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Ladies and Gentlemen, 

It is indeed a great pleasure to open the workshop on the “General introduction on 
Regulatory Impact Assessment (RIA) and first practical application” as part of the 
RIA Knowledge Transfer Program to be delivered by the Convergence Program of the 
World Bank. This workshop marks the beginning of the activities of the Special Projects 
Initiative (SPI) Albania that was launched on January 19th in Bari in the presence of 
Governor Fullani, the President of the Puglia Region Nichi Vendola, the high-ranking 
representatives from the Central Bank of Montenegro and the banking associations of the 
respective countries as well as the representatives from the Convergence Program of the 
World Bank, which promotes and manages the SPI Albania project. 

The SPI Albania will build upon the positive outcomes of the similar projects carried out 
in Bulgaria and Romania. Its nature of a public-private partnership constitutes the most 
important characteristic of this project which will aim at the acceleration of the financial 
sector modernization in Albania by fostering a close dialogue and cooperation between 
the regulatory authorities and market participants in our country. In this context, the Bank 
of Albania remains fully committed to contribute to the successful implementation of this 
project by continuing to engage in a fruitful and continuous cooperation with the 
representatives of the banking system in accordance with the nature of this project. 

The development of the evidence-based policy analysis skills in compliance with the 
EU’s “Better Regulation” approach will constitute the cornerstone of the SPI Albania 
activities. These capacity-building activities will aim at acquainting the staff of the 
Albanian regulatory and supervisory institutions with the necessary expertise that will 
enable them to draft the impact assessments of the regulatory acts proposed by the 
respective authorities by employing the main tools and methodologies necessary for the 
evaluation of costs and benefits as well as for the preparation of the market failure 
analysis. It should be emphasized that the Albanian institutions are not quite familiar with 
the techniques of Regulatory Impact Assessment and therefore trainings such as this one 
are more than welcome. 

Following the adoption of the new Banking Law in December 2006 and its entry into 
force in June 2007, which represented a further alignment of the Albanian banking 



legislation with the EU acquis, the Bank of Albania is currently in the process of 
reviewing the regulatory framework which will ensure the appropriate implementation of 
the said Law. In this framework, the preparation of the respective impact assessments for 
each proposed regulatory amendment in close consultations with the market participants 
remains one of the objectives of the Bank of Albania in the near future. These new 
analytical tools will certainly improve policy-making by placing a greater emphasis on 
the clarification of costs related to the enforcement and implementation of the adopted 
regulatory acts through the conduct of the respective cost-benefit analyses. At the same 
time, the use of these assessment techniques will enhance the transparency of policy-
making by ensuring a better communication of the regulatory and supervisory authorities 
with market participants. 

Let me conclude by thanking Mr. Bossone and Mr. Brogi from the Convergence Program 
as well as Ms. Wesseling from the Committee of European Insurance and Occupational 
Pensions Supervisors for being among us today. It is my deep conviction that their 
presentations will prove to be highly beneficial and insightful to all participants.  

I wish you a fruitful and interesting workshop. 

Thank you.   
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Seminar Objective:
Participants will learn: 

• Familiarity with and some application of law and economics approach to policy design; 
• Organization of the regulatory process along the prevailing EU practice; 
• Analytical techniques to better engage in policy design;  
• Some practical experience based on case studies. 
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Thursday                               January 31, 2008 
 

“Setting the financial sector RIA stage” 
 
Session Objective: 
Participants will learn the rationale underlying and driving the case for “Better Regulation” and RIA 
approach as well as how the RIA can be shaped along a systematic and standardized manner. 
 

 
Chair: Biagio Bossone, Head of Convergence SPI Albania 

 
 
13:45 – 14:00 Registration of participants 
 
14:00 – 14:15 Welcome address  

Mr. Fatos Ibrahimi, First Deputy Governor, Bank of Albania 
 
14:15 – 14:35 Course introduction and Context 

  Riccardo Brogi, Convergence Program 
 

14:35 – 16:35 Illustration of Draft Impact Assessment Guidelines prepared by CESR-CEBS-CEIOPS (including 
Discussion, feedback and interventions) 
Ms. Sandra Wesseling, Senior Officer, CEIOPS  
 

16:35 – 16:55 Coffee break 
 

16:55 – 17:20 Reference material discussion with participants  
Riccardo Brogi, Convergence Program  
 
Participants will be invited to formulate questions on the following documents distributed in advance 
in order for them to have a better understanding of the RIA tool kits to be mastered:  

 FSA, A guide to market failure analysis and high level cost benefit analysis, November 
2006; 

 FSA, Cost benefit analysis in financial regulation, September 1999; 
 B. S. Bernanke, Financial regulation and the invisible hand, April 2007 (Speech); 
 R. W. Ferguson Jr., Financial regulation: seeking the middle way, March 2006 (Speech).  

 
17:20 – 17:30 Wrap up and end of session. 
    

http://www.spi-romania.eu/admin/filemanager/files/spi/riaalbania/bank_of_albania_speech_jan_31.pdf
http://www.spi-romania.eu/admin/filemanager/files/spi/riaalbania/0.1.course_introduction_and_context.pdf
http://www.spi-romania.eu/admin/filemanager/files/spi/riaalbania/0.2.3l3_ia_presentation_tirana_31jan08_sw.pdf
http://spi-romania.eu/admin/filemanager/files/bulgaria/0.3.fsa__a_guide_to_market_failure_and_cba.pdf
http://spi-romania.eu/admin/filemanager/files/bulgaria/0.4.fsa__cba_in_financial_regulation.pdf
http://spi-romania.eu/admin/filemanager/files/bulgaria/nov_13_0.7._additional_suggested_readings.pdf
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Friday                            February 01, 2008 
 

“RIA methodology and launch of RIA on local draft law” 
 
Session Objective: 
Participants will get more familiar with IA approach by going through the key economic concepts used in 
RIA, in particular: 

- the main steps involved in the preparation of a market failure analysis; 
- the methodologies that may be used for assessing costs and benefits in impact assessments; 
 

 
Participants will then enter practical application through the following more and more interactive stages:  

i) a case of law & Economics application to a past Albania policy advocacy; 
ii) inception of a complete RIA process on a local financial draft regulation.  

 
 

Chair: Mr. Luigi Passamonti, Head of Convergence Program, the World Bank 
 

9:00 – 9:15 Session introduction  
 

9:15 – 10:15 Introduction and market failure analysis – General framework
Mr. Biagio Bossone, Convergence Program 
 

10:15 – 10:30 Coffee break 
 
10:30 – 11:15 Market failure analysis in practice

Mr. Riccardo Brogi, Convergence Program. 
 
11:15 – 11:30 Coffee break 
 
11:30 – 12:30 Review of the Impact Assessment Template for the RIA exercise

Mr. Riccardo Brogi, Convergence Program. 
  
13:00 – 14:00 Lunch break  
   
14:00 – 15:00 RIA case study on Albania existing regulation: Collateral Enforcement in Albania (included 

discussion, feedback and intervention 
Mr. Riccardo Brogi, Convergence Program 
 

15:00 – 15:15 Coffee break 
  
15:15 – 17:00 RIA on Albania draft financial regulation: launch and exercise approach*  

Mr. Riccardo Brogi, Convergence Program 
 

17:00 – 17:30 Wrap up and end of session. 
 
 
 
 
The morning session is based on the material prepared and presented by Oxera for the Bulgaria RIA Capacity Building Program held at 
Bulgaria’s Financial Supervision Commission. 
 
* = Participants run a RIA exercise on one or two draft regulations that participating institutions identify in advance. In this session, facilitators 
illustrate how the whole exercise has to be approached, which steps to be taken and which outputs to be delivered. 
, 
  

 

http://www.spi-romania.eu/admin/filemanager/files/spi/riaalbania/0.3.markets__regulation_presentation.pdf
http://www.spi-romania.eu/admin/filemanager/files/spi/riaalbania/0.4.market_failure_analysis_in_practice_notes.pdf
http://www.spi-romania.eu/admin/filemanager/files/spi/riaalbania/0.5.review_of_the_impact_assessment_template_for_ria_exercise.pdf
http://www.spi-romania.eu/admin/filemanager/files/spi/riaalbania/0.6.case_study__collateral_enforcement.pdf
http://www.spi-romania.eu/admin/filemanager/files/spi/riaalbania/0.7.ria_on_albania_draft_existing_regulation.pdf
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                     List of Participants 
 

 
Title Name 

Last 
Name 

Institution Position E-mail 

1.  Economist Mr. Indrit  Banka Bank of Albania Director ibanka@bankofalbania.org 
2.  Economist Mrs. Miranda  Ramaj Bank of Albania Deputy Director mramaj@bankofalbania.org 
3.  Economist Mr.Bledar  Shella Bank of Albania Deputy Director bshella@bankofalbania.org 
4.  Economist Mrs. Ermira  Curri Bank of Albania Chief Officer ecurri@bankofalbania.org 
5.  Economist Mr. Gerond Ziu Bank of Albania Chief Officer gziu@bankofalbania.org 
6.  Economist Mr. Eris  Sharxhi Bank of Albania Chief Officer esharxhi@bankofalbania.org 
7.  Economist Mr. Dorian  Collaku Bank of Albania Chief Officer dcollaku@bankofalbania.org 
8.  Lawyer Ms. Alba  Fagu Bank of Albania Specialist afagu@ bankofalbania.org 
9.  Economist Mrs. Elvana  Troqe Bank of Albania Specialist etroqe@bankofalbania.org 
10.  Economist Mr.Ervin  Sahatciu Bank of Albania Specialist esahatciu@bankofalbania.org 
11.  Jurist Mr. Roden Pajaj Bank of Albania Specialist rpajaj@bankofalbania.org 
12.  Jurist Ms. Besiana Bufi Bank of Albania Specialist bbufi@bankofalbania.org 
13.  Economist Mr. Elvin Meka Albania Association of Banks General Secretary secretariat@aab-al.org 
14.  Jurist Ms. Brunilda Kostare Albania Association of Banks Adviser secretariat@aab-al.org 
15.  Economist Mr. Dashnor Aliaj Ministry of Finance Specialist d_aliaj@hotmail.com 
16.  Mrs. Anila Fureraj Tirana Stock Exchange Chief Executive Officer afureraj@tse.com.al 

 
 
 



 
Financial RIA Knowledge Transfer Program in AlbaniaFinancial RIA Knowledge Transfer Program in Albania

 
 
 
 
 

 

Speaker Information 
(Alphabetical order) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 Biagio BOSSONE 
The World Bank, Head of Convergence SPI Albania 
 
Biagio Bossone is an economist with background in international finance and 
development. He has been associated for more than 20 years with the Banca d'Italia, 
where his last two assignments were deputy division chief, International Financial 
Markets Relations and Analysis; and division chief, International Payments and 
Correspondents. He has been Advisor to the Executive Director for France and Italy, 
Asian Development Bank (1987-1990); Advisor to the Italian Executive Director, IMF 
(1990-1992); Senior Financial Policy Advisor, World Bank (1997-2001); Senior Advisor 
to the IMF Italian Executive Director (2001-2003); Executive Director for Italy and 
Albania (2003-2006). He is currently Advisor to the Independent Evaluation Office of the 
IMF, and assists the Convergence Program in launching SPI Albania and SPI Adriatic. 

 
 Riccardo BROGI  

Senior Regulatory Economist, Convergence Program and South-East Europe    
Regional RIA Program Director 

 
Riccardo Brogi brings to Convergence his pioneering experience in designing 
Regulatory Impact Assessment analyses at the Italian Banking Association where he 
applied Law and Economics methodology to all policy interventions he worked on. His 
main fields were as follows: insolvency law, real estate enforcement procedures, 
positive information sharing and credit bureau with privacy implications, corporate 
governance. He taught Economics of Financial Intermediaries as assistant at LUISS 
University in Rome. Riccardo holds a degree in Economics from the University of 
Florence and attended Microeconomics Summer course at London School of 
Economics and Political Science. 

 
 Elira KARAJA 

 
Elira Karaja has a degree in Business and Economics, Bari University, with a Thesis on 
performances and challenges of transition economies. She has attended the Master 
courses in “European Business Engineer” at the Ecole Nationale Supérieure de 
Télécommunications de Bretagne, Rennes France, and the Summer School in 
“European Economic Policy” Faculty  of Economics, Bari University. 

 
 Luigi PASSAMONTI                                                                                                       

The World Bank, Founder and Head of Convergence Program  

Realizing that authorities and bankers could achieve a great deal in terms of 
modernizing financial systems in many emerging and transition economies by joining 
forces with the help of an “honest broker” with a gift for analysis and compromise, Luigi 
Passamonti has been dedicating most of his energies since 2004 in designing and 
operating the Convergence Program. This program is the fruit of a 25-year career in 
banking, strategy consulting, emerging market investments and public policy. Mr. 
Passamonti is a graduate in economics from universities in Brussels and Oxford. 

 Sandra WESSELING 
Senior Officer, CEIOPS 
 
Sandra Wesseling is a Dutch citizen and holds a Masters degree in Economics from the 
Groningen University in the Netherlands. She is a senior policy officer at the Dutch 
central bank/prudential supervisor, in particular involved in financial supervision on 
banks, insurance companies and pension funds as well monitoring financial stability and 
strategic developments in these sectors. On behalf of CEIOPS she is in charge of the 
workings of the CEIOPS Financial Stability Committee and the CEIOPS Occupational 
Pensions Committee substructure on solvency. Ms. Wesseling has served as an 
economist at the International Monetary Fund Statistics Department, working on the 
development of data warehouse systems in less developed countries. 
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Quality of Regulation on 
International Agenda

• When: The first international standard on 
regulatory quality was produced in 1995;

• Why: evidence that quality of regulation has 
a causal-effect link with establishment of 
conditions for sustainable global economic 
growth.



Codifying Regulation Management 
Objectives set by OECD’s Recommendation 
were the following*: 

• To improve the quality of regulation; 
• To support the development of more effective 
management of the regulatory system; 

• To promote alternative instruments; 
• To strengthen the effectiveness and legitimacy 
of the international regulatory system. 

(*): OECD, Recommendation Of the Council Of The OECD On Improving The Quality Of Government Regulation, March 1995



Simple and high-quality regulatory environment

EU Approach to Better Regulation

… performance of businesses

Competitiveness Growth Employment 

Key factor

GROWTH AND JOBS FOR WHOLE 
ECONOMIC SYSTEM



Costs and Benefits: Tipping the 
Scales for Better Regulation

Regulatory Quality
Net welfare benefit of regulations

Costs Benefits

Compliance costs

Enforcement

Multilevel duplication,
Gold plating

Delays, lag

Complexity, incoherence
(contradicting rules)

Displaced investment,
protected markets and 

professions

Legal certainty

Reduced administrative 
burdens

Fewer negative externalities

Better use of resources,
take-up of innovations,

More flexibility and choice
Social and environmental

welfare
(public service delivery)

Competitiveness and
entrepreneurship

*

(*): Josef Konvitz, Head of OECD Regulatory Policy Division, International Trends in Regulatory Reform, ABI Conference on 
Better Regulation Rome, 14 March 2007.



Introducing Evaluation Culture in 
Regulatory Process

SimplificationSimplification

Compliance and Compliance and 
enforcementenforcement

Cutting red tapeCutting red tape

Transparency and Transparency and 
communicationcommunication

Alternatives Alternatives 
to regulationto regulation

RIARIA



Added Value of RIA
• Impact assessment:
processof systematic analysisof the likely impacts
of a proposed intervention by regulatory authorities
as well as the range of its alternative feasible 
options;
• RIA is a policy analysis tool and an aid to 
decision-making (not a substitute for political 
judgment).



Regulation Makers and Recipients 
Sit at a Common Table

• Involvement of stakeholders is a key factor to 
increase regulatory quality; 

• Consultation is inherently and strongly linked to 
RIA;

• Guiding Principles on dialogue on effective 
financial regulation, recently issued by Institute of 
International Finance(*). 

(*): IIF, Proposal for a Strategic Dialogue on Effective Regulation, December 2006. 



The Albania RIA Program At-A-Glance
Session 1 –

General introduction
on RIA; launch 

of RIA on local draft law

Session 2 –
Consultations

Day 1 Day 2 Day 1 Day 2

31 Jan-1 Feb 4 – 15 Feb

AM

PM
Discussion 

on 
reference 
materials

RIA from an 
organizational 

and 
methodologic

al 
perspective

RIA case 
study: 

Collateral 
Enforcement in 

Albania

RIA on local 
draft 

regulation: 
launch and initial 

work

Three tasks:
1) preparation 
of Regulatory Regulatory 
Impact Impact 
Assessment Assessment 
DocumentDocument;
2) preparation 
of Consultation Consultation 
Questionnaire Questionnaire 
and distribution 
to stakeholders;
3) Detailed 
CBA.

CESR 
Impact 

Assessment 
Guidelines

Discussion 
of written 

stakeholders 
feedback 

(stakeholders 
invited)

Preparation 
of 

Consultation Consultation 
documentdocument

Homework

Consultation 
meeting with 
stakeholders

Consolidation 
of findings 

from analysis 
and 

consultations

Preparation 
of Policy Policy 

RecommenRecommen
dations dations 

DocumentDocument

21 – 22 Feb

Final 
presentation 

to the SPI 
Albania 

Committee

10-14 
March

Session 3 –
FinalizationHomework

Objective: To build SPI Albania evidence-based policy analysis skills

25 Feb –
6 Mar



Thanks for your attention!



Annex



Some EU Countries Engaged in 
High-Quality Regulation: Ireland

• “Regulating Better”: Government White 
Paper aimed at enhancing competitiveness 
through the regulatory lever;

• How this can improve competitiveness?
• Inappropriate regulation can produce adverse effects; 

• Public services not snarled up in red tape;
• Businesses not to comply with unnecessary or unduly 
regulation.



Some EU Countries Engaged in 
High-Quality Regulation: the UK

• Better Regulation Executive (BRE): it works 
across government to support and challenge 
departments and  regulators as they reduce 
and remove regulation;

• FSA and Treasury are strongly committed to 
assessing the benefits of regulation.



Some EU Countries Engaged in 
High-Quality Regulation: Denmark
• In 2002, the Danish Government set “The 
Danish Growth Strategy” mainly aimed at 
achieving a reduction of up to 25 percent of 
administrative burden faced by recipients; 

• The underpinning reason was that Danish 
companies and citizens considered 
themselves hard hit by legislative and 
administrative regulation.



Some EU Countries Engaged in 
High-Quality Regulation:           

the Netherlands
• In 2003, Ministry of Finance took action for 
determining the administrative burden of 
businesses; 
• “In the last few decades, the Dutch system of rules has 
become increasingly complex (...). This hampers compliance 
and is unnecessarily time-consuming and expensive (…). 
The balance must be reinstated. This is why the Cabinet has 
declared tackling red tape and regulatory creep as one of its 
most important themes”(*)

(*): Ministry of Finance/Interministerial Project Unit for Administrative Burdens (IPAL), Reducing Administrative Burdens: Now 
Full Steam Ahead, The Hague, June 2005
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Impact Assessment Guidelines
for EU Level 3 Committees

World Bank - Convergence: Financial RIA Capacity Building Program

Bank of Albania 
Tirana, 31 January 2008

Presentation by: 
Sandra Wesseling, Senior Officer, De Nederlandsche Bank -

CEIOPS
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What is Impact Assessment ?

IA is a method to assess the impact of 
regulatory / supervisory policies and practices. 

IA means doing in a systematic and 
transparent way what regulators/supervisors 
more or less always do when they design, 
implement and enforce policies.
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Benefits of Impact Assessment

1. Better quality of policy making,

2. More transparent policy making,

3. Better communication with regulated/supervised 
firms (market participants), 

4. More credible evidential basis for policy proposals 
(social support).
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Current state of play among individual financial 
regulators / supervisors in the EU: Formal adoption of IA
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Current EU Commission Impact Assessment 
Guidelines

Cover all types of regulatory policies in the EU,
wide range of types of impact (economic, social, 
environmental).
=> Too broad for financial services and 
markets regulation / supervision.
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Unified IA framework for financial regulation 
/ supervision in the EU

CESR (securities), CEBS (banking) and CEIOPS 
(pensions & insurance) are participating in a joint 
initiative to ensure that there is a common 
approach towards IA.

Developed IA framework in line with EU policy and 
OECD Guidelines. 
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An example of a trigger point for 
applying IA at level 3 work:

Proposed new measures are likely to have 
significant structural and cost implications

When the cost is insignificant there is no 
need for an IA
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Factors to be considered carefully 
when planning an IA

Time 
Resources
Significance of structural and cost 
implication of policy proposals
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The 3 pillars of the IA framework

Market / Regulatory Failure 
Analysis (to decide whether to intervene)

Assessment of policy options (to 
decide how to intervene)

Public consultation & review
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The 3 pillars of the IA framework

Market / Regulatory Failure 
Analysis (to decide whether to intervene)

Assessment of policy options Assessment of policy options Assessment of policy options (to (to (to 
decide how to intervene)decide how to intervene)decide how to intervene)

Public consultation & reviewPublic consultation & reviewPublic consultation & review
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What is a Market Failure? 
Financial markets sometimes fail to work 
efficiently and/or to produce an efficient outcome by 
themselves.

For example: 
• Prices of goods and services do not reflect the true 

cost of production and consumption; or 
• there are severe conflicts of interest between 

different market participants; or
• sellers are better informed than buyers etc.
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Causes of Market Failure in financial 
markets

Asymmetric information, e.g. insider 
trading;
Externalities, e.g. the failure of one market 
participant negatively affect others – US 
subprime loan market;
Market power, e.g. market concentration, 
lack of competition, limited access by stock 
exchanges.
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What is a Regulatory Failure? 

Regulatory failure means a policy intervention or 
regulation whose economics costs were higher or 
economic benefits lower than was originally 
expected.

For example: 
• Overregulation; or 
• Outdated regulation, e.g. because of changing 

world
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Causes of Regulatory Failure in financial 
markets

Existing regulation does not comply 
anymore, e.g. because of rapid changes 
on the financial markets;
Unforeseen/unintended effects, e.g. due to 
unforeseen interaction with other markets;
Costs of regulation/supervision are not well 
passed on to relevant market participants.
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Market/Regulatory Failure Analysis
The analysis should explain: 

• what the problem is, and
• what evidence suggests that the problem is 

significant.

Moreover, the analysis should clarify whether or not the 
problem can be solved (over time) without a new 
regulatory policy.

Sometimes, market mechanisms and market forces may 
solve or mitigate problems due to market failures.
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Identifying Market/Regulatory Failures: 

Is the problem due to a market failure? (as described 
above)

What is the evidence that establishes that the market 
failure is significant?

Which objective – e.g. market integrity, market 
confidence, consumer protection, facilitating 
innovation, enhance competition - is threatened by 
the failure?

Is there is a regulatory failure?

Can the market be expected to solve the failure by 
itself in the foreseeable future?
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Example: CEIOPS Advice on Solvency II
− New prudential framework for insurance

companies in Europe
− Major drawbacks of current regulation

(Solevncy I)
− Will lead to a new Directive for the 

insurance sector - Draft EU Directive
published in July 2007
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Solvency II – Characteristics:
- Principle based
- Market consistent valuation for assets 

and liabilities
- Risk based system: companies' capital

should closely align the risks they face
- Modern techniques for risk management

IA requested
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Technical issue: Indicative IA REPORTS

Report 1: MARKET FAILURE ANALYSIS 
What is the problem? 
Is the issue identified likely to have an EU-wide 
impact on market participants/end users and on the 
smooth functioning of the single market?

What evidence shows that the problem is 
significant?

What regulatory objective is put at risk by the 
problem?

[Information about regulatory objectives can be found in 
section 1.5 of the Guidelines]

Is the problem due to market failure? What is 
the market failure?

[Information about market failure analysis can be found in 
section 1.3. of the Guidelines]

Is the problem due to regulatory/supervisory 
failure? What is the regulatory/supervisory 
failure?

[Information about regulatory failures can be found in 
section 1.4. of the Guidelines]

Is it or is it not likely that the problem will be 
solved over time without a new regulatory 
policy? Give reasons.

Is the case for regulatory/supervisory action 
justified?
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The 3 pillars of the IA framework

Market Failure Analysis Market Failure Analysis Market Failure Analysis (to decide (to decide (to decide 
whether to intervene)whether to intervene)whether to intervene)

Assessment of policy options (to 
decide how to intervene)

Public consultation& reviewPublic consultation& reviewPublic consultation& review
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Assessment of policy options in 5 steps
1. Problem identification.

2. Development of the main policy options.

3. Defining policy objectives.

4. Analysis of the positive and negative impacts of each 
policy option. 

5. Comparison of options through their net impact and 
identification of the preferred policy option (s).
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Key features of IA 

• Wrong approach: using IA once the policy decisions 
have already been made, i.e. at the end of the policy 
making process.

• Correct approach: using IA right from the start when 
policy options are still open.

• => IA is a tool to help with the final policy decision
(and neither a means to justify the decision ex post
nor a substitute for decision making).



23

Technical considerations
• Keep the framework for analysis rigorous but 

practical
• Be consistent in treatment of data/issues
• Use previous IAs and existing economic literature –

empirical and theoretical
• Consider other national IAs which may be relevant to 

your problem/country
• Don’t give up just because a lack of data prevents 

use of ideal methodology
• Use outsourcing if required but don’t outsource 

everything. Need to build centre of expertise (subject 
to resource constraints)
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Key Features of IA

• IA is typically qualitative in nature. 

• When possible and reasonable, it is desirable to 
complement the qualitative analysis by a quantitative 
analysis.

• Is a quantitative evaluation of the negative and 
positive impacts of regulatory / supervisory policies 
possible?
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Key features of IA - continued

• IA should be proportionate to the 
problem at hand and the policy 
chosen.

• In many cases a so-called screening 
IA is sufficient.
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Report 2:  ASSESSMENT OF THE PROPOSED POLICIES

POLICY 
OPTION

S
SHORT TERM LONG TERM

Neg
Effects

Pos
Effects

NET Neg
Effects

Pos
Effects

NET

Option-1

Option-2

Option-3

OVERALL NET 
EFFECT
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Report 2a: ASSESSMENT OF EACH PROPOSED POLICY

BENEFITS & COSTS 
OPTION-1 etc.

QUALITATIVE 
DESCRIPTION

QUANTITATIVE 
DESCRIPTION

MONETARY 
VALUE

Benefits

Direct costs

Compliance costs

Quantity of products offered

Quality of products offered

Variety of products offered

Efficiency of competition
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Table-2Table-2

Report 2b: REGULATORY POLICY RESPONSE
Policy option 1

Operational objective [Information about operational objectives can be 
found in section 1.8. of the Guidelines]

How would achieving the objective 
alleviate/eliminate the problem?

Policy option 2

Operational objective

How would achieving the objective 
alleviate/eliminate the problem?

Policy option 3

Operational objective

How would achieving the objective 
alleviate/eliminate the problem?

Which policy option is the preferred one? 
Explain briefly.
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IA Example: Solvency II

- IA requested and conducted by the EU 
Commission

- CEIOPS conducts 2 parts:
1. Quantitative impact study (QIS)
2. Impact on supervisory bodies (Qualitative) 
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Solvency II Impacts to be considered:
• on macro-economy and financial stability
• on insurance products and markets
• on consumers
• on insurance undertakings and 

supervisory authorities (by CEIOPS)
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Impact on macro-economy and financial stability
Key questions are:

availability of insurance products?
– impact on insurers’ investment policies and capital raising

activities?
– impact on reinsurance markets?

Input from European Central Bank

– impact on pricing, policy terms and conditions and 
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Impact on insurance products and markets
Key questions are: 

– Which products and markets are likely to be
significantly impacted by Solvency II and why?

– What are the likely consequences in these cases?
– How does the analysis vary from one Member State 

to another?

Input from the industry (European insurance associations, 
of large and small and medium sized insurance
companies)
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Impact on consumers

Particular focus on problems encountered by users (retail 
consumers and SMEs).

Key questions are:
- Are there changes in the insurance product supply?
- What is the impact on prices/premiums?

Input from European consumer platforms



34

Impact on insurance undertakings
Distinguish between:

– Group vs solo undertakings
– Life vs non-life, direct insurance vs reinsurance

Assessment of administrative costs for firms and 
supervisors

Input requested from CEIOPS
Conducted by means of QIS

– Large vs small undertakings
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Quantitiative impact studies (QIS) among
insurance companies – characteristics:

• Partial
• Quantitative
• Voluntary exercise – coverage and dispersion
• Level 1 testing
• Several rounds of QIS
• Public consultation important during the process
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Objectives of QIS:
• Testing of quantitative impact on financial

position of insurers
• Testing of valuation techniques
• Increasing the awareness of insurance

companies: test their readiness – people, 
systems and outcomes

• Enabling insurance companies to
influence the development of Solvency II
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The 3 pillars of the IA framework

Market Failure Analysis Market Failure Analysis Market Failure Analysis (to decide (to decide (to decide 
whether to intervene)whether to intervene)whether to intervene)

Assessment of policy options Assessment of policy options Assessment of policy options (to (to (to 
decide how to intervene)decide how to intervene)decide how to intervene)

Public consultation & review
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Public consultation & review
1. Consult on the draft policy proposal and the 

IA report which accompanies it.

2. Publish the responses received, give public 
feedback, revise policy proposals accordingly.

3. Once it is implemented and enforced, keep 
the policy under review as appropriate.



39

Tips for Public consultation
1. Inform timely the stakeholders for the forthcoming 

consultation (e.g. press releases, targeted mails etc.)
2. Allow adequate time for consultation
3. Consult widely with market participants
4. Encourage involvement of consumer representatives’
5. Try to hear the voice of consumers themselves (e.g. 

behavioral studies/experiments)
6. Give clear and timely feedback to stakeholders
7. Do not necessarily believe what firms and consumer 

groups say – ask them!
8. Take seriously the efforts stakeholders make in order 

to provide data/info.
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Consultation Example: QIS
• Pre-tests

• Consultation of QIS specifications

• Meetings with stakeholders and other 
interested parties

• Open hearings (also with EP)
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PRESENTATION OF THE IA REPORT

summarise the work undertaken for the IA 
into a short report
state any assumptions or uncertainties and 
knowledge gaps
use simple and non-technical language 
put technical details or supporting documents 
in an appendix
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Report 3: CONSULTATION & REVIEW
Consultation period Start: End: 

Participation (low, medium, high)

Summary of reactions received

Feedback publication date

Did the feedback result in a 
policy change? Explain briefly.

Proposed review date (when 
appropriate)
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Results of QIS:
• Communication with the insurance sector 

– has been able to influence the decision
process on SII

• Important decisions on technical aspects
taken

• Treatment of insurance groups
• Proportionality (special treatment of SME)



44

Benefits of Impact Assessment

• Better quality of policy making

• More transparent policy making

• Better communication with 
regulated/supervised firms (market 
participants) 

• More credible evidential basis for policy 
proposals (social support)
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3L3 IA Training Seminar
• The 3L3 Committees are currently developing a 

common training platform covering cross-sector issues.
• Joint training is considered at EU level as an important 

tool which can contribute to the development of a 
common supervisory culture by fostering convergence 
and cooperation between supervisory authorities on a 
cross-sector level.

• First pilot seminars on Impact Assessment on 17-19 
October 2007 in Eltville, Germany. 

• Next one in March 2008?
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Questions

?
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Thank you

Sandra Wesseling

De Nederlandsche Bank  and Committee of European 
Insurance and Occupational Pensions Supervisors 

(CEIOPS)

E-mail:  a.a.t.wesseling@dnb.nl
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Letting Markets Work

• Competitive markets deliver important 
social benefits…

• …but they feature important limits, too

• The challenge: How to deal with their limits 
w/o impairing their functioning? 

Financial RIA Knowledge Transfer Program in Albania
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Markets Need Regulation

• What is the purpose of Regulation?

• What is the role of the Regulator?

• What is the responsibility of Market 
Participants?

Financial RIA Knowledge Transfer Program in Albania
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Purpose of Regulation

• The objectives of Regulation: 
Stability, Efficiency, Consumer Protection, but 
most of all…
…Trust

• Regulation as a way to deal with the 
market failures to achieve these objectives 

Financial RIA Knowledge Transfer Program in Albania
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Role of the Regulator

• The Regulator has to intervene on market 
failures, trying not to impair (and possibly 
strengthening) market functioning

• How? 

Financial RIA Knowledge Transfer Program in Albania
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…has an impact onThis source of 
market failure…

Stability Efficiency Consumers Trust

Market power X X X

Barrier to entry/exit X

Unregulated entry X X X

Unregulated exit X X X

Information 
asymmetries

X X X X

Increasing returns X X X

Financial RIA Knowledge Transfer Program in Albania
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Financial RIA Knowledge Transfer Program in Albania

…has an impact onThis source of 
market failure…

Stability Efficien
cy

Consume
rs

Tru
st

Market power X X X

Barrier to entry/exit X

Unregulated entry X X X

Unregulated exit X X X

Information 
asymmetries

TopicTopic: MiFID implementation in 
Bulgaria

Bad regulationBad regulation: specific 
requirement for investment firms 
to have a dedicated compliance 

officer in each branch
Better regulationBetter regulation: e.g. an 
internal compliance officer 

responsible for several branches.  

X TopicTopic: suitability 
letter in the UK             

Bad regulationBad regulation: 
one more red-tape-

like document 
Better regulationBetter regulation: it 
is tailred if it reflects 
consumer’s needs 

and as a result they 
changes they 

purchase decision  

X

Increasing returns X X X
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The Do’s and Don’t ’s of Regulation (I)

• Principle 1: Avoid “straightjacket” regulation
From “all is prohibited except what is expressly permitted” to…
…“all is permitted except what is expressly prohibited”

• Principle 2: Support market creativity
Do not prohibit market activities simply because they raise risks, 
rather…
…Let the market experiment with new activities/products and monitor 
carefully their impact on wealth creation and risk

• Principle 3: Don’t do what markets can do better for you 
Do not jump to regulatory solutions, rather…
…prompt market participants to cooperate in finding solutions and
coordinate them (G10 example) 

• Principle 3: Care about the consumers 

Financial RIA Knowledge Transfer Program in Albania
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The Do’s and Don’t ’s of Regulation (II)

• The Regulator
Should promote market development
Should not just want to strengthen “compliance”, but    
create a “compliance culture”

• Market Participants
Should seek a dialogue with the regulator
Should not try individually to lobby the Regulator, but 
act collectively

Financial RIA Knowledge Transfer Program in Albania
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The Regulator and the Markets: 
Need for a Dialogue

• SPI as the place for dialogue

• RIA as a platform for the SPI dialogue

Financial RIA Knowledge Transfer Program in Albania
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THANK YOU!

Financial RIA Knowledge Transfer Program in Albania



Market Failure Analysis      
in practice

Tirana
February 1, 2008

Riccardo Brogi
Convergence Program

Financial RIA Knowledge Transfer Program in Albania

This presentation is drawn from Oxera, RIA from a methodological perspective - Session 1: Introduction and market failure 
analysis, Sofia, November 14 2007.



DISCLAIMER

The content that follows draws upon a presentation 
prepared by Oxera for Convergence for a similar RIA 
Seminar in Bulgaria



Asymmetric information
• two types of asymmetric information

– hidden information prior to a transaction being completed

– hidden action by one party after a transaction is completed

• with hidden information the seller will generally have more 
information than a buyer
– purchased product may differ from buyer’s expectations

– price paid may not reflect underlying value of the 
product/service

• hidden action may arise in principal/agent relationships

• principal cannot costlessly observe the actions of the 
agent



Market power
• In a market where a single firm or firms have 

excessive market power
– prices will be higher
– output will be lower

• compare this with a well-functioning market

• may be collusion between firms

• market structure may be one of only a few firms

• market may be able to support only one firm due to 
high fixed costs and economies of scale (natural 
monopoly)



Externalities
• Externalities arise when the  production/consumption 

of a good or service affects welfare of other economic 
agents in addition to those consuming it;

• such effects are not taken into consideration by the 
producers or suppliers of the good/service;

• there is a mismatch between private and social costs 
and private and social benefits;

• externalities can be positive or negative.



Risks
• in financial services market, failures are linked directly 

to risks;
• with little risk the potential detriment from a market 

failure would be low
– information asymmetry not a problem if no risk of consumers losing 

money in event of firm default
– externalities combined with default risk give rise to potential systemic 

failures in banking sector

• but risks alone cannot justify intervention
– if product risks were understood they could be priced in terms of 

anticipated returns

• so, combination of market failures and risks is 
important



Incentive problems
• market failures are also linked with incentive 

problems in financial services

• asymmetric information might not be a problem if 
incentives of buyer and seller could be matched

– need for a completely specified contract
• incentive misalignment heightens the negative impact 

of market failures

• particularly the case in retail financial services when 
products are provided on commission basis by 
intermediaries



Overview of conceptual framework

Source: Oxera, A framework for assessing the benefits of financial regulation, September 2006,  
http://www.fsa.gov.uk/pubs/other/Oxera_report_20060622.pdf
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The general framework

PUBLIC-PRIVATE FINANCIAL SECTOR MODERNIZATION MATRIX 
European Central Bank CRITERIA 

Italian Banking 
Association 
CRITERIA 

Asymmetric 
information 
reduction 

Completeness of 
the market 

Increased 
opportunities 
to engage in 

financial 
transactions 

Reduced 
transaction 

costs 

Increased 
competition 

Business development      
Industry 
competitiveness 

     

Industry reputation      
 

Please tick the box that best captures the project's public-private modernization impact:

Description of the modernization impact: 
(Please make a summary of the modernization impact of the project under rev iew) 
 
 
 
 
 
 



The EU Better Regulation Approach
Steps Purpose 

Scoping of problem 
1.  Problem identification To understand if a market/regulatory failure creates the 

case for regulatory intervention. 
2.  Definition of policy objectives To identify the effects of the market /regulatory failure to 

the regulatory objectives.  
3.  Development of “do nothing 
option” 

To identify and state the status quo. 

4. Alternative policy options To identify and state alternative policies (among them the 
“market solution”).  

Analysis of impact 
5.  Costs to users To identify and state the costs borne by consumers 
6.  Benefits to users To identify and state the benefits yielded by consumers 
7.  Costs to regulated firms and 
regulator 

To identify and state the costs borne by regulator and 
regulated firms 

8.  Benefits to regulated firms and 
regulator 

To identify and state the benefits yielded by regulator and 
regulated firms 

Consultations 
9.  Data Questionnaire To collect market structure data to feed into cost and 

benefit analysis 
10. Policy Document To learn market participant opinions on various policy 

options 
Conclusion 

11. Final Recommendations Final report to decision-makers, based on Cost Benefit 
Analysis and market feedback 

 



Section 1: Setting the stage

 

Background 
 
 
 
 
 
 
 
 

Please provide all background information about the draft regulation



Section 2: Scoping the problem
Problem Identification

a) What is the problem under consideration?

Problem Identification
b) Why is regulatory intervention necessary?

Definition of Policy objectives

Development of “do nothing” option

Alternative Policy options



Regulated firms
Benefits & 

Costs
(in terms of Key 

economics)

Quantitative summary results
(Mln, Euro)

Qualitative summary 
results

(High, medium, Low)

i) Compliance
Costs

ii) Benefits 
(quantity of 
products/services 
offered; price 
increase; cost 
reduction)

iii) Quantity of 
the products 
offered

iv) Quality of the 
products offered

v) Variety of the 
products offered

vi) Efficiency of 
competition

Section 3: Summary IA Evidence (I)

*= CESR-CEBS-CEIOPS, Draft Impact Assessment Guidelines, May 2007 

- Lower costs
- Higher output    (**)

The costs incurred by regulated entities and persons 
in order to comply with regulatory policy                       
(for example, the costs of setting up a new structure for the administrative 
organisation and internal control, new computer programs or systems or 
following training courses)(*). 

**= Oxera, A Framework for assessing the benefits of financial regulation, September 2006. 

“As regulation can affect the costs of bringing a product to market, it can raise 
or lower prices and so increase or decrease the volume of sales”. (***)

***= FSA, Cost-Benefit Analysis in Financial Regulation, September 1999. 

“A great deal of regulation, especially on the retail side, is designed to 
improve the quality of products in a market by, for example, mandating 
minimum standards or impeding the sale of inferior products”. (***)

“By influencing the cost of specific products within a general class, 
regulation plays a role in determining the variety of the products available 
in that class”. (***)

“Regulation plays an important role in determining how firms compete (for 
example, by affecting the level of entry barriers), and so influences 
whether competition creates value or wastes resources”. (***)



Focus on
Costs for firms – compliance costs (I)*

Total costs of compliance activities 

Behavioural restrictions

Product restrictions

External advice

Fees payable

External auditingCapital

Systems and controls

Disclosure to clients

People standards Regulator notification

AuthorisationRegulator relationship

*= Oxera, RIA from a methodological perspective - Session 2: Assessing the costs of financial regulation FSA, Presentation given at Bulgaria RIA Knowledge 
Transfer Program organized by Convergence, Sofia, November 14th 2007. 



Focus on 
Costs for firms: compliance costs (II)*

Good business 
practice costs

Incremental 
costs

Behavioural 
restrictions

Systems 
and controls etc

Checking 
identity 
of client

Training Preparing
documents
for regulator

Printing and 
postage

Notification

Operating 
IT systems

Hiring 
consultants

etc

People 
standards

Record-
keeping

Good business 
practice costs

Incremental 
costs

Total incremental costs of 
regulation

Total costs of good business 
practice

Total costs of compliance activities 

*= Drawn from Oxera, RIA from a methodological perspective - Session 2: Assessing the costs of financial regulation FSA, Presentation given at Bulgaria RIA 
Knowledge Transfer Program organized by Convergence, Sofia, November 14th 2007. 



Section 3: Summary IA Evidence (II)
Consumers perspective

*= Source: Oxera, A Framework for assessing the benefits of financial regulation, September 2006, p. 8. 



Focus on direct measurement of 
consumer benefits*

Type of detrimental market 
outcome that regulation may 

improve

Relevant measure of benefit is the
value that consumers derive from …

Sub-optimal choice better choice 
(more optimal fit between what consumers buy and what they need)

Reduced choice increased choice 
(wider availability of what consumers need)

Higher costs—operational risks reduction of losses or other costs associated with 
operational failure

Higher costs—financial  risks reduction of losses or other costs associated with firm 
default

Higher costs—systemic risks reduction of losses or other costs associated with systemic 
failure

Higher prices—market power reduction in excessive prices

Higher costs—transaction 
inefficiencies

reduction in transaction costs, including search costs

Financial exclusion improved access to financial services

*= Oxera, RIA from a methodological perspective - Session 2: Assessing the costs of financial regulation FSA, Presentation given at Bulgaria RIA Knowledge 
Transfer Program organized by Convergence, Sofia, November 14th 2007. 



Section 3: Summary IA Evidence (III)

Regulator and Government
Benefits & 
Costs 

Quantitative 
summary results

(Mln, Euro)

Qualitative 
summary results
(High, medium, Low)

i) Direct costs

ii) Benefits*

G
overnm

ent 
perspecti

ve iii) Government 
taxation

*= Benefits have to be meant either: 
i) as  the Regulator’s statutory objectives (if so, please enter which);
ii) as one of the ECB criteria aforesaid, namely Asymmetric information reduction, 
Completeness of the market, Increased opportunities to engage in financial 
transaction, reduced transaction costs, Increased competition 

R
egulator perspective

“The costs that arise to the regulator when it designs, 
monitors or enforces a regulatory policy” (*). 



Focus on 
Costs for the regulator*

• remember that the intervention itself may 
result in costs for the regulator

• may be necessary to establish additional 
monitoring facilities

• systems may need to be changed
• additional personnel and IT costs
• consider alternative forms of intervention
• can existing systems/agencies be adapted?

*= Drawn from Oxera, RIA from a methodological perspective - Session 2: Assessing the costs of financial regulation FSA, Presentation given at Bulgaria RIA 
Knowledge Transfer Program organized by Convergence, Sofia, November 14th 2007. 



Section 4: Conclusions
Please summarize in the box below the main findings learnt:

• Section 1 – Background information:
• Section 2 – Problem scoping:
• Section 3 – Impact Analysis evidence: 

Regulated firms:
Consumers:
Regulator and Government:

POLICY 
OPTIONS SHORT TERM LONG TERM

Costs Benefits NET Costs Benefits NET

Option-1

Option-2

Option-3

OVERALL 
NET 

EFFECT



Thanks for your attention!
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DISCLAIMER

The following analysis presents an estimate of the cost savings 
to the banking system that would arise from enactment of 
changes in collateral enforcement procedures as proposed by 
the Albanian Association of Banks.  

This estimate should be refined with a more detailed bank 
survey of present collateral enforcement procedures.

The analysis does not imply and cannot be deemed to imply a 
Convergence endorsement of the appropriateness of the 
regulations being enacted as outcome of the public-private 
dialogue with the Albanian Association of Banks.
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– The aim of this document is to make a preliminary 
assessment of the economic impact on the Albanian 
banks’ financial statements of the outcome of an 
ongoing public-private dialogue action that started in 
2005;

– The public-private dialogue action has the following 
subject:

– Public counterpart: Ministry of Justice
– Private counterpart: Albanian Association of Banks

Introduction

Collateral Enforcement
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Public-Private Dialogue action description

The AAB has been interacting with 
the Ministry of Justice in the drafting process for 

new collateral enforcement regulations

with the expected result of: 

Improving the regulatory framework 
of contract enforcement

Yielding a financial benefit to the 
banking industry of up to about: 

Lek 3.6 billion (1) (Euro 30 million)

(1)  NPV over five years
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Current lending activity

Source: Convergence computations on Bank of Albania data

2003 2004 2005
20.5 18.7 33.3
14.9 24.6 38.9
4.6 11.0 29.3
7.9 10.6 16.5

- 35% 82%

Loans to private sector and individuals
(Bln, Lek)

Short-term
Medium-term

Annual growth rate (%)
64.9 118.0

Long-term
Real estate

Total 47.9

2003 2004 2005
92.3% 92.8% 94.1%
3.1% 3.2% 3.1%
1.9% 1.0% 0.8%
0.5% 1.0% 0.5%
2.1% 2.1% 1.0%

Loan quality
Classification (in % of outstanding loans)

Loss

Standard
Special mention

Sub-standard
Doubtful
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Current collateral enforcement practices in Albania

Foreclosure procedure

Time (years)

Cost (% of debt amount)

1.07 (390 days)

28.6

Insolvency procedure

Time (years)

Cost (% of estate value)

4

38

Estimates of recovery rate for loans via the two proceduresEstimates of recovery rate for loans via the two procedures

71.4% 67.6%

Foreclosure procedure Insolvency procedure

50.4%
62%

Sources: Convergence computations on Doing Business 2006 data, The World Bank

28.6%

Nominal at the Nominal at the 
end of procedureend of procedure

Net present Net present 
value(*)value(*)

32.4% 38% 49.6%

LossLoss LossLossLossLoss LossLoss

RecoveryRecovery RecoveryRecovery

(*): Assuming a flat interest rate curve of 5.3%

RecoveryRecovery
RecoveryRecovery

Nominal at the Nominal at the 
end of procedureend of procedure

Net present Net present 
value(*)value(*)
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Legal and economic assessment 

As of today, the total outstanding amount of banking loans does not 
seem to generate too many judicial disputes

This implies that when a higher amount (in number of filings and in amount of 
credit granted) of disputes reaches the Courts, the current judicial set up will be 
put under stress.  Thus, the data in the previous slide may underestimate the 
real cost.

(*): Drawn from Doing Business 2006, The World Bank

The Albanian banking industry is experiencing a high rate of growth in 
its lending activities to households, SMEs and corporates (approx. 34% 
over 80% in 2004 and 2005 respectively) .

Why a more efficient enforcement framework? (*)
• Easier contract enforcement is associated with higher bank lending; 

• Bottlenecks in bankruptcy (i.e. lenders’ inefficiencies in selling defaulted 
properties) reduce the amount that claimants can recover. 

Lack of an adequate and efficient procedure for collateral enforcement 
can become a risk to the current expansion phase of credit lending in 
Albania  
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Key problem areas in current collateral enforcement practices

The current dialogue is seeking to improve contract enforcement by focusing 
on the following specific issues:

Opening auction price based on Official Cadastre valuation of collateral;

Auction procedures inadequate to protect creditor’s interests. 

Execution against debtor of unknown residence;

Source:  “ Collateral Enforcement Draft Proposals”, Paper prepared by AAB, 2006;
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Summary Of Impact of Main Proposed Changes

TOTAL: 3,600

Opening auction price based on 
collateral market value

Auction procedures redesigned 
to protect creditor’s interest

Estimated savings for the 
banking system (Lek mln) (1)

Reducing uncertainty of debtors’ domicile

(1) NPV over 5 years

300

1,600

1,700
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Methodology Section

Assumptions and analytics to estimate the impact                
of the three proposed changes
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Start of the legal process

Presentation of all documents, appointment of an expert

Scheduling and execution of first auction

Scheduling and execution of subsequent auctions

Closing of the procedure and distribution of revenues 

Collateral enforcement workflow

The present length of a judicial procedure can be estimated as follows:

Main phases of collateral enforcement procedures

Estimated 
Length(%) (1) 20% 35% 13% 17% 15%

ForeclosureForeclosure

InsolvencyInsolvency

78

292

137

511

51

190

66

248

59

219

Total Total 
length length 
(days)(days)

Nominal Nominal 
value value 

recoveredrecovered
390

1,460

71%

62%

(1) Need for bank survey

Corresponding Number 
of  Days for:
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A) Reducing uncertainty of debtor’s domicile 

Regulatory baseline:
Borrowers may submit to the bank an unknown and unconfirmed address.

AAB proposal: To make it compulsory to nominate a legal representative of the 
debtor within a specified deadline from filing.  

Phase of the procedure affected by the proposal

Economic driver affected by the proposal: Reduction of process duration and 
increase in amounts recovered

Estimate of loans affected by the proposal : 20%

Assumption: Timeframe for identifying “uncertain” borrowers” reduced from 4 to 1.5 times that 
required for fully identifies borrowers;

10% of defaulted loans would currently be written off due to inability to serve notices. 
These loans would be recovered at the average rate of 71% under the new proposals

NPV Benefit (Lek, Mln) (1): 300

Source:  “ Collateral Enforcement Draft Proposals”, Paper prepared by AAB, 2006;   (1) = over 5 years
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0

50

100

150

200

250

80% 20%

Foreclosure procedures (I stage) Insolvency procedures (I stage)

80% 20%

da
ys

Present average length: 78 days

49

195

73
0

50

100

150

200

250

80% 20%

da
ys

Present average length: 292 days

183

730

273

A) Reducing uncertainty of debtor’s domicile (2) 

Future average length: 53 days

80% 20%

Future average length:  200 days
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2007 2008 2009 2010 2011
Bad loans (Mln, Lek) a) 2,360.23 2,950.29 3,687.86 4,609.82 5,762.28

b) 20% 20% 20% 20% 20%

Composition of Judicial procedures c)
Foreclosure procedures c-1) 90.0% 90.0% 85.0% 85.0% 80.0%

Insolvency procedures c-2) 10.0% 10.0% 15.0% 15.0% 20.0%
100.0% 100.0% 100.0% 100.0% 100.0%

d) 80% 80% 80% 80% 80%

e) 122 122 122 122 122

f) 456 456 456 456 456

g) 8% 8% 8% 8% 8%

h)

Foreclosure procedure h-1)=a*c- 339.87 424.84 501.55 626.94 737.57
Insolvency procedure h-2)=a*c- 37.76 47.20 88.51 110.64 184.39

377.6 472.0 590.1 737.6 922.0

i)

i-1) 8.85 11.06 13.06 16.32 19.20 68.48
i-2) 3.81 4.77 8.94 11.17 18.62 47.31

115.79

Annual benefit from reduction of length

Insolvency (Lek, Mln)

Estimated lending rate (%)

Foreclosure (Lek, Mln)

Amount of debt entitled for the benefit I 
(Lek, Mln)

B
en

ef
it 

I

Part of debt interested by this 
regulatory change (%)

Sub-part of debt that benefits from 
reduction of length (%)

Estimated reduction of length in the 
first stage - Foreclosure (days)

Estimated reduction of length in the 
first stage - Insolvency (days)

A) Reducing uncertainty of debtor’s domicile(3):              
RIA spreadsheet 
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A) Reducing uncertainty of debtor’s domicile(4):              
RIA spreadsheet 

j-1) 71.4% 71.4% 71.4% 71.4% 71.4%

j-2) 62% 62% 62% 62% 62%

k) 10% 10% 10% 10% 10%

l)

Foreclosure procedure l-1) 42.48 53.11 62.69 78.37 92.20
Insolvency procedure l-2) 4.72 5.90 11.06 13.83 23.05

m)

Foreclosure procedure m-1) 30.33 37.92 44.76 55.95 65.83 234.80
Insolvency procedure m-2) 2.93 3.66 6.86 8.57 14.29 36.31

271.11

Benefit I+Benefit II - Grand Total (Lek, Mln) 45.92 57.40 73.62 92.02 117.94 386.90

43.61 51.77 63.05 74.85 91.10 324.37

Sub-part of debt that benefits from 
credit recovery  (%)

Amount of debt entitled for the benefit 
II (Lek, Mln)

Credit recovered - nominal value (Lek, 
Mln)

NPV

Nomiinal value recovered otherwise 
completely written off - Foreclosure (%)

Nominal vealue recovered otherwise 
completely written off - Inolvency (%)B

en
ef

it 
II
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B) Opening auction price based on market value (1)

Regulatory baseline:

According to current regulation, the value is based on the  Official Cadastre, which is 
often lower than market value

AAB proposal:
The auction must have a base price based on the market value of the collateral given by an 
independent panel. 

Phase(s)  of the procedure affected by the proposal

Economic driver affected by the proposal: Higher loan recovery through collateral liquidation

Estimate of loans affected by the proposal : 70%

Assumption: Increase in proceeds from collateral liquidation of 20%

NPV Benefit (Lek, Mln) (1): 1,600

Source:  “ Collateral Enforcement Draft Proposals”, Paper prepared by AAB, 2006;   (1) = over 5 years
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B) Opening auction price based on market value (2)              
RIA Spreadsheet

2007 2008 2009 2010 2011
a) 2,360.23 2,950.29 3,687.86 4,609.82 5,762.28

b) 70% 70% 70% 70% 70%

c)
Foreclosure procedures c-1) 90.0% 90.0% 85.0% 85.0% 80.0%

Insolvency procedures c-2) 10.0% 10.0% 15.0% 15.0% 20.0%
100.0% 100.0% 100.0% 100.0% 100.0%

d)
d-1)=a*b*c-1 1,486.95 1,858.68 2,194.28 2,742.85 3,226.88

Insolvency procedures d-2)=a*b*c-2 165.22 206.52 387.23 484.03 806.72

Higher collateral realisation value (%) e)

Recovery rate at the end of procedure (%) f)
Foreclosure f-1)

Insolvency f-2)

g)

*Assumption: the incremental value completely transferred to the repayment of loan
Foreclosure procedures (%) g-1)=e*f-1

Insolvency procedures (%) g-2)=e*f-2

h)

Foreclosure procedures - nominal value h-1) 212.34 265.42 313.34 391.68 460.80 1,643.57
Insolvency procedures - nominal value h-2) 20.49 25.61 48.02 60.02 100.03 254.16

232.82 291.03 361.36 451.70 560.83 1,897.74

221.10 262.47 309.49 367.40 433.20 1,593.67

12.40%

20%

Amount of incremental credit recovered due 
to the higher value of the collateral (Lek, Mln)

NPV

Incremental value of the collateral due to a 
market-based estimate* (%)

71.4%
62.0%

14.28%

Bad loans (Mln, Lek)

Part of debt interested by this regulatory 
change (%)

Foreclosure procedures

Composition of Judicial procedures

Amount interested by this regulatory change
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C) Auction procedures redesigned (1)

Source:  “ Collateral Enforcement Draft Proposals”, Paper prepared by AAB, 2006;   (1) = over 5 years

Regulatory baseline:
in case the immovable property is not sold in the second auction, the CPC forces the 
bank either to take possession of the property or to lose collateral title.

AAB proposal:
Allow the creditor to choose the timing for the second auction so as to maximize the sale 
proceeds, allow more flexibility in setting price range for second auction

Phase(s) of the procedure affected by the proposal

Economic driver affected by the proposal: Recovered amounts from sale of collateral, opportunity 
costs from locked-up capital, and transaction costs on 
avoidable property transactions

Estimate of loans affected by the proposal : 30%

NPV Benefit (Lek, Mln) (1): 1,700
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390

171

1,700

341

C) Auction procedures redesigned (2)

Loss from difference between awarding price and outstanding loan
Opportunity cost on capital “locked up” in real estate assets
Brokerage and other transaction costs to eventually liquidate the asset
Loss on eventual sale of collateral at a lower price
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C) Auction procedures redesigned (3)
RIA Spreadsheet - Loss from difference between awarding price and outstanding loan

2007 2008 2009 2010 2011
Bad loans (Mln, Lek) a) 2,360.23 2,950.29 3,687.86 4,609.82 5,762.28

b) 30% 30% 30% 30% 30%

Composition of Judicial procedures c)
Foreclosure procedures c-1) 90.0% 90.0% 85.0% 85.0% 80.0%

Insolvency procedures c-2) 10.0% 10.0% 15.0% 15.0% 20.0%
100.0% 100.0% 100.0% 100.0% 100.0%

d)

Foreclosure procedures d-1) 637.26 796.58 940.40 1,175.51 1,382.95
Insolvency procedures d-2) 70.81 88.51 165.95 207.44 345.74

Part I
Weighted awarding price

Foreclosure e) 71.4
e-1) 30.0% 84 0.5 42.0

70.0% 84 84.0

76.4
e-2) 30.0% 84 0.7 58.8

70.0% 84 84.0

Higher collateral realisation value (%) f)=(e-2)-(e-1) 16.8%

Insolvency g) 62.0
g-1) 30.0% 72.94 0.5 36.5

70.0% 72.94 72.9

66.4
g-2) 30.0% 72.94 0.7 51.1

70.0% 72.94 72.9

h)=(g-2)-(g-1) 14.6%

Higher collateral realisation (Lek, Mln) j
Foreclosure - nomial value j-1)=a*b*c-1*f 107.1 133.8 158.0 197.5 232.3 828.7

Insolvency - nomial value j-2)=a*b*c-2*h 10.3 12.9 24.2 30.3 50.4 128.1
117.4 146.7 182.2 227.7 282.8 956.8

111.48 132.34 156.05 185.24 218.42 803.53

Current 
regulation

Better 
regulation

Higher collateral realisation value (%)

NPV

Part of debt interested by this 
regulatory change (%)

Amount interested by this regulatory 
change (Lek, Mln)

Current 
regulation

Better 
regulation
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C) Auction procedures redesigned (4)
RIA Spreadsheet - Opportunity cost on capital “locked up” in real estate assets

2007 2008 2009 2010 2011
Bad loans (Mln, Lek) a) 2,360.23 2,950.29 3,687.86 4,609.82 5,762.28

b) 30% 30% 30% 30% 30%

Part II

Oppcortunity cost k)

Timespan l)

m)=[(a*b)*(1+k)]-
(a*b) 56.65 70.81 88.51 110.64 138.29 464.9

53.79 63.86 75.81 89.99 106.82 390.27

1

Magnitute of the opportunity cost 
(Lek, Mln)

NPV

8%

Part of debt interested by this 
regulatory change (%)
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C) Auction procedures redesigned (5)
RIA Spreadsheet - Brokerage and other transaction costs to eventually liquidate the asset

2007 2008 2009 2010 2011
Bad loans (Mln, Lek) a) 2,360.23 2,950.29 3,687.86 4,609.82 5,762.28

b) 30% 30% 30% 30% 30%

Composition of Judicial procedures c)
Foreclosure procedures c-1) 90.0% 90.0% 85.0% 85.0% 80.0%

Insolvency procedures c-2) 10.0% 10.0% 15.0% 15.0% 20.0%
Foreclosure e) 71.4

e-1) 30.0% 84 0.5 42.0
Part III

n)

o)
Foreclosure o-1)=a b c-

1*e*n 22.75 28.44 33.57 41.97 49.37 176.1

Insolvency 
o-2)=a*b*c-

2*g*n 2.19 2.74 5.14 6.43 10.72 27.2

24.95 31.18 38.72 48.40 60.09 203.3

23.69 28.12 33.16 39.36 46.41 170.75NPV

5%Intermediation commission (%)

Part of debt interested by this 
regulatory change (%)

Current 
regulation

Intermediation commission (Lek, Mln))
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C) Auction procedures redesigned (6)
RIA Spreadsheet - Loss on eventual sale of collateral at a lower price

Part IV

p)

q)=a*b*c-1*e*p 45.50 56.88 67.14 83.93 98.74 352.19

r)=a*b*c-2*g*p 4.39 5.49 10.29 12.86 21.44 54.46

49.89 62.36 77.43 96.79 120.18 406.66

47.38 56.24 66.32 78.73 92.83 341.50NPV

Lower re-selling price  (%) 10%
Loss due to unfavourable re-selling  - 

foreclosure (mln, Lek)
Loss due to unfavourable re-selling  - 

insolvency (mln, Lek)
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List of Assumptions (1)

B

A
Estimated annual lending 
growth rate (%)

25%

Time Span
2007 2008 2009 2010 2011

148 184 231 288 360
Outstanding loans to private sector 
and individuals (Lek, Bln)

C Doubtful and loss (D&L) loans (%)

D
Estimated share of D&L loans that go 
to judicial procedures with collateral
enforcement (%)

2%

90%

E
Estimated amount of D&L loans that go 
to judicial procedures with collateral
enforcement (Lek, Bln)

2.4 3.0 3.7 4.6 5.8
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Time Span
2007 2008 2009 2010 2011

F
Estimated composition of Judicial
procedures loans go through

90% 90% 85% 85% 80%Foreclosure procedures (%)

Insolvency procedures (%) 10% 10% 15% 15% 20%

List of Assumptions (2)

•These assumptions need to be validated through surveys and additional 
analytical work

•They are a useful starting point for sensitivity and scenario analysis
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This a Convergence Analysis

“Convergence”(1) is a financial sector development program 
for South-East Europe focused on:

– Undertaking, as an “honest broker”, analytical tasks of micro-institutional issues 
as a basis for identifying solutions tailored to country circumstances

– Taking EU integration as a strategic perspective
– Building awareness of market participants, involving them in the search of 

market-building solutions, and fostering their dialogue with authorities 
– Using the experience of regional former policy makers and local experts 

whenever possible
– Working in partnership with other institutions

Contact:  Convergence@worldbank.org
(1) “Convergence” is sponsored by the World Bank with the support of a grant from Italy’s Ministry of Economy

mailto:Convergence@worldbank.org
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21 – 22 Feb

Final 
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to the SPI 
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10-14 
March

25 Feb –
6 Mar

Desk workDesk work

Class workClass work

Class workClass work Desk workDesk work

Exercise Profile Overview



Sequence of Deliverables
Impact 

Assessment 
Analysis 

Document
(IAAD)

• To scope the case for 
regulatory intervention;

• To set the regulatory 
analysis stage.

Consultation 
questionnaire

• The IAAD statements are 
turned into questions to 
stakeholders;

• If duly framed, it helps  
extract key information from 
stakeholders.

Summary of 
Questionnaire 

Results

• To organize feedback from 
stakeholders;

• It represents first-round of 
policy dialogue.

Policy Options  
Consultation 

Document

• Background document for second-
round consultation meeting;

• To focus on a few issues to be 
discussed in depth with stakeholders.

Summary of
Consultation 

Feedback

• To describe how stakeholders 
“see” the whole approach;

• To convey qualitative and 
quantitative evidence-based 
feedback.

Final 
Recommendations

• Policy analysis helping decision-
making (not substituting it);

•To convey qualitative and 
quantitative evidence-based 
feedback.



Sequence of Deliverables (1)
Impact 

Assessment 
Analysis 

Document
(IAAD)

• To scope the case for 
regulatory intervention;

• To set the regulatory 
analysis stage.

Consultation 
questionnaire

Summary of 
Questionnaire 

Results

• To organize feedback from 
stakeholders;

• It represents first-round of 
policy dialogue.

Policy Options  
Consultation 

Document

• Background document for second-
round consultation meeting;

• To focus on a few issues to be 
discussed in depth with stakeholders.

Summary of
Consultation 

Feedback

• To describe how stakeholders 
“see” the whole approach;

• To convey qualitative and 
quantitative evidence-based 
feedback.

Final 
Recommendations

• Policy analysis helping decision-
making (not substituting it);

•To convey qualitative and 
quantitative evidence-based 
feedback.

• The IAAD statements are 
turned into questions to 
stakeholders;

• If duly framed, it helps  
extract key information from 
stakeholders.



Impact Assessment Analysis Document
- Content – (1)

• Scoping the problem
What is the problem under consideration?

Why is regulatory intervention necessary?
Is there any existing regulatory failure that may affect impact of 

future regulation?
Summary Problem Scoping

“Do nothing” option; 

Regulatory Change Options. 

Market failure
Asymmetric 
information Market power Positive 

externalities
Negative 

externalities

(Existing) Regulatory failure

Regulation 
wrongly 

prescribed for 
the market

Regulation 
succeeded in 

addressing the 
failure; a 

different market 
failure (e.g. side 

effect)

Regulation 
made it worse

Regulation so 
far has failed 

to work; 
maybe in due 

course



Impact Assessment Analysis Document
- Content – (2)

• Summary Impact Analysis Evidence 

Regulated firms 
Main quantitative aspects to be assessed 

(scenario vs baseline) 
Key economics 

Time span Additional Loans Cost Savings 
/Additional Revenues Equity relief 

First full year    
5-year time horizon    

Consumers 
Main quantitative/qualitative aspects to be assessed 

(scenario vs baseline) 
(Qualitative impact: high, medium, Low) 

Key economics 

Time span Choice aspect  
(sub-optimal or reduced) 

Cost impact aspect 
(operational-financial-
systemic-risks, market 

power, transaction 
inefficiencies)  

Financial 
exclusion 

First full year    
5-year time horizon    
 

Regulator and Government 
Main quantitative/qualitative aspects to be assessed 

(scenario vs baseline) 
Key economics 

Regulator Government 
Time span 

Direct costs 
Benefits 

(to be explicitly 
specified)  

Government 
taxation 

First full year    
    

5-year time 
horizon 

   



Impact Assessment Analysis Document
- Content – (3)

• Conclusions
 Please summarize in the box below the main findings learnt: 

 
• Section 1 – Background information: 
 
 
• Section 2 – Problem scoping: 
 
 
 
• Section 3 – Impact Analysis evidence:  
 
 

 Regulated firms: 
 
 

 Consumers: 
 
 

 Regulator and Government: 
 
 
 
 



Impact Assessment Analysis Document
- Suggestions on how to fill it out –

• It takes on average 2 full working days;

• It is a crucial starting point on which the 
stages that follows are underpinned;

• As an iterative process, it can be 
improved/revised as a result of the feedback 
gathered through consultation with 
stakeholders.



Sequence of Deliverables (2)
Impact 

Assessment 
Analysis 

Document
(IAAD)

• To scope the case for 
regulatory intervention;

• To set the regulatory 
analysis stage.

Consultation 
questionnaire

Summary of 
Questionnaire 

Results

• To organize feedback from 
stakeholders;

• It represents first-round of 
policy dialogue.

Policy Options  
Consultation 

Document

• Background document for second-
round consultation meeting;

• To focus on a few issues to be 
discussed in depth with stakeholders.

Summary of
Consultation 

Feedback

• To describe how stakeholders 
“see” the whole approach;

• To convey qualitative and 
quantitative evidence-based 
feedback.

Final 
Recommendations

• Policy analysis helping decision-
making (not substituting it);

•To convey qualitative and 
quantitative evidence-based 
feedback.

• The IAAD statements are 
turned into questions to 
stakeholders;

• If duly framed, it helps  
extract key information from 
stakeholders.



Consultation Questionnaire
- Content – (1) 

• Section 1: What is the problem?

In this section we start by stating what the rationale for a particular regulatory 
intervention is.

We are looking at Regulation XYZ 

In our view, the problem being addressed by this regulation is that…. and it would lead to:
1.‘Information asymmetry’
2.“externality”

And then, we ask if our understanding is correct:

Question 1: do you agree with us that the problem is as described above? 
Please explain your answer, including evidence (or suggesting the type of evidence that would 
be relevant) where at all possible. 

If no intervention or further intervention would have taken place, we think that the the market 
would have not corrected the failure by itself in the short term for the following reasons:…
Question 2: do you agree with us that about the analysis above?



Consultation Questionnaire
- Content – (2) 

• Section 2: What are the possible policy solutions?

Please describe more than one option to solve the problem.

• Section 3: Cost-Benefit Analysis

For each option (included the “do nothing” one) a quantitative and qualitative analysis is 
carried out in the following respects: 

Consumers;
Regulated firms;
Regulator.

Benefits & Costs Qualitative description Quantitative 
description (e.g. 
major, minor) 

1. Costs to 
consumers 
(Here we estimate 
costs for final 
investors/clients) 

In our point of view if firms pass on higher costs of 
applying ….. there might be higher commissions 
for clients 
 
Question a): Do you agree with the analysis 
above? 
 
 
Question b): If you agreed with a), please 
determine how the new regulatory approach would 
reflect costs to 
 
 

 
 
 
 
 
 
 
 
Question c): If you agree 
with a), please estimate 
the extend to which the 
costs to consumers would 
be reflected (major, 
minor) 

2. Benefits 
 

In our point of view the interests of the client are 
better protected, better conditions for… 
 
 
Question a): Do you agree with the analysis 
above? Please explain your answer, including 
evidence (or suggesting the type of evidence that 
would be relevant) where at all possible 
 
 

 
 
 
 
Question b): If you agree 
with question a), please 
estimate the benefits for 
consumers (major, minor) 



Consultation Questionnaire
- Suggestions on how to shape it –

• It takes on average 2 full working days;

• Great opportunity for regulator to learn from 
identified stakeholders the following:

how the business activity is conducted 
and how the intended policy intervention 
affects it;

bottom line: net benefit or net cost?

seek possible unintended effects.



Sequence of Deliverables (3)
Impact 

Assessment 
Analysis 

Document
(IAAD)

• To scope the case for 
regulatory intervention;

• To set the regulatory 
analysis stage.

Consultation 
questionnaire

Summary of 
Questionnaire 

Results

• To organize feedback from 
stakeholders;

• It represents first-round of 
policy dialogue.

Policy Options  
Consultation 

Document

• Background document for second-
round consultation meeting;

• To focus on a few issues to be 
discussed in depth with stakeholders.

Summary of
Consultation 

Feedback

• To describe how stakeholders 
“see” the whole approach;

• To convey qualitative and 
quantitative evidence-based 
feedback.

Final 
Recommendations

• Policy analysis helping decision-
making (not substituting it);

•To convey qualitative and 
quantitative evidence-based 
feedback.

• The IAAD statements are 
turned into questions to 
stakeholders;

• If duly framed, it helps  
extract key information from 
stakeholders.



Summary of Questionnaire Results
- Content -

Written feedback from Stakeholders
Question

Stakeholder X Stakeholder Y Stakeholder Z …..

Question 1

Question 2

……



Summary of Questionnaire Results
- Suggestions on how to shape it -

• It takes on average a half working day;

• As first-round consultation, regulator gathers 
written feedback from stakeholders;

• At this stage, enough information for:

first reaction of recipients on upcoming 
regulatory intervention;

selecting between questions adequately 
addressed and issues that need in-depth 
examination.



Sequence of Deliverables (4)
Impact 

Assessment 
Analysis 

Document
(IAAD)

• To scope the case for 
regulatory intervention;

• To set the regulatory 
analysis stage.

Consultation 
questionnaire

Summary of 
Questionnaire 

Results

• To organize feedback from 
stakeholders;

• It represents first-round of 
policy dialogue.

Policy Options  
Consultation 

Document

• Background document for second-
round consultation meeting;

• To focus on a few issues to be 
discussed in depth with stakeholders.

Summary of
Consultation 

Feedback

• To describe how stakeholders 
“see” the whole approach;

• To convey qualitative and 
quantitative evidence-based 
feedback.

Final 
Recommendations

• Policy analysis helping decision-
making (not substituting it);

•To convey qualitative and 
quantitative evidence-based 
feedback.

• The IAAD statements are 
turned into questions to 
stakeholders;

• If duly framed, it helps  
extract key information from 
stakeholders.



Policy Options – Consultation Document
- Content (a)-

 

Section 1: What is the problem? 
 
 
All stakeholders agree with problem identification. One of them expresses doubt whether…. 
 
One proposes to highlight among the problem identification “the consumer protection” 
 
Question: do you think consumers were adequately protected by the previous regulation on 
internal control?  
 
 
Question: to what extent you have already in place a mechanism similar to that set by the 
provisions (i.e. market-drive solutions). Please give evidence. 
 

 

Section 2: What are the possible policy solutions? 
 
 
Question: how do you assess consumer protection is addressed with the new set of 
provisions? 
 
Question: the very critical point that arose from stakeholders feedback is that….. Which 
feasible alternative solutions do you propose?      

 



Policy Options – Consultation Document
- Content (b)- 

Section 3: Cost-Benefit Analysis? 
 
I - Analysis of impacts (Users) 
costs 
Question: what percentage(s) – in terms of business economics - do you thing 
will be increased due to the translation of incremental costs to consumers?  
 
Benefits 
 
Unanimity about the relevant positive impact to consumers.   

 
II - Analysis of impacts (Regulated firms) 

 
Compliance costs: 
 
Question: the regulation envisages some precise compliance costs (e.g. internal control officer 
per branch). On the other hand the existence of internal control deparments were already 
established (due to previous regulation). Could you please define more precisely which 
additional costs  (and their magnitude) will be stemming from this specific regulation?  
 
(Question: How many transactions per year? …) 
 
Benefits: 
 
Question: Could you be more specific on how this could be beneficial?  
 
Question: how does your firm prevent that the internal control may protect the investment 
intermediary from its misconduct of its employees?  
 
Question: does this mechanism set by the provisions under discussion could prevent 
misconduct by clients? 
 



Policy Options – Consultation Document
- Suggestions on how to shape it –

• It takes on average a half working day;

• Background document for the second-round 
consultation-> meeting with stakeholders;

• Be precise and concise in making questions;

• Regulator ought to identify some specific 
topics/issues to be discussed thoroughly with 
stakeholders.



Consultation Meeting
- Some consultation criteria – (1)

• The regulator may wish to meet with 
stakeholders either all together or on a bilateral 
basis;

• Consult widely throughout the process;

• Be clear about what your proposals are, who 
may be affected, what questions are being 
asked and the timescale for responses; 

Source: http://bre.berr.gov.uk/regulation/consultation/



Consultation Meeting
- Some consultation criteria – (2)

• Ensure that your consultation is clear, concise 
and widely accessible;

• Consult widely throughout the process;

• Give feedback regarding the responses 
received and how the consultation process 
influenced the policy.  

Source: http://bre.berr.gov.uk/regulation/consultation/



Sequence of Deliverables (5)
Impact 

Assessment 
Analysis 

Document
(IAAD)

• To scope the case for 
regulatory intervention;

• To set the regulatory 
analysis stage.

Consultation 
questionnaire

Summary of 
Questionnaire 

Results

• To organize feedback from 
stakeholders;

• It represents first-round of 
policy dialogue.

Policy Options  
Consultation 

Document

• Background document for second-
round consultation meeting;

• To focus on a few issues to be 
discussed in depth with stakeholders.

Summary of
Consultation 

Feedback

• To describe how stakeholders 
“see” the whole approach;

• To convey qualitative and 
quantitative evidence-based 
feedback.

Final 
Recommendations

• Policy analysis helping decision-
making (not substituting it);

•To convey qualitative and 
quantitative evidence-based 
feedback.

• The IAAD statements are 
turned into questions to 
stakeholders;

• If duly framed, it helps  
extract key information from 
stakeholders.



Summary of Consultation Feedback
- Suggestions to shape it –

• It takes on average a half working day;

• It conveys the good deal of information 
received from stakeholders through written 
questionnaire and meeting(s);

• Iterative process: the regulator should be now 
ready to adjust the previous stages (i.e. the 
approach and regulatory options) accordingly;

• Use of Cost-Benefit Analysis makes 
recommendations more evidence based.



Cost-Benefit Analysis (1)
• A tool  for identifying and checking impacts of 
regulatory alternatives; 

• It improves firms compliance culture; 

• Useful means for the regulator to seek a 
strong linkage of its statutory objectives to the 
implementation phase;

• It helps the regulator to make a comparison 
among considered policy options;

• Two evidence-based dimensions: quantitative 
and qualitative. 



Cost-Benefit Analysis (2)

POLICY 
OPTIONS SHORT TERM LONG TERM

Costs Benefits NET Costs Benefits NET

Option-1

Option-2

Option-3

OVERALL NET 
EFFECT



Sequence of Deliverables (6)
Impact 

Assessment 
Analysis 

Document
(IAAD)

• To scope the case for 
regulatory intervention;

• To set the regulatory 
analysis stage.

Consultation 
questionnaire

Summary of 
Questionnaire 

Results

• To organize feedback from 
stakeholders;

• It represents first-round of 
policy dialogue.

Policy Options  
Consultation 

Document

• Background document for second-
round consultation meeting;

• To focus on a few issues to be 
discussed in depth with stakeholders.

Summary of
Consultation 

Feedback

• To describe how stakeholders 
“see” the whole approach;

• To convey qualitative and 
quantitative evidence-based 
feedback.

Final 
Recommendations

• Policy analysis helping decision-
making (not substituting it);

•To convey qualitative and 
quantitative evidence-based 
feedback.

• The IAAD statements are 
turned into questions to 
stakeholders;

• If duly framed, it helps  
extract key information from 
stakeholders.



Policy Recommendations
- Suggestions to shape it – (1) 

• It takes on average one working day unless it 
implies more extensive work on previous steps;

• For each main section analyzed the document 
should contain the 2 following boxes:

 
Feedback from consulted stakeholders on that specific issue           
(e.g This reasoning was unanimously supported by respondents on the 
basis that…; A majority of the respondents supported this view but a 
minority disagreed on the basis  that they believed that…. They argued 
that…) 
 

 
 
 Our response (this document will need to be able to respond to 

every argument made by the stakeholders in their feedback. Where 
the WG agrees with their points the WG should say so, where the 
WG disagrees the WG should also say so, and support our view 
with evidence and argument. The aim is to develop a policy that is 
capable of being supported by all stakeholders):  

 
 



Policy Recommendations
- Suggestions to shape it – (2) 

• It gathers and presents evidence that helps in 
determining possible policy options and their 
comparative (dis)advantages;

• It is an aid to policy making.
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• http://www.spi-romania.eu/admin/filemanager/files/cnvm_summary_consultation_feedback2.pdf

• http://www.spi-romania.eu/admin/filemanager/files/summary_of_consultation_feedbackfinal.pdf

• http://www.spi-romania.eu/admin/filemanager/files/ria_final_presentation_cnvm_policy_recommendations.pdf

• http://www.spi-romania.eu/admin/filemanager/files/ria_final_presentation_nbr_policy_recommendations.pdf

• http://www.spi-romania.eu/admin/filemanager/files/ria_phase_2_final_presentation_cnvm_final.pdf

• http://www.spi-romania.eu/admin/filemanager/files/ria_phase_2_final_presentation_nbr_final.pdf

• http://www.spi-romania.eu/admin/filemanager/files/bulgaria/03.wg1__impact_assessment_analysis_document.pdf

• http://www.spi-romania.eu/admin/filemanager/files/bulgaria/04.wg2__impact_assessment_analysis_document.pdf

• http://www.spi-romania.eu/admin/filemanager/files/bulgaria/05.wg1_consultation_questionnaire.pdf

• http://www.spi-romania.eu/admin/filemanager/files/bulgaria/06.wg2_consultation_questionnaire.pdf

• http://www.spi-romania.eu/admin/filemanager/files/bulgaria/07.wg1__summary_of_questionnaire_results.pdf

• http://www.spi-romania.eu/admin/filemanager/files/bulgaria/08.wg2_summary_of_questionnaire_results.pdf

• http://www.spi-romania.eu/admin/filemanager/files/bulgaria/09.wg1__policy_options__consultation_document.pdf

• http://www.spi-romania.eu/admin/filemanager/files/bulgaria/10.wg2__policy_options__consultation_document.pdf

• http://www.spi-romania.eu/admin/filemanager/files/bulgaria/11.wg1__summary_of_consultation_feedback.pdf

• http://www.spi-romania.eu/admin/filemanager/files/bulgaria/12.wg2__summary_of_consultation_feedback.pdf

• http://www.spi-romania.eu/admin/filemanager/files/bulgaria/13.wg1__policy_recommendations.pdf

• http://www.spi-romania.eu/admin/filemanager/files/bulgaria/14.wg2__policy_recomendations.pdf

Due on February 4, 2008



Next Steps Detailed Actions (1)

Feb 4-5

time Owner Action Outcome

WG Coordinators

• Meet with WG members;
• Fill the IAAD out;
• Send the IAAD to Convergence 
Program. Impact Assessment 

Analysis Documents

Feb 6-7
Convergence 
Program

• Review the 2 IAADs;

• Send the 2 IAADs to WG 
Coordinators

Reviewed IAADs

Feb 11-12

• Meet with WG members;
• Acknowledge reviewed IAADs
and finalize them;
• Frame draft Consultation 
Questionnaires (based on final IAADs) 
and send them to Convergence 
Program;
• Identify stakeholders to be 
consulted.

C-B Analysts 
(identified by WG 
Coordinators)

• Frame the Cost-Benefit Analysis 
section of IAADs;
• Incorporate CBAs into IAADs.

Draft Consultation 
questionnaires

WG Coordinators

C-B Analysts • Shape CBA Sections of the 
Questionnaire.



Next Steps Detailed Actions (2)

Feb 13-14

time Owner Action Outcome

Feb 15 

Convergence 
Program

• Review the 2 Consultation 
Questionnaires;

• Send the 2 Consultation 
Questionnaires to WG 
Coordinators.

Reviewed 
Consultation 

Questionnaires

Feb 20

C-B Analysts

Consultation 
Questionnaires

• Finalize the CBA Sections of the 
Questionnaire.

• Meet with WG members;
• Finalize Consultation 
Questionnaires;
• Brief* identified stakeholders on 
the RIA exercise and then send 
the Consultation questionnaires to 
them asking for a written answer 
no later than February 20

WG Coordinators

WG Coordinators
• Collect from stakeholders written 
answers which will represent the 
basis for consultation stage 
inception.

Written answers to 
the Consultation 
Questionnaires

*= In this occasion, WG Coordinators will invite identified stakeholders to attend the following 2-day 
consultation phase in which they will play a crucial and active role
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Evaluation Form 
Aggregate Results 

 
 

SESSION 1 
– General Introduction on RIA and first practical application – 

January 31 – February 1, 2008  
 

 
 
 
 
 
 
 

 
 
 
 
Total participants:      21  
Total respondents:  14 
 
Responding rate  - participants:   67% 
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Please select your main professional background
(Please tick one) 
 

 
 

a. Law     14% 
b. Economics   36% 
c. Finance    43% 
d. Law and Economics/Finance   7% 
 

 
 
Question 1 – What did you expect to receive from this seminar?  
(Mark relevance for each part from 1 to 4, with  4 being the highest) 
 
 % of 

response 
Average 

rating 
To receive general information on RIA 
methodology   

93% 3.8 out of 4 

To learn how regulations are prepared in the EU 79% 2.4 out of 4 
To learn how I could help support Albania’s 
financial sector modernization 

93% 3.3 out of 4 

 
 
Question 2 – Did the session disappoint, meet, or exceed your expectations?  
(Please circle one) 
 
   Average rating 

Disappoint    0% 

 Meet   93% 

 Exceed    7% 

Please comment: 

• It helped to clarify ideas on how the process works and cleared the structure and 
steps to be taken; 

• Especially in the using cost-benefit analysis, some regulation measures to improve 
market functioning, RIA approach etc… 

 
 
 
Question 3 – Please give an overall rating to the session   
(4 being the highest) 
 
Average Rating: 3.4 out of 4 (86.0%) 
 

 2



 

Question 4 – What did you like best about the session and how would you compare it 
to other workshops you have attended? 
 

• It was specific and interactive; 
• Receiving information on RIA methodology which was very accurate and detailed; 
• I liked the fact that it was clear enough and useful to our support to SPI Albania. We 

acquired new knowledge on this approach and hopefully we will use it in our day-to-
day work; 

• I appreciate the way this workshop was conducted, as we know opinions and the best 
experiences on how to improve the regulatory-making process; 

• Practical examples; 
• The experience of lecturers; 
• The only thing is the dialogue and some questions raised by the participants. We need 

more to discuss about our practices and regulation in order to meet our expectations; 
• The interaction as well as the experience brought. It is strongly related to our daily job 

and laid ground for our job improvement; 
• According to my opinion, the most important component in this session is the the 

range of topics covered by the lectures over this session. 
 
 
 
Question 5 – What makes this session useful for you and your job:  
(Multiple answers allowed. Mark relevance from 1 to 4, with 4 as the best) 
 
 % of 

response
Average 

rating 
Newly-Acquired Knowledge 71% 3.3 out of 4 
Refinement of Existing Knowledge 86% 3.5 out of 4 
Exchange of experience with other 
participants 

79% 3.2 out of 4 

Practical case studies 86% 3.2 out of 4 
Active dialogue with regulator 
recipients  

57% 3.3 out of 4 

Other (Please describe below)   
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Question 6 – How useful did you find the following parts of the session?:  
(Mark relevance for each part from 1 to 4, with  4 being the highest) 
 
 Average 

rating  
January 31  
Course introduction and context 
Mr. Riccardo Brogi, Convergence Program 

3.2 out of 4 

Illustration of Draft Impact Assessment Guidelines 
Ms. Sandra Wesseling, Senior Officer, CEIOPS 

2.6 out of 4 

Day’s Chairperson support (Mr. Biagio Bossone) 3.6 out of 4 
February 1  
Introduction and market failure analysis – General 
framework                                                                      
Mr. Biagio Bossone, Convergence Program 

3.8 out of 4 

Market failure analysis in practice                                       
Mr. Riccardo Brogi, Convergence Program  

3.6 out of 4 

Review of the Impact Assessment Template for the RIA 
exercise 
Mr. Riccardo Brogi, Convergence Program 

3.4 out of 4 

RIA case study on Albania existing regulation: Collateral 
Enforcement in Albania 
Mr. Riccardo Brogi, Convergence Program 

3.1 out of 4 

RIA on Albania draft financial regulation: launch and 
exercise approach 
Mr. Riccardo Brogi and Ms. Elira Karaja, Convergence Program  

3.5 out of 4 

Day’s Chairperson support (Mr. Luigi Passamonti ) 3.8 out of 4 
 
 
Question 7 – How comfortable are you in starting practicing RIA, based on the 
discussion of the afternoon session? 
(select an answer closest to your opinion) 
 

a. Quite        21% 
b. Enough, but I will need guidance     79% 
c. I will try my best but I am unsure if I can make it       0% 
d. This is all very new to me        0% 
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Question 8 -  Could you please rate the expected difficulty in preparing the following 
documents: 
(Please tick the level of expected difficulty per each of the listed documents) 
 

 Manageable Challenging Will need help 
Impact Assessment 
Analysis Document 38% 54% 8% 

Consultation 
Questionnaire 92% 8% 0% 

Questionnaire 
Results 77% 15% 8% 

Policy Options 
Consultation 
Document 

38% 54% 8% 

Summary of 
Consultation 
Feedback 

77% 0% 23% 

Final 
Recommendations 54% 23% 23% 

 
 
 
Question 9 – Will you be comfortable seeking guidance from your WG coordinator? 
(select an answer closest to your opinion) 
 

a. Quite   54% 
b. Ok    46% 
c. It may not be sufficient    0% 

 
 
 
Question 9a -  Will you seek to access the Convergence Program resources in case of 
need to enable you to learn as much as possible to practice RIA? 
(select an answer closest to your opinion) 
 

a. Certainly    100% 
b. I am not sure      0% 
c. No         0% 

 
 
 
Question 10 – Would you like to apply to your job what you have learnt in this 
seminar?  
(select an answer closest to your opinion) 
 

a. YES, my current job fits RIA methodology    54% 
b. YES, but my current job doesn’t fits well RIA methodology  31% 
c. No, but I would like to learn more      15% 
d. No, this is not actually my field         0% 
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Question 11 – Would you like to support SPI Albania with what you have learnt in this 
seminar?  
(select an answer closest to your opinion) 
 

a. YES by all means      51% 
b. Yes, if my superior agrees     14% 
c. Perhaps, if SPI Albania      21% 
d. I do not know       14% 
 

Question 12 – Will, in your opinion, RIA implementation in your country improve the 
quality of regulatory activities? 
(select an answer closest to your opinion) 
 

a. Yes, a lot    71% 
b. Perhaps    29% 
c. No impact whatsoever     0% 

 
Question 13 – Thinking again about the seminar, which is the biggest benefit you have 
derived from it? [Please note your answer may differ from the one to question #1). 
(Please tick the relevant box) 
 
a. To receive general information on RIA methodology       43% 
b. To learn how regulations are prepared in the EU       7% 
c. To learn how I could help support Albania’s financial sector modernization 50% 
 
Question 14 – Lecturer Assessment:  
(Mark relevance for each part from 1 to 4, with 4 being the highest) 
 

 Average rating 
Sandra Wesseling  
Technically skilled in subject  2.6 out of 4 
Effective workshop design & delivery 2.6 out of 4 
Would you attend or recommend others attend different 
workshop by this lecturer? 

2.4 out of 4 

Comments:  
• Low voice; 
• She needs to accompany the material with examples. 

 

Biagio Bossone  
Technically skilled in subject  3.9 out of 4 
Effective workshop design & delivery 3.9 out of 4 
Would you attend or recommend others attend different 
workshop by this lecturer? 

3.8 out of 4 

Comments: 
• Market failure analysis' introduction part was clear 

and helpful; very good technical skills; 
• Quite knowledgeable. 

 

Riccardo Brogi  
Technically skilled in subject  3.3 out of 4 
Effective workshop design & delivery 3.4 out of 4 
Would you attend or recommend others attend different 
workshop by this lecturer? 

3.3 out of 4 

Comments: 
• A lot of experience. 
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Question 15 – Would you recommend this session to your colleagues? 
 

a. Yes     71% 
b. Yes, with minor adjustments 29% 
c. Yes, with major adjustments    0% 
d. No        0% 
e. Please describe below the proposed adjustments   
• My adjustment is related with specific conditions of regulatio bodies in Albania 

because of specific market in Albania. RIA should be more concrete with our 
problems, to face with them anytime; 

• It should take into consideration fitting linkage. 
 
 
Question 16 – Which departments of your institution should be represented in future 
RIA  sessions?  
(Multiple answers allowed) 

 
a. Legal Department   86% 
b. Regulation Department   71% 
c. Financial Department   14% 
d. Supervision Department   79% 
e. Research/Economic Department 21% 
f. Other Departments/Units (Please describe if chosen)  

• Monetary Operations Department/Payment Systems Dep./Emission 
Dep. 

 
Question 17 – Which Authorities/Institutions, other than those already represented in 
this session, should join future RIA sessions?  
(Multiple answers allowed) 
 

• Banks, non banks, insurance companies, pension funds, etc.; 
• Financial sector institutions (e.g. commercial banks); 
• Representatives of banks; 
• I think that the same Authorities/Institutions are more than than enough 

because there are no more regulatory authorities in Albania at this stage. It's 
important to have these Authorities strong and very tough towards supervised 
companies (I would like to thank the lecturers for sharing with us their 
knowledge because we really need this but not only in theory we need more 
practical issues); 

• Money Laundering Authority; 
• Financial Supervisory Authority. 
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Session 2 

RIA on local financial regulations 

 
 

- Consultation Process and Final Presentation drafting - 

 

Venue: 
February 21-22, 2008 

 Tirana International Hotel 
 
 

Agenda 
 

 
 

Seminar Objective: 
Following the IA analysis and the preparation of the consultation questionnaire phases already 
completed, participants will practice the following aspects of the RIA process: 

• Use of written answers from stakeholders taking part in the consultation process to lay the 
ground for the live consultation process; 

• How a consultation meeting ought to be prepared in order to extract as much information as 
possible; 

• How to run a consultation  meeting and reach a fruitful interaction with stakeholders; 
• How use the feedback from consultation process in view of preparing a draft document 

summarizing main findings and policy recommendations. 
 
 

Financial RIA Knowledge Transfer Program in AlbaniaFinancial RIA Knowledge Transfer Program in Albania
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Working Groups Composition                                                                                                                                  
    FX Loans Transparency

Mr. Indrit  Banka Bank of Albania Director x   

Mr. Klodion Shehu Bank of Albania Director x   

Mrs. Miranda  Ramaj Bank of Albania Deputy Director   x 

Mr.Bledar  Shella Bank of Albania Deputy Director x   

Mrs. Ermira  Curri Bank of Albania Chief Officer   C 
Mr. Gerond Ziu Bank of Albania Chief Officer C   

Mr. Eris  Sharxhi Bank of Albania Chief Officer   xA 
Mr. Dorian  Collaku Bank of Albania Chief Officer x   

Ms. Alba  Fagu Bank of Albania Specialist   x 
Mrs. Elvana  Troqe Bank of Albania Specialist   xA 

Ms. Gentiana Gjonca FSA     x 
Ms. Lyela Rama FSA     x 

Ms.Brisilda Bala Bank of Albania 
Specialist 

Analyst Office 
xA   

Ms.Anila Kola Bank of Albania   xA   

Mr.Ervin  Sahatciu Bank of Albania 
Specialist 

Licensing Office
x 

  

Mr. Roden Pajaj Bank of Albania 
Specialist       
Juridical 

Department 
x 

  

Ms. Besiana Bufi Bank of Albania Specialist   x 

Ms. Brunilda Kostare 
Albania 

Association of 
Banks 

Adviser   
  

Mr. Mehmet Bakalli 
American Bank of 

Albania 
Senior Manager x x 

Mr. Ilirijan  Ligacaj Union Bank 
Head of 
Treasury 

Department 
x   

Mr. Dashnor Aliaj Ministry of Finance Specialist   x 
Ms. Irida  Gagani WB Tirana Office Analyst x   

Mrs. Anila Fureraj 
Tirana Stock 

Exchange 
Chief Executive 

Officer   
x 

* xA= Analyst; C= Coordinator 
Regulations  
 

 Draft regulation on Foreign Loans (assigned to WG1); 
 Draft regulation on transparency (assigned to WG2)  

 
Location  
The Seminar agenda is common for both WGs which will work in parallel but separately in different rooms 
(for instance, WG1 will go through the 2 day workshop in Room A and WG2 in Room 2). 
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Thursday                         February 21, 2008 
 
Consolidating written answers by consulted stakeholders and preparing the consultation meeting  
 
Session Objective: 
Participants will learn how to use written feedback from consulted stakeholders to prepare for the 
consultation meeting. 
 
 
Morning session:  
 
Participants discuss feedback to consultation questionnaire, if necessary with identified stakeholders  
 
Deliverable:  “Summary of Questionnaire Results”  
 
Facilitators: 
WG1: Luigi Passamonti, Convergence Program; 
WG2: Riccardo Brogi, Convergence Program. 
 
 
9:30 – 9:35 Session introduction 
 
9:35 – 11:00 Acknowledgment of written feedback from stakeholders (Part I)  
 
11:00 – 11:15 Coffee break 
 
11:15 – 12:45 Acknowledgment of written feedback from stakeholders (Part II) 

 
12:45 – 14:30 Lunch break 

 
 
Afternoon session: Preparation of the consultation meeting (consulted stakeholders are welcome to attend)  
 
Deliverable:  “Policy Options – Consultation Document”  
 
Facilitators: 
WG1: Luigi Passamonti, Convergence Program; 
WG2: Riccardo Brogi, Convergence Program. 
 
 
14:30 – 15:45 Consultation document drafting (Part I) 

 
15:45 – 16:00 Coffee break 

 
16:00 – 16:45 WG2 Consultation document drafting (Part II) 
 
 
  



 4

 
Friday                             February 22, 2008 
 
Live consultation meeting and drafting of Final Presentation document 
 
Session Objective: 
Participants will practice the following: 

- a live consultation meeting and learn how to run this in such a way to make it as meaningful as 
possible in relation to the consultation process purpose; 

- How to gather all consultation feedback and prepare a document bringing the main findings and 
some policy recommendations for policy analysis. 

 
Facilitators: 
WG1: Luigi Passamonti, Convergence Program; 
WG2: Riccardo Brogi, Convergence Program. 
 
 
 
Morning session: All participants and consulted stakeholders gather for the consultation meeting  
 

 
9:00 – 9:10 Session introduction  

 
9:10 – 10:45 Plenary consultation meeting (Part I) 

 
10:45 – 11:00 Coffee break 

 
11:00 – 12:30 WG2 Plenary consultation meeting (Part II)” 

 
12:30 – 14:00 Lunch break 

 
 

 
Afternoon session: Preparation of draft Final Presentation document 

 
Deliverable:  “Summary of Consultation Feedback”  
 

 
14:00 – 15:30 Consolidation of the feedback from stakeholders after the 2-round consultation 
 
15:30 – 15:45 Coffee break 
 
15:45 – 16:45 Preliminary discussion on main findings identified 
 
16:45 – 17:00 Wrap up, next steps and end of session 
 
   



What is the problem under consideration? 
 

For the third year in a row, the credit growth has been one of the main economic 

developments in the country’s financial market. The growth trend, although in a 

decreasing tendency, has seized the attention of the domestic regulatory bodies as well 

as international monitoring institutions. Despite the decreasing trend of growth, in 

absolute terms credit to the economy have/has increased significantly. Such increase is 

warned with the increased portion over the markets assets as well as the as the same 

tendency over the country’s GDP.  

 

Table 1 

Ratio 2005 2006 2007 
Credit / Assets 25.73 31.71 39.37 
Foreign Currency  Credit / Assets 19.4 22.8 28.6 
Credit / GDP 15.3 22.0  
 

 

The loan portfolio has showed different characteristics in terms of several features like 

maturity, economic sector, source of funding or the institution itself. Within this 

phenomenon, the feature that has raised concern for the regulatory body and the market 

participants is its portfolio structure according to the currency. As per the figures 

referring to December 2007, loan portfolio in foreign currency made of 72.5% of the 

entire portfolio. Since 2005, when credit expansion started showing up, the credit in 

domestic currency has increased its share in the total portfolio, but still the foreign 

currency loans has remained dominant*. The main foreign currencies used in the market 

are the Usd and the Euro. 

 

It is necessary to elaborate the reasons behind such development, which can help in 

further analysis. The noticed trend is a result of market demand and supply. In our case 

it can not be noticed a clear indication for a firm one-side influence. Though, the results 

of such increase stand in the increase of both demand and supply. 

On one hand, banks themselves have had enough deposits in foreign currencies or their 

capital is kept in foreign currencies, therefore the offered loans in foreign currencies are 

justified. There is still much activity based on foreign currency providing the necessary 

liquidity to support such trend. 



One the other hand, the demand from the market has been quite high for some reasons: 

- Interest rates for loans on foreign currencies have been lower; therefore lower 

installments had to be paid; while interest rates in ALL are higher in nominal 

terms it is charged a higher premium-spread; 

- The high level of imports for business activities, since the domestic economy is 

heavily depended on imports, therefore the matching of currency in-flows and 

out-flows was needed; 

- Some internal economic activities used to price their outputs in foreign currencies 

due to the stability of the foreign currencies. 

 

Even within the foreign currencies loan portfolio, there has been a shift of demand and 

supply from Usd to Euro following the strong devaluation of the American currency and 

the increased business activities with the Euro zone countries. 

 

Risks associated with the phenomenon of increased credits in foreign currency consist 

mainly of the counterparty failure. Banks balance sheets do not show any internal risks 

regarding liquidity or significant open position, since it is managed daily and there are 

regulatory requirements due for implementation. 

Individuals might face the risks of growing interest rates or devaluation of domestic 

currency in case of ALL based incomes due to currency mismatch. 

- The increase of reference index rates like EURIBOR or LIBOR, has raised the 

credit installments, thus reducing the repayment capacity of the borrowers.  

- A possible depreciation of domestic currency, measured to credit currency, leads 

to a higher portion of income (domestic currency based) to be paid. 

- The credit portfolio in the country is relatively young, though the installments paid 

during the first years, especially for long term lonas, consists mainly of interest, 

leaving the borrowers with a burden of principal for the years to come. 

 
Market Failure 
The fostering of credit activity for three years now is mainly a result of growing 

competition. Although the non-performing loans ratio has been low, it is mostly a result 

of the higher increase of loans in absolute terms. Despite that, the tendency of this ratio 

is upward and raises concern. Banks have marketed strongly the crediting in foreign 



currency offering a diversity of products and raising continuously the maturity, especially 

for mortgages. Such behavior of the banks is justified for pure competitive reasons and 

still the increase of loans in foreign currency remains their major objective. 

 

For many years, banks have considered a secure investment the purchase of 

government treasury bills in domestic currency. Still today, there is low incentive from 

the market to lend in domestic currency. Also, the public, following the raise of base rate 

from Bank of Albania, has reduced the demand for loans in ALL.  

 

Market themselves have failed to address their final products efficiently. The competition 

is growing and the banks still lack the capacities to design products features based on 

economic reasons or they behave passively in building the internal structures to properly 

monitor the process. 

 

 

Asymmetric Information 

There is asymmetric information inside the institutions themselves and in the relation 

between the customers and the institutions. 

- There has been low coordination between special units within the banks like the loan 

unit and the treasury one. Though, the products were designed to be attractive to the 

market, shading the future economic effects. Long-term predictions on exchange 

rates and interest rates have been ignored. There is not a special unit to analyze the 

macroeconomic developments. There are signs to reconsider the products design 

process, but not spread all over the market participants. 

- Due to market concentration, products were offered with a high interest rates and 

interest margins; the analysis was performed based on the moment of application 

incomes. 

- In many cases, the currencies in-flow and out-flow has not been matched, which, in 

some cases, was later introduced in repayment difficulties; 

- The public has not been able to estimate the characteristics of the products; there 

choice was mainly based on the installments of the first year. The later developments 

have shown that many were surprised for the increased indebtedness due to 

changing interest rates and/or the long maturity.  



- In many cases banks have shown low transparency, taking advantage of customer 

lack of knowledge. 

 

Externalities 
- Positive externalities are considered the relatively high foreign currency 

remittances. On one side, it has been accounted for the domestic currency 

stability and on the other hand, it has provided liquidity to the borrowers for 

obligation repayments in that currency. Such issue has provided a strong support 

for economy by reducing the current account deficit.  

- Most of the domestic property prices are denominated in foreign currency. Since 

most of the collateral requirements stand on fixed assets, a possible depreciation 

of domestic currency does not seem to affect the collateral value. At least, banks 

will have the proper coverage of the credit amount in case collateral execution. 

 

- Negative externalities might be the adverse changes of interest rates or 

exchange rates. An adverse changes of interest rates is a supposed increase 

that might affect the portfolio entirely. As for the exchange rate, adversity is 

considered the depreciation of currency of borrower’s income. 

- Adverse changes of macroeconomic parameters such as increased inflation,  

unemployment growth or domestic currency instability might hazard the 

consumers purchasing power, translated in lower payment capacity.  

 

Additionally, as second-round effects can be considered negative externalities referring 

to the property denominated prices. 

- The residential construction activity has shown an upward trend, though the 

demand for apartments is expected to grow. Their currency of denomination 

prices, also increasing, will dictate a higher demand for loans on foreign 

currencies. 

- Following this trend of residential construction activity, apartment prices could 

face a possible decrease in the midterm since the flats offer could exceed the 

demand. The government is currently introducing the application of VAT on 

apartment sales. It is expected to increase prices and reduce the demand.  

Both the above mentioned negative externalities, evidence the risks of banks to 

recover the full loan amount in case of collateral execution or a reduction of 



inventiveness from the borrowers to repay their obligation whether the collateral 

value falls below the credit amount. 

 

Regulatory failure 
There is not evidenced any regulatory feature that might affect negatively the market for 

the issue under discussion. Rather, a weakness of regulatory enforcement has been 

indetifies since banks have failed to comply with some regulative requirements. It mainly 

refers to transparency issues such presenting the effects of products characteristics in 

short-term and long term. Recent changes on transparency requirements have started to 

be applied, but deficiencies in implementation are still present. Despite that, enforcement 

measures have already been taken through on-site examinations. It’s a process already 

started and ongoing. 

Beside that, regulatory requirement do not address detailed requirement regarding the 

creation of specific structures for product design and monitoring. Banks have been free 

to create their internal structures for developments according to their assessment. If 

deficiencies have been noticed, they have been revealed or addressed through 

recommendations during on-site examinations. 

 

 

Why is regulatory intervention necessary? 
 
General goals 

- Maintenance of a high quality portfolio by reducing risks of shocks from interest 

rates or exchange rate changes. Negative developments from the internal 

markets need to be absorbed as softly as possible from the banks. 

- Conduction of fair business rules from all the market participants with reference 

to customer and public disclosures. 

- Increment of knowledge on financial services in general and products in special 

from businesses and individuals. 

 



Specific goals 
- Establishment of internal procedures for products design. The procedures need 

to include the criteria to assess ex-ante the effects of counterparty failure in case 

of adverse changes of foreign currency interest rates or exchange rates based 

on the characteristics of the products. It also aims at improving the internal 

communication by sharing information between units in the institution. Final 

products characteristics and applicability need to be assessed based on prior 

consideration of forecasted macroeconomic or microeconomic developments, in 

a short-term and long-term period. 

- Specification of strict standards during the customer selection in loan process 

phase with reference to their currency of inflows and type of collateral. It might 

include requirements for setting a limit ratio  “installment amount/income for the 

frequency of repayment” whether the borrowers income are based in a different 

currency from the loan currency. Otherwise, in case of such currency 

discrepancies, banks might require additional guarantees and/or set a limit ratio 

for loan amount to collateral value. 

- Establishment of structures for controlling that proper implementation of 

approved procedures. In terms of internal control systems, it aims at adding 

personnel at two or three control levels to guarantee the correct implementation 

of the procedures as well as allow proper monitor or control in place. In terms of, 

internal audit department, additional and trained staff might be required to cover 

the adequacy of internal audits based on increased activity and product typology. 

- Identification of quantitative measures for applying restrictive measures to foreign 

currency loan increase. It is aimed to increase the provision rate by 5 % for the 

loans given to unhedged customers. In this cases there are two scenarios: first, 

application of his for the entire portfolio of unhedged customers and second, 

application of such rate granted after the changes approval. It is considered a 

ratio of 400% between portfolio of unhedged customers and regulatory capital, 

and if ratio exceeds this limit, the amount of such making the difference to be 

deducted from regulatory capital calculations. 

 

 



There is not evidenced any regulatory failure that might interfere with the above 

mentioned goals. It is required that the present regulatory framework be completed with 

amendments as per the above goals. 

 

Operational Goals 
Since improved requirements on transparency are already introduced, it is aimed to 

recommend enforced implementation on their implementation.  

 

 

“Do nothing” option 
Loan in foreign currency will keep in growing pace, raising concern for future 

developments being exposed to possible shocks from international or national 

developments. 

Some of the banks already have identified the need to improve the quality of providing 

credits in foreign currency. The major banks, supported by their shareholder base such 

as large international groups will, or have already, built units of risk management. But 

the time required to secure its proper functioning and final results can extend beyond the 

necessity to mitigate the already evidenced risks.  

Other banks might assume a more simple behavior such as following the market 

developments and falling under the competitors’ pressure. They will react passively, just 

designing product features based on markets not being able to create the internal 

necessary environment for smoothing the above mentioned effects. 

 

 

 

Regulatory Change Options. 
Qualitative Options 

- Assigning of regulatory restriction for the establishment of a special unit for risk 

management and economic analysis. The proposals will aim at introducing 

enforcing regulatory requirements to establish a unit for risk management and 

economic analysis. Some banks have identified the need and have already 

established it. The requirement will specify main working functions and relation to 



other units inside the banks. Working functions are meant to be analysis on micro 

and macro level. Size of unit should match the bank’s size and type of activity. 

- Imposing restricting rules for Board of Directors in order to secure an improved 

process of credit risk management and mitigation. This structure should decide 

the establishment of the above mentioned units. This decision should identify the 

size according to the needs and forecasted developments. It should identify its 

positioning in the bank structure, the structure reporting to and supporting units. 

The Board of Directors should supply the new units with the internal working 

regulations, work procedure and job descriptions. 

- Defining of specific requirements for foreign currency loans such as ratio of 

installment on income or collateral value restrictions. This aims at involving Board 

of Directors in improving bank regulations fort the issue of setting conservatory 

requirements in case of unhedged customers.  We have identified the above 

mentioned indexes that need to be addressed, beside any other feature that 

Board of Directors might deem valuable. 

- Setting of transparency prerequisites for minimum information provided to the 

customers. There are already introduced  

 

Quantitative Options 
Identification of quantitative constraints such as provision rate increase or exposure to 

bank’s capital. 

- Application of 5 % increase of provision rate for loans granted to unhedged 

customers. There are wo options: 1) application of the rate to entire portfolio of 

unhedged customers; 2) application of the rate to the newly disbursed loans, 

after the regulatory amendments. 

- Defining a limit rate of 400% between the portfolio at risk of unhedged customers 

to the regulatory capital amount. The portfolio at risk sum beyond this rate should 

be considered as a deductive element in regulatory capital requirements. 

The quantitative analysis of these two options will be presented in the CBA document. 

 

The qualitative options are considered jointly as one option. The are also considered to 

have the priority in a regulatory change. The quantitative ones are additional. Whether 

the results will show net benefits, the quantitative options will be recommended to be 

applied together with the qualitative ones. 



What is the problem under consideration? 
 

For the third year in a row, the credit growth has been one of the main economic 

developments in the country’s financial market. The growth trend, although in a 

decreasing tendency, has seized the attention of the domestic regulatory bodies as well 

as international monitoring institutions. Despite the decreasing trend of growth, in 

absolute terms credit to the economy have/has increased significantly. Such increase is 

warned with the increased portion over the markets assets as well as the as the same 

tendency over the country’s GDP.  

 

Table 1 

Ratio 2005 2006 2007 
Credit / Assets 25.73 31.71 39.37 
Foreign Currency  Credit / Assets 19.4 22.8 28.6 
Credit / GDP 15.3 22.0  
 

 

The loan portfolio has showed different characteristics in terms of several features like 

maturity, economic sector, source of funding or the institution itself. Within this 

phenomenon, the feature that has raised concern for the regulatory body and the market 

participants is its portfolio structure according to the currency. As per the figures 

referring to December 2007, loan portfolio in foreign currency made of 72.5% of the 

entire portfolio. Since 2005, when credit expansion started showing up, the credit in 

domestic currency has increased its share in the total portfolio, but still the foreign 

currency loans has remained dominant*. The main foreign currencies used in the market 

are the Usd and the Euro. 

 

It is necessary to elaborate the reasons behind such development, which can help in 

further analysis. The noticed trend is a result of market demand and supply. In our case 

it can not be noticed a clear indication for a firm one-side influence. Though, the results 

of such increase stand in the increase of both demand and supply. 

On one hand, banks themselves have had enough deposits in foreign currencies or their 

capital is kept in foreign currencies, therefore the offered loans in foreign currencies are 

justified. There is still much activity based on foreign currency providing the necessary 

liquidity to support such trend. 



One the other hand, the demand from the market has been quite high for some reasons: 

- Interest rates for loans on foreign currencies have been lower; therefore lower 

installments had to be paid; while interest rates in ALL are higher in nominal 

terms it is charged a higher premium-spread; 

- The high level of imports for business activities, since the domestic economy is 

heavily depended on imports, therefore the matching of currency in-flows and 

out-flows was needed; 

- Some internal economic activities used to price their outputs in foreign currencies 

due to the stability of the foreign currencies. 

 

Even within the foreign currencies loan portfolio, there has been a shift of demand and 

supply from Usd to Euro following the strong devaluation of the American currency and 

the increased business activities with the Euro zone countries. 

 

Risks associated with the phenomenon of increased credits in foreign currency consist 

mainly of the counterparty failure. Banks balance sheets do not show any internal risks 

regarding liquidity or significant open position, since it is managed daily and there are 

regulatory requirements due for implementation. 

Individuals might face the risks of growing interest rates or devaluation of domestic 

currency in case of ALL based incomes due to currency mismatch. 

- The increase of reference index rates like EURIBOR or LIBOR, has raised the 

credit installments, thus reducing the repayment capacity of the borrowers.  

- A possible depreciation of domestic currency, measured to credit currency, leads 

to a higher portion of income (domestic currency based) to be paid. 

- The credit portfolio in the country is relatively young, though the installments paid 

during the first years, especially for long term lonas, consists mainly of interest, 

leaving the borrowers with a burden of principal for the years to come. 

 

• A complementary concern is unhedged positions of customers having fx-

denominated income and borrowing in lek , although we have little 

quantitative evidence of this situation; 

 



 
Market Failure 
The fostering of credit activity for three years now is mainly a result of growing 

competition. Although the non-performing loans ratio has been low, it is mostly a result 

of the higher increase of loans in absolute terms. Despite that, the tendency of this ratio 

is upward and raises concern. Banks have marketed strongly the crediting in foreign 

currency offering a diversity of products and raising continuously the maturity, especially 

for mortgages. Such behavior of the banks is justified for pure competitive reasons. 

There is a strong demand for loans and an appetite by banks to meet this demand. 

 

For many years, banks have considered a secure investment the purchase of 

government treasury bills in domestic currency. Still today, there is low incentive from 

the market to lend in domestic currency. Also, the public, following the raise of base rate 

from Bank of Albania, has reduced the demand for loans in ALL.  

 

Market themselves have failed to address their final products efficiently. The competition 

is growing and the banks still lack the capacities to design products features based on 

economic reasons or they behave passively in building the internal structures to properly 

monitor the process. 

Asymmetric Information 

There is asymmetric information inside the institutions themselves and in the relation 

between the customers and the institutions. 

- There has been low coordination between special units within the banks like the loan 

unit and the treasury one. Though, the products were designed to be attractive to the 

market, shading the future economic effects. Long-term predictions on exchange 

rates and interest rates have been ignored. There is not a special unit to analyze the 

macroeconomic developments. There are signs to reconsider the products design 

process, but not spread all over the market participants. 

- Due to market concentration, products were initially offered with a high interest rates 

and interest margins; the analysis was performed based on the moment of 

application incomes. Now competition has almost equaled foreign-currency and lek 

spreads. Banks dn’t have the strong ncentives they used to have to lend in fx 

currency 



- In many cases, the clients currencies in-flow and out-flow has not been matched, 

which, in some cases, was later introduced in repayment difficulties; 

- The public has not been able to estimate the characteristics of the products; there 

choice was mainly based on the installments of the first year. The later developments 

have shown that many were surprised for the increased indebtedness due to 

changing interest rates and/or the long maturity.  

- In many cases banks have shown low transparency, taking advantage of customer 

lack of knowledge. 

 

External Factors  
- Positive external factors  are considered the relatively high foreign currency 

remittances. On one side, it has been accounted for the domestic currency 

stability and on the other hand, it has provided liquidity to the borrowers for 

obligation repayments in that currency. Such issue has provided a strong support 

for economy by reducing the current account deficit.  

- Most of the domestic property prices are denominated in foreign currency. Since 

most of the collateral requirements stand on fixed assets, a possible depreciation 

of domestic currency does not seem to affect the collateral value. At least, banks 

will have the proper coverage of the credit amount in case collateral execution. 

 

- Negative external factors might be the adverse changes of interest rates or 

exchange rates. An adverse changes of interest rates is a supposed increase 

that might affect the portfolio entirely. As for the exchange rate, adversity is 

considered the depreciation of currency of borrower’s income. 

- Adverse changes of macroeconomic parameters such as increased inflation,  

unemployment growth or domestic currency instability might hazard the 

consumers purchasing power, translated in lower payment capacity.  

 

Additionally, as second-round effects can be considered negative external factors 

referring to the property denominated prices. 

- The residential construction activity has shown an upward trend, though the 

demand for apartments is expected to grow. Their currency of denomination 

prices, also increasing, will dictate a higher demand for loans on foreign 

currencies. 



- Following this trend of residential construction activity, apartment prices could 

face a possible decrease in the midterm since the flats offer could exceed the 

demand. The government is currently introducing the application of VAT on 

apartment sales. It is expected to increase prices and reduce the demand.  

Both the above mentioned negative externalities, evidence the risks of banks to 

recover the full loan amount in case of collateral execution or a reduction of 

inventiveness from the borrowers to repay their obligation whether the collateral 

value falls below the credit amount. 

Regulatory failure 
 

In the past we had a regulatory failure given to a weakness of regulatory enforcement 

since banks have failed to comply with some regulative requirements. 

It mainly refers to transparency issues such presenting the effects of products 

characteristics in short-term and long term. Recent changes on transparency 

requirements have started to be applied, but deficiencies in implementation are still 

present. Despite that, enforcement measures have already been taken through on-site 

examinations. It’s a process already started and ongoing. 

 

At present there are not regulatory requirement to address detailed requirement 

regarding the creation of specific structures for product design and monitoring. Banks 

have been free to create their internal structures for developments according to their 

assessment. If deficiencies have been noticed, they have been revealed or addressed 

through recommendations during on-site examinations. To date there is no evidence that 

recommendations have been resisted by the banks but implementation is still in 

process..  

 



 

Why is regulatory intervention necessary? 
 
General goals 

1. Maintenance of a high quality portfolio by reducing risks of shocks from 

exchange rate changes. Negative developments from the internal and external 

markets need to be absorbed as softly as possible from the banks. 

2. Conduction of fair business rules from all the market participants with reference 

to customer and public disclosures. 

3. Increment of knowledge on financial services in general and products in special 

from businesses and individuals. 

 

 

“Do nothing” option 
As for 1st goal, some of the banks already have identified the need to improve the quality 

of providing credits in foreign currency. The major banks, supported by their shareholder 

base such as large international groups will, or have already, built units of risk 

management. But the time required to secure its proper functioning and final results can 

extend beyond the necessity to mitigate the already evidenced risks.  

 

With regard to the 2nd goal, the marke is left like it is and hence it is unlikely to enhance 

towards better standards  

 

Other banks might assume a more simple behavior such as following the market 

developments and falling under the competitors’ pressure. They will react passively, just 

designing product features based on markets not being able to create the internal 

necessary environment for smoothing the above mentioned effects. 

 

 

With regard to 3rd goal, industry and banks themselves will find difficult to address this 

goal which can be regarded as “public good”. 

 



Regulatory design of BoA objectives and principles 
 

Specific measures 
Goal number 1 - Loan growth:  

 Specification of strict standards during the customer selection in loan process 

phase with reference to their currency of inflows and type of collateral.  

 As “unhedged customer” is meant ….  

 receiving loans in fx currency and paying installments in lek 

 A customer whose fx-currency revenues larger than annual debt service 

obligation 

What needs to be done (next steps):  
 BoA is going to receive, through questionnaire and on informal basis (email), the market 

practice experience in risk analysis and mitigation;  

 It might include requirements for setting a limit ratio “installment amount/income 

for the frequency of repayment” whether the borrowers income are based in a 

different currency from the loan currency. Otherwise, in case of such currency 

discrepancies, banks might require additional guarantees and/or set a limit ratio 

for loan amount to collateral value. 

 

 definition of what “unhedged customer”  means, focusing on the more riskier 

cluster which changes the risk position of the bank; 

 definition of high risk means 

 Identification of quantitative measures for applying restrictive measures to foreign 

currency loan increase. It is aimed to increase the provision rate by 5 % for the 

loans given to unhedged customers. In this cases there are two scenarios: first, 

application of his for the entire portfolio of unhedged customers and second, 

application of such rate granted after the changes approval. It is considered a 

ratio of 400% (please make it more explicit the rationale for 400%, how this 

% was identified and which intended purpose it is meant to address, 

making a comparison between basesline and scenario under the ratio-

scenario. This in order to provide additional evidence. Given the resulting 

parameter, a policy might be designed accordingly) with between portfolio of 

unhedged customers and regulatory capital, and if ratio exceeds this limit, the 



amount of such making the difference to be deducted from regulatory capital 

calculations. 

What needs to be done (next steps):  
 Financial institutions will provide evidence (written short note) of why the BoA preferred 

option (provision-rate tool) is likely not going to meet the intended effect as much as BoA 

would expect [IFRS-migrating banks will be less hit; such measure works with financial 

institutions applying Albanian accounting standards] BoA will reconsider the measures 

to implement according to the analyisis of the evidenced information by market 

participants.   

- Goal number 2 - Business conduct:  

- Establishment of internal procedures for products design. The procedures need 

to include the criteria to assess ex-ante the effects of counterparty failure in case 

of adverse changes of foreign currency interest rates or exchange rates based 

on the characteristics of the products. It also aims at improving the internal 

communication by sharing information between units in the institution. Final 

products characteristics and applicability need to be assessed based on prior 

consideration of forecasted macroeconomic or microeconomic developments, in 

a short-term and long-term period.  

- Financial institutions should be requested to make mandatory disclosure when 

promoting fx-denominated loans; 

- Establishment of structures for controlling that proper implementation of 

approved procedures. In terms of internal control systems, it aims at adding 

personnel at two or three control levels to guarantee the correct implementation 

of the procedures as well as allow proper monitor or control in place. In terms of, 

internal audit department, additional and trained staff might be required to cover 

the adequacy of internal audits based on increased activity and product typology. 

Goal number 3 - Consumer financial awareness:  
There is not evidenced any regulatory failure that might interfere with the above 

mentioned goals. It is required that the present regulatory framework be completed with 

amendments as per the above goals. 

 
Operational Goals 
Since improved requirements on transparency are already introduced, it is aimed to 

recommend enforced implementation on their implementation. 



Regulatory Change Options. 
Qualitative Options 

- Assigning of regulatory restriction for the establishment of a special unit for risk 

management and economic analysis. The proposals will aim at introducing 

enforcing regulatory requirements to establish a unit for risk management and 

economic analysis. Some banks have identified the need and have already 

established it. The requirement will specify main working functions and relation to 

other units inside the banks. Working functions are meant to be analysis on micro 

and macro level. Size of unit should match the bank’s size and type of activity. 

- Imposing restricting rules for Board of Directors in order to secure an improved 

process of credit risk management and mitigation. This structure should decide 

the establishment of the above mentioned units. This decision should identify the 

size according to the needs and forecasted developments. It should identify its 

positioning in the bank structure, the structure reporting to and supporting units. 

The Board of Directors should supply the new units with the internal working 

regulations, work procedure and job descriptions. 

- Defining of specific requirements for foreign currency loans such as ratio of 

installment on income or collateral value restrictions. This aims at involving Board 

of Directors in improving bank regulations fort the issue of setting conservatory 

requirements in case of unhedged customers.  We have identified the above 

mentioned indexes that need to be addressed, beside any other feature that 

Board of Directors might deem valuable. 

- Setting of transparency prerequisites for minimum information provided to the 

customers. There are already introduced  

 

Quantitative Options 
Identification of quantitative constraints such as provision rate increase or exposure to 

bank’s capital. 

- Application of 5 % increase of provision rate for loans granted to unhedged 

customers. There are wo options: 1) application of the rate to entire portfolio of 

unhedged customers; 2) application of the rate to the newly disbursed loans, 

after the regulatory amendments. 



- Defining a limit rate of 400% between the portfolio at risk of unhedged customers 

to the regulatory capital amount. The portfolio at risk sum beyond this rate should 

be considered as a deductive element in regulatory capital requirements. 

The quantitative analysis of these two options will be presented in the CBA document. 

The qualitative options are considered jointly as one option. The are also considered to 

have the priority in a regulatory change. The quantitative ones are additional. Whether 

the results will show net benefits, the quantitative options will be recommended to be 

applied together with the qualitative ones. 



COST- BENEFIT ANALYSIS  

“Applying economic analysis to financial regulation is the only way of getting to the bottom of these issues.  In particular, 

CBA is a practical and rigorous means of identifying, targeting and checking the impacts of regulatory measures on the 

underlying causes of the ills with which regulators need to deal, those causes being the market failures that in turn may 

justify regulatory intervention.” 
 
 
 

Impact on consumers Impact on regulated firms Impact on regulator Possible options 
Costs Benefits Costs Benefits Costs Benefits 

 
1. “Do nothing option” 

 
 

 
 

 
 

 
 

 
 

 
 

2. Improvement of the regulatory 
framework and assigning of 
regulatory restriction for the 
establishment of a special unit 
for risk management and 
economic analysis. 

If firms pass on 
higher costs 
these costs might 
be passed to 
costumers as 
higher 
administrative 
fees.  

Clients are better 
protected 

Higher costs due to 
the establishment of a 
special unit for risk 
management and 
economic analysis. 

Banks are better 
protected to 
possible collapses 
due to the 
incapacity of 
costumers to repay 
their loans.  

Costs almost don’t 
exist because there is 
no need for new 
structures.  

Higher stability in the 
banking system and 
higher financial 
stability. 

3. Imposing restricting rules for 
Board of Directors in order to 
secure an improved process of 
credit risk management and 
mitigation. 

No specific costs 
 

Clients are better 
protected 

No specific costs Banks are better 
protected to 
possible collapses 
due to the 
incapacity of 
costumers to repay 
their loans. 

Costs almost don’t 
exist because there is 
no need for new 
structures. 

Higher stability in the 
banking system and 
higher financial 
stability. 

4.   Defining of specific      
requirements for foreign 
currency loans such as ratio of 
installment on income or 
collateral value restrictions. 

 

Credit 
applications may 
be refused 

Clients are better 
protected 

Costs on credit 
application receive or 
credit analysis for 
unapproved loans 
 

Banks are better 
protected to 
possible collapses 
due to the 
incapacity of 
costumers to repay 
their loans. 

Costs almost don’t 
exist because there is 
no need for new 
structures. 

Higher stability in the 
banking system and 
higher financial 
stability. 



4. Creation of a reserve fund of at 
least 5% of  the unhedged 
portfolio in foreign currency 

No specific costs Clients are better 
protected 

Higher provisions 
lead to a reduced net 
result which leads to 
lower regulatory 
capital and lower 
CAR ratio.1

  

Banks are better 
protected to 
possible collapses 
due to the  
incapacity of 
costumers to repay 
their loans. 

Costs almost don’t 
exist because there is 
no need for new 
structures. 

Higher stability in the 
banking system and 
higher financial 
stability. 

5. An exposure limit of 400 per 
cent of regulatory capital for 
credit extended in foreign 
currency. Every exposure over 
thi s limit will be discounted 
from the regulatory capital.  

No specific costs Clients are better 
protected 

No extra costs as 
long as this limit is 
taken into 
consideration. Over 
this limit there is a 
reduction of the 
regulatory capital and 
possibly a reduction 
of CAR ratio.  

Banks are better 
protected to 
possible collapses 
due to the  
incapacity of 
costumers to repay 
their loans. 

Costs almost don’t 
exist because there is 
no need for new 
structures. 

Higher stability in the 
banking system and 
higher financial 
stability. 

6. Setting of transparency 
prerequisites for minimum 
information provided to the 
customers. 

 

No specific costs Clients are better 
informed.  

Costs for preparing 
these publications.  
 

Banks are better 
protected to 
possible collapses 
due to the 
incapacity of 
costumers to repay 
their loans. 

Costs almost don’t 
exist because there is 
no need for new 
structures. 

Higher stability in the 
banking system and 
higher financial 
stability due to higher 
transparency.  

 
 
 

                                                 
1 Calculations evidence a reduction of the CAR ratio by 1.7 per cent on december’07 if an increase of provisions by 5% is taken into consideration. This impact is higher for 
individual banks. 
Credit outstanding in foreign currency for unhedged clients (december’07) =  ALL  94,205.4  million 
Provisions according to the new regulation increase by = 5% * 94,205.4 = 4,710.3 million 
Net result of the banking system in decemver’07 = ALL 10,566.67 million 
Net result after increasing the provisions  =  10,566.67 million - 4,710.3 million = ALL 5,856.37 million  
Regulatory capital on december’07 =  ALL    46,200.06  million 
Regulatory capital after increasing the provisions = 46,200.06  million - 4,710.3 million =  41,489.76 million 
Capital Adequacy Ratio after increasing the provisions = 15.3 per cent from that of 17.1 which means a reduction of CAR by 1.7 point percentage.  
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Dear Sir, 
Bank of Albania together with other entities indicated in the box above are participating in an 
Impact Assessment (IA) training initiative organized by World Bank administered Convergence 
Program. The purpose of this initiative is to strengthen our ability to use the disciplines of IA in 
order to improve the way in which we make policy. IA does this by requiring policy makers to 
use evidence and economic analysis to justify and explain their proposals. Consultation with 
stakeholders is a key part of the IA process because it promotes public accountability and 
provides stakeholders with the opportunity to contribute to the evidence base that should 
underpin the policy making process. The IA training exercise involves us undertaking a 
retrospective IA on an existing piece of legislation. In this case we are looking at regulation “For 
administration of credit risk”.  
 
We are writing to you in your capacity as one of the key stakeholders affected by this piece of 
legislation. We have attached to this letter a questionnaire and we would be most grateful if you 
could arrange for its completion. 
 
The questionnaire is designed to provide us with evidence relating to: 
a) the nature of the problem that the regulation was seeking to address and 
b) the costs and benefits of the regulation 
 
Once the evidence has been gathered we will complete a final IA report setting out in a clear and 
transparent fashion what the problem was and why the regulatory response was the best means 
for addressing the problem. Clearly, since this is a theoretical consultation exercise being 
undertaken over a shortened period of time, we would not expect you to be able to devote a large 
amount of resource to this exercise. Nevertheless, we will be following this up with a face-to-face 
meeting to quality check all stakeholder responses and enhance our understanding of your 
answers. And, since we do intend to consult with stakeholders in the future, we regard this as a 
useful exercise for you too, so are looking forward to hearing from you. We very much value 
your cooperation. If you have any questions regarding this exercise please contact Mr. Gerond 
Ziu, tel. 250 844, 258 824, ext. 145. 
 
We would appreciate having your written response by February 21st, 2008 in the morning when 
we invite you to attend the first round of consultation process as per the agenda that you will 
receive or have already received from FSC . 
Then we are also pleased to invite to a more extensive live consultation meeting scheduled in the 
morning of February 22nd. 
 
 
Yours sincerely, 
 
NAME: Gerond Ziu 

Working Group Coordinator 
 



 
ANNEX A: Impact Assessment questionnaire 
 

Section 1: What is the problem? 
 
 
In this section we consider what the rationale for a particular regulatory intervention might have 
been. 
 
The rapid expansion of credit is now a widespread phenomenon through SEE countries. In order 
to manage the credit expansion, emphasizing intervention to credit in foreign currency for 
unhedged costumers, we consider that a regulatory intervention is necessary.  
 
We notice that there is asymmetric information inside the institutions themselves and in the 
relation between the customers and the institutions. Long-term predictions on exchange rates and 
interest rates have been ignored. There is not a special unit to analyze the macroeconomic 
developments. Products were designed mostly based on competition pressure. Public has not 
been able to estimate the characteristics of the products; their choice was mainly based on the 
installments of the first year. The later developments have shown that many were surprised for 
the increased indebtedness due to changing interest rates and/or the long maturity. In many cases 
banks have shown low transparency, taking advantage of customer lack of knowledge. 
 
There has been noticed some regulative requirements that banks have failed to comply with. It 
mainly refers to transparency issues such presenting the effects of products characteristics in 
short-term and long term. Recent changes on transparency requirements have started to be 
applied, but deficiencies in implementation are still present. 
Beside that, regulatory requirement do not address detailed requirement regarding the creation of 
specific structures for product design and monitoring. 
 

 
 

Question 1: Do you agree with us that the problem is as described above?  
Please explain your answer, including evidence (or suggesting the type of evidence that would be 
relevant) where at all possible. For example, what evidence do you think would demonstrate or in 
fact does demonstrate that there was significant regulatory failure?  
 
______________________________________________________________________________________________

______________________________________________________________________________________________

______________________________________________________________________________________________ 

 

 
 
“Do nothing option” 



If no intervention or further intervention will be taken loans in foreign currency will keep in 
growing pace, raising concern for future developments being exposed to possible shocks from 
international or national developments. Bigger banks will try to establish risk management and 
economic analysis units, which development is not that clear. Minor banks will behave mainly 
based on competitive pressure. 
 
Question 2: Do you agree with us about the analysis above? Please provide your opinion.  
 
______________________________________________________________________________________________
______________________________________________________________________________________________
______________________________________________________________________________________________ 
 

 

 

Section 2: What are the possible policy solutions? 
 
Tanking into consideration the problem occurred due to market/regulatory failure and the 
possible solutions, we suggest these regulatory change options: 
 

1. “Do nothing option” 
 
2. “Qualitative option” 

2.1 Assigning of regulatory restriction for the establishment of a special unit for risk management 
and economic analysis. Size of unit should match the bank’s size and type of activity. 

2.2 Imposing restricting rules for Board of Directors in order to secure an improved process of 
credit risk management and mitigation. 

2.3 Defining of specific requirements for foreign currency loans such as ratio of installment on 
income or collateral value restrictions. 

2.4 Setting of transparency prerequisites for minimum information provided to the customers 
 
3. “Quantitative option” 

3.1 Identification of quantitative constraints such as provision rate increase or exposure to bank’s 
capital. This includes application of 5 % increase of provision rate for loans in foreign 
currency granted to unhedged customers and defining a limit rate of 400% between the 
portfolio at risk of unhedged customers to the regulatory capital amount. The portfolio at risk 
sum beyond this rate should considered as a deductive element in regulatory capital 
requirements. 
  

 
 
 
 
 



Section 3: Cost-Benefit Analysis 
 
I - Analysis of impacts (Users) 
 
Benefits & Costs  Qualitative description Quantitative 

description (e.g. 
major, minor) 

1. Costs to 
consumers 
 

In our point of view, if firms pass on higher costs 
there would be a risk of increasing of charges for 
the clients. 
 
 
 
Question a): Do you agree with the analysis 
above? Please explain your answer, including 
evidence (or suggesting the type of evidence that 
would be relevant) where at all possible 
 
 
 
 
 
 

 
 
 
 
 
 
 
 

 
Question b): If you agree 
with a), please estimate 
the extend to which the 
costs to consumers would 
be reflected (qualitative 
and quantitative) 

2. Benefits 
 

We believe that possible intervention options will 
lead to higher protection and transparency. 

 
 
 
 
 
Question b): If you agree 
with question a), please 
estimate the benefits for 
consumers (qualitative 
and quantitative)  

 
 
 
 
 
 
 
 



II - Analysis of impacts (Regulator and Regulated firms)1

 
 
Benefits & Costs  Qualitative description Quantitative 

description (e.g. 
major, minor) 

3. Direct costs 
 

Costs are relatively low because there are no needs 
for new structures.  
 

 

4. Benefits Higher stability in the banking system, higher 
financial stability and higher confidence in the 
financial market.  
 

 

5. Compliance 
costs 
 

Question a) – Do you agree with the cost 
categories we have identified below? 
  
Please also state other kinds of costs, which you 
think will arise to regulated firms due to the new 
regulatory requirements.  
 
 
“Qualitative option” 

Improvement of the regulatory framework and 
assigning of regulatory restriction for the 
establishment of a special unit for risk management 
and economic analysis. Restricting rules for Board 
of Directors in order to secure an improved process 
of credit risk management and mitigation and 
setting of transparency prerequisites for minimum 
information provided to the customers.
 
1. Costs for analyzing the necessities of  
introducing the new regulatory requirements (staff-
time, one-off cost) 
 
2.Costs for setting up a new unit for risk 
management and economic analysis: 
a) hiring staff with appropriate experience and 
knowledge (one-off cost for the hiring process)  
b) the firm has to provide training for the 
employees on the new rules  
c) cost for buying and/or introducing a new 
electronic system and/or other office equipment  
 

Question b) – With 
regard to Question a), 
please provide an estimate 
of the costs previously 
qualified:  
(Please enter cost items, 
currency and time horizon  
and other required 
figures) 
 
1) first full year 
2) over 5- year horizon 
 

 

                                                 
1 The table above is drawn from the UK Financial Services Authority 



Benefits & Costs  Qualitative description Quantitative 
description (e.g. 
major, minor) 

3.  Operational costs for the risk management  
department:  
a) salaries for staff (ongoing costs)  
b)  necessary IT hardware and software, office  
equipment and office materials maintanance 
(ongoing costs)  
 
4. Operational cost for management and Board of 
Directors: 
- One-off costs for structure improvement as per 
the new unit establishment  
- one-off cost for policy and procedure writing  
-  costs for annual review of the procedures 
(ongoing cost)  
 
5. Costs for complying transparency reuirements: 
Costs for publications.  (on-going costs) 
 
 
 
“Quantitative option” 

Increment of provisions by 5% for new credit in 
foreign currency extended to unhedged clients) and 
setting an exposure limit of 400 per cent of 
regulatory capital for credit extended in foreign 
currency. Every exposure over this limit will be 
discounted from the regulatory capital. 
 
1.  Costs for prior internal analyses as per impact 
on expenses and future plans. 
(staff-time, one-off cost)  
 
2. Higher provisions leading to a reduced net result 
which on the other hand leads to lower regulatory 
capital and lower CAR ratio.  
 
3. Investment reductions in the case of overleaping 
the limit of 400 percent of regulatory capital for 
credit extended in foreign currency.  
 
4. Lower regulatory capital and lower CAR in case 
of ecxeeding the 400 %exposure.   
 



Benefits & Costs  Qualitative description Quantitative 
description (e.g. 
major, minor) 

General statement: 
- The costs described above depend on the 

nature, scale and complexity of the 
business of the intermediaries.   

 
  

6. Benefits 
 

Question a) – Do you agree with the benefit 
categories we have identified below? 
 
1. In our point of view, there will be major benefits 
as better internal organization can lead to a 
decrease of operational and market risks 
associating with activities of the intermediaries. 
Applying these rules can lead to greater confidence 
in the market. Banks are better protected from 
possible collapses due to the incapacity of debtors 
to repay their loans. (in case of implementing the 
qualitative option) 
 
2. Reduced risk exposure to unhedged customers 
due to restrictive quantitative requirements.(in case 
of implementing the quantitative option) 
 
 
 

 
 
 
 
 
 
 
Question b) – With 
regard to Question a), 
please provide an estimate 
of the benefits previously 
qualified:  
(Please enter cost items, 
currency and time horizon  
and other required 
figures) 
 
1. first full year 
2. over 5- year horizon 

 



Benefits & Costs  Qualitative description Quantitative 
description (e.g. 
major, minor) 

7. Indirect costs 
 
7.1 Quality of the 
products offered 
 
 
 
 
 
 
 
 
 
 
 

 
 

In case of implementing the “qualitative option”, 
we believe that the entire process will lead to an 
improved selection process of the products. 
Products’ features will be better designed, and/or 
existing products’ features will improve. 
 
Question: Do you agree that the proposed 
regulatory changes will enable you to offer a 
higher quality of products? Please explain your 
answer, including evidence (or suggesting the type 
of evidence that would be relevant) where at all 
possible 
 

 
 

 
 
 
 
 
 

 
7.2 Quantity of 

products offered 

Quantity will depend on firms’ internal decision. 
We believe that the prior analyses might lead to the 
identification of improper products, but overall 
quantity will not be affected.  
 
Question: Do you agree that the proposed 
regulatory changes will affect the quantity of 
products offered? Please explain your answer, 
including evidence (or suggesting the type of 
evidence that would be relevant) where at all 
possible 

 

7.3 Variety of 

products offered 

As long as quality is enhanced, the variety will be 
manageable according to institutional capacities. 
 
Question: Do you agree that the proposed 
regulatory changes will affect the variety of 
products offered? Please explain your answer, 
including evidence (or suggesting the type of 
evidence that would be relevant) where at all 
possible 
 

 



Benefits & Costs  Qualitative description Quantitative 
description (e.g. 
major, minor) 

7.4 Efficiency of 
competition 
 

It is possible that costs associated with the possible 
regulatory changes are more difficult to bear for 
small intermediaries. However, requirements for 
better risk management, transparency and other 
quantitative regulatory requirements would on the 
other hand lead to a greater competition among 
intermediaries and will enhance competition in the 
hedged costumers’ market segment. 
 

Questions: 
a) Do you think small firms are more affected by 
the implementation and ongoing costs of the 
proposed options than larger firms? 
b) How do you think competition will be affected 
by the new rules?  
Please explain your answers, including evidence 
(or suggesting the type of evidence that would be 
relevant) where at all possible 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 



ANNEX B: Some assessment criteria for costs and 
benefits 
  Costs may be assessed using such distinctions as: 
• Fixed costs are costs which do not vary with output. In the long run, all costs can be considered variable; 
• Variable costs are costs which vary directly with the output. Variable costs are 
associated with productive work, and naturally rise and fall with business activity. 
 
• Set-up (or one-off) costs are costs which are incurred at the beginning of a project only; 
• On-going costs are costs which are incurred again and again during a project or an investment. Usually 
set-up costs are very large in comparison to ongoing costs each time the latter occur. 
 
  Benefits may be assessed using one of the following techniques: 
• Comparison to a relevant historical case: In many cases, an incident or series of incidents over time 
will be part of the reason to regulate. In order to make an estimate of the expected benefits, the losses in a 
number of historical cases can be used as an indicator for how much of the loss could have been prevented 
through the proposed regulation; 
• Evaluation by a proxy: This approach uses observable variables which are linked to the unobservable 
variable - e.g. when there exists a known correlation structure - or focuses on simulations of the 
unobservable variable; 
• Use of a break-even approach: The third possible approach is what can be called the break-even 
approach. This approach consists of calculating the amount of benefit needed - for example a reduction in 
loss needed - to cover the costs incurred, which are quantifiable. With this approach, the loss prevention is 
separated into the risk of loss and the extent of loss which allows one to capture the impact on the market. 
The potential loss for each market participant and the risk that a market participant will actually suffer loss 
are then estimated. It will then be possible to determine by how much the loss, risk of loss or a 
combination of these elements needs to be reduced in order to cover the costs of regulations and 
supervision. For this break-even assumption, one can examine whether this would be a realistic 
expectation. The impact of incidents can often be estimated with the help of event studies. The 
significance of the impact of incidents can be calculated and an estimate of the extent can be given. In the 
break-even approach, one can calculate by how much the risk of an incident must be reduced in order to 
cover the costs. 
Source: CESR-CEBS-CEIOPS, Impact Assessment Guidelines, January 2008. 
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EEXXEECCUUTTIIVVEE  SSUUMMMMAARRYY  
 

 

 

PPRROOBBLLEEMM  IIDDEENNTTIIFFIICCAATTIIOONN  
 

 
  

 

GGOOAALLSS   
 
 

 

PPOOLLIICCYY  OOPPTTIIOONNSS   
 
 

 

AANNAALLYYSSIISS  OOFF  QQUUAALLIITTAATTIIVVEE  AANNDD  QQUUAANNTTIIAATTIIVVEE  IIMMPPAACCTT 
 
 

 

CCOOMMPPAARRIISSOONN  OOFF  TTHHEE  OOPPTTIIOONNSS 
 
 

 

PPOOLLIICCYY  RREECCOOMMMMEENNDDAATTIIOONNSS 
 
 

• Moreover, given the good deal of information gathered through the consultation process, I 
propose to add the following 2 summary boxes at the end of each section (from II to V):   
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Feedback from consulted stakeholders on that specific issue           
(e.g This reasoning was unanimously supported by respondents on the 
basis that…; A majority of the respondents supported this view but a 
minority disagreed on the basis  that they believed that…. They argued 
that…) 
 

 
 
 Our response (this document will need to be able to respond to 

every argument made by the stakeholders in their feedback. Where 
the WG agrees with their points the WG should say so, where the 
WG disagrees the WG should also say so, and support our view 
with evidence and argument. The aim is to develop a policy that is 
capable of being supported by all stakeholders):  
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Section 1: 
Setting the stage: 
 
 
 
Background 
 
 

As the transparency become more challenging and the scope of 

banks’ activities expanded over the years, there is a call for better 

transparency by regulators and public, investors, market entities 

as well in Albania.   

 

• The guideline “On the Transparency of the banking operations and 

services” is effective since 1999 and the banks’ activities have 

become more complex and dynamic.  

 

• There is not a specific regulation on disclosing the information by 

banks on their activity, financial conditions, progress, risk profile 

and its management, policies and their processes of 

administration, as well as accounting policies for the public and 

the market participants (as imposed by provisions on the new law 

on banking and international standards). Project regulation 

“Minimum requirements for disclosure of information by banks 

and branches of foreign banks”. 

 

 
 

Section 2: 
 
Scoping the problem 
a) What is the problem under consideration? 
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The level of bank transparency throughout banking operations and 

services (asymmetric information) to the clients 

(borrowers/depositors) as well as on the publication of financial 

position, risk profile and its management, policies and strategies,  

etc. (public disclosure). 

 

 
Problem Identification  
b) Why is regulatory intervention necessary? 
 
We as regulators (supervisors) believe that we are dealing with 

regulatory and market failure in case of bank transparency to its 

customers and market failure with regards to transparency of 

banking operations and services which cannot be corrected by the 

market itself. 

 

 

Definition of Policy objectives 
 
a)  General objectives:  

►consumer protection 

►financial stability 

►proper functioning of the financial market. 

 

b) Specific objectives 

►enhancing bank transparency by disclosing the appropriate 

information for consumers and the market participants 

 

c) Operational objectives 

►ensure the appropriate information to consumers on banking 

services and products;     

►ensuring compliance with the public disclosure standards on six 

broad categories of information (financial performance, financial 
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position including capital, solvency and liquidity, risk management 

strategies and practices, risk exposures, accounting policies and 

basic business, management and corporate governance information); 

 

 
Development of “do nothing” option 
 

The existing regulatory framework on banking operations and 

services transparency is not going to be updated in accordance with 

the market developments and the regulation on the minimum 

requirements for disclosure of information by banks is going to be 

drafted.  This option could not improve the situation evidenced in the 

market entities during the on-site inspections on banks’ 

transparency issues and in the meantime could not improve the 

services and products to the clients, the market discipline aiming 

long-term stability for both  individual banks and banking system as 

well as the interaction between the prudential rules and market 

players and their incentives. 

 

 
Alternative Policy options 
 
Guideline “On the transparency of the banking operations and 

services”: 

 

 The law on banking has strengthened customer protection, 

which need to be reflected in the respective by-laws. 

 Following complaints by clients of the banks on the 

transparency of the institutions the guidelines expands on the 

elements that need to be made public to the client. E.g. the 

loan and deposit contract. 
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 The guideline in force is outdated and does not reflect the 

complexity of the banking products in the market therefore 

difficult to enforce by both the banks and regulators. A more 

comprehensive project is needed. 

 New structures that will deal with customer complaints: the 

customer’s book, and setting out the procedure on dealing with 

customer complaints. 

 

Project “Minimum requirements for disclosure of information by 

banks and branches of foreign banks” 

 
 Banks will be obliged to disclose information based on 6 broad 

categories: 

  

1. organization structures of the bank and their main activities 

2. Financial performance 

3. financial situation (capital, solvency, liquidity) 

4. strategies and practices of risk administration 

5. risk exposures (credit risk, market risk, liquidity risk, 

operational and legal risk, etc.) 

6. accounting policies. 

 

 The abovementioned information that need to be disclosed is 

divided into quantitative and qualitative information on 

quarterly and annual basis. 

 Banks can disclose additional information on voluntary basis. 
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Summary Problem Scoping (client transparency) 
Market failure 

Asymmetric 
information Market power Positive 

externalities 
Negative 

externalities 
X 
 

X   X  

(Existing) Regulatory failure 

Regulation 
wrongly 

prescribed for the 
market 

Regulation 
succeeded in 

addressing the 
failure; a different 
market failure (e.g. 

side effect) 

Regulation 
made it 
worse 

Regulation so 
far has failed to 
work; maybe in 

due course 

Existing 
regulation 
needs to 

be revised

  

  
  

      X 

  
  
  
  

Summary Problem Scoping (publication transparency) 

Market failure 
Asymmetric 
information Market power Positive 

externalities 
Negative 

externalities 
X 
 

X   X 

(Existing) Regulatory failure 

Regulation has 
not existed  

 Regulation 
wrongly 

prescribed for 
the market 

Regulation 
succeeded in 

addressing the 
failure; a 

different market 
failure (e.g. side 

effect) 

Regulation 
made it 
worse 

Regulation so far 
has failed to 

work; maybe in 
due course 

 

  
X 
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Section 3: 
Summary: impact analysis evidence 
 
Tab.1 

Explanation of detriment 
Potential benefits of 

regulations 

Types of 
consumers 

detriment in the 
absence of 
regulation 

The transparency of 
the banking operation 

and services. 

Minimum 
requirements for 

disclosure of 
information by 

banks. 

 

Sub-optimal 
choice 

Mis-choice of financial 
products. Consumers 
can not evaluate the 
characteristics of a 

product. 

Mis-oriented in    
decision making 

regarding 
investment in 

banking system. 

Consumers can take 
better decisions (they 

can evaluate the 
characteristics of a 

product). 
Reduced choice In case of imperfect information consumers 

can not evaluate the characteristics of the 
products and the quality of the producer 
(bank). The lack of consumer confidence 
may make it not worthwhile for firms to 

offer certain types of product, reducing the 
choices available to the customers. 

 

Consumers benefit from 
the increased choices. 

Higher costs 
from operational 

risk 

Looses faced by customers because of 
operational failure (mis-selling, negligent 
advice, fraud, system breakdown).Higher 
prices if costs are passed to consumers. 

Reduction of expected 
losses and other costs 

associated with 
operational failure. 

Higher costs 
from financial 

risks 

Losses that arise to consumers as a result 
of a default of a firm (e.g., deposited funds 

cannot be returned). 
 

Reduction of expected 
loses and cost 
associated with 
financial failure. 

Higher costs 
from systemic 

risks 

Negative externalities where the default of 
one entity can trigger further defaults in 

the system. 

Reduction of expected 
loses and cost 
associated with 
systemic failure. 

Higher prices 
from market 

power of firms 

Consumers pay excessive prices to an 
entity exercising its market power. 

Reduction of excessive 
prices. 

Higher costs 
from transaction 

System inefficiencies in presence of 
information problems, (e.g. consumers 

Reduction of 
transaction costs/prices 
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system 
inefficiencies 

need to spent more time to for suitable 
products or providers). 

arising from 
inefficiencies, including 
consumer search costs. 

Financial 
exclusion 

Even in the case of market efficiency, some 
consumers may not be able to gain 

adequate or affordable access to financial 
services. 

Value consumers derive 
from improved access 
to financial services. 

 
 
Tab.2 

Regulated 
institutions 

costs 

“Do nothing” On the 
transparency 

of the 
banking 

operation 
and services. 

Minimum 
requirements 

for 
disclosure of 
information 
by banks. 

Qualitative 
summary 

results 
(High, 

medium, 
Low) 

Compliance 
costs 

    

One-off costs No costs added Setting up a 
policy to deal 

with the 
negotiations 

with 
dissatisfied 
consumers. 

 Low  

 No costs added Setting up a 
new unit to 

treat 
consumers 
complains 
(recruiting 

staff, salaries, 
IT costs). 

 Medium  

 No costs added Information 
and training 
costs arising 
from knowing 

and 
understanding 

the new 
regulatory 

requirement 
(including 

time) 

Information 
and training 
costs arising 
from knowing 

and 
understanding  

the new 
regulatory 

requirement, 
(including 

time) 
  

Low  

On-going costs No costs added  Publication Medium  
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costs 

 

 
Tab. 3 

 
 
 
 
 
 

No costs added Maintenance 
of equipment 
of the new 
unit and 

revise the 
policy 

decided.  

 Low  

 No costs added Staff costs: 
salaries 

Staff costs: 
salaries 

Low  

Indirect 
costs 

    

Regulated firms 
Benefits 

  

On the transparency of 
the banking operation 

and services. 

Do nothing Minimum requirements for 
disclosure of information by 

banks. 
Decreased information 

asymmetry (between the 
bank and the consumer). 

Unchanged information 
asymmetry. 

Decreased information 
asymmetry (more 

information available in the 
financial market). 

Increased product 
quality; (Better 

understanding of the 
consumers’ needs. Better 
management for products 

offered to clients). 

Unchanged conditions 
regarding understanding 
of the products by the 
clients and the overall 

market confidence. 

Increased market 
confidence. 

Increased consumer 
confidence. 

Unchanged consumer 
confidence and financial 

stability. 

Enhanced financial stability. 

Reduction of 
nonperforming loans. 

Unchanged efficiency. Reduced cost of capital (if 
listed in a stock exchange). 

Better risk management. Unchanged risk 
management.  

 

Increase the soundness 
of the financial system. 

Unchanged efficiency. Increased efficiency in 
competition. 

 

Increased efficiency in 
competition. 

Unchanged efficiency in 
competition. 
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        Tirana, February 15, 2008 
 
 
Attn: 
 
I. 
 
American Bank of Albania 
Raiffeisen Bank, 

                   National Bank of Greece, Tirana branch 
Credins Bank, 
Procredit Bank, 
Popular Bank,  
 
 
II. (Optional) 
 
National Commercial Bank, 
United Bank of Albania, 
Tirana Bank, 
International Commercial bank, 
Emporiki Bank,  
Credit Bank of Albania 
First Investment Bank 
Alpha Bank 
Union Bank 
Italian Bank of Development  
 
III. 
 
Albanian Banks’ Assotiation  
  
IV. (optional)  
 
Financial Supervisory Authority  
 
 
 
 

Subject: Consultation questionnaire on Albanian Regulatory Impact 
Assessment Exercise prepared by Bank of Albania (working group) 

 
 



Dear Sirs,  
 
 
Bank of Albania and Association of Albanian Banks, with support from the 
World Bank’s Convergence Program and the EU Interreg “Aquifalc” Program, 
under the project “SPI ALBANIA”, are going to perform a Regulatory Impact 
Assessment (RIA) designed by working groups, where Bank of Albania and market 
participants will collaborate closely in the perspective of EU Accession. 
  
RIA has the main focus on strengthening our ability to use this approach in order to 
improve the way in which we make policy. RIA requires the policy makers should 
use evidence and economic analysis to substantiate and explain their proposals. An 
important part of this process is the consultation with stakeholders as it promotes 
public reliability and provides stakeholders with the opportunity to contribute to an 
effective policy making process. RIA training exercise includes in case of Albania an 
important part of the legislation that give attention to bank transparency. Bank of 
Albanian is working on updating the guideline no.49, dated 22.04.1999 “On the 
transparency of banking operations and services” and drawing-up the new 
one on “Minimum requirements for disclosure of information by banks and 
branches of foreign banks”.  
 
Herebelow, you will find attached a questionnaire and we would appreciate if you 
could contribute on its completion. 
 
The questionnaire is designed to provide us with evidence relating to the nature of 
the problem that the regulations are going to address, as well as the costs and 
benefits of the regulations.  
 
In addition, we would appreciate having your written response by February 20, 
2008, then we will invite you to an open discussions meeting scheduled on February 
21st. 
 
 
Yours sincerely, 
 
 
Bank of Albania (working group) 
 
 
 
 
 
 
 
 
 
 
 



Impact Assessment questionnaire 
 
 

Section 1: What is the problem? 
 
 
In this section we consider what the rationale for a particular regulatory intervention 
might have been. 
 
We believe that we should deal with two projects under the same option – 
bank transparency – The Projects here below consist on two separate parts 
of the process of transparency of banks and branches of foreign banks with 
the public and market participants, that we will treat them separately in 
two detailed regulatory acts, based on their importance, as two integral 
parts of one single process. 
 
“On the transparency of banking operations and services” which is based 
on the requirements of the new law “On Banking” as well as the issues 
identified in the banking system pertaining to their transparency with 
regards to products and banking services offered to the public in general 
and clients in particular. The project focuses mainly on the regulatory 
requirements on the way and format of providing information for the 
clients about the products and banking services offered, in particular on 
publishing the effective interest rates of deposits/loans, their method of 
calculation, elements of loan and deposit contracts, marketing of products 
and services, maintaining confidentiality of client’s information, dealing 
with complaints from the latter etc. 
 
“Minimum requirements for disclosure of information by banks and 
branches of foreign banks”, is based on the requirements of the Basel II, 
Third Pillar, and the new law “On Banking”, which primarily deals with 
regulatory requirements of the supervisory authority on the publication of 
the information of banks and branches of foreign banks with regards to 
their activity, financial conditions, progress, risks faced in the environment 
of their activity, policies and their processes of administration, as well as 
accounting policies for the public and the market participants. 
 

 
Question 1: do you agree with us that the problem is as described above?  
Please explain your answer, including evidence (or suggesting the type of evidence 
that would be relevant) where at all possible. For example, what evidence do you 
think would demonstrate or in fact does demonstrate that there was significant 
regulatory failure?  
 
___________________________________________________________________
___________________________________________________________________
___________________________________________________________________



___________________________________________________________________
______________ 
 
 
If no intervention or further intervention would have taken place, we think that the 
market would have not corrected the failure by itself in the short term for the 
following reasons(s): 
 
We as regulators (supervisors) do not believe that the market could be 
corrected the failure by itself. Some improvement or some insignificant 
changes could be occurred to individual banks only by taking the corrective 
measures or penalties (by BoA).  
 
Question 2: do you agree with us that about the analysis above? 
 
___________________________________________________________________
___________________________________________________________________
___________________________________________________________________
___________________________________________________________________
______________ 

 

Section 2: What are the possible policy solutions? 
 
As the transparency become more challenging and the scope of banks’ 
activities expanded over the years, there is a call for better transparency 
by regulators and public, investors, market entities as well in Albania, 
therefore:  
 

o We believe that the guideline “On the Transparency of the banking 
operations and services” is effective since 1999 and the banks’ 
activities have become more complex and dynamic. Also, the new law 
on banking emphasizes the importance of customer protection by 
imposing minimal requirement in the law on the transparency of 
banks, there we believe that to tackle the low compliance of banks 
with the existing guidelines we need to update it to reflect the nature 
of the products as well as add requirements and clarify the procedure 
for instance on customer complaints to encourage stability and 
attract informed customers into the market. 

  
o There is not a specific regulation on disclosing the information by 

banks on their activity, financial conditions, progress, risk profile and 
its management, policies and their processes of administration, as 
well as accounting policies for the public and the market participants 
(the Law “On banking” and international standards impose these 
requirements). Therefore, to encourage competitiveness and market 



stability we propose disclosure by banks of the abovementioned 
information on regular basis. 

       
 
Question 3: Do you believe that the measures described above will achieve 
the purpose of a more competitive and stable market? Do you believe any 
other measures are necessary? 
 
 
 
 
 
 
 
 
 

Section 3: Cost-Benefit Analysis 
 
 
I - Analysis of impacts (Users) 
Table 1 

Explanation of detriment   

Types of 
consumers 
detriment 

in the 
absence of 
regulation 

The 
transparency 

of the 
banking 

operation 
and services. 

Minimum 
requirements 

for 
disclosure of 
information 
by banks. 

Qualitative 
summary 
results on 

costs 
 

Potential 
benefits of 
regulations 

Qualitative 
summary 
results on 
benefits 

 

Sub-optimal 
choice 

Mis-choice of 
financial 
products. 

Consumers 
can not 

evaluate the 
characteristics 
of a product. 

Mis-oriented in 
decision 
making 

regarding 
investment in 

banking 
system. 

 Consumers 
can take 
better 

decisions 
(they can 

evaluate the 
characteristics 
of a product). 

 

Reduced 
choice 

In case of imperfect 
information consumers can 

not evaluate the 
characteristics of the 

products and the quality of 
the producer (bank). The lack 
of consumer confidence may 

 Consumers 
benefit from 
the increased 

choices. 

 



make it not worthwhile for 
firms to offer certain types of 
product, reducing the choices 
available to the customers. 

  
Higher costs 
from 
operational 
risk 

Looses faced by customers 
because of operational failure 

(mis-selling, negligent 
advice, fraud, system 

breakdown).Higher prices if 
costs are passed to 

consumers. 

 Reduction of 
expected 

losses and 
other costs 
associated 

with 
operational 

failure. 

 

 Higher 
costs from 
financial 
risks 

Losses that arise to 
consumers as a result of a 

default of a firm (e.g., 
deposited funds cannot be 

returned). 
 

 Reduction of 
expected 

loses and cost 
associated 

with financial 
failure. 

 

 Higher 
costs from 
systemic 
risks 

Negative externalities where 
the default of one entity can 
trigger further defaults in the 

system. 

 Reduction of 
expected 

loses and cost 
associated 

with systemic 
failure. 

 

Higher 
prices from 
market 
power of 
firms 

Consumers pay excessive 
prices to an entity exercising 

its market power. 

 Reduction of 
excessive 

prices. 

 

Higher costs 
from 
transaction 
system 
inefficiencies 

System inefficiencies in 
presence of information 

problems, (e.g. consumers 
need to spent more time to 

for suitable products or 
providers). 

 Reduction of 
transaction 
costs/prices 
arising from 

inefficiencies, 
including 
consumer 

search costs. 

 

Financial 
exclusion 

Even in the case of market 
efficiency, some consumers 

may not be able to gain 
adequate or affordable 

access to financial services. 
. 

 Value 
consumers 
derive from 
improved 
access to 
financial 
services. 

 

 
 



 
 
Question a): Do you agree with the analysis above? Please explain your answer, 
including evidence (or suggesting the type of evidence that would be relevant) 
where at all possible. 
 
Question b): If you agree with a), please estimate the extend to which the costs to 
consumers would be reflected (if you can not give numbers please evaluate 
qualitatively: high, medium, low). 
 
Question c): Please estimate the benefits for consumers (if you can not give 
numbers please evaluate qualitatively: high, medium, low). 
 
 
 
(pls see to the next page table 2) 



II - Analysis of impacts (Regulated entities) 
 
Table 2 
 

 
Regulated 

institutions 
costs 

On the 
transparency of 

the banking 
operation and 

services. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Qualitative 
summary 
results 

 

Minimum 
requirements 
for disclosure 
of information 

by banks. 

Qualitative 
summary 
results 

 

Compliance 
costs 

    

One-off 
costs 

Setting up a 
policy to deal 

with the 
negotiations with 

dissatisfied 
consumers. 

   

 Setting up a new 
unit to treat 
consumers 
complains 

(recruiting staff, 
salaries, IT 

costs). 

   

 Information and 
training costs 
arising from 
knowing and 

understanding 
the new 

regulatory 
requirement 

(including time) 
 

 Information and 
training costs 
arising from 
knowing and 

understanding   
the new 

regulatory 
requirement, 

(including time) 

 

 
On-going 

costs 
  Publication 

costs 
 

 Maintenance of 
equipment of the 

new unit and 
revise the policy 

decided.  

   

 Staff costs: 
salaries 

 Staff costs: 
salaries 

 

     
     



Question a): Do you agree with the cost categories we have identified above? 
Please identify other costs you consider important in implementing the regulations 
described above.  
 
Question b): With regard to question a), please provide an estimate of the costs 
previously qualified (if you can not give numbers please evaluate qualitatively: high, 
medium, low). 
 
Table 3 
 

 

Regulated firms Benefits 

 

On the 
transparency of 

the banking 
operation and 

services. 

Qualitative 
summary 
results 

 

Minimum 
requirements for 

disclosure of 
information by 

banks. 

Qualitative 
summary results 

 

Decreased 
information 
asymmetry 

(between the bank 
and the consumer). 

 Decreased 
information 

asymmetry (more 
information available 

in the financial 
market). 

 

Increased product 
quality; (Better 

understanding of 
the consumers’ 
needs. Better 

management for 
products offered to 

clients). 

 Increased market 
confidence. 

 

Increased 
consumer 

confidence. 

 Enhanced financial 
stability. 

 

Reduction of 
nonperforming 

loans. 

 Reduced cost of 
capital (if listed in a 
stock exchange). 

 

Better risk 
management. 

   

Increase the 
soundness of the 
financial system. 

 Increased efficiency in 
competition. 

 

Increased efficiency 
in competition. 

   

    



    
 
 
Question c): Do you agree with the benefits identified above? Add other benefits 
which may be important.  Please provide an estimate of the benefits previously 
qualified (if you can not give numbers please evaluate qualitatively: high, medium, 
low). 
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Main Findings OverviewMain Findings Overview

1. Regulatory Context

2. Problem Identification

3. Statutory Goals at Risk

5. Stakeholders Consulted

4. Proposed Regulatory Action

6. Feedback Goals

7. Questions Asked

9. Policy Recommendation

8. Overall Feedback and Responses

1. Market Failure      2. Regulatory Failure

1. Do nothing Option       3. Quantitative Option  
2. Qualitative Option

1. Banks operating in the banking system
2. Non-bank institutions

1. Capacity to absorb shocks  2. Fair business 
conduct  rules  3. Costumer awareness

Regulatory changes more relevant in  terms of 
costs and benefits.

“On credit risk administration”

Questions were provided based on arguments   
raised and supposed effects

A detailed description is presented in a longer 
form of presentation

Final Step



1. Regulatory1. Regulatory ContextContext

Regulation  “ On Credit Risk Administration”.

- It is aimed at improving requirements for reducing 
credit risk exposures, especially to foreign 
currency loans issued to unhedged customers.

- Other regulations or guidelines might be identified 
for further improvement in respect to the 
identified issue.



2.2. Problem IdentificationProblem Identification

The problem problem addresses the following:

Market FailureMarket Failure
1. Asymmetric Information

between stakeholders 
2. Negative External Factors 

explanation
Regulatory FailureRegulatory Failure
In the past we have had weaknesses in regulatory enforcement regarding 
transparency issues; as well as the absence of regulatory requirements 
regarding the creation of specific structures for product design and monitoring.

Credit expansion has raised concerns over specific risks issue. Our focus
is especially on foreign currency loans provided to unhedged customers. At 

the end of 2007, credit to unhedged customers over total portfolio is at 44.5%. 
The risks of foreign exchange rate fluctuation especially of American currency

the last years is a matter of unease which needs intervention.



3. Statutory Goals3. Statutory Goals

Statutory Goals at risk:Statutory Goals at risk:

Capacity to absorb shocks 
(loan portfolio quality)

Fair business conduct rules

Customer awareness



4. Proposed Regulatory Actions4. Proposed Regulatory Actions

1.1. ““Do nothingDo nothing”” optionoption
We considered the effects to the 3 goals stated.

2.   2.   Qualitative OptionsQualitative Options
Establishment of a special unit for risk management and economic 
analysis;
Restricting rules for Board of Directors in order to secure an improved 
process of credit risk management and mitigation and setting of 
transparency prerequisites for minimum information provided to the 
customers.

3. Quantitative OptionsQuantitative Options
Limit growth of loans to unhedged customers

- make each loan more expensive 
(e.g. provisions, risk weighting)

- quantitative restrictions (e.g. install./income ratio) 
- make loans beyond a threshold less feasible (e.g. % of reg. cap.)



6. Feedback Goals6. Feedback Goals

Which are the costs related to possible 
regulatory changes and what is their impact 
on the firms activity and to the customers?

What regulatory choices are more relevant in 
terms of costs and benefits?

Understanding how the proposed regulatory 
changes would impact the firms operating

in the Albanian banking sector.
What is their overall opinion on the raised issue

and what are their proposed actions.



9. Policy Recommendations9. Policy Recommendations

WG suggests that both qualitative and quantitative options should be 
included in the regulatory change. 

It is essential for banks to have a unit / function for risk management and 
economic analysis. We agree with the small banks which concern about the 
costs related to the implementation of this unit, but its size should match the 
bank’s size and type of activity. 

Banks do all agree with the fact that more transparency requirements are 
needed.

5% of increased provisions for each category for new loans to unhedged
costumers will increase the interest rate for this type of loans at least of 4% 
(if all costs are passed to costumers). This raises the comparability of loans 
in foreign currency and local currency. 

Some of the banks are near the limit of 400% of regulatory capital (loans in 
foreign currency to unhedged costumers/regulatory capital). This limit will 
discourage banks to raise the amount of loans in foreign currency to 
unhedged costumers or will encourage them to raise the capital. In both 
cases the systems’ stability benefits.



THANK YOUTHANK YOU
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1. Regulatory
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2. Problem 
identification
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4. Proposed 
regulatory action

5. Stakeholders 
consulted

6. Feedback
goals
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Final step

Banks and Bank of Albania share the same opinion that the  
potential problems are manageable and costs are affordable

“On bank transparency”

Understanding: banks’ point of views, implementation problems, 
readiness to bear the costs

Banks, nonbank financial institutions, SCA and their unions

Consumer protection, financial stability and financial market 
transparency and reputation

Market failure and regulatory failure

Main Findings OverviewMain Findings Overview

Updating the guideline Updating the guideline ““On the transparency of the banking operations On the transparency of the banking operations 
and servicesand services”” and the new regulation on and the new regulation on ““Minimum requirements for Minimum requirements for 
disclosure of information by banks and foreign banks branchesdisclosure of information by banks and foreign banks branches””

Focused mainly on market and regulatory failures on bank transpaFocused mainly on market and regulatory failures on bank transparency  rency  
issues, costs and benefits on consumers and banks as per the newissues, costs and benefits on consumers and banks as per the new
regulatory framework on enhancing bank transparencyregulatory framework on enhancing bank transparency



1. Regulatory1. Regulatory context (bank client context (bank client 
transparency)transparency)

The project on reviewing (updating) the guideline The project on reviewing (updating) the guideline 
No. 49, dated 22.04.1999 No. 49, dated 22.04.1999 ““On the Transparency of On the Transparency of 
the banking operations and servicesthe banking operations and services”” would providewould provide::

►► clearly defining of the minimum information clearly defining of the minimum information 
to be disclosed to the customers on banking to be disclosed to the customers on banking 
products; products; 

►► tackling misleading information given by tackling misleading information given by 
the banks, by determining basic criteria on the banks, by determining basic criteria on 
marketing of banking products; marketing of banking products; 

►► setting out a complaint procedure to be setting out a complaint procedure to be 
followed by the customer and the bankfollowed by the customer and the bank..



1. Regulatory1. Regulatory context (risk profile  context (risk profile  
bank transparency)bank transparency)

The project on drawing up the new regulation on The project on drawing up the new regulation on 
““Minimum requirements for disclosure of information Minimum requirements for disclosure of information 
by banks and foreign banks branchesby banks and foreign banks branches”” would would 
provide:provide:

►► disclosing the information by banks on 6 disclosing the information by banks on 6 
broad categories:broad categories:

organization structures of the bank and their organization structures of the bank and their 
main activities;main activities;
financial performance;financial performance;
financial situation (capital, solvency, liquidity);financial situation (capital, solvency, liquidity);
strategies and practices of risk administration;strategies and practices of risk administration;
risk exposures (credit risk, market risk, liquidity risk exposures (credit risk, market risk, liquidity 
risk, operational and legal risk, etc.);risk, operational and legal risk, etc.);
accounting policies.accounting policies.



2. Problem identification2. Problem identification

As the transparency become more challenging and the scope of As the transparency become more challenging and the scope of 
banksbanks’’ activities expanded over the years, there is a call for activities expanded over the years, there is a call for 
better transparency by regulators and public, investors, market better transparency by regulators and public, investors, market 
entities in Albania as well.entities in Albania as well.

The introduction of this project would focus on the following:The introduction of this project would focus on the following:

Market failureMarket failure
►►asymmetric information between consumers and banks;asymmetric information between consumers and banks;

►►negative externalities (market reputation)negative externalities (market reputation)

Findings: During the horizontal onFindings: During the horizontal on--site inspection on some site inspection on some 
individual  (6) banks of the system were depicted the problems individual  (6) banks of the system were depicted the problems 
related to bank transparency related to bank transparency throughout banking operations and throughout banking operations and 
services to the clients as well as on the publication of financiservices to the clients as well as on the publication of financial al 
position, risk profile and its management, policies and position, risk profile and its management, policies and 
strategies, etc. strategies, etc. -- public disclosure.public disclosure.



2. Problem identification (cont.)2. Problem identification (cont.)
Regulatory failureRegulatory failure

►► Firstly,Firstly, the existing guideline was outdated, as it the existing guideline was outdated, as it 
has been effective since 1999 and the bankshas been effective since 1999 and the banks’’
activities have become more complex and dynamic; activities have become more complex and dynamic; 

►► Secondly,Secondly, there was not a specific regulation on there was not a specific regulation on 
disclosing the information by banks on their activity, disclosing the information by banks on their activity, 
financial conditions, progress, risk profile and its financial conditions, progress, risk profile and its 
management, policies and their processes of management, policies and their processes of 
administration, as well as accounting policies for the administration, as well as accounting policies for the 
public and the market participants (the new Law public and the market participants (the new Law ““On On 
bankingbanking”” and international standards impose these and international standards impose these 
requirements as well requirements as well ––Pillar III Pillar III –– Basel II Accord).Basel II Accord).



3. Statutory goals at risk3. Statutory goals at risk
The WG identified the following objectives to be The WG identified the following objectives to be 

achieved through the projects introduced:achieved through the projects introduced:

General objectives: General objectives: 
►►consumer protectionconsumer protection
►►financial stabilityfinancial stability
►►financial market transparency and reputation.financial market transparency and reputation.

Specific objectivesSpecific objectives
►►enhancing bank transparency by disclosing the appropriate enhancing bank transparency by disclosing the appropriate 
information for consumers and the market participantsinformation for consumers and the market participants

Operational objectivesOperational objectives

►►ensure the appropriate information to consumers on banking serviensure the appropriate information to consumers on banking services ces 
and products;    and products;    
►►ensuring compliance with the public disclosure standards on six ensuring compliance with the public disclosure standards on six broad broad 
categories of information (categories of information (financial performance, financial position financial performance, financial position 
including capital, solvency and liquidity, risk management stratincluding capital, solvency and liquidity, risk management strategies egies 
and practices, risk exposures, accounting policies and basic busand practices, risk exposures, accounting policies and basic business, iness, 
management and corporate governance information);management and corporate governance information);
►►etcetc..



4. Proposed regulatory action (1)4. Proposed regulatory action (1)
We as regulators (supervisors) do not believe that the We as regulators (supervisors) do not believe that the 
market could be corrected the failure by itself because of market could be corrected the failure by itself because of 
the following reasons:the following reasons:

According to the inspections findings, the banks has not always According to the inspections findings, the banks has not always 
applied the requirements for transparency provided by the applied the requirements for transparency provided by the 
instruction in power;instruction in power;
The number of the complaints of clients/customers against banksThe number of the complaints of clients/customers against banks’’
practices has been increasing during the years;practices has been increasing during the years;
The Code of Ethics, which provides some basic elements for The Code of Ethics, which provides some basic elements for 
transparency, is not being observed and also these rules are nottransparency, is not being observed and also these rules are not
mandatory for the banks. The banks are obliged to follow only thmandatory for the banks. The banks are obliged to follow only the e 
acts issued by the acts issued by the BoABoA, as those ones (acts) provide for sanctions , as those ones (acts) provide for sanctions 
in case of failure of implementation and/or infringement of in case of failure of implementation and/or infringement of 
provisions;provisions;
Article 124 of the Law Article 124 of the Law ““On BanksOn Banks”” provides for some conditions to provides for some conditions to 
be observed in order to protect the clients/customers, especiallbe observed in order to protect the clients/customers, especially on y on 
information regarding loans or deposits. These conditions shouldinformation regarding loans or deposits. These conditions should be be 
reflected in proposed project; andreflected in proposed project; and
According to article 72, section 1, letter According to article 72, section 1, letter ““bb””, of the same Law the , of the same Law the 
process of supervising the banks is realized by the process of supervising the banks is realized by the BoABoA, which is , which is 
also competent to establish the respective regulatory framework.also competent to establish the respective regulatory framework.



4. Proposed regulatory action (2)4. Proposed regulatory action (2)
PreamblePreamble

►► The The BoABoA is taking into consideration the issuing of a is taking into consideration the issuing of a 
new instruction (through updating the existing guideline new instruction (through updating the existing guideline 
and drawing up the new one), aiming the regulation of and drawing up the new one), aiming the regulation of 
the market situation, as: the market situation, as: 

a) the new law on banks, providing new criteria on a) the new law on banks, providing new criteria on 
transparency in the banktransparency in the bank--client/customer relations, bank risk client/customer relations, bank risk 
profile and its financial situation as well, has entered into profile and its financial situation as well, has entered into 
force; force; 

b) the b) the BoABoA, through inspections, has detected that the , through inspections, has detected that the 
mentioned instruction and the Code of Ethics are not always mentioned instruction and the Code of Ethics are not always 
or only partially observed; and or only partially observed; and 

c) the banks' activities have become more complex and     c) the banks' activities have become more complex and     
dynamic;dynamic;

d) the new international standards (Basel II Accord) define   d) the new international standards (Basel II Accord) define   
some elements that are crucial also for our market some elements that are crucial also for our market 
discipline discipline –– more specific requirements on disclosing the more specific requirements on disclosing the 
information by banks on financial situation and their risk information by banks on financial situation and their risk 
profile to public and market participants. profile to public and market participants. 
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