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Executive Summary
• Ensuring that “Wall Street” serves “Main Street” as its primary objective 

has become a political imperative worldwide.
• While financial authorities have mandate and instruments to control the 

risk carried by financial intermediaries through prudential regulations, they 
have limited influence on how well financial intermediaries serve their 
clients – in other words, on the efficiency of financial intermediation.

• Pursuit of financial efficiency requires the coordinated mobilization of 
many public and private stakeholders , whose contributions are decisive 
to reach an understanding  of practical measures that could make the 
matching of supply and demand of financial services more fluid.

• Adoption of adequate governance, organization and methodologies to 
handle the large number of interventions is therefore necessary  to keep 
“Wall Street” aligned with the needs of “Main Street”. 

• This presentation summarizes a package of solutions that enable 
countries to respond to the opportunities of the 2008 financial crisis.



What Is Financial Modernization?
The EU Single Financial Market Example

“Financial modernization refers to the process of 
financial innovation and organizational 
improvements in the financial system that 
reduces asymmetric information, increases the 
completeness of markets, increases opportunities 
for agents to engage in financial transactions 
through contracts, reduces transaction costs and 
increases competition.”
-Gertrude Tumpel-Gugerell, European Central Bank Executive Board Member

It Improves Financial Intermediation Efficiency!
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FIVE FINANCIAL EFFICIENCY-ENHANCING CHANNELS

Illustrative 
sources of 
efficiency 
gains

Sources of 
inefficiency1/

Lack of 
competition

Informational 
asymmetries

Incompleteness of 
markets

Lack of engagement 
opportunities in transactions

Transaction costs

The different amount 
of information 
available to agents 
(banks and clients) 
leads to inefficient 
transactions (both in 
prices and quantities)  

The lack of suitable 
products and 
services prevents 
banks and potential 
clients from engaging 
in financial 
transactions

Legal system and contractual 
inefficiencies, lack of financial 
education of both consumers 
and firms and of banking 
sector professional skills  
prevents banks and potential 
clients from engaging in 
financial transactions

Stamp duties, registry 
taxes and other 
administrative costs 
may alter the prices of 
financial services and 
products, thus leading 
to inefficient 
transactions (both in 
prices and quantities)

Market power 
may lead to high 
prices and low 
traded quantities

• Increase of firms’ 
financial statement 
transparency

• Increase of credit 
history disclosure

• Provision of 
collaterals

• Modernization of legal 
systems / procedures and 
contracts

• Increase of market 
participants’ information

• Improvement of banking 
sector skills

• Increase of payment / 
settlement  systems’ 
efficiency

• Reduction of 
administrative costs

• Increase of on-line 
banking services 

• Moderniza-
tion of 
antitrust 
regulation

• Antitrust 
supervision

• Increase of the 
number of markets 
where financial 
products are 
exchanged

Financial efficiency is the condition under which resources available in 
a financial system are allocated towards the most valuable investment 

opportunities at the lowest possible cost.

1/ Drawn from:  European Central Bank, Financial Integration in Europe,  Ch.2 ,“Financial Development  Concepts and Measures”, April 2008

Illustrative 
market 
outcomes

• More lending to 
SMEs

• More financial 
products available 
to exporting firms

• More mortgage lending • Enlargement of 
banks’ client base

• More 
customer 
oriented 
pricing policies

http://www.ecb.int/pub/pdf/other/financialintegrationineurope200804en.pdf�


Financial Modernization Opportunities

ILLUSTRATIVE
MARKET 

SEGMENTS

SOURCES OF MARKET EFFICIENCY GAINS
Decrease in 
asymmetric 
information

Completeness 
of the market

Increased 
opportunities to 

engage in 
financial 

transactions

Reduced 
transaction 

costs

Increased 
competition

Corporate 
Lending

Retail 
Lending

Savings Products

Payment Services

Large Number of 
Regulatory Change 

Opportunities

Source: Framework drawn from ECB, Financial Integration Report, 2008 and ECB official speeches.



• Harmonize country accounting standards with international ones
• Make financial statements' certification mandatory for SMEs
• Create professional accountants' registries
• Setup credit bureaus
• Define credit bureaus' governance
• Allow credit bureaus to contain both positive and negative 

information
• Allow banks to provide personal information to credit bureaus 

without consent
• Allow banks to effectively monitor the activities of the borrower
• Setup tailored scoring systems for SMEs
• Setup tailored scoring systems for micro firms
• Certify bank internal rating procedures for SMEs
• Build a Corporate Banking Information dataset 
• Allow banks to share information about customers
• Allow information flow among banks belonging to a group 
• Allow cross-border exchange of information between bureaus
• Setup public guarantees for SMEs
• Develop microcredit guarantee schemes
• Allow credit sales
• Regulate letters of credit schemes
• Provide investment banking services to SMEs
• Provide technical assistance to SMEs
• Provide access to non-bank lenders' and creditors' data set
• Soften personal data protection 
• Setup land registries
• Define land registries' access policies
• Allow personal bank guarantee
• Allow personal wage assignment
• Setup public guarantees for consumption credit
• Allow tax and utilities bank payments
• Certify real estate assessors
• Harmonize real estate assessment procedures
• Setup public guarantees for young people
• Setup public guarantees for women clients

• AND MANY MANY MORE

Informational asymmetries
• Allow access to international funding 

markets
• Provide up-to-date regulation of OTC 

markets
• Favor competition among market 

providers
• Create new network facilities
• Update existing network facilities
• Remove IT constraints
• Include new geographical areas
• Include new population segments
• Regulate financial innovation
• Build public authorities' skills on 

advanced products
• Allow project financing
• Allow group lending
• Design microcredit schemes
• Allow bank secured corporate bonds
• Design standardized payment 

procedures
• Provide training to potential market 

participants
• Develop leasing market
• Develop factoring market
• Develop venture capital services
• Develop private equity services
• Develop derivatives markets
• Develop asset management services
• Develop P/L insurance markets
• Develop life insurance markets
• Develop pension funds
• Allow securitization
• Setup and develop stock markets
• Allow students' loans
• Allow mortgages bond
• Allow mortgage insurance

• AND MANY MANY MORE

Incompleteness of markets
• Provide technical assistance to firms 
• Provide training to bank officers
• Provide financial skills to public authorities
• Provide training to judges about advanced 

financial issues
• Increase the number of bank branches
• Increase the number of ATMs
• Increase the number of specialized courts
• Reform bankruptcy law
• Allow simplification / standardization of 

financial contracts 
• Allow international contractual forms 
• Allow contracts specifically tailored for 

financial products 
• Increase investors’ / creditors' protection
• Favor better interface between real and 

financial markets
• Implement simple / standardized legal 

procedures
• Implement efficient credit recovery 

procedures
• Favor arbitration procedures (previously 

agreed upon by counterparts)
• Support pre-trial settlement procedures
• Favor the interaction between firms / 

associations of firms and financial 
institutions / association of financial 
institutions

• Provide technical assistance to consumers 
• Favor the interaction between associations 

of consumers and  association of financial 
institutions

• AND MANY MANY MORE

Lack of access to financial transactions

FINANCIAL MODERNIZATION OPPORTUNITIES -1 



• Setup an antitrust authority, with the 
power to investigate financial institutions 
and enforce antitrust regulation, and veto 
power over M&A operations in the 
financial sector

• Enhance Antitrust Authority 
independence

• Set international standards on antitrust 
regulation 

• Define transparent criteria to identify 
abusive dominant positions

• Favor the interaction between the 
antitrust authority and the national 
associations of banks and firms

• Design quick and efficient licensing 
procedures for prospective national 
financial institutions

• Soften limits on interest rates
• Liberalize commissions on payment 

instruments
• Support competitive risk / lending policies 
• Separate lending from account opening
• Link deposit insurance premiums to risk 

profiles
• Design quick and efficient licensing 

procedures for international financial 
institutions

• Design competitive market procedures 
for the acquisition of distressed national 
banks / financial institutions

• Sign bilateral agreements to allow foreign 
licensed institutions to operate in the 
national market

• Harmonize antitrust law to international 
standards regarding advertisement

• Provide correct information to the public
• Liberalize mortgage insurance market 

• AND MANY MANY MORE

Lack of competition
• Adopt international core principles for payment systems
• Favor the development of new payment instruments (mobile 

phones)
• Simplify payment orders' procedures
• Harmonize payment orders' procedures to international 

standards
• Reduce documentation for international payments
• Simplify reporting and registration procedures of international 

loans 
• Improve IT infrastructures
• Setup an efficient network for credit cards
• Setup an efficient network of electronic branches (ATM)
• Harmonize local networks to international standards
• Design computer purchasing incentives
• Provide computer science education
• Design user friendly bank websites
• Develop network security
• Define cooperation schemes with Police
• Design insurance schemes for on line transactions
• Increase remuneration on mandatory provisions
• Design bank governance rules consistent with company law
• Harmonize financial markets' rules across products and services
• Modernize documentation flows
• Simplify bank account opening procedures
• Remove filters non-consistent with Basel II
• Standardize corporate contractual forms
• Avoid payment of insurance fees on deposits by corporate clients
• Reduce stamp duties on forfeit businesses
• Reduce stamp duties on loan contracts
• Adopt international standards on working week days
• Optimize consumer protection laws
• Avoid duplication in mandatory documentation for consumers 
• Standardize mortgage contractual forms
• Reduce stamp duties on mortgage contracts

• AND MANY MANY MORE

Transaction costs
FINANCIAL MODERNIZATION OPPORTUNITIES-2
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The Financial Modernization Challenge 

Central Bank

Legislative and 
regulatory
authorities

Firms

Financial 
Institutions

Consumers

Legal systems

Central 
Bank

Financial  
Market 

Authorities

Financial Stability
Governance, Risk Management, Capital and Liquidity

8

Financial 
Modernization
Better Matching of 
Supply & Demand
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The Financial Modernization Challenge   
Illustrative Comparative Dimensions

Financial Stability
• Authority vested in a small 

number of institutions
• “Risk prevention” focus
• Regulation and supervision 

mutually reinforcing
• Codified best practice    

(intern.al standards & codes)
• “Super-equivalency” approach
• Core sovereignty responsibility
• Few systemically important  

laws and regulations
• Public consultations improve 

regulatory quality

Financial Modernization
• Authority dispersed across many 

institutions
• “Enabling” focus 
• Limited implementation monitoring 

feedback from real economy
• Slowly emerging conceptual  

framework
• Close institutional coordination
• Users’ advocacy needed
• Many laws and regulations of 

limited systemic importance
• Participatory work to pursue many 

“low value” efficiency gains 



Public-Private Interaction (1)
Basic

• “Where public policy issues were involved, we 
established a tradition of extensive consultation right 
across the relevant sections of the market. We 
recognized early on that where intervention was judged 
to be necessary—in the interest of market transparency 
or of prudential or behavioral conduct—it needed to be 
informed by those who properly understood the 
subtleties of the market if we were to reduce the risk of 
unforeseen consequences which could either frustrate 
the purpose of the intervention or unnecessarily obstruct 
market innovation. 

Sir Edward George, former Governor, Bank of England 



Public-Private Interaction (2) 
Complex Dynamics 

• “Responsibility for promoting financial integration chiefly 
lies with financial institutions themselves which should 
exploit the framework promoted by public authorities.   
This is also dependent on the ability of the financial 
industry to coordinate its members effectively.        We 
see the fostering of collective action on the part of the 
private sector to overcome possible coordination 
problems as a very important contribution by public 
authorities”.              Jean-Claude Trichet, ECB President



Launched in 2005 by the World Bank with support from Italy’s Ministry of Economy
and Finance, the Convergence Program promotes financial sector
modernization in South-East Europe through public-private sector cooperation.

Under a “BOT” concept (Build-Operate-Transfer), the Convergence Program helps
authorities and market participants set up and operate a partnership (SPI
Platform), whose governance, organization and “Better Regulation” analytical
methods enable the pursuit of a broad-based modernization program largely
executed by local public-private teams.

It is intended that local stakeholders take operational and financial responsibility for
the SPI Platform after a two-year Convergence Program involvement.

The Convergence Program has been active in Albania, Bulgaria, Croatia and
Romania. It has ongoing discussions in Moldova and Serbia. Its mandate, renewed
in December 2007, ends in early 2010.

The Convergence Program
www.convergence-see.eu

http://www.convergence-see.eu/�
http://www.convergence-see.eu/�
http://www.convergence-see.eu/�
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SPI Public-Private Committee
Ministry of Economy – Financial Sector Supervisors

Banking Association - Consumer Protection

Public and Private Experts

Project Manager 1

Project Owner 1

Public and Private Experts

Project Owner 2

Project Manager 2

Public and Private Experts…

Project Manager N…

Project Owner N…

3) SOLUTION FINDING (Through RIA-based public-private consultations)

1) PROGRAM SETTING,  SOLUTION ENDORSEMENT AND ENACTMENT MONITORING 

Governance: The SPI Platform

SPI Secretariat

Project Working Group 1 Project Working Group 2 Project Working Group N 

2) PROJECT MANAGEMENT AND CONSENSUS-BUILDING
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Updated as of April 2009

SPI Albania Organizational Chart

Italics: Project Working Groups Private Sector Members 
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Policy Design 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 based on Cost Benefit Analysis and market feedback

Source: CEBS-CESR-CEIOPS Better Regulation Template

Work Method: EU “Better Regulation” 
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SPI Secretariat Set-Up

SPI 
SECRETARIAT

Annual Budget: 
~$200k

SPI Director, 
Financial 

Modernization 
Program

SPI
Operations

SPI Director, 
Bank Products 
and Services

•Central Bank 
background

•Policy design 
experience

•Good writing skills

•General 
Management

•Excellent 
organization skills

•Communications

•Commercial 
banking background

•Multi-product 
experience

•Analytical mind

SPI 
Technical 

Partner

Experts





2007 SPI Romania Activity
Financial Impact of Finalized SPI Projects (€ Mln) – First Full Year
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Volume Impact (% of 2007 target)

Additional Lending Volume
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82%73

236

Databases

134

99%

Positive Information

Total number of projects: 14
(updated October 2008)

Self regulatory actions completed
1. Expansion of positive information   

sharing
2. Ombudsman
3. Mortgage loan servicing and loss given 

default  databases
4. Consumer financial education
5. MiFID
6. Credit exposures stress testing                   

techniques
Regulatory changes completed
7. E-processing of debit instruments
8. AML Law Amendments
9. Rural Lending

Regulatory changes underway
10. Law on goods safeguard, values and 

persons protection 
11. IFRS loan loss provisioning

Proposals to be completed in 2008
12. Law on bank letters of guarantee
13. Roland Berger study

Abandoned
14. Credit rating agencies











Source: SPI Romania 2007 Annual Report



SPI Romania Has Mobilized > 120 Experts
• National Bank of Romania
• National Authority for Consumers Protection 
• Ministry of Economy and Finance
• Ministry of Agriculture and Rural Development
• Ministry of Interior and Administration Reform
• Anti-Money Laundering Office
• TransFonD
• Credit Bureau
• National Authority for the Supervision of Personal 

Data Processing 
• Rural Credit Guarantee Fund
• Grading Commission for Comestible Seeds  
• Romanian Commodities Exchange
• Romanian Stock Exchange
• National Securities Comission
• The National Association for Consumers’ Protection 

and Promotion of Programs and Strategies from 
Romania

• Italian Banking Association
• OECD
• International Finance Corporation
• World Bank 

• Romanian Banking Association
• Raiffeisen Bank 
• Raiffeisen Banca pentru Locuinţe
• OTP Bank
• Banc Post
• CEC
• BCR
• Alpha Bank
• BRD-GSG
• UniCredit Ţiriac Bank
• RIB Romanian International Bank
• Credit Europe Bank
• ING Romania
• Citibank
• ABN AMRO
• ATE Bank Romania
• Coface Romania
• Cargill
• KPMG 
• Deloitte
• Clifford Chance
• Algoritmics
• Bearing Point
• Financial Ombudsman Service, UK
• Goodwood Financial Consulting



SPI Albania Project Working Group Members
N

o
PROJECT Project Management Group Project Working Group

Project Owner Project Mgr Deputy PM

1. Improving auction procedures 
for immovable 
collaterals under 
foreclosure 

Seyhan Pencapligil
BKT (G3)

Veronika 
Prifti

BKT (G3)

Rudina Gorishti
BoA

Andin Jakova - ICB (G1); Arta Taipi – UBA (G1); Alban 
Mehmeti-EB (G1); Erion Lena - AB (G2); Andon Daka -
CB (G2); Ermal Dobi -TB (G3); Rudina Ziu - RB (G3); 
Dorina Mehmeti – IFC;Petrit Qarri – MoJ; Mirela Behluli -
Appraisers’ Association; Kimmo Vikman - EURALIUS

2. The impact of the banking 
regulations on the 
IFRS implementation. 

Indrit Banka
BoA

Miranda 
Ramaj
BoA

Armand 
Muharremi

PB (G2)

Merita Musliu, Eralda Gurga -EB (G1); Zinaida Cako - ICB (G1);
Florian Dervishi – FIB (G1); Albana Hallvaxhiu - PB (G2);
Ilda Markollari - AB  (G2); Elvira Tartari, Adela Leka – PCB 
(G2);Rezarta Kocollari – NBG (G2); Julia Manushi - RB (G3); 
Skender Emini - BKT (G3); Adela Xhemali, Silvana Osmani -
ISPB (G3);Ilir Pustina – BoA; Arben Zace – MoF; Kledi Kodra –
PWC;Romira Hoxha – KPMG; Nuriona Sokoli – Deloitte; Lyela 
Rama – AMF; Lirola Keri – NAC;  Teit Gjini – Ernst &Young

3. Reducing cash transactions Oliver Whittle
RB (G3)

Robert 
Wright

RB (G3)

Elivar Golemi
BoA

Jonida Vaso – UB (G1); Elird Qendro, Mirela Pekmezi – BIS 
(G1);Griselda Cela – CB (G2); Liliana Nanaj, Suela 
Totokoci – ISPB (G3) ;Amalia Zerri, Kamelia Paskali –
AMC ; Anila Celiku – Vodafone;Arben Zace – Ministry of 
Finance

4. Reviewing the Capital 
Adequacy Regulation

Indrit Banka
BoA

Miranda 
Ramaj
BoA

Adela Xhemali
ISPB (G3)

Admir Ramadani - FIB (G1); Adela Leka - Pro Credit (G2); 
Brunilda Jacovi - NBG (G2); Entela GJyzari - Banka Popullore
(G2); Jola Dima - ISPB (G3); Altin Koci – ICB (G1); Plator
Ulqinaku – UB (G1); 
Majlinda Gjata – RB (G3); Elsa Peca, Persefoni Pepa – PCB (G2)
Merita Musliu – EB (G1); Dimitrios Kakaunis, Artiola Agalliu –
AB (G2); Sokol Pellumbi – BKT (G3); Rajmond Povaci, Aleko 
Polo – TB (G3); Ermira Curri (BoA)

5. Consumer Financial 
Education 

Anila Jani
METE

Ina Kraja
(BoA) 

Mamica 
Dhamo
(METE)

Lyela Rama
(AMF)

Brunilda 
Kostare (AAB)

Islam Cani (ACA); Altin Goxhaj (ZMK); Daniela Skendaj 
(QMKA); BKT; PCB; BT; Gentiana Hasko (PB); Sonila Metohu 
(Min Fin); Pajtim Melani (CAO); Monika Kocaqi (Women’s 
Association)



A Financial Modernization Hub?

SPI Platform
SPI Committee
SPI Secretariat

Asymmetry of Information
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Market Completeness

Project 1

Project 3

Project 4

Project 5

Project 6
Project 7Project 8

Project 9

Project 10

Project 11

Project 12 Project 2

SPI Project Working Groups

SPI Secretariat supports SPI Project Working Group without external technical support
SPI Secretariat supports SPI Project Working Group with limited external technical support

External experts prepare project with SPI Project Working Group support based on SPI methodologies

Donor Project Technical Support: Major, Focused, Nil Donor Program Support: Build-Operate-Transfer

Donor 1
Donor 2
….

Donor A
Donor B
Donor C
Donor D
…..



Summary: SPI Platform Benefits
• Public-private governance with “Better Regulation” 

tools significantly extend country’s reform capacity
– SPI Committee becomes country’s reform “champion”

• Inter-agency coordination with intermediaries and users
– Market participants feedback on efficiency opportunities

• Screened by rigorous policy analysis and consultation techniques
– A “Better Regulation” Technical Secretariat

• Valuable project management expertise
• Focus: Extract value from domestic public-private expertise

– Best use of available expertise in the country
– Reform teams strengthened with industry expertise

• Authorities participate in fact-finding and analytical process
• Efficient processing of large modernization program

– 10-15 key projects/year (€20k/project)
– Operating costs: 0.5% of annual gains for banking sector

• SPI Platform domestic sustainability is possible



Gains Are Large but Execution is Tricky
Lessons learnt from Albania, Croatia, Romania,....

• Twin Leadership
– SPI Committee “leader”

• Programmatic, collaborative and persistent
– SPI Secretariat Head

• Public-private perspective, self-starter, networker, 
consensus-builder, passionate but pragmatic

• Adequate Time Horizon
– Strong early results focus needed, but 

institutional success cannot be called too early 
• Constant Outreach

– Financial community must appreciate results!



SPI Secretariat Location Options
• Public Sector

– Central Bank 
• ECB/Bank of England/Fed NY (www.efmlg.org)

– Prime Minister’s Office
• 10 Downing Street’s Strategy and Delivery Unit

• Private Sector
– Banking Association/Banking Institute

• Dedicated unit with public-private governance

• Civil Society
– Think-Tank or academic offshoot

• Centre for Financial Regulation(http://www.icffr.org/) 

http://www.efmlg.org/�
http://www.icffr.org/�


SPI Armenia
• The vehicle: Project Working Groups

• To discuss and agree on modernization options
– Focus: practical legal/regulatory change proposals

• Two complementary engines:
– SPI  Committee 

• To define mandate and directions
• To provide political impetus towards enactment

– SPI Secretariat 
• To scope and analyze modernization options

– Large-scale mobilization of available professional expertise 



Four Main Launch Phases
1. Consensus-building among potential “SPI 

Committee” members
• Mandate and scope of initiative
• Funding sources (3 years)

2. Setting up of 2-person SPI Secretariat
• Target: Proposed Financial Modernization Program 

for SPI Committee approval (3 months from start)

3. Project Working Group Formation
• Target: First batch of 4-6 reform proposals for SPI 

Committee approval (6 months from start)

4. SPI Committee enactment support
• Target: First enactments (12 months from start)  
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