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Foreword

The institutional aspects of financia regulation and supervison are receiving great
atention around the world. This interest has increased as several developed and
developing countries integrated their specialized regulatory structures during the last few
years, sometimes introducing a single financial regulator.

The recent literature on financia regulation and supervision reflects the debate on the
advantages and disadvantages of integrating the supervision of banks, insurance,
securities, and other financial sector activities. It also recognizes the importance of issues
and risks associated with the processes of implementing supervisory integration. The
experiences of those countries that have already integrated their financial supervisory
structures provide insights that could be useful for other countries that are studying a
move toward integration.

This paper (a previous version of which was presented at the Latin American Regional
Financia Forum in October 2002) represents one of the first comparative analyses of
experiences of integrated supervision. It discusses how severa countries around the
world have developed the processes of integrating financial regulation and supervision,
and covers numerous relevant technical issues as well as the policy options. It describes
the scope of the activities, ingtitutions, responsibilities, and regulatory powers that
integrated supervisors are expected to cover. Issues related to the organizationa
structures and the management of staff resources are also considered. In particular, the
paper discusses how the supervisory agencies have dealt with three important aspects: the
treatment of financial conglomerates, the risk assessment process, and crisis
management.

The paper reaches several conclusions, among them: the countries that have been able to
integrate their regulatory structures are quite diverse; the scope of the financial activities
and services covered is broad; the integrated agencies are not homogeneous regarding
their assumed regulatory powers, most of the supervisors operate with a good degree of
independence from government, although they are accountable to government; and the
organizational structure of the agencies reflects aspects of institutional and functional
organizational models. The paper also concludes that the effective implementation of
integrated supervision is not an easy task. It takes time and effort to harmonize
procedures across different activities and maximize the benefits of integration.

This study confirms the advantages of integration, but it finds that there is no one way of
integrating financia supervision. Many lessons are offered and they will prove useful and
relevant for countries currently considering or undergoing the process of integration and
particularly for the countries of Latin America and the Caribbean, some of which have
aready started to move towards an integrated approach.



We anticipate that this study will help promote an active discusson on the
implementation of institutional reforms in the supervisory frameworks of the countries of
Latin America and the Caribbean. In addition, we hope that the analysis and information
provided will stimulate further studies and policy recommendations.

Pietro Masci
Chief
Infrastructure and Financial Markets Division
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I ntroduction

In the past few years severa countries opted to
integrate the regulatory structures of their finan-
cial sectors, sometimes introducing a single fi-
nancial regulator. In most cases, this change
came in response to market developments such
as increases in the number of financial conglom-
erates, blurring of the boundaries between finan-
cia products, and expected economies of scale
and scope in regulation. In addition, integrated
regulation under a single regulator with clear
and consistent objectives may make possible the
development of a consistent approach to super-
vison, facilitating risk-based regulation on a
congistent basis across firms and markets (see
Briault, 2002).

The advantages and disadvantages of integrating
the supervison of banks, insurance, securities,
and other financia sector activities are currently
being actively debated. The recent literature on
financia regulation and supervision reflects this
debate In particular, Demaestri and Guerrero
(2003) propose and utilize a methodology to
analyze the advantages and disadvantages of
integrated supervision, finding good reasons for
the adoption of an integrated approach to finan-
cid supervison in circumstances smilar to
those prevailing in most Latin American and
Caribbean countries. The authors reach that con-
clusion on the basis of an analysis of the efficacy
and efficiency of the integrated and speciaized
supervisory approaches to fulfill three main d>-
jectives of financia regulation (consumer pro-
tection, systemic stability, and financial system
efficiency). Demaestri and Guerrero (2003) aso
identify the main principles that should be fd-
lowed to maximize the benefits of a move -
ward an integrated approach.

! For adiscussion on the pros and cons of integration,
the reader isreferred to Abrams and Taylor (2000),
Briault (1999 and 2002), and Demaestri and Guerrero
(2003). For an analysis of the cost and benefits of
integrating the supervision of pensions funds with
that of other financial activities and services, see
Demaestri and Ferro (2003).

In connection with the implementation of inte-
grated supervision, the literature recognizes the
importance of some issues and risks associated
with the processes of integration. It is also rec-
ognized that some of the benefits expected from
integration may not be reached immediately.
The experience of those countries that have d-
ready integrated their financia supervisory
structures may provide some insights that could
be useful for other countries that are studying or
considering a move toward integration.

This paper discusses how several countries
around the world integrated financial regulation.
It discusses some relevant issues associated with
integration and approaches to address them. The
lessons that can be extracted from these experi-
ences might be of help to the countries of Latin
America and the Caribbean where the discussion
about the best regulatory and supervisory struc-
tures is increasingly part of the financial sector
reform agenda’

The rest of this section provides some back-
ground information about several countries that
have integrated their financial regulatory struc-
tures. Section 2 provides basic information re-
garding the integration processes in ten countries
that congtitute the core of this study. Section 3
summarizes the scope of the integrated supervi-
sory agencies in terms of the activities regulated
and the responsibilities covered. Section 4 &
sesses the regulatory powers of the integrated
agencies. Section 5 analyses issues related to
accountability. Section 6 refers to the organiza-
tional structures of the integrated agencies, while
Section 7 concentrates on staff resources. Sec-
tion 8 focuses on three important topics related

2Although it is possible to distinguish between regu-
lation (the establishment of norms of behavior),
monitoring (observation of the compliance with those
norms), and supervision (a more general observation
of the behavior of financial firms), following the
usual practice and other authors’ approaches, the
terms are not distinguished in this study.



to the practice of integrated supervision: the
treatment of financia conglomerates, the proc-
ess of risk assessment, and crisis management.
The fina section summarizes the main conclu-
sions and identifies some topics for further

study.

Eighteen countries outside of Latin America and
the Caribbear® that have already adopted an in-
tegrated approach to financial supervision were
identified: Australia’ Austria, Canada’ Den
mark, Estonia, Germany, Hungary, Iceland, Ire-
land, Japan, Korea, Latvia, Madives, Malta,
Norway, Singapore, Sweden, and the United
Kingdom.

Three waves of ingtitutional reform can be dis-
tinguished in the process of establishing inte-
grated supervisory agencies (see Figure 1). The
first wave relates to the Nordic countries and
happened in the late 1980s and early 1990s.
Canada aso integrated its financial regulatory
structures during this period.® A second wave is
observed at the end of the 1990s. Two countries
that are recognized as representative of this
wave are the United Kingdom and Austraia
Korea and Japan followed the same path around
the same time as a result and consegquence of
structural reforms and the Asian financia crisis.
A third, more recent wave ncludes some East-
ern European countries such as Hungary (where

Australia

Austria

Figure 1: Establishment of Integrated Agencies
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% In Latin America, the Superintendency of Banks of
Colombia supervises banking, insurance and pension
fund activities. Nicaragua has an integrated supervi-
sor for banking, insurance and securities. In Uruguay,
the Central Bank has separate departments or divi-
sionsthat are in charge of banking, insurance, securi-
ties and pension fund activities.

% In Australia, the regulation of securities and the
supervision of related intermediaries and exchanges
arein the hands of the Australian Securities and In-
vestments Commission.

® In Canada, local authorities are in charge of the su-
pervision of securities activities.

® The Monetary Authority of Singapore (MAS) was
established in 1971 and the Maldives Monetary A u-
thority (MMA) in 1981. These institutions concen-
trate the supervision of banking and other financial
services together with the functions of the Central
Bank. In the case of Singapore, the MAS absorbed
the supervision of insurance activitiesin 1977 and the
regulation of securitiesin 1984. In the Maldives, the
regulation and supervision of securities and insurance
activities have been implemented more recently.



integration took place in 2000), Latvia (2001),
and Estonia (2002). Austria and Germany inte-
grated their financial supervisory authorities in
2002, and Ireland did the same in 2003. Finland,
The Netherlands, Switzerland and South Africa
are among severa countries currently consider-
ing a move toward a single regulator.

It is worth noting that in several cases financial
crises played arole in the debate over the most
gppropriate supervisory structure. This is the
case of Sweden and Denmark, both of which
integrated their regulatory agencies partly as a
response to banking crises. The same is true of
the Asian countries mentioned above.

The countries that have aready integrated their
regulatory structures are very diverse. The list
includes big and small, developed and develop-
ing countries from several regions of the world.
To better compare these countries to those of
Latin America and the Caribbean, their main
economic indicators are shown in Table 1. As
the table shows, the economic indicators of most
of the countries of Latin America and the Carib-

bean are within the range of those of countries
that have aready integrated their supervisory
structures. Based on this information, it seems
that the size of the economy and/or of the finan-
cia sector may not be relevant factors in dis-
couraging a move toward integration.” Countries
with small and large economies and financial
sectors and from developed and emerging
economies have been able to integrate their su-
pervisory financia structures (see Table 1).

Ten of these countries (Australia, Canada, Den-
mark, lceland, Japan, Korea, Norway, Singa-
pore, Sweden and the United Kingdom) have
come together to establish an informa Inte-
grated Regulation Group that has met annually
since 1999. The criterion used as a basis for
membership at that time was that the integrated
agency be responsible for prudential regulation
of both banks and insurance companies. How-
ever, most of these countries aso have inte-
grated the regulation of securities and other fi-
nancial services. The experiences of the coun
tries in this group congtitute the core of this

study.®

" Moreover, it is possible that certain positive factors
like the benefits from economies of scale and scope
resulting from integration could be better realized in
countries with small economies and financial sys-
tems.

8 The analysis benefits from information provided by
supervisors in answering Pre-Conference Surveysfor
the meetings held in Australia (1999), Canada (2000),
Norway (2001), and Korea (2002). Information on
the survey for the meeting in Australia can be found
at: http://www.apra.gov.au/Policy/M eeting-of-
Integrated-Supervisors.cfm. Thelink to information
from the survey for the meeting in Canadais:
http://www.osfi - bsif.gc.ca/eng/documents/notices/
pages/index.asp?id=01-10-16. The analysis also
benefited from information obtained from the inte-
grated agencies web sites and from very useful com-
ments received from representatives of several inte-
grated supervisory agencies.



Table 1': Selected Basic Indicators (2002)

Country Population GDP Financial Intermediation Securities
(thousands) | (UShillion) Liquid liabilities (M3) Quasi-liquid [ Domestic Market Market Total value
(UShillion) | (% of GDP) liabilities credit capitalization capitalization |stockstraded
(% of GDP) [ (% of GDP) (UShillion) (% of GDP) (% of GDP)

. 19,581 410.6 262.1 711 47.6 94.0] 374.3 101.5 65.3
Australia
Austria 8,140 203.0 . . 124.9 25.2 13.4 3.8
Canada 31,414 715.7] 483.1 67.5) 43.6 81.0] 700.8 100.9 66.5)
Denmark 5,373 174.8 88.3 50.5) 19.2 154.9 95.0) 58.8] 43.7
Estonia 1,358 6.4 2.7 42.6 17.0 50.3] 24 37.9 3.8
Germany 82,495 1,976.2 . . . 145.3 1,071.7 58.1 76.9
Hungary 10,166 65.8] 311 47.2 27.8 53.0] 131 19.9 9.0
Iceland 284 8.6 4.1 48.1 374 98.2 3.6 46.1 17.6
Ireland 3,878 119.9 N . N 1121 75.3] 72.9 21.8
Japan 127,144 3,978.8 8,049.1 202.3 132.6) 313.4 2,251.8 54.4 65.3
Korea, Rep. 47,640 476.7 494.3 103.7 93.1] 116.9 248.5 52.1 166.2]
Latvia 2,335 84 31 36.5) 16.3 39.6] 0.7] 8.5 15
Maldives 287 0.6) 0.3] 50.2 26.3 43.6 . . N
Malta 397 3.6) 6.1 169.2 130.1] 150.7 14 374 13
Norway 4,539 189.4] 106.1] 56.0) 8.8 54.3] 69.1 41.6 315
Singapore 4,164 87.0) 100.7| 115.8 92.8 84.8| 117.3 138.3 74.7)
Sweden 8,924 229.8 78.7 232.6) 110.8 143.7|
U p|ted 58,858} 1,552.4 146.7 2,217.3 155.7 131.4]
Kingdom
Argentina 37,928 102.2 28.6) 28.0] 18.9 62.5] 103.4] 101.2 1.3
Bahamas 314 48 35 73.6] 57.1 88.4] . . ]
Barbados 269 2.8 20| 72.0) 51.1] 52.0) 18 66.3] 0.4
Belize 253 0.8 0.5 58.8] 39.2 66.7 . . N
Bolivia 8,697| 7.7 3.8 49.9 41.3 63.3] 16 19.5] 0.0
Brazil 174,485 452.4 149.7 331 25.0 64.8] 123.8 27.4 10.7
Chile 15,579 64.2 29.1] 45.4 34.5 74.3] 47.6 74.2 4.9
Colombia 43,745 82.2 25.7| 31.3] 20.8, 35.9 10.0] 11.8] 0.3]
CostaRica 3,942 16.9 6.7 39.7 25.8 36.8] 2.3 15.2 14
Dominican 8,635, 21.3 8.4 39.6 28.6 451 01 08
Republic
Ecuador 13,112 24.3] 5.2 24.8| 15.6 28.0) 17 7.2 0.1
El Salvador 6,524 14.3] 0.7 4.9 4.0 5.6) 15 111 0.2
Guatemala 11,992 23.3] 71 30.6] 18.1 15.7 0.2] 11 0.0
Guyana 772 0.7] 0.6] 91.7 70.9 89.7
Haiti 8,286 3.6 15 42.4 28.5 371
Honduras 6,755 6.6) 37 56.6] 43.4 341 . . N
Jamaica 2,613 8.0 39 48.5 33.1 27.5) 5.8 73.0 18
Mexico 100,921 637.2) 156.1] 24.5) 145 26.6| 103.1 16.2 4.4
Nicaragua 5,335 24 1.5] 64.2 529 54.5 . . ]
Panama 2,940 12.3] 9.4 76.4 65.6) 90.7 2.6) 21.6] 0.4
Paraguay 5,510 54 20| 37.5) 28.6) 29.9 04 5.5 0.2
Peru 26,749 56.9 18.2 32.0 20.9 239 13.4] 23.5 20|
Suriname 423 0.9 0.5 59.2 33.2 34.3]
Trinidad and 1,318 94 50 53.2 398 427 65 69.4 18
Tobago
Uruguay 3,381 12.3] 89 72.5) 67.0 92.9 0.2 0.8 0.0
Venezuela, RB 25,093 94.3] 16.8 17.8] 7.8] 15.0] 4.0 4.2 0.1

1Liquid liabilities or M3 are the sum of currency and depositsin the central bank, plus transferable deposits and electronic cur-
rency, plustime and savings deposits, foreign currency transferable deposits, certificates of deposit, and securities repurchase
agreements, plus travelers checks, foreign currency time deposits, commercial paper, and shares of mutual funds or market funds
held by residents. Quasi-liquid liabilities equal the M3 money supply less transferable deposits and el ectronic currency. Domestic
credit refersto financial resources provided to the private sector, such as through loans, purchases of non-equity securities, and
trade credits and other accounts receivable that establish aclaim for repayment. For some countries these claims include credit to
public enterprises. Market capitalization (also known as market value) is the share price times the number of shares outstanding.
Stocks traded refer to the total value of shares traded during the period.

Figuresin bold refer to the most recent available date. (..) Indicates that the information is not available.

Source: World Development Indicators, World Bank. 2003.




Basic Information Regarding the Integration Processes

This section provides basic information about
the processes of regulatory and supervisory inte-
gration in the ten countries under study, includ-
ing information about the agencies objectives
and the scope of their activities. Information on
the agencies web pages appearsin Annex 1.

AUSTRALIA

The Australian Prudential Regulatory Agency
(APRA) was established in 1998, following the
Australian Prudential Regulation Authority Act,
as a Satutory authority with considerable auton-
omy from the government.

The main objective of integration was to harmo-
nize requirements and eliminate inconsistencies
in supervision wherever possible. APRA’s mis-
sion is “to establish and enforce prudentia stan-
dards and practices designed to ensure that, un-
der al reasonable circumstances, financial
promises made by ingtitutions we supervise are
met within a stable, efficient and competitive
financia system.”

APRA supervises banks, building societies,
credit unions, insurance companies, friendly so-
cieties and superannuation funds. The agency is
responsible for the prudential supervision of in-
dividual ingtitutions, while other agencies are
responsible for issues related to market conduct,
consumer protection or competition policy. In
particular, the Australian Securities and Invest-
ments Commission is responsible for conduct of
business issues as well as for the regulation of
securities intermediaries and exchanges.

CANADA

The Canadian Office of the Superintendent of
Financia Institutions (OSFI) was created fa-
lowing the July 1987 enactment of the Office of
the Superintendent of Financia Ingtitutions Act
to ensure a coordinated approach to supervision

and a modern regulatory framework. OSFI’'s
mission is to safeguard policyholders, depositors
and pension plan members from undue loss.

The agency was given the powers to supervise
and regulate all federally regulated financial in-
stitutions on a consolidated basis. OSFI is e
sponsible for supervising al banks and al feder-
aly registered trust companies, loan companies,
cooperative credit associations, insurance com-
panies, and pension plans.

OSFl is a prudential regulator with minimal
market conduct provisions and is not in charge
of competition policy regulation. As we stated
before, the supervision of securities activities is
being carried over by local authorities in Can-
ada.

DENMARK

The Danish Financia Supervisory Agency (Fi-
nanstilsynet) was established as the integrated
financial supervisory authority in January 1988
following the merger of the Supervisory Author-
ity for Banks and Savings Banks and the Insur-
ance Supervisory Authority. In 1990 the inte-
grated supervisor incorporated the Supervisory
Authority for Mortgage Credit Ingtitutions. The
agency’s mission is “to help maintain confi-
dence in the financia sector —both in relation to
society and to the individua person— by ensur-
ing that financia legidation is observed, partici-
pating in the elaboration of financia legidation,
and collecting and publishing information re-
lated to the financial sector.”

The Finanstilsynet supervises credit ingtitutions,
investment companies and associations, insur-
ance companies, pension funds companies and
securities companies. It is not responsible for
supervison of competition or market practices
legidlation within the financial sector, but regu-
lates market conduct and disclosure in the secu-
rities sector.



ICELAND

The Financia Supervisory Authority of Iceland
(FME) was established in January 1999 as an
independent governmental body responsible for
the officia regulation and supervision of finan
cia operations. The agency’s main role isto en-
sure that the activities of parties subject to sr
pervision are in accordance with laws and regu-
lations governing such activities, and that finan-
cia activities are in other respects consistent
with sound and proper business practices. The
FME emphasizes the good conduct of business
practices, regulating market conduct, disclosure
and consumer protection in all sectors of the fi-
nancia market.

The FME supervises the operations of commer-
cia and savings banks, other credit institutions,
insurance companies, companies and individuals
engaged in insurance brokerage, undertakings
engaged in securities services, mutua funds,
management companies, stock exchanges and
regulated over-the-counter markets, securities
depositories, pension funds, and other entities
authorized by law to receive deposits.

JAPAN

The Japanese Financia Supervisory Agency was
established in June 1998 as an adminigtrative
ingtitution responsible for the inspection and
supervision of private sector financia institu-
tions and the surveillance of securities transac-
tions. In July 2000, the agency became responsi-
ble for financial system planning and was reor-
ganized into the Financia Services Agency
(FSA). In January 2001, the FSA was estab-
lished as an external organ of the Cabinet Office.
The FSA’s objectives are to ensure a stable and
dynamic financial system, and protect consum-
ers (depositors, insurance policyholders and &
curities investors).

The agency is responsible for the inspection and
supervision of banks, securities companies, in-
surance companies and other private financial
ingtitutions. The FSA requires financia institu-
tions to disclose to the public their business and
financial reports. The Securities and Exchange
Surveillance Commission (which is part of the
FSA) is responsible for ensuring compliance

with the rules of securities and financial futures
markets. The FSA is not responsible for oversee-
ing competition policy.

KOREA

As a consequence of the financia crisis of 1997,
the government launched the Presidential Com-
mittee on Financial Reform. The committee rec-
ommended the reform of the central bank and
the financial supervisory structure. Legislation
was enacted in December 1997 establishing a
single supervisory body for financia supervi-
sion. The government established the Financia
Supervisory Commission (FSC) in April 1998
and the Financia Supervisory Service (FSS) in
January 1999. The FSS was created through the
consolidation of four separate supervisory agen-
cies (Banking Supervisory Authority, Securities
Supervisory Board, Insurance Supervisory
Board, and Non-bank Supervisory Board).

The mission of the FSC and FSS is to maintain
the integrity of the financial market, ensure the
fairness of financia transactions and protect the
rights and interests of the public. The agencies
adhere to five basic principles: accountability,
transparency, compatibility with international
standards, protecting individual narket partici-
pants, and market mechanisms and discipline.

The FSC mainly deals with policy formulation
for the financid markets, having supervisory
responsibilities in three primary areas. resolution
of issues relating to financial supervision, dele-
gation of supervisory authority to the FSS, and
overseeing the restructuring of the financial sec-
tor. Matters relating to the securities and futures
markets are largely delegated to the Securities
and Future Commission (SFC) set up under the
FSC.

The FSS is charged with enforcement responsi-
bility over Korea's financial companies under
the general direction of the FSC and the SFC. In
particular the FSS supervises banks, securities,
insurance, and nonbank institutions. The FSS
regulates market conduct, disclosure, and con-
sumer protection in al supervised industries.
However, it is not in charge of regulating com-

petition policy.



NORWAY

The experience of Norway’s integrated regula-
tion starts as far back as 1983 when the Banking
Inspectorate acquired some of the functions of
the Securities Bureau of the Ministry of Finance.
In 1986 the Kredittlsynet, Norway’s Banking
Insurance and Securities Commission, was &-
tablished following the merge of the Banking
and Insurance I nspectorates.

The mission of the Kredittlsynet is to promote
satisfactory levels of capita strength, risk aware-
ness, management and control in institutions
under its supervision; detect circumstances that
threaten the stability of the financial system and
the maintenance of preparedness for dealing
with problems in the financial sector; ensure
compliance with laws and rules;, and provide a
regulatory framework that fosters the smooth
functioning of markets, both for supervised insti-
tutions and their users.

The Kredittlsynet is responsible for the regula-
tion of banks, finance companies, mortgage
companies, insurance companies, pension funds,
securities trading, estate agencies, debt collec-
tion, and accounting and auditing activities.
How those companies conduct business and
other consumer protection concerns are not the
agency’s primary responsibility. However,
Kredittlsynet regulates market conduct in the
securities market and regulates disclosure to a
certain extent through regulations pertaining to
information to the customers of financia institu-
tions.

SINGAPORE

In 1970, Singapore's Parliament passed |egisia-
tion leading to the formation of the Monetary
Authority of Singapore (MAS), which was es-
tablished in January 1971. The legidation gives
MAS the authority to regulate al elements of
monetary, banking and other financial interme-
diation services in Singapore. The government
brought the insurance industry under MAS regu-
lation in April 1977, and securities regulation
was transferred to MAS in September 1984.

MAS is not only an integrated supervisory
agency, but it also implements monetary policy

acting as the central bank. The agency’s mission
is “to promote sustained and nor-inflationary
growth of the economy, as well as, foster a
sound and progressive financial service sector.”
MAS supervises the banking, insurance, securi-
ties and financial futures industries, and is in
charge of prudential supervision, market and
business conduct regulation and disclosure e
guirements. However, it is not responsible for
competition policy.

SWEDEN

The Swedish Financial Supervisory Authority
(Finansinspektionen) was created in July 1991
as a public authority responsible for supervising
companies in the insurance, credit and securities
markets. The agency’s aim isto contribute to the
stability and efficiency of the financial sector
and to promote consumer protection. The FSA is
responsible for prudential supervision of banks
and other credit ingtitutions, securities compa-
nies and fund management companies;, stock
exchanges, authorized marketplaces and clear-
inghouses, and insurance companies, friendly
societies and insurance brokers.

Finansinspektionen is aso responsible for issues
related to market conduct. However, there is a
specific authority for consumer protection. The
FSA is not responsible for the development or
implementation of competition policy.

UNITED KINGDOM

The decision to merge banking supervision and
investment services regulation in the United
Kingdom was announced in May 1997. The first
stage of the reform was completed in June 1998,
when responsibility for banking supervision was
transferred to the Financial Services Authority
(FSA) from the Bank of England. The Financial
Services and Markets Act, implemented on De-
cember 2001, transferred to the FSA the respon-
sibilities of severa other organizations, includ-
ing the Building Societies Commission, the
Friendly Societies Commission, the Investment
Management Regulatory Organization, the Per-
sonal Investment Authority, the Register of
Friendly Societies, and the Securities and Fr
tures Authority.



The FSA has four statutory objectives: to main- posit takers, insurance, investment firms, major

tain market confidence, to promote public un+- financia groups, and markets and exchanges.

derstanding of the financial system, to secure The agency aso has enforcement powers and

consumer protection, and to reduce the scope of provides an appropriate degree of protection for

financial crime. consumers, but does not regulate competition
policy.

The FSA sets prudential and conduct of business
dandards, and supervises firms, including de-



Scope

This section summarizes the scope of activities
covered by the different integrated supervision
agencies and provides an explanation of their
regulatory responsibilities.

ACTIVITIES

As aready mentioned, in order to become mem-
bers of the Integrated Regulation Group, courn-
tries must have integrated banking and insurance
regulation. Thus, al integrated supervisors cover
both types of activities. Additionaly, al the
agencies, with the exception of Austrdia and
Canada, also regulate or supervise securities ac-
tivities and eight of the agencies also supervise
pension funds. Table 2 summarizes the informe-
tion regarding the financial activities regulated
by the integrated agencies.

Table 2 shows that once countries opted to inte-
grate financial supervision they adopted an in-
clusive approach, covering most of the financial
activities.

RESPONSIBILITIES

The analysis of agencies responsibilities takes
into account prudential policy, prudentia im-
plementation, market conduct, disclosure of i+
formation, payments system, and competition
policy. Table 3 summarizes this information.

All the agencies included in the sample regulate
prudential policy and implementation,” while no
agency regulates competition policy (which is
usualy the responsibility of a specific authority).
Payments systems are not usually the responsi-
bility of the integrated agencies. Singapore is the
exception because the supervisory agency
(MAY) aso acts as the centra bank.

The supervisory agencies in the United King-
dom, Sweden, Japan and Iceland have the most
responsibilities, while Australia s agency has the
fewest. Conduct of business responsibilities and

Table2: Major Categories of Regulated Financial Institutions

Country Banking Insurance Securities Pension Funds
Austraia X X X
Canada X X X
Denmark X X X X
Iceland X X X X
Japan X X X

Korea X X X X
Norway X X X X
Singapore® X X X

Sweden X X X X
United Kingdom X X X X"

3 MAS has the power to regulate pension funds if they are structured as a collective investment scheme under the Securities and
Futures Act (2001). Currently, there are no such pension funds under regulation.

B Although the UK has a specialized agency that supervises pension funds, the integrated supervisor (FSA) isinvolved in the
supervision of prudential aspects related to pension funds established asindividua accounts and that are privately administered.

Source: Agencies web pages.

® The case of Koreais peculiar. As mentioned earlier,
the FSC has the responsibility for policy forrmulation,




the regulation of securities ingtitutionsin Austra-
lia are the responsibility of a separate agency.™

Table 3 shows that, while the central responsi-
bilities of the integrated agencies are prudential

policy and prudential implementation, the agen-
cies with power to regulate securities have also
some degree of responsibility over market con-
duct and disclosure.

Table 3: Regulatory Responsibilities’

Responsibi- . . United
lity Australia | Canada | Denmark | Japan | lceland | Korea | Norway | Singapore | Sweden Kingdom

Prudential Y Y Y Y Y N P Y Y %

Policy

Prudentia

Implemen- Y Y Y Y Y Y Y Y Y Y

tation

Market N P P Y Y Y P P Y Y

Conduct

Disclosure N P P Y Y Y P P Y Y

Payments

System N N N N P N N Y N N

Competi-

tion £0| icy N N N N N N N N N N

Y denotes Yes, N denotes No, and P denotes partial responsibilities.

Source: Questionnaire. Meeting of Integrated Supervisors. Sydney, Australia. 1999, Carmichael (2001), Agencies web pages, and comments
from representatives from the Agencies.

while the FSS carries out the implementation and
enforcement of those policies.

10| n fact, Australia has followed a functional ap-
proach to regulatory integration, where separate
agencies are in charge of different regul atory respon-
sibilities, which in turn are associated to different
market failures (see section 6 on organizational struc-
tures).
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Regulatory Powers

In al countries, the supervisory agencies have
well defined mandates that are either established
by legislation or through other means. Most
countries have al so further described supervisory
agency mandates through a mission statement or
specific agency objectives. Common subjects in
the mission statements include trust, confidence,
sound husiness standards, stability, prompt cor-
rective action, competition, fairness, and integ-
rity.

All the integrated agencies studied have regula-
tory powers to inspect and request information,
establish guidelines, appoint an administrator,
issue or prepare regulations, withdraw licenses,
and establish fit and proper rules. However, as
Table 4 shows, there are similarities and differ-
ences among the countries regarding other regu-
latory powers. The mgority of the integrated
agencies aso have authorization, licensing and

enforcement powers (the latter include, for ex-
ample, suspending operations, removing direc-
tors or auditors or transferring engagements).
Regulatory agencies in Japan, Singapore and the
United Kingdom have the most powers, while
Sweden’ s regulatory agency has the fewest.

The group of integrated agencies is not homoge-
neous regarding their regulatory powers. How-
ever, they share more similarities than differ-
ences. Interestingly, differencesin the allocation
of regulatory powers do not seem to be related
with whether the integrated supervisor is aso in
charge of regulating securities activities. The
distribution of the regulatory powers of the
agencies in Australia and Canada (they do not
regulate securities) does not seem to signifi-
cantly differ from those of the other integrated
regulators.

Table 4: Regulatory Powers’

Powers | Australia | Canada | Denmark | Iceland | Japan | Korea | Norway | Singapore | Sweden KLiJr?g;jec?m
Licensing Y P Y P Y N P Y Y Y
Standards Y Y N Y Y Y Y Y Y Y
Remove N Y N N Y Y p Y N Y
Directors
Remove N Y Y N Y Y P Y N Y
Auditors
Suspend
Opera- N Y Y P Y N P Y N Y
tions
Direct
Penalties Y Y Y Y Y Y Y Y N Y
Transfer
Engage- Y N Y P Y N Y Y N Y
ments

Y denotes Yes, N denotes No, and P indicates partial power, meaning that the agency is subject to reference to the appropriate

Ministry.

Source: Pre-Conference Survey. Integrated Financial Supervisors Conference- Oslo, Norway. 2001, Agencies web pages, and

comments from representatives of the Agencies.
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Accountability

Most agencies seem to operate with afair degree
of independence from government. The financial
indtitutions under supervision currently fund the
agencies except in the case of the Japanese FSA,
which is funded by the government. Korea's
FSS is partialy funded by the Bank of Korea.
The fact that most of the agencies are funded by
the regulated industries is important because it
makes it possible for them to be independent of
the nation’s finance or economic ministry, to
which (in most cases) they report, either directly
or indirectly (see Taylor and Fleming, 1999). All
agencies state that they receive sufficient finan-
cia resources. The mgjority of the agencies have
the right to establish their own budgets, which
must often be approved by the government.

Audtrdlia, Iceland, Singapore, Sweden and
United Kingdom are accountable to boards that
have extensive oversight responsibilities. Nor-
way is accountable to a board with limited re-
sponsibilities and the Korean FSS reports to the
FSC. Beyond the boards, the Norwegian and
Korean regulators are ultimately accountable to

their respective governments. Canada, Denmark
and Japan are not accountable to boards but to
government ministers.™

In al cases where a board exists, the government
(often the minister of finance) gpoints the d-
rectors. The Canadian and Danish regulatory
agencies have a chief executive officer that is
appointed by the government. In Japan, the gov-
ernment appoints the most senior staff of the
agency (see Table5).

Most agencies are subject to an independent a-
dit of their financia statements, and could be
subject to a government audit pertaining to d-
fectiveness. Furthermore, often the agencies
have meetings with government and centra
bank authorities to discuss and make decisions
on important issues.*

In summary, although the agencies seem to qo-
erate with afair degree of autonomy, all of them
report drectly or indirectly to the government,
in many cases through boards whose directors
are appointed by the government.

Table5: Accountability

Country Report to a Board Report Directly to the Government
Australia X

Canada X
Denmark X
Iceland X

Japan X
Korea X

Norway X

Singapore X

Sweden X

United Kingdom X

Source: Pre-Conference Survey. Integrated Financial Supervisors Conference- Oslo, Norway. 2001.
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11 OSFI has recently created its own advisory board
to provide guidance and oversight mainly on govemn-
ance issues.

12 As already mentioned, Singapore’s MAS acts as
the central bank aswell as supervisory agency.



Organizational Structures

There is no single standard organizationa struc-
ture for the integrated supervisors. For the pur-
poses of this paper, we analyze the structures of
the agencies in terms of their similarities and
differences regarding to two extreme integration
models. One mode is based on an ingtitutional
approach and the other one is based on regula-
tory functions. In the first mode, the agency
integrates the speciaized supervisors but mar-
tains separate regulatory divisions that are pri-
marily assigned to supervise institutional group-
ings (banking, securities, financia groups, €tc.).
The second mode is based on regulatory func-
tions, where regulation is assigned to separate
agencies (or separate divisons within an inte-
grated agency), each of them primarily devoted
to a particular source of market failure across all
the financia institutions and/or activities that are
subject to that particular failure.

An ingtitutional integrated model is relatively
easier to implement, but tends to preserve the
identities of the predecessor agencies. On the
other hand, a functional model is able to break
down the identities of the predecessor agencies.
So far, the experiences of several countriesillus-
trate that no integrated approach has followed
either of these two extreme models, which re-
flect the extremes of a continuum of feasible
organizational structures. Most integrated agen-
ciesfall somewhere in between the extremes.

There is no evidence to show that agencies
whose organizational structure falls closer to one
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of the extreme models are more or less success-
ful than those whose organizationa structure
more closely resembles the other extreme.”

Most of the integrated supervisory agencies re-
viewed in this paper combine aspects of the in-
stitutional and functional models. The supervi-
sory agencies in Denmark, Korea, and Norway
more closely resemble the institutional mode;
that is, the organizations have different divisions
to deal with the various ingtitutions. The super-
visory agencies of Australia, Canada, and Japan
are organized in away that is closer to the func-
tional model. In particular, Australia has differ-
ent agencies to deal primarily with issues associ-
ated with each type of market failure. The Aus-
tralian Prudential Regulatory Agency (APRA) is
in charge of prudential regulation across al the
financia activities. Issues related to the disclo-
sure of information and market conduct fall
within the purview of the Australian Securities
and Investments Commission. The Austrdian
Competition and Consumer Commission deals
with competitive behavior and the Reserve Bank
of Audgtralia intervenes in issues related to the
payments system or with systemic implica-
tions. To illustrate this issue and provide more
detailed information on the different structures,
the organization charts of several integrated
agencies are included in Annex 2.

13 This statement is in agreement with Mwenda and
Fleming (2001), who state that until thereisalonger
track record of experiencesit is difficult to cometo
firm conclusions about the optimal internal structure
of the integrated agencies.

% The interested reader can get more information on
the integrated approach followed by Australia by
consulting Carmichael (2001).



Staff Resources

One of the arguments often mentioned for the
establishment of an integrated agency is the po-
tential to achieve administrative economies of
scale, particularly regarding the number and use
of staff. The size of the agencies studied in this
report varies from approximately 2,000 employ-
ees in the case of the United Kingdom to 35 em-
ployeesin Icdland (see Figure 2).

Not surprisingly, the agencies in the sample are
reporting a high degree of commonality in the
area of personnel policies, particularly regarding
recruitment standards, formal training programs,
career development initiatives, position ratings
and compensation policies. The agencies have a
preference for employees with a broad know!-
edge of financia markets and encourage em-

2,500

Figure 2: Number of Full-time Employees
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Source: Agencies web pages, comments from agencies representatives, and information from Courtis (2001)

The realization of economies of scalein relation
to the number of employees in recently inte-
grated agencies varies. The newly formed agen-
ciesin Augtraia, Korea and the United Kingdom
have fewer employees than their predecessors,
while, in Japan, there was an increase in the
number of employees after the integration. The
Scandinavian agencies established during the
mid-1980s showed an increase in the number of
employees, athough it was argued that this
might be a consequence of the increasing com-
plexity of the financial business over the years.
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ployees to be engaged in supervisory work in
different sectors, but aso consider expert
knowledge on sector specific issues an important
attribute.

An important issue related to the management of
staff resources refers to the risk of a negetive
impact on the staff of the integrating agency dur-
ing the trangition process. In this regard, infor-
mation from a recent survey of severa inte-
grated financial sector supervisors (Luna Marti-
nez and Rose, 2003) shows that, in several coun-



tries, the integration processes resulted in the
demoralization of some staff members and con-
tributed to the departure of experienced person-
nel from the agencies being merged.

It seems that the number of years since the
agency was established is a relevant factor in
analyzing recruitment procedures. The relatively
older integrated agencies tend to recruit from the
private sector, while the recently established

15

ones recruit mainly from their predecessor agen-
cies. Most agencies offer competitive salaries,
but they do not try to compete with the top end
of the private financial sector. In many cases
they try to attract staff through a combination of
adequate salaries, good working conditions, &-
tractive training programs and by promoting a
sense of the importance of “public service” in
potential employees (Carmichael, 2001).



The Practice of Integrated Supervision

The integrated agencies covered in this paper
recognize the need to develop a consistent g-
proach to the supervision of the different sectors
and a consstent methodology is emerging.
However, at the same time, supervisors know
that they must take into account some funda-
mental differences between the financid activi-
ties.

The degree of commonality achieved in the
pervison of the activities is higher in banking
and securities than in banking and insurance™
The accounting for banking and securities in
most countries is identical or substantially the
same. However, there are more differences with
respect to insurance accounting. Likewise, the
definition of components of capital is similar in
banking and securities but less so in insurance.
In other areas the opposite prevails. For exam-
ple, countries report a higher degree of com-
monality in their approach to risk assessment
with banking and insurance than with banking
and securities. Despite the progress aready
achieved, there is much to be done in order to
continue harmonizing the regulation and super-
vision of the different financial sector activities
and services™®

In assessing the way that countries are imple-
menting integrated supervision, three topics de-
serve specia attention: the handling of financia
conglomerates, the risk assessment process, and
crisis management.

TREATMENT OF FINANCIAL
CONGLOMERATES

Audtralia, Iceland, Singapore, Sweden and the
United Kingdom allow multi-activity institutions

15 Summary of Responses, Pre-Conference Survey.
Integrated Financial Supervisors Conference - To-
ronto, Canada May 22-23, 2000.

16 | nformation obtained from their recent survey leads
Luna Martinez and Rose (2003) to arrive at asimilar
conclusion.
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that encompass banking and securities. All the
countries studied allow financial conglomerates.
However, it is noteworthy that all countries, but
Singapore, indst that the underwriting of insur-
ance be conducted in a separate ingtitution.*’

Most of the integrated agencies define financia
conglomerates as companies that are part of a
group consisting mainly or only of companies
providing financial services. There seems not to
be any distinction if the companies in the group
represent one or more of the specific sectors
(banking, insurance and securities). However, in
most countries the conglomerates are restricted
to undertaking financial activities.

In all cases capital adequacy requirements and
large exposure limits are gpplied to the institu-
tion as a whole. All integrated agencies apply
capital adequacy requirements to banking groups
on a consolidated basis, generally adjusting for
any investment in insurers. All countries, except
Canada and Sweden, require banks to also sat-
isfy the capital requirements on a non-
consolidated basis.

Large exposure limits are applied on a consoli-
dated basisin al countries, except Korea. These
limits generally only apply to banking and secu-
rities activities; adjustments are made if insur-
ance companies form part of a conglomerate.

The supervisory agencies of Augtralia, Canada
and the United Kingdom have specific divisions
to supervise financial conglomerates. In al the
other agencies sampled the institutional units
supervise the conglomerates, with cooperation
taking place between the different departments.

17 Although MAS does not insist that underwriting be
conducted in a separate institution, MAS encourages
banks to subsidiarize their insurance and securities
activitiesin a separate legal entity.



Countries reported that they are working toward
convergence in areas such as the approach to
off-site examination and consolidated supervi-
son of ingitutions forming part of a financia
group.

Table 6 summarizes the instruments used to
regulate the top holding or parent company of a
financial conglomerate. It hould be noted that
the mgjority of the instruments identified in the
table are used in al the countries.®

Table 7 summarizes the experiences of the agen-
cies in connection with the rules or best prac-
tices that are suitable to application across sec-
tors. It is interesting to note that the already in-
tegrated agencies report that a large number of
standards are suitable for application across sec-
tors. This confirms one of the main benefits of
integrated supervision.

Best practices regarding fitness and propriety,
enforcement powers and procedures and internal
control/corporate governance are considered by

Table 6: Instrumentsto Regulate the Parent Company of a Conglomer ate

Instruments | Australia Canada | Denmark

Iceland

Japan Korea Nor way | Singapore

Licensing of X X
Holding
Companies
and /or Group
Structure

X X X

Fit & Proper X
Requirements

Solvency and X X X
Capital Re-
quirements

Monitoring of X X X
Intra-group
Transactions

On SiteIn- X X X
spections

Mestings with X X X
Group Man-
agement

Demanding X X X
Information
about Un-
regulated
Entitiesin the
Group

N/A

Assessing X X X
Risk on a
Consolidated
Basis

Major financial holding companies require MAS approval, MAS uses al the supervisory toolslisted in the table to regul ate them.

Source: Pre-Conference Survey, Integrated Financial Supervisors Conference-Oslo, Norway, 2001, and comments from Agencies’ represan-

tatives.

18 Holding companies are not regulated in the United
Kingdom, but the FSA doesinclude financial holding
companies in consolidated supervision.
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amost all agencies as suitable to be applied
across sectors. However, market conduct rules,
capital requirements, maximum exposure rules
and reporting format seem to be the most diffi-
cult to apply across sectors. While confirming
that capita requirements can be applicable
across sectors, information provided by Austra-

lias agency underlines that they *necessitate
careful tailoring © ensure appropriate applica-
tion across different sectors.” Furthermore, &
though agencies declare that a large number of
standards are applicable to more than one sector,
they adso indicate that they may be unsuitable
for al sectors.

Table 7: Rulesor Suitable Best Practices Applied Across Sectors

Concept Australia | Canada® | Denmark | Iceland | Japan® | Korea | Norway | Singapore | Sweden
Licensing X X X X X X X X
Requirements
Enforcement
Powers and Pro- X X X X X X X X
cedures
Cayitdl X X X X X
Reguirements
Rules/Guidelines
on Organiza-
tional Set-up of X X X X X X X X X
Groups
- Ownership X X X X X X X X X
Regulation
- Organizational X X X X X X X X
Structure
Ethical X X X X X X X X
Guidelines
Fitness and X X X X X X X
Propriety
- Of Owners X X X X X X X X X
- Of Managers X X X X X X X X X
Rules on Profes-
sional Secrecy X X X X X X X
Internal Con-
trol/Corporate X X X X X X X X X
Governance
Intra-group
Transactions and X X X X X X X X
Exposures
Maximum Ex- X X X X X
posure Rules
- Reporting For- X X X X X X
mat
- Role of Audi- X X X X X X X X
tor
Market Conduct X X X X X
Rules

& An “X™ implies some degree of harmonization but not necessarily full harmonization.

® The degree and the manner in which they are applied may vary according to the sector concerned.

Source: Pre-conference Survev. Intearated Supervisors Conference. Norwav. 2001 and comments from Aoencies reoresentatives.
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RISK ASSESSMENT PROCESS

The risk assessment process is key for the -
velopment of supervisory activities. It is an im
portant indicator of the ingtitution’s financia
performance and therefore an instrument to -
form the institutions on the supervisor’s view of
their risk profiles. In the maority of the agen-
cies, risk analyses form part of the risk assess-
ment process as an integrated component.

The objectives of the risk assessment process are
common for banking and insurance supervision
for most of the countries. When they are not yet
common, convergence is expected. Most courn-
tries do risk assessment on both a consolidated
and afirm basis.

According to the Pre-Conference Survey for the
Norway Meeting of the Integrated Group, seven
countries seem to apply, or are planning to g~
ply, the same principles of supervisory review to
banks and to insurance companies. The other
countries have transferred some of the principles
and/or are examining the issue. Development of
common principles that take account of the dif-
ferences in risks and prudentia standards are
highlighted. Thisis not regarded as an easy task
and the need for training of supervisory staff has
been underscored by severa countries.

Risk assessment anadyses include credit risk,
balance sheet and market risk, and operationa
risk. All types of risks are considered important
for consolidated supervision.

The intention across the agencies is to have a
system that is applicable to all institutions. It is
noted that this takes time and adaptation of prin-
ciples to different natures of business. In addi-
tion, it is aso necessary to build the required
competence. Australia's APRA, whose indtitu-
tional organization is closest to the functiona
model, reports that its supervisory methodology
is applicable to all regulated industries. The
challenge lies in developing prudential standards
and supervisory practices that are consistent
across industries while still addressing the issues
that are industry specific.

The implementation of systems of risk-based
supervision has implied major reorganizations of
the agencies. Some agencies fed that this has
provided a more effective use of supervisory
resources.

The experiences of the countries covered in this
study show that progress takes time and requires
considerable effort. Yet, these countries have
made progress in harmonizing the risk assess-
ment process and converging toward an inte-
grated approach to financial risk assessment.

Table 8: OrganizationsInvolved in the Resolution of a Crisisin a Supervised Institution

Central
Bank

Country Integrated
Supervisory

Agency

Government

Deposit Others
Guarantee

Agency

Audrdia

Canada

Denmark

lceland

X[ X X| X[ X

Japan

Korea

Norway

X[ X| X[ X X| X[ X
X[ X| X[ X| X| X

Singapore

Sweden

X[ X| X[ X X[ X[ X X[ X| X

X[ X| X[ >

United
Kingdom

X| X
X

Source: Questionnaire. Meeting of Integrated Supervisors. Sidney, Australia. 1999, and Agencies' web pages.
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CRISSISMANAGEMENT

All integrated supervisory agencies would play a
role in resolving a crisis in a supervised institu-
tion (see Table 8). In fact, they would be -
pected to take the lead role. However, in the
Australian case, APRA will only act as adviser if
the Reserve Bank (or the government) decides to
provide emergency support to an institution. In
Denmark, if the crisis were related to large fi-
nancial institutions the Ministry of Economic
Affairs would take the lead role.

Centra banks would also participate in crisis
management in the majority of the countries,
with Korea being the exception. In Denmark, the
central bank would become involved only if a
large bank is in crisis. Governments would ke-
come involved in resolving a crisis in most of
the cases.
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Another party that would be involved in crisis
resolution is the agency in charge of deposit
guarantee schemes. Exceptions are Audtralia,
Singapore and the United Kingdom. In Singa-
pore, other self-regulatory organizations such as
the Stock Exchange and the Singapore Interna-
tional Monetary Exchange may become in-
volved.

Involvement of different agencies in crisis man-
agement and resolution is aso an indicator that
the integrated supervisory agencies do not nec-
essarily concentrate excessive power. At least,
under certain circumstances their actions have to
be coordinated with those of other important
players, like central banks and/or ministries of
finance.



Conclusions and Final Thoughts

Severa conclusions can be reached from the
study of the various cases of integrated supervi-
sion discussed in this paper.

It is evident that several countries with very di-
verse characteristics have been able to integrate
their regulatory structures, showing that the size
of the national economy and the financial sector
are not relevant to the decision of whether or not
to integrate financia supervision. The study also
shows that the scope of financia activities and
services covered by the integrated supervisors is
broad, including in most cases banking, insur-
ance, securities, and pension funds.

Prudentia policy and implementation are regula-
tory responsibilities for all the integrated super-
visors. Market conduct and disclosure of infor-
mation are responsibilities for those agencies
that regulate securities activities. However, the
regulation of payment systems and competition
policy are not generaly part of the responsbili-
ties of the integrated supervisors.

The integrated agencies are not homogeneous
regarding regulatory powers. However, there are
more similarities than differences in this regard
among the supervisors. Moreover, the allocation
of regulatory powers among the integrated agen-
cies does not seem to differ regardiess of
whether or not the agencies supervise securities
activities.

Most of the integrated supervisors operate with a
good degree of independence from government.
However, al of them are directly o indirectly
accountable to government, in many cases
through boards.

There is no single organizational structure for
the agencies. Most of them are structured in a
way that reflects aspects of both ingtitutional and
functional organizational models. There is no
evidence that organizational structures close to
one model are better than others.
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There are indications that better management of
staff resources could be attained through integra-
tion, particularly by using a reduced number of
employees more efficiently in technical tasks.
However, it has also been reported that during
the transition period the integration process has
had a negative effect on staff morale in the
agencies to be merged, contributing to the loss
of some experienced staff.

The good pactice of integrated supervision is
not an easy task. In particular, it takes time and
considerable effort to achieve harmonized pro-
cedures across the different financia activities
and to implement other actions in order to
maximize the benefits of integration. Three &
pects on how countries implement integrated
supervision are particularly relevant: the treat-
ment of financial conglomerates, the process of
risk assessment, and crisis management.

Most integrated agencies benefited from utiliz-
ing a majority of the instruments available to
regulate conglomerates or the parent company.
Although it is recognized that not al rules can
be applied for al the financial activities, the n-
tegrated agencies are reporting significant pro-
gress toward the application of a large number
of standards across al the activities.

A lot of progress has aso been achieved in har-
monizing risk assessment processes and cor-
verging toward a truly integrated supervisory
approach. However, this task is not easy and
takes time.

All the integrated supervisors play an important
role in managing financia crises. However, in
the presence of systemic risk, centra banks
and/or ministries of finance also actively partici-
pate in the process. Thisis an indication that not
all integrated supervisors concentrate excessive
powers.

The experiences of the countries considered in
this paper confirm that there is no one way of



integrating financial regulation and supervision.
However, these experiences reaffirm the advan-
tages of integration and offer many lessons.
These lessons will prove useful not only for
those countries that are currently undergoing the
process of integration, but also for those that are
currently considering doing so.

Although a lot can be learned from the experi-
ences of the countries that have aready inte-
grated their regulatory structures, as this paper
shows, most of the integrated experiences are
not long enough to provide sufficient informa-
tion to extract definite recommendations on
some relevant issues. Yet, the analysis and the
information presented in this paper permit the
identification of some issues that deserve further
research.

Firdt, it is argued that the regulatory and super-
visory approaches should follow the structure of
the financia markets. However, it should be
recognized that the way in which countries regu-
late their financial activities also has an effect on
market developments. This interaction between
regulation and market structure and devel opment
deserves careful analysis.

Second, most countries in the world are trying to
follow and implement international financia
standards. However, those standards have been
formulated following a speciaized regulatory
approach. We have banking supervison stan-
dards, securities regulatory standards, insurance
best practices or recommendations, etc. How
should these standards be considered in the con-
text of integrated supervison? Are they affect-

22

ing the processes of integration or the way in
which integrated supervision is implemented?
The interrelationship between the speciaized
standards and integrated supervision should be
carefully studied.

Third, how can the process of integrating risk
assessment across different activities and institu-
tions be perfected? Should the integrated super-
visors try to homogenize he risk assessment
processes or should they devote more efforts to
directly assessing the risk of financia conglom-
erates?

Fourth, it is argued that merging specidized s+
pervisory agencies of different sizes could lead
to the concentration of the attention of the inte-
grated supervisor on one or two main activities
(i.e, banking) and in not paying enough atten-
tion to other relevant financia services (i.e,
pension funds). Do the experiences of the inte-
grated supervisors confirm this argument? If so,
could that be efficient?

Lastly, research is required in order to empiri-
caly determine and quantify whether financial
supervision is better and more efficient under an
integrated or a specialized approach.

Thisisjust alist of proposed issues to be further
studied. Other issues can aso be identified. Dis-
cussion and research on the subject of integrated
supervision will continue in the near future. We
hope that the analysis and information provided
in this paper will contribute to that discussion
and stimulate further study.
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Annex 1

INTEGRATED REGULATORSON THE WEB

Audtralia: Australian Prudential Regulation Authority (APRA)
http://www.apra.gov.au/

Canada: Office of the Superintendent of Financia Institutions (OSFI)
http://www.osfi-bsif.gc.cal

Denmark: The Danish Financia Supervisory Authority (Finantilsynet)
http://finanstilsynet.inforce.dk/sw99.asp

Japan: Financial Services Agency (Japanese FSA)
http://www.fsa.go.jp/indexe.html

Iceland: The Financia Supervisory Authority (FME)
http://www.fme.is/fme-eng.nsf/pages/index.html

Korea: Financia Supervisory Service (FSS)
http://english.fss.or.kr/en/englishindex.jsp

Norway: The Banking, Insurance and Securities Commission of Norway (Kredittilsynet)
http://ww.kredittil synet.no/wbch3.exe?p=1190

Singapore: Monetary Authority of Singapore (MAS)
http://www.mas.gov.sy/

Sweden: Finansingpektionen (the Swedish Financial Supervisory Authority)
http://www.fi.sefenglish/index.asp

United Kingdom: Financia Services Authority (FSA)
http://www.fsa.gov.uk/
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Annex 2
INTEGRATED REGULATORS ORGANIZATIONAL CHARTS

Australia: Organizational Structure of APRA

ajya Mo
Soreonarenn 3

IMRIAEY S
1ol iy

w3
Fp Ry LML)
Ry w 3n13
DT [EREE0

Gannfimg vp)
PR T R Ry

SERAED W
M
CATPULERY R )

s EELT)
soaearsg Bunpraun

LTI [y T

ERIPL, Jihy
ERITEN] UTUImE]
BERIEA (B0

sy audn gy

Ipreeseg pEsipmy Y [

SuThiaiy Pl

*kwg] wp
ALK

R

saunnag daasy
SRR §

acisdopasy gy
I R

i naigdaig 1
iy peay g
AnSwuwpy EoaEeny

15 Aiiag
[THCETR= SR —
AT (LG

A0 e

PR X |

Ll s LU Bl s ]
aufrungy |y

SRy i
ey s —
azdrurpy pismety

Uy B
Ldiing 3 SN APY [Fnfe]
P O T TETIE

gy i s
I g
iy Ry

S ey
£ g
I3 IRy (R

Y] TN
© RATRiE -
sz pirnedy

LT ETTERY
g dm gy
1 g
S T TR

Assurpy umng
SIELFY N0 PR
]

Aawmanaag fueduio

IIEC)EASNG] BaL) ],

(1] NIy
Ao pen gaasesy A0
VIR [R5 ARSI

] WSPUNH]
nus s PRl s
13 B g P iy SRy

ey W
LTS BIE TRt T
e ol Nl RN B PR

—i

SAYuaG ) JppRy pue
T MUFE RN HSIH

quvod

_ nosdumoy | Mmaniry \—

‘st | ooy ey gy Saag

LAVHD NOLLVSINVODHO

ALy UojIRnDay |EIIUSERE | Ry

26



Canada: Organizational Structure of the Office of

the Superintendent of Financial Institutions

Nick Le Pan
Superintendent
Julie Dickson John Doran Michael Hafeman Donna G. Pasteris
Assistant Superintendent Assistant Superintendent Assistant Superintendent Assistant Superintendent
Regulation Sector Supervision Sector Specialist Support Sector Cor por ate Services Sector
Patty Paul Wayne Rose
Evanoff Fecser Adams Ron Lorey Donna Bussiere
Senior Senior Senior — 1 Bergeron Hoffman Bovolaneas |—— Senior
Director | Director Director Seénior Senior — | Senior Director Director
Legislation Registration Financial Director Director Accounting and Human
and and I nstitution Financial Credit Risk Financial Resources
Precedents Approvals Group Institution Division Information
Division Division Group Division
Regions
Nicolas Denni
) Burbidge ennis
Jerry Tony Chris Carl Allan seniorg L eroux
Goldstein | Maxwell Cardoza Hiralal Brender ___| Director | Director
Director Managing Senior Senior Senior Compliance Office
Research Director Director __{  Director Director Division Managem
Division International Conglomerate Conglomerat Actuarial ent and
Liaison Group e Group Division Technical
Division Deposit Taking Services
Ingtitutions
Abhilash Christine
HBl:)b B’\?ach_ech V\églkﬂ
anna anaging nior
M arg[e)\irrgtCT I;—)’rearcy Alain Pamela Senior Director Director
rectc > Director e Financial Finance &
Communications and Prévost  Hopkins Cepita Sevices Informatcs
Rudic Affairs L Generd  Managing Division Techmol Services
Division Counsel Director oay
Legal Supervision
Services
Division Ted Price
Senior
Director RN
Capital
Markets
Division
JoAnne
Bagnall
Senior Director
Quality
Assurance and
Performance
Standards
Division
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Denmark: Organizational Structure of the Supervisory Authority

Management The Financial Business Council
The Danish Securities Council

The Danish Pension Market Council

Special
Counsellors

Banking Division

Securities Division

Computer Services Division

Financial Reporting Division

Investment Companies and UCITS *Division
Insurance Mediators and Consumer Division
Legal Division

Life and Pension Insurance Division

General Insurance and Reinsurance Diwision
Credit and Market Risk Division

Mortgage Credit Division

Finance, Information and Personnel Division

Division for Economics, Statistics and IT-Supervision

*Undertakings for Collective Investrnent in Transferable Security.

The presentation of the divisions follows the alphabetical order
in the Danish organisation chart.
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Japan: Organizational Structure of the FSA

| Financial Services Agency |

Il'u'.[inister for Financial Services I

I Senior Viee Minister I

Commissioner

I Deputy Commissioner for International Affairs I

_I Planning and Coordination Bureau I

| Ceneral Coordination Division |

| Communications and Folicy Division |

| International Affairs Division |

— | Plannning and Legal Division |

| Financial Markets Division |

‘ Director for Corporate Accounting and Disclosure

| Cradit Bystem Division |

_I Inspection Bureau I

| Inspection Coordination Division |

| Inspection Administrator |

| Evaluation Division |

_I Supervisory Bureau I

‘ Bupervisory Coordination Division

— | Banks Division | |

— | Banks Division I |

| Insurance Business Division |

| Securities Business Division |

| Securities and Exzchange Surveillance Commission |
:

I_I E=zecutive Bureau I

I Secretary -General of Executive Bureau I

I Deputy Secretary -General of Ezecutive Bureau I

| Coordination and Inspections Division |

— | Enforcement Division
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Iceland: Organizational Structure of The Financial Supervisory Authority

Drganizational Chart

Ratified 14 M ay 1939
and 20 June 2000

Board of directars

Director General
Deputy Dir. General

Office —
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Supervision
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Korea: Organizational Structure of FSC and FSS

Organizational Structure of FSC

Financial Supervisory ) .
Commission Chairman
Vice Chair- |
(. mar /
Standing )
: : Commissioner
Public Informatior > L
Office Non-Standing
\ Commissioner )
Securities & Futures
Commissior
Chairman
\\§ J
[ Standing
Commissioner )
f Non-Standing )
L Commissioner )
Planning & Administration Financial Supervisory Policy Financial Supervisory Policy
Office Bureau 1 Bureau 2
Genera | ( Financia ) ([ Securities
Services Supervisory Policy Supervisory Policy
Divisior Divisior Divisior
Planning & Banking Insurance
Cooperation Supervisory Policy Supervisory Policy
Divisior Divisior Divisior
\ J J
International A ( Market A (" Non-banki ng
Cooperation Monitoring Financial Institution
L Divisior ) Divisior Supervisory Policy
Division
-
4
Enforcement
Planning Division
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Auditor

Internal Audit
Office

Organizational Structure of FSS

[ Governor ]

]

Deputy Governor Deputy Governor Deputy Governor
Assistant A ssistant Assistant Assistant Chief Assistant
Governor Governor Governor Governor | Accountant Governor

™ / : ™
, i Supervisory Insurance Disclosure i
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Norway: Organizational Structure of Banking, Insurance and Securities Commission

Chairman of the
Board
Finn Hvistendahl

Director General
Bjorn Skogstad Aamo

Staff

Chief Legal Adviser Marius Ryel
Head of Information Kjetil Karsrud
International Coordinator Nina Moss

Senior Legal Adviser Rune Grundekjan
Executive Secretary Signe Sgrensen

Administration Dept.
Deputy Director General
Gun Margareth Moy

Finance and
Insurance Dept.
Deputy Director General
Sven-Henning Kjelsrud

Strategy and Finance
Ass. Director General
Nils Johan Korsvik

Records Division
Head of Records
Else M. Skarheim

IT (internal)
Head of IT
Per Sverre Frederichsen

Personnel and Organi-
sation
Head of Human Re-
sources

Bjgrn Drevio

Licensing, Laws
and Regulations
Head of Unit

Kjell Arne Aas-
gaarden

Off-site Supervi-
son and Analy-
ses

Head of Unit
Emil R. Steffen-

sen

On-site Inspec-
tions
Head of Unit
Per Jostein
Brekke

Insurance Regu-
lations
Head of Unit
Hanne Myre

Capital Markets Dept.
Deputy Director General
Eirik Bunaes

Accounting and
Auditing Dept.
Deputy Director General
Anne Merethe Bellamy
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Securities Markets
Head of Unit

Eystein Kleven

Estate Agencies
and Brokers, Debt
Collection Firms
Head of Unit
Wilhelm Mohn

Grgstad

Regulatory Issues
Ass. Director General
Tore Johan Berg

Accounting Regula-
tions

Supervision
Special Adviser
Steinar Nyhus

IT Supervision
Special Adviser

Frank Robert Berg

Enforcement —
Market Conduct
Head of Unit
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Singapore: Organizational Structure of theMonetary Authority
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Sweden: Organizational Structure of the Financial Supervisory Authority

Firaaginspektionen, April 24, Eﬂm

Organisation
Director-General J
Communications [__ Administration
Departmant | Department
Document Unit
| ] Accountng &
Control Linit
IT Unit
Personnal Unit
[ I [ i ]
Strategy & Insurance & Mutual Banks & Investment Firms | Markets & Exchanges
Analysis Department Funds Department Department | Departmant
Diractor General's || Licenses and Licenses and Licenges and
Office Legal Issues Linit Legal Issuss Unit Legal Issuss Unil |
Paoicy and || Suparvision | Supervisian Market ELq_:hBr'.r:sluﬂ
| Coeordination Unit Unit : Uit _ Lnit
S“tausu;s Uit Risk Analysis I _| Risk Anakysis
] Uit _ Urit
|| Accounting Standards || Capisl ﬁu:!equaq.-
and Regulation Unid | Unit
Processes:
Supervisocn
Finansial Stabiiity Analysis
Regulating and Licensing
Imformation
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United Kingdom: Organizational Structure of the Financial Services Authority
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