic in
Azerbaijan. So, banks actively working with small and medium-sized
businesses tried to support this sector, which was severely affected by
quarantine. Most of them at the beginning of spring 2020 launched the
process of restructuring loans, and up to a certain amount we carried them
through call centers. Some banks have reduced banking fees in order to
reduce the costs of clients who suffered losses due to the pandemic and
guarantine. Commissions for remittances, credit procedures, connection to
acquiring and a number of other services were canceled or discounts were
made. For customers who had problems paying for credit debts, a special plan
was developed. Depending on the segment, benefits were paid (exemption
from payments for up to 6 months, loan renewal, revision of payment
schedules, etc.). Along with this, the crisis accelerated and expanded the use
of digital technologies in the banking business of Azerbaijan.

Part 2. Pandemic as a catalyst
for digitalization of the banking system

Like any large-scale shock, the current coronavirus pandemic is a catalyst
for the development of civilization. Apparently, it came to us for a long time,
and, whether we want it or not, in simple, traditional methods, we cannot cope
with it. The world community is forced to quickly rebuild, to intensify as
much as possible in all areas in order to find new, effective ways to adapt to
the emerging habitat. One of these relevant solutions is the accelerated
development and widespread introduction of innovative technologies, in other
words, the digitalization of society. Let us take a closer look at the main
directions and advantages of this process from the point of view of problems
of the banking sector.

The need for different strategies for innovation and digital banking was
evident in banking long before the pandemic. At least technology
development, customer expectations for banking services grew, not least due
to instant and personalized services provided by leading technology firms.
Fintech companies such as Google, Yandex or Amazon have shown that this
Is possible and that all banks need their own digital transformation strategy.
Over the past 20 years, the banking sector has developed at an accelerated
pace: this was facilitated by the growing level of penetration of mobile
communications and the Internet, as well as the technical literacy of
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customers, due to which banks were able to quickly introduce modern
technologies [10, p. 82-83].

In the context of the pandemic of the coronavirus infection COVID-19 and
the subsequent crisis in the global economy caused by widespread
epidemiological restrictions, the digitalization of banking services and
services is becoming especially popular for the banking sector. COVID-19
pandemic also changes behavior of consumers, pushing them to consideration
and development of new tools and technologies. If in 2019, about 67% of
bank customers preferred to visit bank offices personally, then current trends
show that the digital transformation implemented by banks, as well as
changes in customer behavior, will lead to an increase in the number of closed
branches: as a result, the universalization of banking services in branches will
increase [11].

The COVID-19 epidemic has already affected the preferences of Russian
customers. According to the MasterCard study conducted in April, the
following results are obtained: during the pandemic, 43% of customers in
Russia preferred cashless cash payments, 22% stopped using cash and began
to use cards and other payment means, about 50% of customers began to use
contactless cards more actively, 16% of customers first used contactless
payments [10, p. 85].

Global practice shows an intertwining of the positive and negative effects
of digitalization in general and in the banking sector in particular [12, p. 2, 13;
13, p. 136-137]. The most important positive effects of Fintech in the banking
sector include:

— increasing banking (financial) accessibility;

— providing better quality and individual banking services;

— reducing transaction costs and accelerating the implementation of
banking services;

— positive impact on financial stability due to increased competition;

— the possibility of using Fintech to improve the regulation of credit
institutions.

The negative consequences of the digital transformation of banks include:
the growth of risks, (primarily cyber risks), the high cost of implementation.
The development of Fintech determined the emergence of Fintech companies,
which began to actively compete with traditional banks.

BCBS presented the following classification to Fintech innovations: open
APIs, applications related to data processing (big data analytics, machine
learning, predictive modeling), blockchain (including smart contracts),
customer identification and authentication (biometrics), cloud technologies,
Internet of Things (loT) and mobile technologies, artificial intelligence (bots,
automation in finance, etc.) [14, p. 9] The use of these innovative
technologies by banks requires a radical change in information systems and
improved management of old and new risks [15, p. 514-517]. These
technologies reduce barriers to entry into the market sector for new
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participants (Fintech companies), providing low-cost infrastructure and access
to direct channels for providing banking products and services to customers
(using digital platforms, ecosystems, aggregators).

The growth of Fintech companies has led to increased competition with
traditional banks, which negatively affected the size and sustainability of bank
revenues: this encourages banks to improve digital interfaces and continue
digital transformation to increase competitiveness. According to BCSG, when
assessing the impact of Fintech on banking, the digital transformation of
banks, it is important to take into account two circumstances: the degree of
implementation of basic technology in society and the prevalence of
technological know-how among the population as a whole.

Considering the digital transformation of traditional banks, BCBS identifies
five basic scenarios (and the possibility of their integrated implementation in
practice is stipulated).

Modernization and digitalization of existing traditional banks. EXxisting
banks are independently digitized and modernized in order to maintain
relations with customers and continue to produce and sell basic banking
services using innovative technologies (changing bank business models). This
process is commonly called the digital transformation of traditional banks;

— new bank (neo-bank). New, technological neo-banks are being created
that provide a classic set of banking services (as a rule, these banks are the
result of the successful development of Fintech companies). Neo-banks have
no branches, they are not burdened with the old infrastructure and can use
new technologies at a lower price, faster, using applications for smartphones
or Internet platforms. They target individuals, entrepreneurs, small and
medium-sized businesses, use scalable infrastructure using cloud providers or
API-based systems to better interact with customers online, in mobile and
social networks. The neo-bank income model mainly involves commission;

— distributed bank (distribution of financial services among Fintech
companies and banks). Financial services and products are becoming more
modular and can be provided by banks and other financial service providers
(e.g., Fintech or Bigtech companies). In this case, the digital interface of the
client can belong to any company in the market;

— excluded bank (existing traditional banks become service providers, and
relations with customers belong to Fintech companies). Existing (traditional)
banks become financial service providers (their banking license is used) and
cede direct relations with customers to other financial service providers —
Fintech and Bigtech companies (various kinds of digital platforms and
aggregators are widely used), which allows you to provide a variety of
financial services from different suppliers). The excluded bank may or may
not retain the balance sheet risk of these transactions depending on the
contractual relationship with the above companies;

— without an intermediary bank (disintermediation). Existing traditional
banks are no longer significant market participants, since there is no need for
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mediation or the use of a trusted third party. Banks are being pushed out of
the financial transactions of customers by more flexible and competitive neo-
banks, Fintech companies that meet the demand of end consumers. In this
scenario, customers may be able to personally select services and a provider
rather than select such services with the help of an intermediary bank
(emergence of ecosystems) [14, p. 26-27].

In the implementation of all the above scenarios, banks are increasingly
entering into partnerships and/or outsourcing operating support for financial
services to third-party suppliers, including Fintech companies (however, risks
and transaction obligations must be «serviced» by the bank).

Part 3. Transforming banking regulation
in a new reality: digital choice

In Azerbaijan, international regulatory reforms were taking on specific
features. It is known that within the framework of the concept of activity of
the mega-regulator of the fi-ness market, which in our country is the Central
Bank (CBA), regulation here is characterized by high centralization. In this
regard, in the context of the consistent implementation of the requirements of
the international norms of the Basel Committee on Banking Supervision
(BCBS), certain difficulties and additional risks may arise. Account should
also be taken of the inadequate substantive, legislative and regulatory
frameworks of the regulatory process, the streamlining and development of
which will require considerable effort. The pandemic of coronavirus also had
an unfavorable effect on the economic environment in the republic, which
was accompanied by a weakening of the stability of economic life, a
deterioration in the financial situation of producers of goods and services,
who will need significant state support. All these and other related factors
together determine the complexity and multifaceted regulatory procedures in
the banking system of Azerbaijan, the importance of their innovation taking
into account the accumulated progress of creative experience and new
phenomena in domestic and foreign practice (for example, digitalization) in
the context of the urgent needs of all segments of this system.

Today, experts of many countries agree on the adoption in the emerging
economy of the so-called «new reality», characterized by revolutionary
transformations in the markets of informatics and telecommunications, on the
one hand, and in the financial markets, on the other [16, p. 811; 17, p. 28-33;
18, p. 3, 17; 19, p. 150-154; 20; 21, p. 116, 124, 127]. In the current
conditions, the current methods and systems of banking regulation are
becoming more complicated and acquiring modern features. At the same time,
completely new, original forms of it arise, which had no analogues in world
practice and became possible due to a complex combination of a number of
causes (financial crisis, technological revolution, coronavirus outbreak, etc.)
[22; 23; 24; 25]. New financial technologies and the resulting digital
transformation of the banking sector, which have a noticeable impact on
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changes in its modern appearance, are being discussed in a particularly lively
manner. Once and temporarily with highlighting the positive aspects of the
digital scenario for the development of this sphere of the economy, close
attention is paid to the risks manifested in its implementation [26, p. 55-56;
27; 28, p. 70-71; 29].

The banking regulatory system in Azerbaijan increasingly demonstrates
commitment to the ideas of international institutions, tries to harmoniously
integrate into international regulatory trends, increases capital requirements,
together with the international banking community forms a more stable
structure that protects banks from crisis shocks. The measures taken to
modernize the banking regulation system have a positive impact on the
functioning of national credit institutions and, first of all:

— expands the potential of banks to cover their risks;

— improves the quality of capital;

— creates a favorable environment for the growth of liquidity of credit
Institutions;

— contributes to leveling the cyclical economic development of banks.

At the same time, analytical monitoring of the real situation in the domestic
banking sector showed that certain imbalances still existed in the banks’
activities, the need to eliminate them confirmed the importance of further
improving regulatory innovations.

The rapid development of digital technologies leads to an unprecedented
transformation of the banking industry, which is reflected in a change in the
competitive environment, as well as the process of interaction between banks
and regulators. In such circumstances, the traditional regulatory framework
needed to be improved and new types of effective regulatory solutions aimed
at structurally developing the financial market and ensuring the sustainability
and competitive potential of banks in the face of global technological and
behavioral changes. In the economic literature, effective banking regulation is
characterized, in particular, by the optimal level of regulatory burden, which
shows how burdensome it is for financial institutions to comply with
regulatory measures [30, p. 8]. It is important to understand that increasing
this burden is usually the result of improved regulatory measures aimed at
ensuring the sustainable functioning of financial institutions. Therefore, it is
advisable to talk not about its minimization, but rather about achieving and
maintaining the optimal level.

Transformational changes offer a number of benefits, but at the same time
involve new risks (micro-level and systemic) that require regulatory
responses. The widespread introduction of new business models among non-
bank technology companies can lead to significant transformations and the
emergence of new sources of systemic risk, which cannot be eliminated using
standard prudential tools. Risk classification and management approaches are
likely to require further development in the future. In particular, operational
and cyber risks, which are currently considered specific, can be considered
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systematic [14, p. 34-35]. The potential negative impact of digital
transformation processes on the stability of traditional banking institutions
can be significantly reduced by optimizing their management using regulatory
tools.

In the context of the interest of financial regulators in the development of
financial innovations and the introduction of more effective regulatory
systems, one of the new directions was the development of a new approach to
data-based regulation. The basis for the formation of this approach was the
expansion of the use of regulatory technologies (Regtech) both in terms of
monitoring digital transformation and responding to internal operational tasks
[31, p. 10-11]. Financial regulators of a number of countries, in particular
Canada, Great Britain, Singapore, India and Australia, have already
announced their readiness to use Regtech [32, p. 7, 12].

In the context of managing the digital transformation process, Deloitte
consulting company distinguishes between three roles of financial regulators.
The first corresponds to their role as coordinator, which plays an active role in
stimulating innovation and competition in financial markets. At the same
time, its main characteristics as a coordinator are regulatory flexibility and a
regulatory ecosystem. It is assumed that in this case, banks will be able to
effectively manage risks associated with financial technologies. The second is
the deterrent, whose role is to respond to emerging issues and address gaps
and inconsistencies in regulatory requirements. Limiting risks can reduce the
depth and breadth of financial innovation. Thirdly, this is an advisory role of
financial regulators, the strengthening of which will contribute to the further
Improvement of this process [33, p. 5-6]. The combination of the three roles
Is the most optimal, since each of them allows solving strictly defined aspects
of banking regulation.

At the current stage of digitalization of the banking industry, a
transformation of the role of the regulator and the development of
fundamentally new approaches to regulating the activities of participants in
the financial market (both traditional and new, whose activities go beyond the
boundaries of the banking sector). At the same time, closer interaction
between the regulator and supervised organizations is necessary, as well as
increased adaptability and predictability of regulation, clarification of
approaches to the process of banking regulation taking into account industry
and digital challenges [34, p. 19-49].

Conclusions
1. Unlike many past shocks, COVID-19 is not a banking crisis; it is a crisis
of the real economy. Banks will surely be affected as credit losses cascade
through the economy and demand drops. But the problems are not self-made.
Global banking entered the crisis well capitalized and is far more resilient
than it was 12 years ago. Our latest research indicates that in almost all
COVID-19 scenarios, the vast majority of banks should survive. Further, we
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expect that most institutions can regain their 2019 ROE within five years,
provided they are willing to do the hard work necessary on productivity and
capital management. The farsighted among them will do even better. Such
banks can capitalize on some deep-seated and accelerating trends to rethink
their organization, business model, and reason for being and to set themselves
up for long-term success.

2. The COVID-19 pandemic slammed shut a decade-long window of
opportunity for banks. Banks had spent the time building capital reserves —
a regulatory requirement whose importance is evident in light of the current
crisis. However, most industry incumbents did not use the boom to prepare
their businesses fully for what is shaping up as a significant bust. Banks, like
other sectors of the economy, may face some difficulties, but we see a
favorable prospect. We believe that moment is right for banks to affirm their
dual role as sources of stability against the pandemic and as beacons to the
societies and communities they serve in the post- COVID-19 world. They
must act because they have a crucial role to play in the work to restore and
sustain livelihoods in their communities.

3. Currently, the digital transformation of existing banks is characterized by
the comprehensive implementation of scenarios formulated by BCBS and
directly related to the interaction of banks with Fintech companies, as well as
the emergence of neo-banks, which, in general, increases competition in the
banking sector.Traditional banks interact with Fintech companies in different
ways: they compete fiercely, and work closely together. In this regard,
regulators need to check whether current regulation provides the conditions
for maintaining financial stability. The result of digitalization was the fact that
banks are currently investing heavily in cybersecurity. The participation of
Fintech companies, together with traditional banks in settlements, directly
affects financial stability.

4. In view of the above, in order to improve the efficiency of the banking
regulatory system, it would be appropriate to implement the following
measures:

— identification of outdated and overlapping regulatory requirements;

— development of approaches that ensure the development of banking
partnerships and the expansion of their range of available banking operations;

— improving the technological effectiveness of regulation and expanding
the use of regulatory and supervisory technologies by regulatory authorities
themselves.

The proposed measures will contribute to the improvement of banking
regulation in the context of digital transformation, the objective perception by
regulators of digital realities and the development of adequate solutions to
respond to them, and ultimately to achieve a balance between stimulating
innovation, protecting the rights of consumers of banking services and
ensuring financial sustainability.
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