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Abstract. The problems of banking monitoring system are
discussed within the scope of the liquidity and sysmic risks
concepts. The author addresses several responses pglicy-
makers to financial crises and highlights the needor their
improvement. The actions and decisions that may btaken to
mitigate systemic risk and control the developmenbf crises are
presented by the author at the following three levs: bank level,
banking system level and supervisory authority or gvernor's
level. The introduced policies can be used as todis control the
development of financial crises at each level.
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I.  INTRODUCTION

The current financial crises have demonstrated
exemplary fashion that defaults are of major pcatti
relevance to the banking and financial sectorsaéral crises
can be damaging and contagious, prompting callss¥uift
policy responses.

The paper contributes to the growing amount ofditgre
and reports on macroprudential supervision, liquidisk and
systemic risk by analysing developments in the mhooimg
regulatory system and proposing tools to controk th
development of financial crises

The most closely related study is the report by
Brunnermeier, Crockett et. al. who analyse problemhshe
current regulatory system and present the fundaahent
principles of financial regulation. They identifyiteria for
macroprudential supervision approach and requirésnéor
capital adequacy and transparency. Milne also exasni
macroprudentail approach and addresses its proscansl
The author of this paper adopts a similar apprdachthe
analysis of changes in regulatory reporting anicgehakers’
iresponses.

The need for regulatory policy improvements can be
explained by Bernanke's speech and the need for an
International Lender of Last Resort by Fischer'ssantation
at the Centre for Financial Studies ConferencehRiftthem

The World Bank's various cross-country analyses oaddress financial reforms and systemic risk inrira&onal

measures and timing of systemic banking crises stiat

financial markets.

from March 2000 onwards the global banking systems h The report of the Committee of European Banking

experienced various shocks with different significadverse
effects on the banking and financial markets. Thestm
prominent examples of such shocks in the last decade the
banking defaults of Argentina in 2001, the finahciases in
the USA in 2007 and 2008, and the economic crisithe
United Kingdom in 2008. Recession in Estonia antvigain
2008, and in Lithuania in 2009 is yet another examp

These examples prove that global financial criseduding
liquidity crisis, and related systemic risks aret gost a
theoretical possibility or an illusion, but they yneonstitute a
real danger for banks and financial systems.

To control liquidity and stability is a legitimasnd central
objective of central banks and supervision autlesitLately
the blame for the ongoing crises is sometimes lamd
regulators. There are
supervisory and regulatory concepts and approacres
inadequate and do not help to understand, foreaast
mitigate financial crises nowadays. Such inadeqisemong
the major concerns of the European Commission,
European Central Bank and all central banks arotimed
world.

Policy-makers and
approaches and indicators that would capture teafesatures
of the macroeconomy and help to address finanisied.r

In this paper the author aims to analyse the banki

regulatory response policies and to lay out thearfaial
policies that can help to protect economies from gifobal
financial turbulence that the world is currentlypexiencing.

164

regulators are actively develgpin

n

Supervision presents the network approach in ciygtur
financial systemic risk and shows aggregated outc@md
estimates of the 2010 EU-wide stress test exercise.

The author applies several scientific methods dutime
research - starting from the literature review &indncial data
analysis the author continues by defining variabdasd
measures them using logical, synthesis, inductiord a
deduction methods, as well as expert judgment ndetand
finalises with generalization.

The main sources of data used for the researchudniecly
available reports; an additional source of a nunddacts is
Bloomberg market data provider.

The rest of the paper is organized as follows:icec?
introduces problems of banking system and reguator

those who believe that ctrreresponses to financial crisis; section 3 descrifves policy

implications and recommendations how to preventamdrol
development of the (or a, or plural — financial ses?)
financial crisis. The last section 4 summarizes shely and

throvides an outlook for further research.

Il. PROBLEMS OF BANKING MONITORING SYSTEM AND
REGULATORY RESPONSES

There are a number of arenas in which policy-maleets
and make a dozen decisions that affect banking etsirk
vulnerability to crisis and an economy as a whdiach
decision involves a different set of difficult ap@étal issues,
and different economic and political tradeoffs. pits these
complications and heterogeneity, the author evefuehanges
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on regulation and faces supervision challenges foith broad
objectives in mind: (1) macroprudential supervisiof2)
capital transparency and adequacy, (3) intercoforectand
interdependencies, (4) network approach, and @idity
management practices.

Macroprudential supervision

higher capital adequacy ratios in order to deahwiises and
liquidity problems.

Let me introduce some data on the capital adequacy
requirements. For the non-EU big banks regulatayital
were raised massively again at the end of 2008k®8arithin
EU area have additional capital buffer of 20 pentqplease
see Basel Il, Pillar 2). In addition to higher stards in terms

There is much experience in how micro-prudentiahf risk-weighted minimum capital requirements parsuto

regulation affects the stability of financial intezdiaries and
markets and little knowledge on macroprudentialutatipn.

To establish the financial system as whole is muoutre

complex matter.

Brunnermeier, Crockett and et. al in their repartsent
overview of the fundamental principles of finanaiagulation
and highlight that the regulatory system does Bt on the
idea that micro and macro behaviour of financialrkaga
participants should coincide.

Milne assess macroprudential policy and argues tthiat
new approach can help reduce vulnerabilities enrapdtom
within the financial system that are due to thessfsectional
dimension of systemic risk associated with “netwWdilkages
and so make another financial crisis less likely.

Starting from 2011 macroprudential supervisors wadglllect
all the information that is necessary to identijgtemic risks
early. As Jean-Claude TricHetstated in his lecture in
Economics and Public Policy in 2009, “It requir@snbining
some micro-level data with aggregate data from aomepts

Basel 1l, a leverage ratio was also introduced. elew, the
benefits that a leverage ratio brings in termsiwipsicity and
transparency must be weighed against the lack sK- ri
sensitivity and risk effects such as asset sulbistitu

Milnes agrees with the arguments and states thixtypo
makers must ensure that higher capital and liquidit
requirements — do not add further stress to alresichined
bank balance sheets and hence provoke a renewdel glo
downturn.

There are various revision projects of the Baseh@ittee
on Banking Supervision that address specific wesdas of
Basel Il regulation. In particular, amendments tapital
adequacy regulation should take the danger of ayplical
impact into account.

The author argues that in terms of systemic stghbihie
effects of tighter capital adequacy requirements aot
unambiguous from either theoretical or an empirical
perspective. Microeconomic considerations and dogdir
evidence show that capital adequacy provisionsticodarly

of the financial system by covering major types Ofpove a certain level, can have counterproductiveact on

intermediaries, in particular large and complex sHnkey
markets and wholesale market infrastructures. Totaio
systemic risk, macroprudential supervisors neechdawe a
good understanding of all parts of the financiatsy that are
relevant for the risks of contagion, the endogeniouitd-up
and unravelling of widespread imbalances and msleozks”.
As an essential element of the supervision the ctdie
exchange of information should be establish betwedtro
and macro supervisors.

Capital transparency and adequacy

Second problem discussed by Brunnermeier, Crocledt
et al. al is capital transparency. They say thia¢ ‘traditional
approach to financial regulation rests on idemifysolvency
with capital. In particular, “solvency regulatiom$icome up
short in ensuring stability of the financial systef8]. The
case of Bear Stearns is an example of a defautthndécurred
even though “it had a capital cushion well aboveatvts
required to meet supervisory standards calculasatBasel
Il standard” [3].

Regulators have to face that in many situation®astthat
ensure the soundness of one institution (e.g., abdlty,
liquidity capacity, etc.) may not be consistenthwénsuring
the soundness of another. Local shocks can havensigs
repercussions and the requirement to have soundigiduals
can have the counterintuitive effect to make theletsystem
more fragile.

There is an intertwined proposal on bank capit&qadcy
requirements: policy-makers required setting digantly

! president of the European Central Bank

the risk behaviour of regulated banks. These cenatibns
suggest that any tightening of capital adequacwirements
should be governed by caution and sound judgmemt iB
particularly significant in terms of the potentiaipact on the
credit markets. The higher capital adequacy reqmergs on
banks may restrict banks’ ability to grant loan&ick would
be undesirable from an overall economic perspective

Second, regulators are trying to make up for losés and
discuss policies not only on capital efficiencyt mow on
capital robustness. They believe that transparefdiancial
activities will help to limit the adverse effectsimperfect and
asymmetric information on systemic stability.

To author’s knowledge, there is neither clear défin nor
criteria presented by regulators for capital tramepcy.
Additional clarifications and measurement critexia required
to overcome these obstacles.

Interconnections and interdependencies

Ben Bernanke in his speech stated another problem
current regulatory system - the old approach fodttse much
on individual risks and too little on interconnects and
interdependencies across intermediaries and markets

There are connections and interdependencies between
preventative, e.g. equity capital, liquidity andrative, e.g.
lender of last resort or depositor protection, tatjon.

The desired structure of the curative regime isnprily
dependent on the impact of preventative instrumdfischer
stated that depositor protection measures shouldesgned
to take account of the extent to which any risksyttare

of

2 Chairman of the United States Federal Reserve
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intended to cover are reduced by complying withitehmnd
liquidity standards. Conversely, however, it mustoabe
assumed that curative regulation may influence Isarkk
behaviour. That means that preventative tools shaéally
also pay adequate attention to the incentive effetturative
measures (for details, please see [4]).

Although the full complexity of these mutual dependies
can scarcely be grasped and operationalised, theiy
existence suggests that the regulatory responte thnancial
crisis must be derived from the most integrated holistic
perspective possible and evaluated on the basishef
cumulative or expected effects.

This is especially relevant with regard to limitisgstemic
risks and ensuring the stability of the systenpdrticular, the
potential impact of regulation (equity capital, Jidity,
depositor protection, etc) on credit financing he tface of
stricter rules in a variety of areas must also $&essed. The
trade-offs involved must be analysed in depth.

In this context, the
supervision with the limitation of systemic risk asprime
consideration should be supported. From both amaoa@
and a politico-economic perspective, the plain scop the
economic programmes launched to date is impresEhekey
now is to ensure that the regulatory response doesesult in
the ultimate long-term legacy of the financial ixribeing less
the crisis itself and more the government and gy
interventions made in response to it.

This can be done by differentiating between regutaand
supervision, which helps to distinguish approphatetween
market participants with systemic relevance anddse of the
market. A very good example is two different regoig
approach of the US and Switzerland. The stronglysrbased
regulatory approach taken in the United Sates alsWyofailed
to prevent the financial crisis. This is encourggivith respect
to the approach taken in Swiss banking and finhmerket
regulation, which is traditionally been more prjpletbased.
Therefore the system stability calls for differatittn, and not
for one approach that fits to all.

2.1. Network approach in risk reporting

Addressing systemic risk Bernanke highlighted tbechfor
developing an integrated and network-oriented agugroin
liquidity measurement and systemic risk modellimgpked.

Committee on Banking Supervision and at other cdere
bodies to strengthen the financial regulation.

The existence of such regulatory and monitoringcstire
allows capture systemic risks on both national
international dimensions.

Third, the Committee of European Banking Supergsor
(CEBS) in cooperation with the European Central Ban
coordinates the EU wide stress test exercise.

The exercise has been carried out on the basishef t
consolidated year-end 2009 figures and the scendrave
been applied over a period of two years - 2010201d.. As a
result of the exercise, under the adverse scerarianks
would see their Tier 1 capital ratios fall below 6%hich is a
threshold, with an overall shortfall of 3.5 bn €Tér 1 own
funds (source: Bloomberg).

The aggregate results suggest a rather strongeresl for
the EU banking system as a whole and may appessugag
for the banks in the exercise. Although it shoulé b

and

improvement of regulation an@é&mphasized that stress test outcome is partly dug¢hé

continued reliance on government support for a remtf
institutions. However, given the uncertainties othler actual
path of the macro-economic recovery, the resultighnot be
seen as a reason for complacency.

CEBS will continue with testing the resilience betEU
banking sector by means of periodic EU wide andntte
risk assessments and stress testing exercisesjihedntinue
its work on improving convergence in supervisoragtices
across Europe by addressing the topics both frgaliay and
practical perspective.

Liguidity management practices

There is literature summing up the problems of ficat
approaches of banks liquidity analysis. One of such
publication assigns the liquidity stress testingpgeiss of
Deutsche Bank and outlines a few broader surveysmoking
sector practices. Martin argues that, in practiceain
challenges are not methodological ones but
parameterisation of the model, scenario design
estimations of scenario impact (for details, pleses[6]).

Matz provides critique of current liquidity managemh
practices and defines three key problems of traakdi
approaches: first, traditional approaches rely astotical
accounting data, which only contain information atbthe

the

Many recent solutions are found through dialoguel arrisk, was and not what it may be in the future.dde few of

network between financial industry regulators arehtral
bank experts.

First, the European Central Bank has officiallylexlffor (i)
more integrated information systems, (ii) a systeapproach
that takes into account the network of financigasures, (iii)
and new appropriate liquidity and systemic riskidatbrs.

Second, it is the creation of the EU European Jyiste
Risk Board (ESRB) with macroprudential respondipieems
to be a step in the right direction. The runningjgct

traditional ratios take off-balance sheet iteme etcount. (for
more details, please see [7]). Considering the imggo
financial market turmoil, this approach is clearlg longer
adequate. Finally, traditional ratios do not captuthe
temporal nature of liquidity risk. Matz points diat there is
need to turn away from retrospective approaches@s on
prospective approaches. Prospective approach woaldde
multi-period cash flow projections on set of det@ristic
forecasts, the quantification of banks’ liquiditgserves and

improves supervisory structures and architecturesl athe use of key risk indicators such as maturityfilg®

contributes to boosting systemic stability. In émvisaged set-
up, the European Central Bank, at the heart of EB&€B
involves in the systemic risk reports, analyse<igigerisks to
the stability of the EU financial system in depth.great deal
of work is going on at the Financial Stability Bdathe Basel
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concentration profiles.

The economic models in place at present do notssacidy
capture all relevant dimensions of the systemid. riSor
example, there are still limitations in how econoranalysis
captures the two-sided interaction between findmesdability
and the performance of the broader economy.
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In the small European countries such as BalticeSt#te
extent of econometric and stress tests on bankdltguand
systemic risk effects seems to be extremely limited

Bank’s funding deteriorationBank’s funding market may
begin to contract or demand credit support, bettedit terms
or shorter duration lending, any of which may irse

The focus on the paper is present regulatory polidiquidity costs. Examples of funding deterioratimre:

implications and recommendations for liquidity asybtemic
risk mitigation rather than econometrical modelliraf
liquidity and systemic risk.

[ll. RECOMMENDATIONS ON POLICY IMPLICATIONS FOR
LIQUIDITY AND SYSTEMIC RISK MITIGATION

There are many factors influencing the level ofilitity and
systemic risk in banking. These factors can besiiad at
three levels: individual bank level, interbank merlevel and
governor’s level. Actions and decisions that maytddeen to
mitigate systemic risk and control the developmatrises
can also be classified at the same three levelsk tevel,
banking system level and supervisory authority @vegnor’'s
level. The following subsection introduces policikat can be
used as tools to control in the development ofrfaial crisis
at each level.

Policy implications and actions at the individuahx level
Problem 1

= Increase in liquidity mismatches

= Counterparties begin to request collateral for pting
credit exposure to the bank

= Correspondent banks eliminate or decrease credit li
availability, causing the bank to make larger pasgs
in the brokered funds market
Rating sensitive providers, i.e. trust managers and
public entities abandon the bank

= Transaction size and short-dated transactions are

decreasing
= Bank receives requests from depositors for early
withdrawal of their funds.

Bank’s current positionWhen evaluating a bank’s potential
liquidity risk the following ratios are calculatedoans to
deposits, short-term liabilities to total assets stiort-term
liabilities to total debt, dependence or reliancewholesale
funding.

Analysis of key liquidity indicators may contain eth

One of the major problems banks face during firancifollowing actions:

crisis is a volatile money demand which coursegddiquidity
shocks.

At the individual bank level liquidity indicatorsrea an
important control tools which can help predict sasbess a
bank’s future vulnerability to liquidity shocks. duidity
indicators are intended to measure the adequaey lnk’s
working capital, i.e., an excess of current aseg&s current
liabilities, assess their current obligations itiraely manner
and conduct their operations effectively withoubaficial
constraints.

Response
One possible response is periodically to produceé tn
examine liquidity indicators.

To investigate liquidity funding gaps.Cash flow
mismatches are a signal of a funding deficit. Nibigt gap
analysis is a good tool for capturing funding ldjty risk,
however, not very well suited for capturing intenege risk.

To measure cash flows through duratide., to calculate
the weighted average maturity of cash flows. Théghted
average maturity of liabilities is the weighted eage time of
all maturities of bank’s liabilities. The measuredalculated
by totalling each liability value represented by tinaturities.
The weights of each liability are found by dividitlge value
of each by the total of all liabilities. To arria the WAM
number the weight of each liability is multiplieg the time
until maturity of each liability, and then all thealues are
added together:

The central bank standards suggest using five basic

indicator categories for defining a bank’s current potential
liquidity level: (1) bank’s internal indicators (®ank’s credit
capacity, (3) bank's securities, (4) bank’s
deterioration, (5) bank’s current position.

Bank’s internal indicatorsAn early liquidity problem may
first show up in the bank’s financial monitoringstgm as a
descending trend with potential long-term conseqesrfor
earnings or capital. Examples of internal indicatare:
concentration in liabilities or assets, weightederage
maturity of liabilities and assets, a decline imigators of
asset quality, and a decline in earnings performanc
projections.

Bank’s credit capacity.For assessing the bank’s credit

capacity third-party evaluations such as downgradesedit
ratings by rating agencies can be used.

funding i

P

WAM = > maturity,

(1)

i —maturities groups
L, —liabilities with maturity i
DL, —total liabilities

The higher the WAM, the longer the banks’ obligatio
Generally, a decrease of WAM of liabilities is culesed a
source of bank’ funding liquidity risk.

To inspect concentration in liabilities and assefisjuidity
risk problems can arise from increasing concemmnatHence
it is crucial to measure the sensitivity of fundic@ncentration

Bank’s securitiesBearish secondary market activity in theat any time horizon. Concentration is defined gmsition in
bank’s securities may signal their declining valEgamples an asset or liability that is large relative to ank's own
of these market events include: drop in stock piiieerease in financial position. It is calculated as maturitpss asset and
secondary spreads on the bank’s senior and suladedidebt. liability divided by total number of assets andblldies

respectively. Growing concentration in assets ailities can
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be considered as an early warning indicator. Siroaving
concentration in short-term liabilities gives rigesubstantial
illiquidity problems it is more risky than growing
concentration in long-term liabilities. The oppeshiolds for
growing concentration in assets.

To evaluate a bank’s current debt positidtatio of short-
term debt to total liabilities helps indicate pdteh debt-
related risks and relative reliance on short-temarfcing. The
ratio should be considered in conjunction with leepnomic
and financial variables, in particular, interesesa

Recommendations

In order to cope with liquidity shocks it is highly the financial system from liquidity shocks.

recommended to feature formalised liquidity risknagement
processes focused on dynamics of liquidity expasure
Liquidity risk management can be based on the etguy

Baltic States banking markets are more volatile ntha
international, therefore higher reserve requiresehiould be
applied.

To encourage the development of international dtgnd
credit facilities

Although there is no true international lender astIresort,
the banking system can protect itself from the @éangf
systemic liquidity crises by entering into contsaaiith private
international lenders that provide a source of iogent credit
in the event of a liquidity crisis in the domesti@anking
system [5]. There are different innovative ways @sample,
Repo Programmes) in which markets can be utilingoidtect
Suctograms
need not be limited to the Central Bank, but coallsb be
extended to local banking institutions.

mandate developed by the Basel Committee on BankingRecommendations

Supervision (BCBS) “Principles for Sound Liquidifisk
Management and Supervision” and the “Second Pathef

In the relatively tranquil economic and financial
environment of the industrial countries officiafetg nets are

Committee of European Banking Supervisors (CEBSglatively broad and strong. Bank reserve or liguid

Technical Advice to European Commission on Liqyidiisk
Management”.

Policy implications and actions at the bankingesystand
supervisory authorities level

There are a number of policy areas in which autiesrand
policy-makers must act and make decisions affgctime
banking system’s and economy’s vulnerability to risis.
Each such decision involves a different set of icliff
analytical issues, and different economic and igalit
tradeoffs. Apart from such complications and hajereity
the author of this paper describes a set of tdws ¢an help
control the development of a financial crisis a¢ thanking
system- and supervisory authorities’ levels. Potittgrnatives
are formulated based on the following criteria:sodvent and
be liquid.

Problem 2

Banks are preeminently vulnerable to liquidity ess
generated by bank runs or by reserve outflows dumn
temporary breakdown of the international bankingtem.
Liquidity shortages caused by these events mayefbanks
abruptly and unexpectedly to contract credit, pgttboth their

requirements are mainly tools of monetary contédgtention
and additional control tools should be applied trenvolatile
economies. For example, in the Baltic States tis&sriof
systemic illiquidity in the banking system are mumbre real
and are far more difficult to handle. In the evehta run on
the banking system, depositors are likely to flge i foreign
currency, which the authority cannot print, ratlikan the
domestic currency that it can.

Problem 3

A volatile macroeconomic environment poses majogats
to banking system liquidity and thus exposing itststemic
risks.

Responses

To establish effective, powerful systemic stabiktyulator
in each country that is in charge of crises preoeant
management and resolution. The main responsisilitiethe
regulator would be monitoring systemic risks, asses the
potential for deficiencies in financial risk managnt
practices, broad-based increases in financial #&esr or
changes in financial markets and products coursysiemic
risk. The responsibilities of the regulator wouldcainclude

borrowers and the economy under strain, and eviyntuagnalysing possible spillovers between financialmér or

undermining the stability of the entire bankingteys.

Responses

To apply strict bank liquidity requirements

It is essential element of the solid regulatorynfeavork,
whether they are needed for purposes of monetamratoor
not. Where the volatility of the demand for bardpdsits is
high, liquidity requirements should also be higho prevent
these requirements from unnecessarily raising thet of
credit, they should be remunerated. A substaptation of
the reserves should be in the form of liquid fone@rrency
assets that can satisfy any sudden demand fomattenal
liquidity in the event of a shock.

To discourage intermediation of short-term capite#lows
by requiring that banks hold substantial resergzsret all of
their short-term liabilities, foreign and domest]. The

168

between firms and markets, caused by the mutualsexps of
highly interconnected firms. Further responsilaktivould be
identifying possible regulatory gaps, including gaphey also
include gaps in the legal regime governing the lirsmy of

financial institutions that pose risks for the gystas a whole.
Yet further responsibilities comprise curtailingssymic risks
across the entire financial system encompassingocations,
households, and capital inflows as well as arrameggsnfor

crisis management and financial institution resotutand,

finally, issuing periodic reports on the stabilif/the financial
system.

The stability regulator would also organise the iedlate
response to a crises, the strategy for coordinftadcial and
corporate sector restructuring, and the orderlyplmtion of
failed corporations and financial institutions. Tk&ability
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regulator would thus be charged with express resipoity These reduce the country’'s access to credit by riage
for containing systemic risks in the financial gyst over time, the public debt and thus improving otiere the

public sector’'s perceived capacity to run defidtging bad
times. More immediately, a precautionary fiscakpus
provides a fiscal cushion so that the budget casoriban
adverse economic shock without generating a delicije
enough to be perceived as threatening. [5]

Recommendations
Following to systemic risk analysis and regulatorgposal,
Bernanke and Tarullo outlined the broad agendaystesnic
events and their risks, which are effective to imsefinancial
stability supervision [2]:
1. Undertake consolidated supervision of all
systemically important banks.
2. Ensure that each systemically important
receives oversight commensurate with the risks th
its failure would pose to the banking system.

To introduce appropriate fiscal rules
The logical basis for such rules is the same asdise for
banRN independent central bank, or autonomous regylato
Authorities, and lies in the process of decisiorkinga and
distortions limitation [5]. For example, local gomenent can
3. Analyse possible spillovers between banks. set special rules on aggressive spending or bomgwThe
4. Work to mitigate procyclical features of capitalOUtcomes can be systematically improved if paréintp in the -
regulation and other rules and standards. decision-making process agree ahegd_ of time to bind

5. Work to mitigate the risk of sudden stops in cdpita"€mselves to a set of rules. The restrictionsesmihg that

re expressed in terms of fiscal balance thatjisstetl for the

flows triggering an exchange rate correction Witff1 b : . :
adverse impact on banks, households angycle,” like credit booms improve economic matteBuch

corporations with large unhedged liabilities. rules may be highly appropriate for such small ¢oes as

6. Identify possible regulatory gaps, including gaps i -@tvia, Lithuania and Estonia.

the protection of consumers and investors that pose

risks for the system as a whole. To develop well-structured stabilization funds tpe with

7. Provide a resolution mechanism to safety wind dowlgrge fiscal shockOnce it has accumulated a sufficiently large
failing, systemically important bank balance, the stabilization fund not only promotglsency, but

8. Share findings in a regional and global stabilip@!SC Provides a stock of liquid assets that mayubed to
forum. address liquidity problems created by a temporass lof

9. Issue periodic reports on the stability of the ficial ~2CCeSS t0 financial markets. [5]
system, in order to ensure market discipline thhoug

transparency as well as informed debate. Problem 6

Need to refinance existing debt which creates vellaisk
when money markets dry up.

Problem 4
A weak information base and limited regulatory cifya ~ RESPONSES

undermine the effectiveness of bank supervision and O @void short-term debtlf necessary, to extend the
regulation. maturity of the debt, and if the public sector @dvent, issue

indexed debt.

Response

Institute mechanisms to promote market disciplihéocal
banks.In an environment that is relatively informationeppit
is particularly useful to complement official supision with
the efforts of informed investors who have a finahstake in
the soundness of the bank. In this regard, theirement that
a significant portion of a local bank’s capital dse in the
form of subordinated debt is particularly importathis
structure creates a set of informed investors whwehan
incentive to monitor the behaviour of the banksvirich they
are investing, thus complementing the efforts & dfficial
regulatory apparatus.

Issue debt in advance of cash-flow need®n if this means
paying a significant difference between the cosbafrowing
and the return that can be earned on deposits.

Seek contingent sources of credihe central bank of the
country or government can enter into an agreeméhtather
international banks that may commit them to provitie
government with a financial aid when financial @owiment is
threatened. Such insurance policies against inierrs
liquidity crises can be purchased in the market|east in
limited quantities. [5]

Fiscal policy implications and actions at the gaas level Problem 7
Problem 5 Danger of self-fulfilling inflationary expectations

Precarious access to noninflationary sources afnfimng
creates the need for a large and destabilizinglfisdjustment Response

during crises. Implement institutional reforms to strengthen cdefice in
management
Responses Confidence can be created through reforms thatigedfor

To run very small deficits or fiscal surpluses g times ~ greater transparency, and ensure that the debdteatibe
skewed by unclear or flawed assumptions. Polickera

could think about going further, and creating atoaoamous
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institution  with  responsibility  for
forecasting developments under alternative
assumptions, and perhaps for making recommendadioost
the appropriate policy stance.

CONCLUSION

The ongoing financial crises have been caused by

combination of unsustainable macroeconomic
combined with policy paralysis that occurred dueteariety
of political and economic constraints.

Policy-makers currently face extremely difficultatlenges.

ensuring adedea turbulences and crises and to strengthen theiresolv and
policiransparency.
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Tatjana Zidulina. Regulatora reakcija uz likviditates un sisémisko risku

Pasreigja finan3u kize ir radusies dadu politisko un ekonomisko praivhu c&]. Autore rakst analiz FinanSu stabilites padomes un Starptauiskbanku
uzraudzbas iestZzu grupas daibas finanSu kres no@rSanai @kotné un likviditates un sigmisku risku samazi$anai. Uzraudbas eksperti saskaras ar
arkartigi smagiem izaiciiijumiem. Viens no tiem ir ieviest makroafimkas uzraudbas sigtmu. Otrs izaiciajums ir atrast kompromisu starp kaat
pietiekanibas pragham un kapitla pieejarbas koreiciju ar ekonomikas cikliem. TreSais izaigimms ir kontroét un sekotidzi savstargjam atkatbam un
ieteknem starp finan3u institijam un noza¥m, ka ai nowertet sisemisko risku.

Autore piedva virkni ieteikumu, ko var izmantotakinstrumentus finanSu faes vatbai. lesggjamie paskumi banku likvidiites kontrolei un rege$anai ietver:
banku likvidiites radtaju kontroli, stingru likvidiites kontroles pralsu piengroSanu,istermpa kapifila finangjuma lietoSanas ierobezoSanu, atbalstu
starptautisko rezervju kred atfstibai, efekivas finanSu stabilites reguiSanas sistmas veidoSanu katrvalst, regugjot vietgjo banku tirgus disciphu.
Naciorslo valstu imeri finanSu kizi var nowrst, veicot 8das dartbas: labos laikos sasnidgti mazu budZeta defiv vai fiskalo parpalikumu, laiggi izveidot
stabiliZcijas fondus, katautu tikt gad ar lielu fiskilo Soku kizes gaguma, izvairties noistermha valsts padzimju emisigm, ki af istenot organizatoriskas
reformas, kuras stipriiu uztiabu valdbai.

Visu S0 paskumuistenoSana var pdizt aizsargt finansu tirgus un ekonomikas no gitdjam finansu turbulerien un kizém, ka af stiprinat to makatspgju

un caurspiigumu.

Tarbsana XKunyauna. [leficTBusI pery/1siTopa Ha PUCK JHKBHIHOCTH M CHCTEMHbIE PHCKH

HelHemrHnii (pUHAHCOBBIA KpHU3UC OBbUT BBI3BAH COYETAHHMEM LEIOTO Psfa MONMTHYECKMX M SKOHOMHYECKHX HpoOJieM. ABTOP aHAIM3HPYET MEPONpPHATHS,
nposeneHHble CoBeToM 10 (HHMHAHCOBOH CTAaOMIBHOCTH M MeXTyHapOIHOW IPYHIION PEeryIsATOpPOB MO MPEIOTBPAICHUIO (DHHAHCOBBIX KPU3HCOB M KOHTPOJIL
pHCKa IHKBHIHOCTH U CHCTEMHBIX PHUCKOB. OpraHsl Haa30pa CTAIKHBAIOTCA C YPE3BHIYAWHO CIOXKHBIMU 3aJadaMy. IlepBas 3amada - 3TO BHEIpPEHHUE
MaKpONpyJeHIUAILHOI0 KOHTpos. BTopas - 3To HallTH KOMIPOMHUCC MEXIy TPEOOBaHHAMM JOCTATOYHOCTH KalUTajla U €ro NPOLHUKIMYHOCTBIO. B-TpeThux,
OTCIe)KUBAHHE U KOHTPOIb B3aMMO3aBHCHMOCTEH U B3aHMOCBSI3eH MEXIy Pa3sHbIMH (PUHAHCOBBIMU HHCTUTYTaMH H OTPAcisiMH, U OLCHHBAaHUE CHCTEMHBIX
PHCKOB.

ABTOp NPEICTABISACT PsiJi PEKOMEH/AIMIT, KOTOPBIE MOXXHO HCIOJB30BATh JUIS YHPaBICHHUS (HHAHCOBBIMH KpH3HcaMH. BO3MOXHBIC Mephl perylIupOBaHUS U
YIIPaBIICHUS IMKBHIHOCTH H INIATEKECIIOCOOHOCTH OAHKOB BKIIIOUAIOT B ceOs CIEAYIONIHE MEPONPHUATHSA: KOHTPOIUPOBATh IIOKA3aTeNH ypOBHS OAaHKOBCKOM
JMKBUTHOCTH M HPHMEHATh TPEOOBAHHS CTPOrOro KOHTPOIS, IPOTUBOACHCTBOBATH MOCPEIHHYIECTBY KPATKOCPOUHOIO KAaIlMTala, COACHCTBOBATh PAa3BUTHUIO
MEXIyHAapOIHBIX PE3EPBHBIX KPEIUTOB, B KaXJIOW cTpaHe co37aTh S((PEKTHBHYI0 CHCTEMy pEryJMpOBaHHsA CTaOWIBHOCTH, CO3/aTh MEXaHH3MBI,
CIOCOOCTBYIOIIUE PETYIHPOBAHHIO PHIHOYHOH NUCHUIUIMHEI MECTHBIX OaHKOB. Ha IpaBUTENbCTBEHHOM ypOBHE CIEAyIOIIUE NEHCTBHUS M IOIUTHKH MOTYT
IIPeIOTBPATUTh (HHMHAHCOBBIN KPU3HC: UMETh OYeHb HEOONBIIOH e(HIUT B XOPOIINE BpeMeHa, IIOATOTOBUTh CTPYKTYPHUPOBAHHbIE CTAOMIN3AMOHHbIE (DOHMIBL,
KOTOpbIe OyZyT HEOOXOAUMBI JJI1 TOTO, YTOOBI CIPABIATHCSA ¢ OONBIINM (PMHAHCOBBIM IIOKOM, H30€raTh KPaTKOCPOUYHOI 33a10/KCHHOCTH, HCKAaTh UCTOYHHUKH
KOHTHHI'CHTA KPEAUTOB JUIS pealn3alliy HHCTHTYIHOHANBHEIX PedopM ULl yKPEIICHHS JOBEPHUs B 00JIACTH YIIPABICHHS.

Peanu3amus Bcex 3THX MOJUTHK MOXKET IIOMOYb 3aI[UTHTH OAHKOBCKHE PHIHKU M SKOHOMHKY OT ITI0OANbHBIX (PMHAHCOBBIX BOJHEHHI M KPU3HCOB, a TAKXKe
TIOBBICUTH IJIATEKECTIOCOOHOCTH GAHKOB U MPO3pauHOCTh OAHKOBCKOH CHCTEMBI.
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