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KOHTPOJIb ®IHAHCOBHUX PUHKIB
Y KPAIHAX - YIEHAX €BPOIIEMCBKOI'O COIO3Y

3’acoeano, wjo mooeni KOHMpoao PIHAHCOBUX PUHKIG ) KPAIHAX — UleHax
€sponeiicbkoco Coto3y 8apitoromsbcs 8i0 maxux, wo 30IUCHIOIOMbCL OKPeMUMU
He3ANEeHCHUMU KOHMPOTIOIOUUMY OP2aAHAMU, 00 CXeM, Oe ICHYIOmb 00 €OHaHi
iHcmanyii (yeHmpanizoeauiti KOHMPOL), AKI KOHMPONIOIOMb Y8ech PIiHAHCOBUIL
CEKMOp Yy Yinomy, y m.u. 6auKu, cmpaxosi KOMnauii ma ingecmuyitini opeanizayii.

Ku1o4oBi cj10Ba: KOHTpONb ()iHAHCOBOTO PUHKY, IHCTUTYIIii{HA CTPYKTYpa,
¢inaHCOBa kpu3a, pedopma, €sponeiicbkuii Coros.

Financial supervision regimes vary significantly between the European Union
member states. These “models” range from independent stand-alone supervisory
authorities to consolidated (centralized) supervisors responsible for supervising the
entire financial sector, including banks, insurance companies and securities firms.
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I. INTRODUCTION

Due to the lack of centralization with respect to supervision, the European
Union (hereinafter — EU) financial market public administration scene is a cluttered
landscape. More than sixty different EU member states authorities and central
banks are involved in the oversight of the financial markets. The picture becomes
even more crowded when authorities from the European Economic Area
(hereinafter — EEA) countries and the European Central Bank and also the European
Commission are taken into account [9, p. 2]. However, one could argue that the
economic downturns and upturns, that are becoming more and more rapid, lead
the EU member states to optimize and reform financial market supervisory systems.

The aim of this article is to distinguish the most common financial market
supervision models within the EU member states and to overlook the latest trends in
the financial market supervision of the EU member states. While there are no clear
standards for what is “the most effective” supervisory model, beyond what already
exists within the principles established by the Basel Committee, European Commission
proposals and etc., this article shall not make any final conclusions as to whether the
one or another supervisory model is optimal for all the member states.

This paper is organized as follows. In Section II, the institutional setting of
the current financial market supervisory systemin the EU is explained and followed
by a review of the literature on financial supervision in the EU. Section III
presents the empirical results on the impact of post-credit crisis supervision
reforms in the EU financial markets (domestic and macro-supervision level).

In this article the retrospective, comparative, analysis and synthesis methods
are used.

I1. CURRENT FINANCIALMARKET REGULATORY SYSTEM

The domestic financial sector public administration bodies are organized in
different forms in different member states of the EU. The variety of the domestic
supervisory models has led the EU institutions to enhance regulatory harmonization
across EU member states. Therefore, the European System of Financial Supervision
comprises of both: the EU financial market supervision across the EU and also the
financial market supervision within the domestic level of member states.

The major powers of macro-supervision are in the hands of the newly created
European Systemic Risk Board the purpose of which is to ensure supervision of
the EU financial system. The other macro-supervision functions rest on the
interaction between the domestic supervisory authorities and the three European
Supervisory Agencies.

Supervision of domestic financial markets in the EU might be considered as
a variety between the model “by objectives” and the model “by sectors”. According
to the supervisory model by objectives, distinct and independent agencies pursue
their assigned objectives — stability, transparency and competition — across different
institutions. In contrast, according to the supervision model by sectors, each
supervision agency has full responsibility over a specific sector [11, p. 113].
Hence, in terms of domestic financial market supervision, we could distinguish
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three fundamental domestic structural models that are currently in force in the
EU member states [2, p. 3—6]:

1) centralized (single regulator) model. In this model only one supervisory
authority takes over the entire public administration over all financial market (e.g.
Lithuania, Estonia, Ireland, United Kingdom). This model was adopted especially
in the early stage of financial systems when the central bank was the dominant
(or only) supervisory institution.

2) vertical (institutional) model. The vertical approach facilitates the
practical implementation of supervisory powers. It represents an institutional
supervision, a segmentation of the financial market system in three main sectors:
banking, securities and insurance (e.g. Greece; Spain and Portugal financial markets
public administration are also based on the said model).

3) horizontal model. Here each supervisory function is under the jurisdiction of
a given authority, independently of the supervised subject. Hence each authority has
cross-sector regulatory and supervisory powers in pursuing its function (Italy, France
(however, France has some features of vertical public administration as well)).

The domestic financial markets supervision reflects differences in the way
they have been organized and legal tradition differences over the way they are
regulated and supervised. According to James K. Jackson, [10, p. 1], national
financial markets are custom-made structures that reflect differences in national
experiences, government institutions, laws, and national customs. Consequently,
the current EU financial market supervision displays the common macro-level
EU financial market supervision and the large spectrum of domestic level financial
market supervision models.

I11. POST-CRISIS FINANCIAL MARKET SUPERVISION TRENDS IN
THE EUROPEAN UNION

One thing the crisis has demonstrated, though, is that despite the said
differences, financial markets have become highly integrated. The financial crisis
which began in industrialized countries quickly spread to emerging market and
developing economies. Investors pulled capital from countries, even those with
small levels of perceived risk, and caused values of stocks and domestic currencies
to plunge. Also, slumping exports and commodity prices have added to the woes
and pushed economies worldwide either into recession or into a period of slower
economic growth [3, p. 2]. As a result, it has become increasingly more difficult
to contain financial problems in one market from affecting markets in seemingly
unrelated or indirectly related areas.

As a consequence, the public administration models of domestic financial
markets in EU appeared not capable to deal with the current financial crisis. The
facts show that financial markets public administration institutions of the EU
member states failed to identify and evaluate the risks in the financial markets
(the apparent examples are Italy’s financial problems or Greece’s bailout) and
due to these failures the EU deals with the systematic financial risk of the euro
zone.
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Financial market supervision tendencies across the EU

Within the EU level the efforts to reform the European Community’s
(hereinafter — EC) financial market supervision was based on five key objectives:

1) to provide the EU with a supervisory framework that detects potential
risks early, deals with them effectively before they have an impact, and meets the
challenge of complex international financial markets.

2) the EC will move to reform those areas where European or national
regulation is insufficient or incomplete by proposing: a comprehensive legislative
instrument that establishes regulatory and supervisory standards for hedge funds,
private equity and other systemically important market players.

3) to ensure European investors, consumers, and small and medium-size
enterprises can be confident about their savings, their access to credit and their
rights, the EC will: advance a Communication on retail investment products to
strengthen the effectiveness of marketing safeguards.

4) in order to improve risk management in financial firms and align pay incentives
with sustainable performance, the EC intends to strengthen the 2004 Recommendation
on the remuneration of directors and to bring forward a new Recommendation on
remuneration in the financial services sector followed by legislative proposals to include
remuneration schemes within the scope of prudential oversight.

5) to ensure more effective sanctions against market wrongdoing (i.e. insider
dealing and market manipulation) and to make proposals on how sanctions could
be strengthened in a harmonized manner and better enforced [1].

Beyond supporting increased supervision over these broad areas of market
activities, policymakers remain divided over the specific ways that such public
administration should be administered. As the approach to financial market public
administration varies in the continental and common law tradition EU, it is always
a complicated issue to find the consensus between the EU member states. In
addition to the abovementioned, the financial crisis has slightly changed the political
priorities of the EU member states — the countries are still not sure about the
bright future of the EU financial system and this tensed environment might be felt
as long as the common stability is not granted.

Notwithstanding the structures in place to enhance EU cooperation and
coordination on matters related to financial crisis management, central bankers
and supervisors formed the new architecture of the financial market public
administration that should protect the Europe from the uncontrolled financial
crisis across the EU. On 2 September 2010, the EU institutions achieved a
compromise deal in trilogue negotiations on a new European System of Financial
Supervision (ESFS) architecture, setting up a pan-European regulator composed
of three new European Supervisory Authorities for micro-prudential supervision
(ESAs, for Banking (EBA), Insurance and Pensions (EIOPA), Securities and
Markets (ESMA)) and a European Systemic Risk Board (ESRB) for macro-
prudential supervision, which came into force in January 2011. The new authorities
have binding rights to intervene in the markets and act vis-a-vis national
supervisors. The legislation was approved by the Council on 7 September and
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formally adopted by the Parliament on 22 September, and constitutes an important
step forward, paving the way for a new EU financial architecture and strengthening
the regulation of Europe’s financial markets [11, p. 4].

However, some authors criticize the proposed structure due to the lack of
integrity between the ESAs. According to Sebastian Dullien and Hansjurg Herr,
the division into three authorities, separated both geographically and in terms of
subject-matter, is problematic. It is becoming increasingly difficult to assign
modern financial institutions to a certain segment of the financial sector. According
to the authors, the division of supervisory competence to three authorities brings
with it the danger of divergent application of regulations and of transitions which
lead to regulatory gaps. As the example Sebastian Dullien and Hansjurg Herr
distinguish the insolvency of United States insurance group AIG that was near
the bankruptcy because it gambled in the credit derivatives market - the danger is
that a fragmented supervision, like the one planned by the EU, would fail to see
such connections [4, p. 9]. On the one hand we may agree with the provided
opinion, but on the other hand, the risk of the supervision with “gaps” is diminished
due to the functions of European Systemic Risk Board that has to ensure the
effective copperation between these three pillars.

As the reform is quite new and now it is early to discuss the efficiency of
such model, none could argue that the reform of the financial sector public
administration was required and is important step towards the thorough EU financial
market regulation. Overall, the measures, which the EU took, should help to keep
EU markets attractive, and to ensure that the European economy has the means to
promote growth. Also, according to the European Commission, the efficient macro
public administration of the EU member states financial market is also about improving
the daily life of every European citizen, simplifying his everyday life and bringing
the transparency and security that the said should expect from Europe [5, p. 18].

Financial market supervision tendencies in the domestic level

One may emphasize, that in recent decade, a number of countries with
advanced financial markets (i.e. United Kingdom, Germany) have moved to
consolidate supervisory authorities. Other EU member states that have moved
toward regulatory consolidation include Belgium, Finland, Norway, Sweden,
Lithuania etc. Therefore, the question is, whether the financial market supervision
centralization model is the most effective or is this just the coincidence?

According to Ellis Ferran, the centralized financial market supervision model
may be more effective than alternative regulatory models because its structure is
better suited to the increasingly integrated nature of financial markets [8, p. 21].
A single regulator’s position allows looking across the entire financial industry
and devoting regulatory resources to where they are most needed. These resources
include human, as well as financial, resources: the single regulator model should
facilitate efficient use of available expertise and experience, a factor that may be
particularly significant where such expertise and experience are in short supply
[8, p. 17]. However, the key political economy lesson is that the crisis and ensuing
recession have acted as a catalyst for structural reforms, especially in OECD
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countries, where reforms were most needed [7, p. 19]. As a consequence to it, in
some member states of EU the financial crisis has led to reconsideration of “single
regulator” financial market supervision efficiency.

For instance, a few EU member states, such as United Kingdom, Belgium are
struggling to reform the centralized model in order to ensure the efficient financial
market supervision. This should be mainly because the “single regulator” model
was insufficient (or imperfectly competent) to deal with the global financial crisis.

On the other hand, as of 1 January 2012 the supervision of the Lithuanian
financial market was centralized. Therefore, the Central bank of the Republic of
Lithuania is the sole supervisory authority that supervises the Lithuanian financial
market. Among other things, the aim of the centralisation was to reform the
supervisory system in order to ensure operational independence and also to
unburden the administrative costs of the financial supervisory institutions. The
European Central bank on his opinion on financial market supervisory reform in
Lithuania (CON/2011/46), dated 30 May 2011, expressed the opinion, that the
proposal to integrate financial market supervision within one institution should be
considered as the most appropriate financial market supervision model for a
relatively small financial market, such as Lithuania.

Therefore, on this point we may state that the pre-crisis trend of centralization
of financial market supervisory institutions shall not be considered as the imperative
trend which all the European Union member states shall join. The development level
of the EU member states’ financial markets differs; therefore, the one domestic financial
market supervision model may not be acceptable in all the EU member states.
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THUIIOJIOI'TSA TA MOJEJII JEPY)KABHOI'O PET'YJIIOBAHHSA
IMPOLECIB EKOHOMIYHOTI'O PO3BUTKY
Y COEPI CYCIHIIVIBHOI'O BIITBOPEHHS

Posensanymo numanHs, o8 sa3ami 3 0epiucA8HUM Pe2yI0BaAHHAM eKOHOMIKU
pegopmysanns. J{ocniodceno munonozio ma Mooeni 0epicagHo2o pecynio8anHs
npoyecig@ eKOHOMIUH020 PO36UMKY V cqhepi CYCniibHO20 8i0MEOPEeHHs mda
NPUYUHU He8ION0GIOHOCMI 30IUCHIOBAHOI eKOHOMIUHOI NONIMUKYU BUKIUKAM
Cb0200eHHS.

KurouoBi cjioBa: nep:kaBHEe PEryialOBaHHS €KOHOMIKM, TpaHCdopmarltis,
JiepkaBa, MOJIENi, PO3BUTOK, CYCHiJIbHE BIITBOPEHHS.

Questions are examined the economies related togovernment control and by
transformation of regulatorfunctions of the state in the process of her reformation. It
isinvestigational to the typology and model of governmentcontrol of processes of
economic development in thesphere of public recreation and reason of disparity of
thecarried out economic politics to the challenges of presenttime.

Key words: government control of economy, transformation, state, models,
development, public recreation.

Bucokopo3BUHEHA pHHKOBA €KOHOMIKA — [1€ ONTUMAaJIbHE TOEIHAHHS 3aca,
MpUTaMaHHUX PUHKOBOMY TOBAPHOMY BUPOOHHIITBY, Ta IIUICCIPIMOBAHOI ACpKaBHOI
MOJIITUKH PETYITIOBAHHS IPOLIECIiB EKOHOMIYHOTO PO3BUTKY. J{eprkaBHE perymtOBaHHS
JIONIOBHIOE PUHKOBHU MEXaHi3M, III0 B CYKYIHOCTI CTAHOBUTH €IUHY CHUCTEMY
MaKpOEKOHOMIYHOTO peryjloBaHHS HapoJHOro rocrnogapcta. CboroaHi
Bi11I0YBA€ThCS 3pOCTAaHHS €KOHOMIYHOI pojii JiepKaBH, IO Pi3KO OOMEXKYE 0
CTHXIMHUX PUHKOBUX CHIL.





