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Foreword 
 
 
 
There is strong interest around the world in the institutional aspects of financial regula-
tion and supervision. This interest increased as several developed and developing coun-
tries started to integrate their specialized supervisory institutions into a single entity dur-
ing the past few years.  Of particular relevance is the relatively recent experience in the 
United Kingdom, where several specialized supervisory agencies were integrated into the 
Financial Services Authority (FSA). 
 
Although some countries began adopting integrated supervision as early as the 1980s, a 
debate on the pros and cons of integrated supervision models emerged only recently. Is-
sues in favor and against integration have been identified, but they have not yet been dis-
cussed in the context of a formal analytical framework or with a regional perspective. 
 
The present study fills both gaps. It examines the rationale for the adoption of an inte-
grated approach utilizing a methodology to analyze the efficacy and the efficiency of the 
specialized and integrated approaches in meeting the main objectives of financial regula-
tion in the context of Latin America and the Caribbean countries. The paper considers the 
main arguments against and in favor of integration that are known to affect both ap-
proaches in practice and that have been discussed in the existing literature.  
 
Consumer protection, systemic stability, and financial system efficiency are identified as 
the three main objectives of financial regulation and represent the benchmarks for the 
analysis. The paper analyzes how well and how efficiently the specialized and integrated 
approaches to regulation facilitate the achievement of the three main objectives. Based on 
this analysis of the integrated and specialized approaches, the paper finds good reasons 
for the adoption of an integrated approach in circumstances similar to those prevailing in 
most Latin American and Caribbean countries. 
 
The study breaks grounds in assessing the cost and benefits of different supervision re-
gimes in the region and prompts additional research in this field. 
 
The issue of an integrated versus a specialized approach to financial regulation is particu-
larly relevant for the countries of Latin America and the Caribbean, some of which have 
already started to move towards an integrated approach. We believe that this study will 
greatly contribute to promote an active discussion on this issue and to reach conclusions 
for the implementation of institutional reforms in the supervisory frameworks of coun-
tries in our region. 

 
 
 
Pietro Masci 
Chief 
Infrastructure and Financial Markets Division 
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Introduction 
 
 
 
There has recently been a strong interest around 
the world in the organization of financial regula-
tion. During the last few years, a significant 
number of developed and developing countries 
have moved toward integrating their specialized 
regulatory agencies into a single entity.1 An ac-
tive debate on the pros and cons of integrated 
supervision models2 began only recently, despite 
the fact that some countries, most notably those 
in the Scandinavian region, began adopting inte-
grated supervision models as early as the 1980s. 
In the case of the Scandinavian countries, the 
decisions to fully integrate financial regulation 
in a single institution were part of an evolution-
ary process. In some of the more recent cases, 
reform was implemented after holding a debate 
on the main advantages and costs of integration. 
 
Nowadays, the question about the factors stimu-
lating the debate on the institutional design of 
financial regulation arises naturally. According 
to Goodhart et al. (1998), there are five main 
reasons behind its recent emergence. 
 
1. The rapid structural change that has 

taken place in financial markets was 
spurred by the acceleration in financial 
innovation. The main question here is 
whether the institutional structure of 
regulation and supervis ion should mir-
ror the evolution of the structure of the 
financial system. Financial innovation 
has lead to a change in the risk charac-
teristics of financial firms. As a result, 
the capacity of existing specialized 
regulators to adapt to these changes is 
in question. 

 

                                                           
1 See Abrams and Taylor (2000), Briault (1999 and 
2002), Demaestri and Cohen (2000), and Demaestri 
and Sourrouille (2002). 
2 Following Carmichael (2001) and other authors, this 
paper does not distinguish between the terms “regula-
tion” and “supervision”. They are used interchangea-
bly. 

2. Financial activities have become in-
creasingly complex, as evidenced by 
the emergence of financial conglomer-
ates.3 The question is whether a series 
of agencies supervising parts of a com-
plex financial institution can have a 
good grasp of developments taking 
place in the institution as a whole. 

 
3. The realization that the actual financial 

regulatory and supervisory structure is 
the result of a series of ad hoc policy 
measures put in place, at times, in the 
wake of financial crises. The question 
is whether, after the crises, a more co-
herent structure should be put in place. 

 
4. There is an increased demand for en-

hanced regulation and supervision of 
financial products like insurance and 
pension schemes, which raises two 
concerns. First, it might not be clear 
which regulator should oversee a par-
ticular issue and, as a result, more than 
one specialized regulator, or none at 
all, might be doing it. Additionally, 
there is the concern regarding the abil-
ity of existing specialized regulators to 
deal with new challenges without an 
enhanced set of regulatory and supervi-
sory faculties. 

 
5. The increasing internationalization of 

banking and other financial services 
has implications for the institutional 
structure of agencies at national and in-
ternational levels. Again, the capacity 
of existing specialized regulators to 
adapt to these changes is in question. 

 
Indeed, factors 1, 2, 3 and 4 were found to be 
crucial in the adoption of the integrated ap-
proach in the Scandinavian countries (see Taylor 

                                                           
3 Usually defined as a group that undertakes at least 
two major financial service activities. 
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and Fleming, 1999), while factors 1, 2, 3, 4, and 
5 were of particular importance in the British 
reform (see Briault, 1999). All these factors are 
relevant for countries in Latin America and the 
Caribbean (LAC), where the debate about the 
optimal financial regulatory and supervisory 
structure is gaining momentum. 
 
However important these factors may be when 
addressing the problems affecting the special-
ized approach to financial regulation and super-
vision in LAC countries, the case for an inte-
grated approach is not a straightforward one. 
There remain differences between banks, securi-
ties firms, and insurance companies that refer to 
the nature of their businesses, the type of con-
tracts they issue, the maturity structure of their 
assets and liabilities, and the nature and type of 
the risk and asset transformation functions they 
perform. Financial firms have diversified their 
portfolios, but often it is their main business that 
continues to dominate their activities. Addition-
ally, differences in the nature of the risks in-
volved in financial activities could warrant some 
degree of specialization in the approach to pru-
dential and conduct-of-business regulation.4 
 
Furthermore, it should be recognized from the 
start that there is no single “optimal” model for 
the organizational structure of financial regula-
tion. Local circumstances in a particular country 
are very important in determining the best insti-
tutional arrangement for that country. Therefore, 
no specific organizational model can be applica-
ble to all countries, including countries in the 
same region. Moreover, it must be noted that the 
countries that have adopted an integrated ap-
proach have done so in different ways.5 
 
Consequently, the issue of an integrated versus a 
specialized approach to financial regulation is 
well defined, of much interest, and very relevant 
to the countries of Latin America and the Carib-
                                                           
4 Considering that the vast majority of financial sec-
tor supervisors focus on prudential regulation rather 
than on conduct-of-business issues, this paper will 
concentrate on the prudential aspects of financial 
regulation. 
5 We thank Briault for calling our attention to the 
importance of emphasizing this issue. This point is 
also underlined in Carmichael (2001).  

bean. The different trade-offs need to be care-
fully balanced to assess the relative efficacy and 
efficiency of each institutional arrangement in 
meeting the main objectives of regulation. The 
issue is of particular relevance for the countries 
of Latin America and the Caribbean, some of 
which have already started their move toward an 
integrated approach. An active discussion of this 
issue is likely to surface soon in many others. 
 
The present study further develops the findings 
in Demaestri and Cohen (2000), which presented 
the main issues and provided an overview of 
current conditions in Latin America. This paper 
moves a step beyond and articulates the rationale 
for the adoption of an integrated approach in the 
countries of the region.  It provides a methodol-
ogy to analyze the efficacy and the efficiency of 
each approach in meeting the main objectives of 
financial regulation,6 and also discusses the main 
problems that are known to affect both ap-
proaches in practice. 
 
The three main objectives of financial regulation 
identified in this paper are consumer protection, 
systemic stability, and financial system effi-
ciency. The paper analyzes how well (efficacy) 
the specialized and integrated approaches to 
regulation allow the achievement of the three 
main objectives, and whether those objectives 
are obtained at a lower cost (efficiency). This 
analysis considers the main arguments against 
and in favor of integration that have been dis-
cussed in existing literature. The main argu-
ments against integration considered in the 
analysis are the issues of moral hazard, regula-
tory capture, Christmas tree effect, and bureau-
cratic leviathan. In terms of arguments in favor 
of integration, consideration is given to the is-
sues of economies of scale and scope, preva-
lence of financial conglomerates, competitive 
neutrality, and transparency and accountability. 
Some issues associated with the eventual separa-
tion of financial supervision from the central 
bank are also considered.     

                                                           
6 Jean Roy, Ecole des Hautes Etudes Commerciales, 
Canada (2000), utilized a similar methodology to 
analyze the effectiveness and efficiency of different 
funding arrangements to achieve the potential objec-
tives of deposit insurance schemes.   
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The second section of the present study dis-
cusses the main objectives of financial regula-
tion. The third section analyzes the main prob-
lems and advantages of the integrated approach 
vis -à-vis the specialized approach, in light of 
country experiences and economic theory. In 

particular, the efficacy and efficiency in attain-
ing the objectives of financial regulation are dis-
cussed taking into account the particular situa-
tion of the countries of Latin America and the 
Caribbean. The fourth section concludes with a 
summary of results and some final thoughts. 
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Objectives of Financial Regulation 
 
 
 
The economic rationale for financial regulation 
is a complex matter that exceeds the scope of 
this paper. There is a vast literature on this topic 
and the interested reader is referred, for instance, 
to Llewellyn (1999a). This section does not re-
evaluate that rationale but poses and addresses 
the more concrete question of what is expected 
from financial regulation. Two general types of 
financial regulation and superv ision are usually 
identified: (i) prudential regulation, which fo-
cuses on the solvency, safety and soundness of 
financial institutions, and (ii) conduct-of-
business regulation, which focuses on how fi-
nancial firms conduct business with their cus-
tomers. 
 
Different approaches to the subject arise when 
the normative issues of prudential regulation and 
supervision of financial institutions are dis-
cussed in the literature. Goodhart (1996) distin-
guishes between consumer protection and sys-
temic protection. Alternative approaches con-
sider a more comprehensive set of objectives.7 
However, there seems to be a certain consensus 
in the specialized literature about the necessity 
to have a limited range of well-defined set of 
objectives for financial prudential regulation and 
supervision.8 This belief can be explained in a 
very straightforward manner: avoidable costs are 
imposed on the economy if prudential regulation 
focuses upon inappropriate objectives (a chance 
that increases with the number of objectives).  In 
that regard, there is a consensus in the literature 
about the need for a narrow and well-defined list 
of core objectives for financial regulation that 
includes consumer protection, and systemic sta-
bility. Considering that the cost of access to di-

                                                           
7 For instance, the Financial Services Authority in the 
United Kingdom has four main statutory objectives: 
(i) to maintain confidence in the financial system; (ii) 
to promote public understanding of the financial sys-
tem; (iii) to secure an appropriate degree of protec-
tion for consumers; and (iv) to contribute to reducing 
financial crime. 
8 Llewellyn (1999a) is a prominent example in that 
regard. 

versified financial services in most of the finan-
cial systems in LAC is very high, we propose 
adding a third core objective to the list: effi-
ciency of the financial system. 
 
Consumer Protection. Consumer protection is-
sues arise for two main reasons: (i) an institution 
where clients hold funds might fail (an issue of 
prudential regulation); and (ii) the way in which 
a financial firm conducts its business with its 
customers might be unsatisfactory (an issue of 
conduct of business regulation). The ultimate 
rationale for financial regulation designed to 
protect the consumer is to correct for market 
imperfections or failures that would compromise 
consumer welfare in a regulation-free environ-
ment.9 As stated before, this paper focuses on 
the prudential aspects of financial regulation. In 
that regard, the general case for prudential regu-
lation and supervision of financial firms is that 
consumers are not in a position to effectively 
judge the safety and soundness of financial 
firms.  
 
Systemic Stability. Given that financial markets 
are usually driven by market sentiments10 that 
give rise to a variety of crises, plus the fact that 
market failures are intrinsic characteristics of 
financial markets, preserving the stability of the 
financial system should be a main objective of 
financial authorities. 
 
Efficiency of the Financial System. If the finan-
cial sector is of critical importance for the nor-
mal operation of the overall economy but it is 
rendering services at unacceptably high costs, 
then the efficient operation of the system should 
be a relevant concern for the financial services 
authorities. In addition to private cost considera-
tions, the issue of efficiency also arises because 
regulation imposes a wide range of costs, which 
                                                           
9 Carmichael (2001) identifies four main sources of 
market failures in the financial system: (i) anti-
competitive behavior; (ii) market misconduct; (iii) 
asymmetric information; and (iv) systemic instability. 
10 For instance: manias, panics, bubbles, and runs. 
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are ultimately reflected in the price of financial 
services. If these costs are “excessive” in the 
sense that they exceed the economic benefits to 
be derived from achieving the limited objectives 
behind regulatory services, then financial regula-

tion ends up imposing a net burden on the econ-
omy. Therefore, a main objective for financial 
authorities in LAC should be to adopt and im-
plement a regulatory and supervisory approach 
that contributes to the efficient operation of the 
financial sector.11 

                                                           
11 A narrower view of efficiency may be taken in 
more developed countries. For instance, financial 
regulators may make explicit the objective of reduc-
ing the costs that their interventions impose on the 
financial system. 
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Financial Supervision: 
Integrated or Specialized Approach? 

 
 
 
This section discusses how the integrated and 
specialized approaches to financial regulation 
and supervision deal with the objectives of con-
sumer protection, efficiency of the financial sys-
tem, and systemic stability. In particular, we 
compare how effectively and efficiently each 
approach fulfills the core objectives of financial 
regulation. Since the goal of the present analysis 
is to assess the viability of an integrated ap-
proach for the countries of Latin America and 
the Caribbean, the discussion will make explicit 
reference to the characteristics of these countries 
whenever possible. 
 
The existing literature on the subject has dealt 
with the benefits and costs of each approach,12 
but, to the best of our knowledge, it has not 
linked them explicitly to the core objectives of 
financial regulation.13 It is important to proceed 
in this way because, without a clear analytical 
foundation based on the rationale and objectives 
of regulation, any institutional structure is likely 
to be ad hoc and arbitrary. Moreover, it may 
even compromise the objectives of financial 
regulation, as recognized by Goodhart et al. 
(1997). 
 
Why is the issue of integrated versus specialized 
financial regulation interesting and relevant? To 
start answering this question it is worth noticing 
that over the last several years the world finan-
cial services landscape has shifted. As a result, 
many of the products and services offered to 
consumers by the insurance, deposit-taking and 
securities industries are becoming increasingly 

                                                           
12 Briault (1999 and 2002), Taylor and Fleming 
(1999), and Abrams and Taylor (2000) are prominent 
examples of the literature that identifies and discusses 
the costs and benefits of the integrated and the stan-
dardized approaches. 
13 Abrams and Taylor (2000) analyze the costs and 
benefits of unified supervision in connection with a 
set of proposed prerequisites for effective supervi-
sion. 

hard to distinguish. Many financial services pro-
viders are developing products and services that 
cut across traditional regulatory boundaries. The 
mismatch between the regulatory structure and 
the marketplace has resulted in duplication and 
overlap of regulations, different regulatory 
treatment of similar products, and gaps in con-
sumer protection. Regulatory and supervisory 
authorities are concerned about this. For exa m-
ple, this has led authorities in the Canadian prov-
ince of Ontario to conclude that: 
 
The pace of change in the provision of financial 
services is extremely fast, and all indications 
point to that path accelerating… A regulatory 
framework designed in the era when deposit-
taking institutions, securities firms and insurers 
operated entirely different businesses cannot 
adapt fast enough to address new issues…both 
consumer protection and industry efficiency may 
be at risk of being compromised… It is timely 
for Ontario to create a new regulatory agency 
by merging the Ontario Securities Commission 
and the Financial Services Commission of On-
tario into the Ontario Financial Services Com-
mission. (Young, 2000) 
 
However, the case for integration is not straight-
forward. Some researchers, policymakers, and 
supervisors disagree on the relative merits of 
integration. As pointed out before, there are 
some differences between the businesses, activi-
ties, maturity structures, and risks associated to 
the assets and liabilities of banks, securities 
firms, and insurance companies that may imply 
that some kind of specialized approach to pru-
dential regulation could indeed be advisable. 
The Reserve Bank of Australia provides an in-
teresting example of the differences between the 
core businesses of banks and insurance compa-
nies:14  
                                                           
14 It is worthwhile to note that, despite the identified 
differences, Australia brought together the prudential 
regulation of banks and insurance companies. 
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…insurance companies have long-term liabili-
ties with ill-defined value, while their assets are 
generally marketable with readily ascertainable 
values. Banks, in contrast, tend to have rela-
tively short-term liabilities, with assets that are 
difficult to liquidate and to value. Consequently, 
the applicable prudential supervisory regimes 
are different and there would be few (if any) ef-
ficiencies in bringing their supervision together. 
(Thompson, 1996, quoted by Goodhart et al, 
1997)  
 
As the discussion shows, the analysis of an inte-
grated versus a specialized approach to financial 
regulation has to be carefully developed to as-
sess the relative efficacy and efficiency of each 
institutional arrangement to fulfill the core ob-
jectives of regulation. In what follows we first 
discuss the main costs that have been attributed 
to the integrated approach15 and then turn to the 
potential benefits of adopting it. In all the cases, 
the theoretical arguments are discussed in light 
of available empirical evidence from experi-
ences of reform, and take into consideration the 
situation prevailing in the countries of Latin 
America and the Caribbean. 
 
The discussion that follows tries to make clear 
that many of the problems are not exclusive to 
the integrated approach. Moreover, it is shown 
that the prevalence of these problems is wide-
spread in Latin America and the Caribbean, even 
when the vast majority of these countries cur-
rently have multiple specialized regulators in 
place. Among the main costs that are said to 
have a special effect on the integrated approach 
to financial supervision, moral hazard, regula-
tory capture, Christmas tree effects, and bureau-
cratic leviathan are of particular interest. The 
perils of separating banking regulation and su-
pervision from the central bank are also studied. 
We start the discussion addressing the issues that 
the literature has identified as the most problem-
atic ones for the successful working of the inte-
grated approach. We show that the pessimistic 
conclusions that are usually drawn based on 

                                                           
15 Although, as pointed out before, we recognize that 
there is not a single optimal way of integrating finan-
cial regulation, for simplicity, in what follows we 
will refer in generic terms to the integrated approach. 

these grounds are not always warranted. Indeed, 
it is not always clear how they operate in the 
Latin American and Caribbean context. More-
over, we show that the same problems usually 
affect the specialized approach as well, in some 
cases harming its operation even more than they 
do in the case of an integrated system. After dis-
cussing the presumably more relevant problems 
associated with integration and the perils of 
separating banking regulation from the central 
bank, we then turn to a discussion of the more 
advantageous issues associated with the inte-
grated approach, mainly economies of scale and 
scope, the prevalence of financial conglomer-
ates, competitive neutrality, and better transpar-
ency and accountability. 
 

MAIN ARGUMENTS  
AGAINST INTEGRATION 

 
This section considers the issues of moral haz-
ard, Christmas tree effect, bureaucratic levia-
than, and regulatory capture. 
 

Moral Hazard 
 
The moral hazard issue in implicit contracts is 
usually ranked as a prominent cost of the inte-
grated approach. Llewellyn (1999b) notes: 
 
A potential moral hazard might be created in 
that a public perception could emerge that the 
risk spectrum among financial institutions had 
disappeared or become blurred. In particular, 
the distinction between deposits which are re-
deemable on demand at face value, and invest-
ments (e.g. life assurance) where the value of an 
institution’s liability is a function of the per-
formance of the institution in managing its as-
sets, could become obscured. 
 
The main idea is that a new implicit contract 
could be created between a newly integrated 
financial authority and the public, leading to ex-
cessive risk taking behavior on the part of the 
public if the risk spectrum between different 
financial products becomes blurred. Excessive 
risk-taking behavior on the part of the public 
could eventually jeopardize the stability of the 
financial system. 
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Briault (1999) disputes this point on practical 
grounds, arguing that “in practice, the public’s 
understanding of the regulatory system is—
regrettably—likely to be so low that this type of 
moral hazard should not arise.” Even if this 
problem were bound to arise, Briault argues that 
its effects can be substantially mitigated by in-
cluding a legal provision in the form of a spe-
cific statutory objective for the unified financial 
services regulator to raise public awareness of 
the risks, costs and benefits of different financial 
services. This was done in the United Kingdom, 
where the objective of raising public awareness 
was legally imposed on the Financial Services 
Authority. 
 
To the best of our knowledge, the existing spe-
cialized literature has not concentrated on moral 
hazard problems different than those of the im-
plicit contract variety. However, in practice, 
other types of moral hazard problems could be 
associated with different institutional regulatory 
arrangements. Indeed, some of those moral haz-
ard problems could have especially serious ad-
verse consequences on the effectiveness of the 
specialized approach to fulfill the core objec-
tives of regulation. 
 
In this regard, we have identified a type of moral 
hazard related to excessive risk taking by finan-
cial institutions. This type of moral hazard 
would not result from the existence of implicit 
contracts, but instead it would originate in hid-
den action/information by financial institutions. 
Holes, under-laps, and inconsistencies in the 
legal framework are bound to become apparent 
in situations in which the regulatory framework 
was originally established to avoid cross-
institutional financial activity but was progres-
sively modified by the behavior of market par-
ticipants. If holes and/or under-laps in legisla-
tion/regulation (or supervision) are prevalent, 
excessive risk-taking behavior on the part of 
financial institutions could take place with the 
intention of profiting from those inconsistencies 
in financial regulation and/or supervision. Holes 
and under-laps in the regulatory framework may 
create a moral hazard problem of the hidden in-
formation and/or a hidden action type. 
 

The literature has recognized the existence of 
holes, inconsistencies, overlaps and under-laps 
in the legal framework. However, to the best of 
our knowledge, it has not considered the poten-
tial moral hazard problems that could arise as a 
consequence of them. So far, overlaps and un-
der-laps have been treated symmetrically and 
both are seen to lead to excessive regulatory 
costs. This is especially relevant for the case of 
overlaps and inconsistencies, but not for the re-
maining cases. The most problematic issue asso-
ciated with under-laps and holes in the regula-
tory framework is the neglected possibility of 
moral hazard problems resulting from excessive 
risk-taking behavior on the part of financial in-
stitutions acting in an environment of hidden 
information or action. As a way of example, 
consider what could happen during a period of 
financial distress (such as a situation of strong 
pressure against the national currency) in coun-
tries where banks participate, directly or indi-
rectly, in administering private pension funds if 
specialized financial regulation and supervision 
are subject to holes and/or inconsistencies. Since 
private pension schemes are generally adminis-
tered by limited-liability companies, which op-
erate under week supervision,16 banks could en-
gage in highly speculative activities in futures 
markets for the domestic currency, using pen-
sion fund resources for that purpose. In this case, 
banks can take excessive risks, while their ac-
tions remain unsupervised by either the pension 
system regulator or the banking regulator. Under 
those circumstances, the state may end up bear-
ing the costs of eventual losses incurred by 
banks if they exceed the limited legal liability of 
pension funds. This case is not a mere theoreti-
cal possibility; it did occur in Argentina during 
some episodes of strong pressure against the 
domestic currency. A case like this is much less 
likely to arise if an effective integrated supervi-
sory approach were adopted.  
 
According to Taylor and Fleming (1999): 
 
One undoubted benefit of the integrated ap-
proach when compared with specialist regula-
tory agencies is that it is less likely that specific 
regulatory problems will be lost in the gaps be-
                                                           
16 Meaning, lack of consistent integrated supervision. 
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tween regulatory jurisdictions. A number of 
cases in the U.K.—ranging from Barings to the 
so-called Home Income Plans—had contributed 
to the perception that too many problems were 
simply falling between regulatory agencies. The 
formation of a single regulatory body has been 
deliberately designed to eliminate the possibility 
that disputes over regulatory turf may result in 
certain types of financial activity going unregu-
lated, or inadequately regulated. 
 
What objectives of financial regulation and su-
pervision are in danger if moral hazard problems 
arise? The answer is that both consumer protec-
tion and systemic stability would be compro-
mised. In the examples of moral hazard due to 
implicit contracts that have been considered in 
the literature so far, mainly consumer protection 
is shown to be at risk. However, as argued 
above, both consumer protection and systemic 
stability could be compromised if generalized 
holes in the regulatory framework are prevalent 
under the specialized approach. 
 
In terms of the efficacy of the specialized and 
integrated approaches to fulfill the core objec-
tives of financial regulation when faced with 
problems of moral hazard, the answer depends 
on what specific kind of moral hazard is thought 
to be more relevant. Given the prevalence of the 
specialized approach and the existence of quite 
obvious gaps in the statutory objectives of spe-
cialized financial regulators in most Latin 
American and Caribbean countries, the possibil-
ity of moral hazard problems due to hidden ac-
tion/information cannot easily dismissed. At the 
same time, if LAC countries decide to start mov-
ing toward an integrated approach, the problem 
of moral hazard due to implicit contracts needs 
to be taken seriously, paying special attention to 
the remedies discussed above. 
 
In terms of the efficiency of both approaches to 
fulfill the core objectives when faced with moral 
hazard problems, the integrated approach is 
probably more efficient. Including a legal provi-
sion in the statutory objectives of the financial 
regulatory authority seems less costly than cor-
recting holes in legislation and devoting the re-
sources to improving supervision in the various 
areas in which holes are prevalent. These last 

two actions could be rapidly subject to dis-
economies of scale. The case-by-case approach 
to correct inconsistencies and holes in the finan-
cial regulatory framework could also have a 
negative impact on the enforcement capabilities 
of the supervisory authorities. 
 
Yet another problem when trying to correct legal 
holes on a case-by-case basis is the different 
relative speed of reaction of the financial indus-
try and that of the financial authorities. Indeed, 
part of the reason that the regulation of various 
restrictions on private financial activities has 
been relaxed in recent years is that it has become 
ineffective, given the ability of market partici-
pants to find ways to bypass those restrictions. 
 
In conclusion, two types of moral hazard prob-
lems could indeed affect the effectiveness and 
efficiency of financial regulation and supervi-
sion to fulfill the core objectives of regulation. 
The first involves excessive risk-taking behavior 
by the public and could jeopardize the protection 
of consumers and the stability of the financial 
system under an integrated approach. However, 
there are methods to mitigate this problem, and 
they are less costly than the case-by-case alter-
native of trying to correct various inconsisten-
cies in a legal framework originally designed to 
fulfill a set of objectives different from the core 
ones. More importantly, the specialized ap-
proach cannot be said to be free of moral hazard 
problems either. 
 
The second type of moral hazard problem identi-
fied in this section involves excessive risk taking 
by financial institutions when key aspects of 
market participants’ behavior or crucial informa-
tion are hidden from the financial regulator. This 
moral hazard is likely to affect the specialized 
approach more, jeopardizing both consumer pro-
tection and the stability of the financial system. 
Moreover, trying to correct or eliminate holes in 
legislation and in supervision could indeed be 
very costly, involving numerous case-by case 
modifications. 
 

Christmas Tree Effect 
 
Another potential problem that could adversely 
affect the integrated approach is the so-called 
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“Christmas tree effect,” according to which the 
number of heterogeneous objectives to be ful-
filled by an integrated agency might grow pro-
gressively in an endogenous, maybe unbounded, 
fashion. The basic idea is that, since it may be 
difficult to include all the relevant objectives in 
the legislation creating the new integrated finan-
cial authority, additional objectives may have to 
be incorporated after the new authority is estab-
lished.17 The risk of this initial remit incom-
pleteness is that it opens the possibility for het-
erogeneous objectives to be later introduced, 
even ones that could be in conflict with the main 
objectives of financial regulation. Consequently, 
this problem has the potential to affect the ful-
fillment of the three core objectives of financial 
regulation. There seems to be some evidence of 
this serious problem in the Scandinavian experi-
ence with integration (see Taylor and Fleming, 
1999). 
 
When considering the Latin American and Car-
ibbean cases, a clear picture emerges: a wide 
range of heterogeneous functions already exists 
at the level of specialized regulators, with con-
sumer protection being usually neglected as a 
main objective. Take the case of the banking 
regulators, for example. A review of 20 banking 
regulators across different countries in the re-
gion reveals that only six of them clearly and 
explicitly include consumer protection as a main 
regulatory objective of regulation (see table 1 in 
the appendix). In some cases, mandatory objec-
tives are to fully develop the skills of the em-
ployees, to use up-to-date information systems, 
to give advice to financial institutions on portfo-
lio strategies, to encourage a culture of excel-
lence and leadership, or to strengthen the capa-
bilities of the employees to work as a team. In 
11 of the 20 cases, the number of objectives ex-
ceeds the number of core objectives, and in all 
but two of the cases the list of core objectives is 
not complete; that is, at least one main objective 
is missing. At the same time, some noisy objec-
tives are typically included. A rather natural 

                                                           
17 We are referring to the possibility of adding new 
(less relevant) objectives and not to extending the 
scope of a single financial regulator, which is a (nec-
essary) feature naturally associated to the process of 
integration.   

question arises at this point: can the integration 
of financial regulation and supervision worsen 
the situation in these countries? In theory, the 
answer is yes. However, in practice the answer 
is probably no. Indeed, the move to integration 
could act as an opportunity to adopt a consistent, 
sensible, narrow, and well-defined set of objec-
tives. In fact, the LAC countries that recently 
modified their regulatory framework and started 
to move toward integration now have a less het-
erogeneous, better defined, set of objectives. 
 
As shown by the previous empirical analysis, a 
Christmas tree effect seems to be already affect-
ing specialized banking regulators in Latin 
America and the Caribbean. In particular, the 
objective of consumer protection is generally 
absent from their statutory objectives. This does 
not happen in some cases (Peru and El Salvador, 
for instance) that have recently moved in the 
direction of the integrated approach to regulation 
and supervision. Given these developments, it 
seems that the move toward the adoption of an 
integrated approach to regulation can be less 
costly than a case-by-case revision of mandatory 
objectives at the level of the specialized regula-
tors. Furthermore, the integrated approach also 
seems to be more effective in achieving the ful-
fillment of the core objectives of regulation, 
given the large amount of heterogeneous objec-
tives currently in place in LAC countries under 
the prevalent specialized approach. 
 

Bureaucratic Leviathan 
 
Another main concern that has been raised in 
connection with the integrated approach is that a 
single regulator could potentially become a bu-
reaucratic leviathan divorced from the industry it 
regulates. As argued by Taylor (1995): 
 
…(a single regulator), with a remit covering 
both prudential and conduct of business regula-
tion in banking, securities and insurance and 
with the power to undertake civil proceedings 
against those it suspected of insider dealing or 
market abuse, could potentially become an over 
mighty bully, a bureaucratic leviathan divorced 
from the industry it regulates. 
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This is indeed a meaningful critique, one that 
arose in the debate prior to the establishment of 
the integrated agency in the United Kingdom. In 
his analysis of the British case, Briault (1999) 
acknowledges that there is no easy way to avoid 
the perception of this risk. However, there are 
ways to prevent it from occurring. The key prin-
ciples that the legislative framework of an inte-
grated approach to financial regulation should 
take into account are the predictability, trans-
parency and accountability of the integrated 
agency regarding its actions and procedures. 
According to Briault (1999), the British gov-
ernment has addressed this problem in two main 
ways: (i) by strengthening the statutory account-
ability mechanisms in the legislation, and (ii) by 
improving the legislative provisions that govern 
the investigation and discipline powers of the 
single regulator agency.  To strengthen statutory 
accountability, the Financial Services Authority 
established and published clear rules regarding 
supervision, investigation and competence in a 
single handbook of rules and guidance, and a 
single complaint-handling regime. To improve 
the legislative provisions on the investigation 
and powers of the regulatory authority, the Fi-
nancial Services Authority was explicitly re-
quired to establish and publish procedures on 
disciplinary actions and to act in accordance 
with them. 
 
At the same time, the integrated agency itself 
published clear rules concerning: (i) how it in-
tended to meet its responsibilities under the new 
single agency act; (ii) how it planned to consult 
with interested parties in formulating its stan-
dards and requirements; and (iii) how it planned 
to establish the internal procedures necessary to 
ensure that its enforcement processes are used 
fairly and are widely accepted as fair ones. This 
explicitly included a clear internal separation of 
functions between the staff that investigate a 
case from those who take the decision to pro-
ceed with enforcement actions. The institutional 
arrangement in the United Kingdom also in-
cluded the establishment of an independent Tri-
bunal to hear cases against the FSA brought by 
firms that disagree with disciplinary actions pro-
posed by the FSA against them. 
 

We do not know of any evidence that the re-
cently created single financial regulator in the 
United Kingdom has become “a bureaucratic 
leviathan divorced from the industry it regu-
lates.” However, the potential for this to happen 
exists. It should come as no surprise if it occurs 
in a case in which no precaution is taken. How-
ever, there are effective remedies (in the form of 
legal provisions and mandatory statutory limits) 
at hand. In this regard, an interesting question 
arises: How many specialized regulators in Latin 
America and the Caribbean include provisions 
like these to limit arbitrariness? A review of the 
legislation and regulatory framework indicates 
that only a few. 
 
Concluding with the issue of the bureaucratic 
leviathan effect, we notice that in the countries 
of Latin America and the Caribbean, the inte-
grated approach has the potential to be both 
more effective and more efficient in fulfilling 
the core objectives of financial regulation. In 
particular, this derives from the prevalent lack of 
internal separation within specialized regulators 
between the staff who investigate potential cases 
of crime or corruption and those who proceed 
with enforcement activities. 
 

Regulatory Capture 
 
Another relevant problem that could affect an 
integrated approach is the potential for regula-
tory capture. The basic underlying idea is that 
bribing many regulators would be considerably 
more difficult than bribing only one if competi-
tion among them were possible. Consumer pro-
tection is mainly at risk in this case.  
 
Claessens and Klingebiel (1999) notice that 
competition between regulators has been usually 
advocated in other similar contexts as a means to 
avoid regulatory capture.  At face value, this 
argument gives the specialized approach a 
strong advantage relative to an integrated one. 
However, the case is less clear-cut once some 
relevant qualifications are introduced. First, the 
argument that competition is a strong barrier 
against regulatory capture applies forcefully in 
cases in which information among participants 
(regulators, in this case) is perfect, the number 
of participants is large, anonymity is assured, 
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and the activity is a legal one. In the present 
case, these conditions do not fully apply. Sec-
ond, in practice, a financial conglomerate might 
not need to bribe all the regulators to be able to 
get rid of the firewalls that impede profit maxi-
mization on a group-wide basis. Usually, the 
binding firewall is just one. Third, problems of 
information among the regulators could be pre-
sent, so that the bidding process that is necessary 
for competition to preclude regulatory capture 
could not materialize. This argument of asym-
metric information among regulators seems to 
be particularly strong in the present case in 
which trade involves an illegal activity and only 
a few nonanonymous regulators are involved. 
Fourth, at least to some extent, organization 
along functional activity lines would be pre-
served in the case of an (new) integrated agency. 
This would be especially true during the transi-
tion phase. It also tends to make the case for 
competition a less clear-cut one in the present 
context. Last, but not least, there is the issue of 
the enforcement of rules by a superior authority. 
In principle, it seems easier for the Judiciary and 
its financial police branch to enforce the law 
(thus making bribing more difficult) if only one 
supervisor is in charge, than if multiple ones are 
in place. 
 
A more radical argument can be used to make 
the point that the potential for regulatory capture 
is not necessarily important in practice.  As 
noted by Claessens and Klingebiel (1999), what 
matters to determine the degree of competition 
in a market is not the number of competitors, but 
how contestable the market is, which is mainly 
determined by the existence of barriers to entry. 
If the institutional arrangements set up to put in 
place the integrated authority are organized in 
such a way that the legislature has the power to 
replace officials involved in cases of corruption 
in an expedited and legal manner, strong incen-
tives against accepting bribes are present, thus 
making potential regulatory capture more diffi-
cult. That is, the existence of a credible threat to 
remove officials involved in bribing using a le-
gal, transparent, publicly known, and expedited 
procedure may reduce the potential risk for regu-
latory capture when an integrated authority is 
established. 
 

Based on the previous discussion, it seems that 
an integrated regulatory authority would be both 
more effective and more efficient to assure con-
sumer protection. An integrated agency would 
be better in dealing with a potential regulatory 
capture than many specialized regulators operat-
ing in a legal framework characterized by holes 
and inconsistencies. 
 

THE PERILS OF SEPARATING  
BANKING REGULATION FROM THE 

CENTRAL BANK 
 
In some countries, one effect of creating a single 
financial services regulator would be to move 
banking regulation and supervision away from 
the central bank. This section approaches the 
problem from two perspectives: monetary policy 
issues, and banking regulation issues. 
 
Monetary policy issues pose two main questions. 
First, what are the costs and benefits of combin-
ing the monetary policy function and the bank-
ing regulation responsibility within the central 
bank? Second, does the lender of last resort 
function provide a rationale for the central bank 
to undertake financial regulation of those finan-
cial institutions that are deemed to give rise to 
systemic risk? The answers are as follows: First, 
even when it is not generally possible to provide 
an unambiguous cost-benefit result on purely 
theoretical grounds, in the case of the Latin 
American and the Caribbean countries, the costs 
probably outweigh the benefits of combining 
monetary policy with the financial regulator role 
in a single institution, that is, the central bank. 
Second, the central bank role as lender of last 
resort does not generally provide a rationale for 
making it the financial sector regulator. The 
lender of last resort function (like the benefits of 
combining monetary policy and banking regula-
tion) only provide support for close links and a 
proper flow of information between the relevant 
banking regulator and the monetary authorities, 
but has no unambiguous implications for the 
structure of regulation. 
 
We now focus on the first question. The infor-
mational advantages of combining monetary 
policy and regulatory responsibilities in a single 
institution have been recently highlighted by 
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Peek et al. (1999) who find evidence that confi-
dential supervisory information on the financial 
conditions of U.S. banks has been successfully 
used in setting U.S. monetary policy.18 However, 
this finding seems of limited relevance for the 
economies of Latin America and the Caribbean 
because the nature of monetary policy is very 
different in some countries of this region. A big 
central bank, like the U.S. Federal Reserve Sys-
tem, can engage in a truly independent monetary 
policy that sets interest rate targets. However, 
only a few of the central banks of the region are 
in a position to engage in that kind of policy. 
 
In an environment of high international capital 
mobility, the scope for that type of policy is lim-
ited by the degree of substitution of domestic 
and foreign bonds. That is, the problem with the 
line of argument posed above when applied to 
the countries of Latin America and the Carib-
bean is that the scope for an independent mone-
tary policy like the one pursued by ‘big’ central 
banks, is itself severely limited in the first place. 
Given this, the case made in favor of merging 
the conduct of monetary policy and financial 
regulator functions within the central bank is not 
particularly strong. However, this does not mean 
that, in general, there will be no need for close 
links (and a proper flow of information) between 
the monetary authority and the financial sector 
regulator. This becomes particularly relevant 
during periods of financial distress when the 
core objective of financial stability could poten-
tially be in jeopardy. This has been explicitly 
recognized in the recent British move toward the 
adoption of the integrated approach to financial 
regulation. As expressed by the Governor of the 
Bank of England: 
 
Monetary and financial stability are inter-
related. It is inconceivable that the monetary 
authorities could quietly pursue their stability-
oriented monetary policy objectives if the finan-
cial system through which policy is carried on—
and which provides the link with the real econ-
omy—were collapsing around their ears…This 

                                                           
18 The credit channel literature, summarized by Ber-
nanke and Gertler (1995), provides a reason why 
monetary policy may need to pay close attention to 
financial sector developments. 

inter-relationship means that, whatever the pre-
cise institutional arrangements for financial 
regulation and supervision, central banks neces-
sarily have a vital interest in the soundness of 
the financial system. (George, 1994) 
 
Another recent example of institutional reform 
that separated banking regulation and monetary 
policy, while keeping close links between the 
banking regulators and the monetary authorities, 
is the creation of the European Central Bank. 
This institution has separated financial regula-
tion and monetary policy functions across the 
euro area, leaving some central banks with re-
sponsibility for banking supervision, but not for 
monetary policy, and some with responsibility 
for neither function. 
 
The fact that some (prominent) central banks in 
a position to implement independent monetary 
policies have recently decided to separate the 
banking regulatory and supervisory functions 
from monetary policy suggests that there are 
indeed some costs associated with the merger of 
both functions under the same authority. What 
are those costs? First, there might be a conflict 
of interest that tempts the central bank to loosen 
monetary policy because of concerns about the 
financial health of the banks it regulates. As a 
consequence of this, there would be an upward 
bias in the rate of inflation á la Barro-Gordon. 
This case constitutes a canonical example of 
time inconsistent policies due to conflicts of in-
terest (Drazen, 1999).19 The problem could be 
especially serious in the case of liquidity assis-
tance credits to ex-post insolvent commercial 
banks. The Southern Cone banking crises of the 
early 1980s illustrates this point neatly.20  
 
A second important cost, as stressed in Cukier-
man (1992) and Bruni (1997) among others, 
stems from the fact that a wider central bank role 
increases the risk that its functions will be sub-
ject to political pressures or political control. 
This argument seems particularly relevant in the 
case of the Latin American and Caribbean coun-

                                                           
19 The issue of time inconsistent policies in a mone-
tary economy was first addressed in Calvo (1978). 
20 See Sundararajan and Baliño (1991) for a study of 
these banking crises. 
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tries. The removal of the governor of the Central 
Bank of Argentina in 2001 is just one example. 
According to the report written by the legisla-
tors, the argument for removal of both the gov-
ernor of the central bank and the superintendent 
of banks21 was that they failed to act free of po-
litical influence in issues ranging from money 
laundering to financial assistance to distressed 
banks. 
 
Turning to the issue of the lender of last resort, 
there is a clear rationale for financial regulation 
in response to systemic liquidity risk (see Lle-
wellyn 1999a, for instance). But does this pro-
vide an argument in favor of the central bank 
undertaking banking regulation? The answer is 
probably no. The decision to provide official 
support will, more often than not, involve the 
government rather than just the central bank. In 
fact, recent experiences in crisis management 
point in this direction. In the Venezuelan bank-
ing crisis of 1995, for instance, the creation of 
the Junta de Emergencia Financiera involved 
the participation of the fiscal authority, the cen-
tral bank, the banking regulator, and the deposit 
insurance corporation. 
 
Does the fact that more often than not the fiscal 
authority will be involved in managing banking 
crises mean that we have found a rationale for 
their undertaking banking regulation? Clearly, 
the answer is no. Similarly, the participation of 
the central bank in the resolution of systemic 
banking crises does not provide a rationale for 
the monetary authority to undertake banking 
regulation. Moreover, as is the case in many 
countries, the institution-specific information 
available to regulators can be transmitted rapidly 
to the central bank and to the fiscal authorities 
once problems arise. 
 
So far, the analysis has been done from the point 
of view of the central banker. We now turn to 
the benefits and costs that the banking regulator 
could derive from the merger of monetary pol-
icy. From the benefits side, it can be argued that 
merging monetary policy with banking regula-

                                                           
21 In Argentina, the Superintendency of Banks oper-
ates under the authority of the Central Bank. See Ta-
ble 2 in the appendix. 

tion functions reduces the coordination prob-
lems, facilitates the access to relevant informa-
tion, and diminishes the risk of the deteriorating 
quality of human resources. 
 
The advantage of reducing the problems of co-
ordination is undeniable, but has to be carefully 
balanced against the potential for different con-
flicts of interests to arise, as discussed above. It 
is not at all clear, on purely theoretical grounds, 
if the benefits of the merger are high enough to 
outweigh the costs stemming from conflicts of 
interest. 
 
In practice, it is even less clear that the benefits 
in terms of facilitating coordination will out-
weigh the costs from potential conflicts of inter-
est. The experience of many of the countries of 
Latin America and the Caribbean in dealing with 
financial crises of different varieties is rich 
enough and provides plenty of cases of loose, 
time inconsistent, supervisory policies. The case 
of Chile in the early 1980s, as described in Diaz 
Alejandro (1985), may constitute a paradigmatic 
example of loose financial supervisory policies 
undertaken by a banking regulator that was sub-
ordinated to the monetary authority. The tablita 
exchange rate plan in the 1980s put a strain on 
banks’ balance sheets, deteriorating the quality 
of loans already allocated to firms operating in 
the tradable sector (and also generating strong 
incentives for banks to venture into speculation 
in nontradable business). However, given the 
prevailing institutional arrangements, the bank-
ing regulator was unable to elicit these problems 
in lieu of exposing the weaknesses of the central 
bank’s monetary policy. 
 
The second potential advantage of the merger of 
functions from the standpoint of the banking 
regulator is related to the increased amount of 
information (regarding monetary conditions) and 
of the number of instruments that the banking 
regulator could have available. As an example, 
consider the access to the discount window, in 
the context of strengthening programs for bank-
ing institutions that include increasing condi-
tionality clauses as the program is being imple-
mented. In the presence of adverse aggregate 
(systemic) liquidity shocks, access to the dis-
count window could give the banking regulator 
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extra degrees of freedom to continue with the 
implementation of the reform program, even in 
an adverse environment. Again, this has to be 
taken with a grain of salt. In the presence of con-
flicts of interest, given the usual institutional 
arrangement in which the banking regulator is 
subordinated to the monetary authority, the qual-
ity of banking regulation and supervision could 
be compromised.22 Moreover, borrowing once 
again from evidence of the Southern Cone bank-
ing crises during the early 1980s, a dangerous 
cost of the merger of functions would be the po-
tential for compounding errors in regulation and 
supervision when an inconsistent monetary pol-
icy is in place and the institutional arrangement 
is such that the banking regulator depends on the 
monetary authority. 
 
The concern among some banking regulators of 
the danger of deteriorating the quality of human 
resources goes along the following lines. The 
quality of human capital in a central bank typi-
cally tends to be high. If it happens to be higher 
than the average quality prevailing in the other 
specialized financial regulators, the creation of a 
single financial authority that moves banking 
regulation outside of the central bank could lead 
to a reduction in the quality of both banking 
regulation and supervision. This could even lead 
to a reduction in the quality of financial regula-
tion across financial products and firms in the 
industry. This does not need to be the case, how-
ever, if the creation of the single financial ser-
vices authority is done following best practices 
in institutional reform. In particular, insofar as 
the potential economies of scope and scale that 
exist in financial regulation can successfully ma-
terialize, an upgrade in the quality of human 
capital in financial regulation and supervision 
would be possible (see, below, the section on 
economies of scale and scope in financial regu-
lation). 
 

                                                           
22 Additionally, it should be noted that even if bank-
ing regulation is separated from the central bank, this 
does not of itself preclude the possibility of using 
central bank instruments in situations of banking dis-
tress and of ensuring an adequate flow of information 
between the regulator and the central bank.  

Finally, even if the separation of banking regula-
tion from the central bank were to be accepted as 
an important cost in the move to the integrated 
approach (thus potentially jeopardizing financial 
stability), which, as the previous discussion has 
made clear, does not have to be the case, we still 
would like to know for how many countries in 
LAC this can be a concern. Table 2 in the ap-
pendix provides an answer: less than half of the 
countries in the region surveyed in this paper 
(10/24) currently have banking supervision in 
the orbit of the central bank. Therefore, what-
ever our impression about the impact of this is-
sue on the effectiveness of the integrated ap-
proach, for more than half of the countries in 
Latin America and the Caribbean this will not be 
a problem. Moreover, in the case of those for 
which the issue of separating banking regulation 
from the central bank could be a problem, the 
message of this paper is that, if properly done, 
the move toward an integrated approach does 
not have to constitute a major risk for financial 
stability. We believe that the arguments dis-
cussed above and the experiences of recent suc-
cessful institutional reforms clearly justify this 
point. 
 
MAIN ARGUMENTS FOR INTEGRATION 
 
Although the literature considers several argu-
ments in favor of integration, we will concen-
trate in this section on four of the more relevant 
issues: economies of scale and scope, the preva-
lence of financial conglomerates, competitive 
neutrality, and transparency and accountability.  
 

Economies of Scale and Scope 
 

One crucial issue that is usually cited as provid-
ing support for the adoption of an integrated ap-
proach to financial regulation and supervision is 
related to the existence of economies of scale 
and scope in regulation. Conditional on the exis-
tence of such economies, there might be advan-
tages in having a small number of agencies or 
even a single authority. There are economies of 
scope in regulation if the joint costs of regulat-
ing two or more financial activities simultane-
ously are less than the sum of the costs of regu-
lating each financial activity separately. Simi-
larly, there are economies of scale if, for a single 



 16

financial activity the average cost of regulation 
and supervision falls as the volume of that activ-
ity increases.23 
 
The concept of scale economies is relatively 
well known. However, the concept of economies 
of scope is not as usual. Thus, at this point it 
could be asked what economies could be 
achieved by centralization, in excess of pure 
scale economies. In addition to pure scale 
economies, a single agency could be more effi-
cient in the allocation of regulatory and supervi-
sory resources both across firms and types of 
regulated activities. One crucial element here is 
the elimination of overlaps from multiple spe-
cialized regulators concentrating their attention 
on the same subset of issues. Indeed, one of the 
main criticisms that the financial industry in the 
United Kingdom had about the earlier frag-
mented structure of regulation and supervision 
was the frequency with which different special-
ized regulators wanted to discuss with the senior 
management of a firm how its business was 
structured and operated (Briault, 1999). Second, 
another crucial element that could help promote 
a better allocation of regulatory and supervisory 
resources under the integrated approach is the 
development of a single system of risk-based 
supervision. Under such a system, regulatory 
resources are devoted to those firms and areas of 
business that imply the greatest risks when 
judged against the main objectives of financial 
regulation, as was the case in the United King-
dom. 
 
After this brief introduction to the subject, we 
can go back to the main course of reasoning. In 
trying to evaluate the potential cost reductions 
that could be achieved in financial regulation 
and supervision from the move to integration, it 
is useful to identify the type of costs imposed by 
financial regulation. Those costs can be classi-
fied, following Goodhart et al. (1995), in three 
categories: (i) institutional costs (the costs of 
running regulatory agencies); (ii) compliance 

                                                           
23 Formally, there are economies of scope in the regu-
lation of activities x and y, if: c(x,y)< c(x)+c(y). 
Similarly, there are economies of scale in regulating 
activity x, if: AVG C(aX)< AVG C(X), where a>1 
and C denotes costs. 

costs (the costs imposed on firms through regu-
lation); and (iii) structural costs (such as excess 
burdens, stifling of innovation, etc.). 
 
The existence of economies of scale and scope 
in regulation and supervision would imply that 
an integrated approach would have the potential 
to reduce institutional costs. But does it neces-
sarily imply an advantage of the integrated ap-
proach in terms of reducing compliance and 
structural costs vis -à-vis the specialized ap-
proach? The answer is no. Once again, the im-
portance of a clearly defined and narrowly lim-
ited set of objectives guiding the actions of the 
financial authority applies forcefully. If a single 
regulator encompassing a wide variety of finan-
cial institutions adopts an inappropriate regula-
tory regime (say because its remit is too wide 
and unfocused), the compliance and structural 
costs of regulation would rise, potentially out-
weighing the benefits stemming from the 
economies in purely institutional costs. Thus, if 
the existence of potential economies of scale and 
scope in regulation has been identified, the 
adoption of the integrated approach requires the 
simultaneous establishment of a narrow and 
clearly defined set of objectives in order to make 
those economies effective.  
 
Once a narrow and well-defined set of objectives 
has been put in place, and the potential for rela-
tively important scale and scope economies in 
regulation have been identified, is there any 
practical way to realize the potential institutional 
cost reductions? This is an important question in 
the practice of institutional reform, and no defi-
nite answer can be provided. The answer de-
pends on implementation. However, there is 
some guidance that can be obtained from both 
theory and recent case studies in the institutional 
reform of financial regulatory frameworks. 
 
Economic theory would suggest some pre-
commitment mechanism to alleviate the poten-
tial for time inconsistency that could be present 
in a case like this one, in which the policymaker 
could be tempted not to realize the economies, 
once the reform has already taken place and the 
time to economize has come. The United King-
dom provides a prominent example in which 
these economies were successfully realized. To 
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ensure these economies, during the first year of 
operation, the newly created Financial Services 
Authority (FSA) budgeted costs that were lower 
in real terms than the aggregated costs of all the 
regulatory institutions being integrated in the 
FSA in either of the previous two years. That 
restriction was imposed despite the FSA having 
a slightly wider scope than that of the nine regu-
latory bodies being brought together (Briault, 
1999). Budgeting the projected savings from 
scale and scope economies provides the pre-
commitment technology necessary to avoid the 
time inconsistent solution and minimizes the 
risks of not realizing the potential scale econo-
mies when moving to the integrated approach.  
 
The Scandinavian countries provide another ex-
ample in which these economies of scale and 
scope in regulation seem to have been realized 
to an important extent. According to Taylor and 
Fleming (1999): “In Denmark, Norway and 
Sweden it is maintained that the small country 
rationale for integration has been conclusively 
vindicated by subsequent experience.” 
 
So far, we have been discussing the possibility 
of achieving scale and scope economies in fi-
nancial sector regulation through institutional 
reform in somewhat abstract terms. But what 
concrete examples of economies of scale and 
scope are usually provided in the literature? 
Moreover, which of them have been stressed in 
recent experiences of institutional reform? The 
answer to the first question has a number of dif-
ferent dimensions. First, it has been argued that 
centralizing regulatory functions and activities 
can permit significant economies through the 
development of joint administrative, information 
and technology (IT), and other support functions 
(Goodhart et al., 1995; Taylor and Fleming, 
1999; Briault, 1999). Second, it has also been 
argued that centralizing regulatory functions 
would assist in the recruitment and retention of 
suitably qualified regulatory personnel, who 
might perceive that the career opportunities 
available to them in an integrated agency would 
be significantly better than in a series of special-
ized organizations (Taylor and Fleming, 1996). 
Third, economies can also be attained with re-
gard to the gathering and using of know-how in 
special areas and to the development and im-

provement of supervisory methods. Finally, it 
has been argued, especially in the case of the 
Scandinavian countries, that centralization of 
functions permits the regulatory authority to 
achieve efficiencies in the deployment of staff 
with rare intellectual capital. The Scandinavian 
countries, the argument goes, had the need to 
optimize their use of scarce, highly specialized, 
human resources to be able to participate fully in 
international regulatory forums (Taylor and 
Fleming, 1999). The last two considerations 
seem to have played an especially significant 
role in the move toward the adoption of an inte-
grated approach in both Norway and Sweden. 
 
A review of the experience of the United King-
dom in its move to an integrated regulatory 
agency highlights a couple of additional exa m-
ples of economies that could potentially be 
achieved from the centralization of functions in 
a single organization. On top of the already dis-
cussed elimination of unnecessary duplication 
across multiple specialized regulators (appar-
ently very relevant in this case), Briault (1999) 
stresses: (i) the introduction of a unified statisti-
cal reporting system for regulated firms; (ii) the 
operation of a single database for the authoriza-
tion of firms (and the approval/registration of 
individuals); (iii) the introduction of a consoli-
dated set of rules and guidance; and (iv) the pro-
vision of a single fixed point of contact to both 
regulated firms and to consumers, through a sin-
gle complaints handling regime and a single 
compensation scheme. 
 
Is there room for economies of scale/scope in 
regulation to be realized in the Latin America 
and the Caribbean? How can the situation in 
Latin America and the Caribbean compare to the 
situation in countries like the United Kingdom, 
or the Scandinavian countries that decided to 
reform their institutional financial regulation 
arrangements? The relevance of these questions 
is twofold. First, different institutional configu-
rations have implications for the cost of regula-
tion, as argued above. Second, the costs of regu-
lation have a direct, first order impact on one of 
the core objectives of regulation: the efficiency 
with which the financial system operates. 
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As a first attempt at addressing the two ques-
tions posed above, the reader should notice that 
the discussion about scale economies in regula-
tion could be restated as an application of the 
small country principle.24 Hence, countries with 
smaller financial systems would benefit more 
from adopting the single agency approach. We 
use the size of money and quasi-liquid banking 
liabilities (M3) as a proxy for the size of the fi-
nancial system. We are aware of the shortcom-
ings of proceeding in this way, but availability 
of data restricted our choice. Many interesting 
observations can be drawn from Table 3, pre-
sented in the appendix. 
 
In terms of the first question posed above, it 
should be noticed that with the exception of 
Brazil, Mexico, Argentina, Chile, Colombia and 
Venezuela, all the remaining countries have fi-
nancial banking systems below the regional 
mean size. At least eighteen countries with 
banking systems below the regional median 
value could be unambiguously called small 
countries: Panama, the Dominican Republic, El 
Salvador, Costa Rica, Guatemala, Bolivia, Ec-
uador, Trinidad and Tobago, The Bahamas, Ja-
maica, Honduras, Paraguay, Barbados, Nicara-
gua, Haiti, Guyana, Belize, and Suriname.25 
 
Moving to the second question posed above (i.e., 
how do these figures compare to those of the 
United Kingdom or the Scandinavian countries, 
for instance), all the countries in the region have 
smaller financial systems than the United King-
dom. Second, with the exception of Brazil, Mex-
ico, and Argentina, the size of banking systems 
in Latin America and the Caribbean is signifi-
cantly smaller than in Sweden, Denmark, and 
Norway. Similar arguments apply when the 
comparison is made against other reformers 
elsewhere.  Unless one thinks that the situation 
would change dramatically when including 
proxies for the size of the securities, pension, 
and insurance sectors, the present evidence sug-

                                                           
24 As correctly pointed out by Taylor and Fleming 
(1999, p. 10). 
25 Even when they do not belong in our sample of 
countries, it is worth noticing that this argument 
would also apply to the Eastern Caribbean econo-
mies.  

gests that the case in favor of a single financial 
regulator cannot be easily dismissed by appeal-
ing to a diseconomies of scale argument based 
on cross-country comparisons. 
 
There is an important additional reason why the 
small country rationale would also seem to apply 
to many of the countries in Latin America and 
the Caribbean. That reason is simply that many 
of the regulatory agencies in the region are still 
in the process of building up their human capital. 
Hence the problem of thinly spread human re-
sources among different specialized agencies 
would be compounded in Latin America and the 
Caribbean. Where regulatory resources are 
scarce, and a cadre of regulatory professionals is 
being developed, the argument that all the rele-
vant human capital should be concentrated in a 
single organization becomes particularly strong. 
 
The previous discussion has made clear that in-
stitutional costs of regulation affect the effi-
ciency with which the financial system operates. 
A proxy for the efficiency of the banking system 
is the size of the spread between lending and 
deposit rates. Some quick, back-of-the-envelope, 
calculations reveal that there is plenty of room 
for improvement in terms of spreads in Latin 
America and the Caribbean. Accordingly, the 
adoption of effective, cost-economizing methods 
of financial regulation could indeed be benefi-
cial. The extent to which the adoption of an in-
tegrated approach can contribute to reduce costs 
is difficult to evaluate. However, the previous 
discussion seems to suggest that an integrated 
approach can be both more effective and more 
efficient than a specialized one for the achieve-
ment of an efficient financial system. 
 
The previous small country argument in favor of 
the integrated approach has to be carefully bal-
anced against the potential loss of valuable in-
formation and knowledge that the centralization 
of decisions could bring about. If relevant 
knowledge is already spread along institutional 
lines among the different specialized regulators, 
and centralization does not take this fact into 
account, relevant human capital could be de-
stroyed and relevant information could not be 
communicated. This case resembles certain key 
features (information destruction due to centrali-
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zation) of the classical Hayekian case against 
central planning. However, there is a crucial dif-
ference: in the case of regulation and supervi-
sion, centralization will not imply the disappear-
ance of the market price mechanism. In any 
event, the potential loss of knowl-
edge/information could still be important, even 
if not decisive, suggesting that the rationale for 
the division along institutional lines should be 
preserved, at least to some extent, even if a sin-
gle agency is to be put in place. Since this is an 
issue of implementation closely linked to the 
transitional phase from a specialized regime of 
financial regulation to an integrated one, and this 
largely exceeds the purpose of the present paper, 
we do not expand our reflections on this issue 
here. However, we stress that if the transitional 
phase is not handled carefully, this could poten-
tially become a serious problem. 
 

Prevalence of Financial Conglomerates 
 

One of the most prominent arguments in favor 
of integrating regulation is based on the need to 
better regulate and supervise the activities of 
financial conglomerates. “The rise of financial 
conglomerates, which operate diverse groups of 
financial institutions domestically, and often 
internationally as well, has led regulators to 
seek to identify ways to efficiently and effectively 
oversee their operations” (Abrams and Taylor, 
2000, p. 10). Financial conglomerates, generally 
through individual institutions, offer a vast as-
sortment of products related to at least two of the 
operations associated with banking, insurance 
and securities.  
 
The diverse nature of the activities developed by 
financial conglomerates requires that the risk of 
the group be assessed on a consolidated basis 
and that its supervision be free of gaps. In addi-
tion to assessing the risk and determining the 
minimum level of capital for each of the mem-
ber institutions, there is a need to determine an 
adequate level of capital for the conglomerate as 
a whole. This capital requirement should take 
into account the risks assumed by the conglom-
erate, as well as the existence of intra-group 
risks. Demaestri and Sourrouille (2002) describe 
some relevant aspects of the experience of coun-

tries with integrated supervisors in regulating 
and supervising financial conglomerates.  
 
There are also systemic considerations. As 
pointed out by Briault (1999): “the increasing 
prevalence of financial conglomerates means 
that a multiple regulator structure might make it 
more difficult to assemble and to assess the 
available regulatory information in times of 
emergency, than would be the case with a single 
regulator. The synergies arising from a single 
regulator may outweigh those arising from un-
dertaking the regulation of a sub-set of financial 
institutions within a central bank.” However, if 
banking is the most important activity of the 
conglomerate and the establishment of an inte-
grated supervisor implies the separation of the 
supervision from the central bank, the efficiency 
in achieving the stability of the financial system 
may be affected.  
 
The presence of financial conglomerates seems 
to be particularly relevant for LAC countries. 
Table 4 in the appendix presents an index of 
conglomeration of financial activities in a sam-
ple of countries from the region. Half of the 
countries in the sample (5/10) has indices of 
conglomeration that are greater than or equal to 
the one in Norway, which is one of the main 
reformer countries in Scandinavia where the is-
sue of conglomeration was one of the critical 
elements that contributed to the adoption of the 
integrated approach to financial regulation and 
supervision (Taylor and Fleming, 1999). 
 
Under these circumstances, achieving the core 
objectives of financial regulation requires the 
elimination of supervisory gaps and the sharing 
of information related to the different institu-
tions that form the conglomerate. Close coopera-
tion among supervisors is also required, as well 
as the definition of a lead supervisor in case the 
conglomerate as a whole should implement cer-
tain actions to preserve its health and reduce sys-
temic risks. Clearly, an integrated regulator is in 
a much better position to effectively achieve the 
objectives of consumer protection and system 
stability. The costs associated with the function-
ing of an integrated supervisor are also probably 
lower than those required to coordinate the ac-
tions of specialized institutions. Consequently, 
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there are also gains in terms of efficiency in the 
achievement of the objectives by an integrated 
regulator. 
 
If the participation of conglomerates in the fi-
nancial sector were significant, the achievement 
of the objective of increasing the efficiency of 
the system would be both more effective and 
less costly in the case of integrated regulation.  
The requirements of information and other costs 
associated to actions of a single supervisor 
would be much lower than those resulting from 
the coordination of individual, specialized su-
pervisors. 
 

Competitive Neutrality 
 

During recent years, market developments have 
been characterized by consumers demanding a 
set of diverse and relatively more sophisticated 
financial products and financial institutions sup-
plying diversified products to maximize benefits 
in a more competitive environment. These de-
velopments have been accompanied by a blur-
ring of the boundaries between financial prod-
ucts and services. As Briault (2002) points out: 
“Banks, insurance companies and securities 
firms are now competing in the same market for 
the same customers, with similar and often even 
identical products, and via the same distribution 
channels.” 
 
In a context of specialized regulation, the blur-
ring of boundaries between financial products 
may imply that financial institutions offering 
similar products are supervised by different 
agencies. This may result in those institutions 
being subject to different regulations and re-
quirements of information and, consequently, 
facing uneven supervisory costs. This differen-
tial regulatory treatment and costs would lead to 
competitive advantages for certain institutions. 
Incentives to engage in supervisory arbitrage 
would also develop. The behavior of the finan-
cial institutions in this environment would run 
against the efficacy in achieving the core objec-
tive of consumer protection and market effi-
ciency. Also, the increases in costs for both the 
supervisors and the financial institutions will 
make more costly the achievement of consumer 
protection. Under integrated regulation, the ac-

tivities of a single supervisor will minimize the 
risks of introducing competitive advantages 
among the financial institutions and promoting 
supervisory arbitrage. 
 
The arguments regarding the achievement of the 
objective of systemic stability are less clear-cut. 
Based on the diverse potential systemic risks 
associated with different financial institutions, as 
Abrams and Taylor (2000) point out: “… super-
visors can argue that it is proper to supervise the 
same operation differently depending on the na-
ture of the institution which is carrying out the 
transaction.” Consequently, integration appears 
to be neutral regarding the efficacy in achieving 
systemic stability in the presence of competitive 
advantages. However, integration may still be 
more efficient (less costly) because it would dis-
courage the engagement in supervisory arbi-
trage. 
 

Transparency and Accountability 
 
The adoption of the integrated approach to fi-
nancial regulation and supervision provides an 
excellent opportunity to give the single agency a 
clear set of responsibilities. The definition of 
clear responsibilities will make possible a sub-
stantial increase in the transparency and ac-
countability with which the financial regulator 
operates, not only in terms of its performance 
relative to the statutory objectives, but also in 
terms of the regulatory regime, the costs of regu-
lation, the application of its disciplinary policies, 
etc. In this respect, as discussed in the section 
about the potential for the single agency to be-
come a bureaucratic leviathan, it is important for 
governments deciding to move toward a single 
agency to: 
 
1. Strengthen the statutory accountability 

mechanisms in the legislative frame-
work, introducing a single complaint 
handling regime and a single compensa-
tion scheme; 

 
2. Improve the provisions in the legislative 

framework that govern the investigation 
and discipline powers of the single regu-
lator, including a requirement on the 
single regulator to establish and publish 
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simple and clear procedures on taking 
disciplinary action and to act in accor-
dance to them; and 

 
3. Establish the internal procedures to en-

sure that its enforcement processes are 

used fairly and are seen to be fair, in-
cluding a clear internal separation of 
functions between the staff who investi-
gate a case and those who take the deci-
sion to proceed with enforcement ac-
tions. 
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Summary of Results and Final Thoughts 
 
 
 
This section summarizes the main results of the 
analysis about the pros and cons of both the in-
tegrated and the specialized approach to finan-
cial regulation and supervision in Latin America 
and the Caribbean. The following table presents 

the summary of findings, taking into account 
both the three main objectives of financial regu-
lation and the effectiveness and efficiency of 
each approach to fulfill them. 
 

Efficacy and Efficiency of Integrated and Specialized  
Approaches to Fulfill ‘Core Objectives’ in LAC 

INTEGRATED SPECIALIZED 
APPROACH APPROACH 

 
ISSUES 

 
OBJECTIVES 

Efficacy Efficiency Efficacy Efficiency 

Moral hazard Consumer Protection +/- +/-  
 Financial System Efficiency    
 Systemic Stability + -  

Regulatory capture Consumer Protection + + - - 
 Financial System Efficiency    
 Systemic Stability    

‘Christmas Tree’  
Effect 

Consumer Protection + -  

 Financial System Efficiency    
 Systemic Stability    

Bureaucratic  
Leviathan 

Consumer Protection    

 Finanacial System Efficiency + +/- - +/- 
 Systemic Stability    

Separation from  
Central Bank 

Consumer Protection    

 Financial System Efficiency    
 Systemic Stability +/- +/-  

Economies of Scale 
and Scope 

Consumer Protection    

 Financial System Efficiency + + - - 
 Systemic Stability    

Financial  
Conglomerates 

Consumer Protection + + - - 

 Financial System Efficiency + + - - 
 Systemic Stability + +/- - +/- 
Competitive  
Neutrality 

Consumer Protection + + - - 

 Financial System Efficiency +  -  
 Systemic Stability +/- + +/- - 
Transparency and  
Accountability 

Consumer Protection + + - - 

 Financial System Efficiency + + - - 
 Systemic Stability + + - - 
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The table shows clearly which objective is 
mainly affected by each of the issues and how 
effective and efficient each approach is in fulfill-
ing the core objectives of regulation in the pres-
ence of that issue. A plus sign (+) indicates that 
the corresponding approach to which the (+) 
sign is attached has an advantage in fulfilling a 
certain objective of financial regulation. If when 
analyzing a certain issue, a (+) sign is attached 
to a particular approach, then a corresponding 
minus sign (–) is attached to the alternative ap-
proach. A (+/-) sign indicates ambiguity (that is, 
it is not clear which approach is more effec-
tive/efficient). 
 
The first thing to notice from the table is the 
concentration of (+) signs in the columns corre-
sponding to the integrated approach. Moreover, 
the advantage of the integrated approach seems 
to stem more from its effectiveness than from its 
efficiency. A second thing to notice is that the 
distribution of the signs is more or less uniform 
across the different issues. That is, the overall 
relative superiority of the integrated approach is 
not stemming from its advantage on some par-
ticular issues, but aside from some ambiguities it 
seems to apply along the whole range of issues. 
A third thing to notice from the table (which 
complements the previous statement) is the 
strong advantage of the integrated approach in 
terms of the prevalence of financial conglomer-
ates and the transparency and accountability to 
fulfill the three core objectives of financial regu-
lation. Another thing to notice is the unambigu-
ous advantage of the integrated approach regard-
ing the issues of regulatory capture and econo-
mies of scale and scope. In the case of the regu-
latory capture, the integrated approach is supe-
rior to the specialized one in terms of both the 
efficacy and efficiency to achieve the objective 
of consumer protection. Regarding the econo-
mies of scale and scope, the integrated approach 
is also preferable regarding the efficacy and effi-
ciency to achieve the objective of promoting 
efficiency in the financial system.    
 
Three issues about the efficacy of the integrated 
approach are inconclusive in the table. They are: 
(i) moral hazard problems affecting consumer 
protection; (ii) separation of the banking regula-
tion from the central bank that could potentially 
affect systemic stability; and (iii) competition 

neutrality that does not have a conclusive effect 
regarding systemic stability. 
 
We opted to underscore the inconclusiveness in 
terms of efficacy regarding these three issues to 
highlight where the main difficulties may lie 
when trying to move toward an integrated ap-
proach. We have done that even when the dis-
cussion presented in the third section was about 
potential remedies that could make the inte-
grated approach a more effective one, when 
dealing with consumer protection in the face of 
moral hazard problems, and better suited when 
dealing with systemic stability issues in the 
presence of conflicts of interest. Additionally, 
the inconclusiveness associated with the separa-
tion from the central bank would only be a rele-
vant issue for those countries where the supervi-
sion of banks is currently performed by the cen-
tral bank. However, it should be noticed that in 
most Latin American and Caribbean countries 
the supervision of banks is already performed 
outside the monetary authority. 
 
For the remaining issues, the integrated ap-
proach seems to be more effective in fulfilling 
the core objectives of financial regulation than 
the specialized one in the case of countries with 
characteristics similar than those prevailing in 
Latin America and the Caribbean. 
 
Turning to the efficiency with which each ap-
proach fulfills the core objectives of financial 
regulation in the region, the only ambiguities 
arise when the potential for the single agency to 
become a bureaucratic leviathan is present and 
regarding the prevalence of financial conglom-
erates and systemic stability. In all the remaining 
cases, the integrated approach is potentially 
more efficient in the fulfillment of the core ob-
jectives of financial regulation. 
 
Since the comparison in the table is done under 
the implicit assumption that the integrated ap-
proach is introduced following the guidelines 
and principles discussed in th third, we summa-
rize them here. It should be noticed that if a gen-
eralized failure to follow these principles is ob-
served, many of the conclusions may change, 
diluting all or part of the benefits from reform, 
or even leading to additional costs. Nevertheless, 
if the recommendations made here are generally 
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followed, substantial benefits could be expected 
from the move to an integrated approach. 
 
Among the main principles that a move to the 
integrated approach should take into account in 
order to minimize the chances that the new insti-
tutional arrangements either fail to lead to the 
expected benefits or, even contribute to making 
things worse, the following ones are worth con-
sidering: 
 
1. Including a specific statutory objective 

for the unified financial services regula-
tor to raise public awareness about the 
risks, costs and benefits of different fi-
nancial services should help to deal with 
the potential moral hazard problems 
arising from implicit contracts between 
the single agency and the public. 

 
2. Introducing a new legal framework that 

gives the legislature the power to re-
move officials involved in cases of cor-
ruption in a simple, transparent, and 
predetermined way should help to deal 
with potential problems of regulatory 
capture. 

 
3. Including clear rules to govern the in-

vestigation and discipline powers of the 
single regulator agency. In this  way, the 
new legal and regulatory framework 
would help to enhance accountability 
and reduce the scope for the single 
agency turning into a bureaucratic levia-
than. 

 
4. Budgeting the projected savings from 

economies of scale and scope to be real-
ized by the newly created single regula-
tor agency helps to avoid the time-
inconsistent solution in which no ex-
post economies are realized. 

 
5. Including a legal provision for the 

automatic and immediate disclosure of 
information when requested by the cen-
tral bank would contribute to alleviating 
the potential costs of separating the 
banking regulator from the monetary au-
thority. 

 

6. Introducing a well defined, restricted set 
of mandatory objectives should help to 
avoid Christmas tree-type of problems, 
and would also contribute to making the 
cost savings stemming from economies 
of scale and scope effective. Ideally, the 
three core objectives should be included, 
thus avoiding ambiguities, reducing the 
scope for holes and inconsistencies, and 
helping to enhance accountability as 
well. 

 
7. Publishing a clear, unified set of rules 

regarding operational procedures, in-
cluding a clear internal separation of in-
vestigative functions and enforcement 
tasks; a single complaints handling; and 
a single compensation scheme. In this 
way, the integrated regulator agency 
would contribute to enhance account-
ability and reduce arbitrariness. 

 
8. Developing a single system of risk-

based supervision under which regula-
tory resources are devoted to those firms 
and those areas where risk is the highest, 
the single regulatory agency would help 
to improve the allocation of regulatory 
resources. 

 
One final, important issue is related to the en-
forcement of rules. This issue clearly exceeds 
the scope of this paper, but a brief reflection is 
appropriate. In environments with weak legal 
enforcement, as is the case in several LAC coun-
tries, one could argue that there is no guarantee 
that the new, clearer and more transparent legal 
framework will indeed be enforced. However, as 
soon as one notices that in such an environment 
simpler rules are preferred, the case in favor of 
the integrated approach can be perceived as pre-
senting a unique opportunity to introduce a more 
transparent, effective and efficient regulatory 
framework for financial services activities across 
countries. Indeed, this adds to the reasons for the 
adoption of the integrated approach to financial 
regulation and supervision in circumstances 
similar to those prevailing in most of the coun-
tries of Latin America and the Caribbean that 
have been presented in this  paper. 
.
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TABLE 1 
Statutory Objectives of Banking Regulators 

 
Objectives Include all 

Remaining Core Country Number of  
Objectives > 3 

Objectives Include  
Consumer Protection Objectives  

INDEX 

Argentina No No No 1 
Barbados Yes No No 0 
Bolivia No No No 1 
Brazil Yes Yes Yes 2 
Chile No No No 1 
Colombia Yes Yes No 1 
Costa Rica Yes No Yes 1 
Dominican Republic Yes Yes No 1 
Ecuador N/A N/A N/A N/A 
El Salvador No Yes No 2 
Guatemala Yes No No 0 
Honduras Yes No No 0 
Mexico Yes Yes No 1 
Nicaragua No Yes No 2 
Panama Yes No No 0 
Paraguay Yes No No 0 
Peru No No No 1 
Trinidad and Tobago No No No 1 
Uruguay No No No 1 
Venezuela Yes No No 0 

Number of countries 
with number of objec-

tives > 3 

Number of countries 
with consumer protection as 

an objective 

Number of countries with 
all remaining 'core objec-

tives’ 

Average 
Index 

 

11 6 2 0.8 
 
 Source:  Elaborated on the basis of information from banking regulators’ websites in the region (2000). 
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TABLE 2 
Structure of Banking, Securities and Insurance Regulation and  

Supervision in Latin America and the Caribbean 
 

Country Issue Banking Securities Insurance 
Regulation Central Bank 

(Through the Superin-
tendencia de Entidades 
Financieras y Cambia-
rias) 

National Securities 
Commission (Comi-
sión Nacional de Va-
lores-CNV) 

Superintendency  
of Insurance 
(Superintendencia de 
Seguros de la Nación -
SSN) 

Supervision Same Same Same 
Central Government or 
Independent 

Independent 
(Autonomous entity) 

Independent 
(Autonomous entity) 

Independent 
(Decentralized entity) 

Chief Executive President of the Central 
Bank1 

CNV Chair Superintendent of  
Insurance 

Budget Financed by Government and Indus-
try  

Government and 
 Industry  

Government and  
Industry 2 

Argentina 

Year of Establishment 1936 1968 1938 

Regulation 
 

Central Bank Securities  
Commission 

Ministry of Economic 
Development 

Supervision 
 

Same Same Same 

Central Government or 
Independent 

Independent Independent Government 

Chief Executive Governor of the Central 
Bank 

Executive Director of 
the Securities Com-
mission 

Insurance Registrar 

Budget Financed by 
 

Government3 Government and In-
dustry 4 

Government 

The  
Bahamas 

Year of Establishment 1974 1999 1969 
Regulation Central Bank 

(Through its Department 
of Bank Supervision) 

Securities Commis-
sion 

Ministry of Finance 
(Through its Office of 
the Supervisor of  
Insurance) 

Supervision Same Same Same 
Central Government or 
Independent 

Independent Government Government 

Chief Executive Director of Banking  
Supervision5 

Securities  
Commission Chair 

Insurance Supervisor 

Budget Financed by Government6 Government Government 

Barbados 

Year of Establishment 1972 2001 1970 
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Country Issue Banking Securities Insurance 

Regulation Committee on Prudential 
Financial Regulations 
(Comité de Normas Fi-
nancieras de Prudencia-
CONFIP)7 

Committee on Pruden-
tial Financial Regula-
tions (CONFIP) 

Committee on Pruden-
tial Financial Regula-
tions (CONFIP) 

Supervision Superintendence of Banks 
and Financial Entities 
(Superintendencia de 
Bancos y Entidades Fi-
nancieras-SBEF) 

Superintendence of 
Pensions, Securities 
and Insurance (Super-
intendencia de Pen-
siones, Valores y 
Seguros-SPVS) 

Superintendence of Pen-
sions, Securities and 
Insurance (Superin-
tendencia de Pensiones, 
Valores y Seguros-
SPVS) 

Central Government 
or Independent 

Independent Independent Independent 

Chief Executive Superintendent  
of the SBEF 

Superintendent  
of the SPVS 

Superintendent  
of the SPVS 

Budget Financed by Industry  Industry  Industry  

Bolivia 

Year of Establishment 19938 19989 1998 
Regulation National Monetary Coun-

cil (CMN) and Central 
Bank (The latter through 
its Financial System 
Regulation and Organiza-
tion Dept.) 

Securities Commis-
sion (Comisión de 
Valores Mobiliarios-
CVM) 

National Council of Pri-
vate Insurance (Consejo 
Nacional de Seguros 
Privados-CNSP)10 

Supervision Central Bank 
(Through its Supervision 
Department) 

Same Superintendence of Pri-
vate Insurance (Superin-
tendencia de Seguros 
Privados-SUSEP) 

Central Government 
or Independent 

Government /  
Independent 

Independent Government / Independ-
ent11 

CMN Chair 
(The Minister of Finance) 

CNSP Chair Chief Executive 

President of the Central 
Bank12 

CVM Chair 

Superintendent of the 
SUSEP 

Budget Financed by Government and Industry Government and  
Industry  

Industry  

Brazil 

Year of 
Establishment 

1964 1976 1966 

Regulation Superintendence of Banks 
and Financial Institutions 
(Superintendencia de 
Bancos e Instituciones 
Financieras-SBIF)13 

Superintendence of 
Securities and Insur-
ance (Superintenden-
cia de Valores y Segu-
ros-SVS) 

Superintendence of Se-
curities and Insurance 
(Superintendencia de 
Valores y Seguros-SVS) 

Supervision Same Same Same 
Central Government 
or Independent 

Independent Independent Independent 

Chief Executive Superintendent of the 
SBIF 

Superintendent of the 
SVS 

Superintendent of the 
SVS 

Budget Financed by Government and Industry Government Government 

Chile 

Year of Establishment 1926 1931 1931 
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Country Issue Banking Securities Insurance 
Regulation Superintendence of 

Banks (Superintenden-
cia Bancaria)14 

Superintendence of 
Securities (Superin-
tendencia de 
Valores)15 

Superintendence of 
Banks (Superintenden-
cia Bancaria)16 

Supervision Same Same Same 
Central Government 
or Independent 

Independent Independent Independent 

Chief Executive Superintendent of Banks Superintendent of 
Securities17 

Superintendent of Banks 

Budget Financed by Industry  Government and  
Industry  

Industry  

Colombia 

Year of Establishment 1923 1979 1923 
Regulation Financial System 

Supervision National 
Council 
(Consejo Nacional de 
Supervisión del Sistema 
Financiero- CONAS-
SIF) 

Financial System 
Supervision National 
Council 
(Consejo Nacional de 
Supervisión del  
Sistema Financiero- 
CONASSIF) 

Financial System  
Supervision National 
Council. (Consejo Na-
cional de Supervisión 
del Sistema Financiero- 
CONASSIF)18 

Supervision Superintendence of Fi-
nancial Entities  
(Superintendencia Ge-
neral de Entidades Fi-
nancieras-SUGEF) 

Superintendence of 
Securities (Superin-
tendencia General de 
Valores-SUGEVAL) 

Superintendence of Fi-
nancial Entities  
(Superintendencia Ge-
neral de Entidades Fi-
nancieras-SUGEF) 

Central Government 
or Independent 

Independent19 Independent Independent 

CONASSIF Chair CONASSIF Chair CONASSIF Chair Chief Executive20 
Superintendent of the 
SUGEF 

Superintendent of the 
SUGEVAL 

Superintendent of the 
SUGEF 

Budget Financed by Government and  
Industry 21 

Government and  
Industry  

Government and  
Industry  

1998 (CONASSIF) 1998 (CONASSIF) 1998 (CONASSIF) 

Costa Rica 

Year of Establishment 
1988 (SUGEF) 199822 1988 

Regulation Superintendence of 
Banks and Insurance 
(Superintendencia de 
Bancos y Seguros) 

National Securities 
Council (Consejo Na-
cional de Valores-
CNV)23 

Superintendence of 
Banks and Insurance 
(Superintendencia de 
Bancos y Seguros) 

Supervision Same Superintendence of 
Corporations (Super-
intendencia de  
Compañías)24 

Same 

Central Government 
or Independent 
 

Independent 
(autonomous entity) 

Independent 
(autonomous entity) 

Independent 
(autonomous entity) 

Chief Executive Superintendent of Banks 
and Insurance25 

Superintendent of 
Corporations26 

Superintendent of Banks 
and Insurance 

Budget Financed by Industry  Industry  Industry  

Ecuador 

Year of Establishment 1927 1998/1964 27 1927 
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Country Issue Banking Securities Insurance 
Regulation Superintendence of the 

Financial System (Su-
perintendencia del  
Sistema Financiero-
SSF)28 

Superintendence of 
Securities 
(Superintendencia de 
Valores-SV) 

Superintendence of the 
Financial System (Su-
perintendencia del  
Sistema Financiero-
SSF) 

Supervision Same Same Same 
Central Government or 
Independent 

Independent Independent Independent 

Chief Executive Superintendent of the 
SSF 

Superintendent of 
Securities 

Superintendent of the 
SSF 

Budget Financed by Government and  
Industry 29 

Government and 
Industry  

Government and  
Industry 30 

El Salvador 

Year of Establishment 1961 1996 1961 
Regulation Monetary Board Ministry of Economy Ministry of Economy 
Supervision Superintendence of 

Banks 
Securities and Com-
modities Markets 
Registry31 

Superintendence of 
Banks 

Central Government or 
Independent 

Government/ 
Independent 

Independent Government/  
Independent 

President of the Mone-
tary Board  
(The President of the 
Central Bank) 

Minister of Economy Minister of Economy Chief Executive 

Superintendent of 
Banks32 

Registrar33 Superintendent of Banks 

Budget Financed by Government Government Govern. and Industry  

Guatemala 

Year of Establishment 194634 1996 1946 
Regulation Central Bank N.A.35  N.A.36 
Supervision Same N.A. N.A. 
Central Government or 
Independent 

Independent N.A. N.A. 

Chief Executive Governor of the  
Central Bank 

N.A. N.A. 

Budget Financed by Government and 
Industry  

N.A. N.A. 

Guyana 

Year of Establishment 1965 N.A. N.A. 
Regulation Central Bank (Through 

its Supervision Depart) 
N.A. 37 Ministry of Finance and 

Economy 
Supervision Same N.A. Same 
Central Government or 
Independent 

Government N.A. Government 

Chief Executive Director of  
Supervision38 

N.A. N.A. 

Budget Financed by Government N.A. Government 

Haiti 

Year of Establishment 1979 N.A. N.A. 
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Country Issue Banking Securities Insurance 

Regulation National Banking and 
Insurance Commission 
(Comisión Nacional de 
Banca y Seguros-CNBS) 

National Banking and 
Insurance Commis-
sion (Comisión Na-
cional de Banca y 
Seguros-CNBS) 

National Banking and 
Insurance Commission 
(Comisión Nacional de 
Banca y Seguros-CNBS) 

Supervision Superintendence of 
Banks, Financial Corpo-
rations and Savings and 
Loans (Superintendencia 
de Bancos, Sociedades 
Financieras y Asocia-
ciones de Ahorro y Prés-
tamo) 

Superintendence of 
Securities and Other 
Institutions (Superin-
tendencia de Valores y 
Otras Instituciones) 

Superintendence of In-
surance and Pensions 
(Superintendencia de 
Seguros y Pensiones) 

Central Government 
or Independent 

Independent39 Independent Independent 

President of CNBS President of CNBS President of CNBS Chief Executive 
Superintendent of 
Banks, Financial Corps. 
and S&L 

Superintendent of 
Securities and Other 
Institutions 

Superintendent of  
Insurance and Pensions 

Budget Financed by Government and  
Industry 40 

Government and  
Industry  

Government and  
Industry  

Honduras 

Year of Establishment 1995 (CNBS) 1995 (CNBS) 1995 (CNBS) 
Regulation Central Bank (Through 

its Department of Super-
vision of Banks and Fi-
nancial Institutions) 

Financial Services 
Commission (FSC) 

Financial Services 
Commission (FSC) 

Supervision Same Same Same 
Central Government 
or Independent 

Independent41 Independent Independent 

Chief Executive Governor of the Central 
Bank42 

Executive Director of 
the FSC 

Executive Director of 
the FSC 

Budget Financed by Industry 43 Government and  
Industry  

Government and  
Industry  

Jamaica 

Year of Establishment 1961 200144 2001 
Regulation National Banking and 

Securities Commission 
(Comisión Nacional 
Bancaria y de Valores-
CNBV)45 

National Banking and 
Securities Commis-
sion (Comisión Na-
cional Bancaria y de 
Valores-CNBV) 

National Insurance and 
Finance Commission 
(Comisión Nacional de 
Seguros y Finanzas-
CNSF) 

Supervision Same Same Same 
Central Government 
or Independent 

Independent (Decentral-
ized body) 

Independent (Decen-
tralized body) 

Independent (Decentral-
ized body) 

Chief Executive President of the CNBV President of the 
CNBV 

President of the CNSF 

Budget Financed by Government and  
Industry 46 

Government and 
Industry  

Government and  
Industry 

Mexico 

Year of Establishment 
 

199547 1995 1946 
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Country Issue Banking Securities Insurance 
Regulation Superintendence of Banks 

and Other Financial Insti-
tutions (Superintendencia 
de Bancos y Otras Insti-
tuciones Financieras-
SIBOIF) 

Superintendence of 
Banks and Other Fi-
nancial Institutions 
(Superintendencia de 
Bancos y Otras Insti-
tuciones Financieras-
SIBOIF) 

Superintendence of 
Banks and Other 
Financial Institutions 
(Superintendencia de 
Bancos y Otras Insti-
tuciones Financi-
eras-SIBOIF) 

Supervision 48 
 

Same Same Same 

Central Government or 
Independent 
 

Independent Independent Independent 

Chief Executive Superintendent49 Superintendent Superintendent 
Budget Financed by 
 

Government and  
Industry 50 

Government and  
Industry  

Government and 
Industry  

Nicaragua 

Year of Establishment 1991 (SIBOIF) 1991 (SIBOIF)51 1991 (SIBOIF)52  
Regulation Superintendence of Banks National Securities 

Commission (Comisión 
Nacional de Valores-
CNV) 

Superintendence of 
Insurance and Rein-
surance (Superinten-
dencia de Seguros y 
Reaseguros-SSR) 

Supervision Same Same Same 
Central Government or 
Independent 

Independent 
(autonomous entity) 

Independent 
(autonomous entity) 

Independent 
(autonomous entity) 

Chief Executive Superintendent of 
Banks53 

President of the CNV54 Superintendent  
of the SSR 

Budget Financed by Industry  Government and  
Industry  

Industry  

Panama 

Year of Establishment 1998 199955 198456 
Regulation Central Bank 

(Through its Superinten-
dence of Banks) 

National Securities 
Commission (Comisión 
Nacional de Valores-
CNV) 

Central Bank 
(Through its Superin-
tendence of Insur-
ance) 

Supervision Same Same Same 
Central Government or 
Independent 

Independent Independent (Autono-
mous entity) 

Independent 

Chief Executive Governor of the  
Central Bank57 

President of the CNV Governor of the  
Central Bank58 

Budget Financed by Government59 Government and  
Industry  

Government60 

Paraguay 

Year of Establishment N.A. 199261 N.A. 
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Country Issue Banking Securities Insurance 
Regulation Superintendence of 

Banks and Insurance 
(Superintendencia de 
Banca y Seguros -SBS) 

National Corporations 
& Securities Supervi-
sory Commission 
(Comisión Nacional 
Supervisora de Em-
presas y Valores 
-CONASEV) 

Superintendence of 
Banks and Insurance 
(Superintendencia de 
Banca y Seguros -SBS) 

Supervision Same Same Same 
Central Government 
or Independent 

Independent 
(autonomous entity) 

Independent 
(autonomous entity) 

Independent 
(autonomous entity) 

Chief Executive Superintendent of the 
SBS 

President of 
CONASEV 

Superintendent of the 
SBS 

Budget Financed by Industry  Industry 62 Industry  

Peru 

Year of Establishment 1931 1970 1931 
Regulation Monetary Board Monetary Board63 Monetary Board 
Supervision Superintendence of 

Banks 
Superintendence of 
Securities64 

Superintendence  
of Insurance 

Central Government 
or Independent 

Government65 Government Government66 

Chief Executive Superintendent of Banks Superintendent  
of Securities 

Superintendent  
of Insurance 

Budget Financed by 
 

Government and Indus-
try  

Government Government and  
Industry  

República 
Dominicana

 
(Dominican 
Republic) 

Year of Establishment 196567 200268 200169 
Regulation Central Bank 

(Through its Department 
of Inspection of Banks) 

Securities and  
Exchange 
Commission (SEC) 

Ministry of Finance 
(Through its Office of 
the Supervisor 
 of Insurance) 

Supervision Same Same Same 
Central Government 
or Independent 
 

Independent Independent Government70 

Chief Executive 
 

Governor of the Central 
Bank71 

President of the Board 
of the SEC 

Supervisor of Insurance 

Budget Financed by 
 

Government Government Government 

Trinidad  
&  

Tobago 

Year of Establishment 1964 1995 N.A. 
Regulation Central Bank 

(Through its Superin-
tendence of Financial 
Intermediaries)72 

Central Bank 
(Through the Securi-
ties Market  
Department) 

Central Bank 
(Through its Superin-
tendence of Insurance 
and Reinsurance)73 

Supervision Same Same Same 
Central Government 
or Independent 

Independent Independent Independent 

Chief Executive Board of the Central 
Bank74 

Board of the Central 
Bank75 

Board of the Central 
Bank76 

Budget Financed by77 Government Government Government 

Uruguay 

Year of Establishment 1988 N.A. 1993 
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Country Issue Banking Securities Insurance 
Regulation Superintendence of 

Banks and Other Finan-
cial Institutions (Super-
intendencia de Bancos y 
Otras Instituciones Fi-
nancieras-SUDEBAN) 

National Securities 
Commission (Comi-
sión Nacional de Va-
lores-CNV) 

Ministry of Finance 
(Through its Superin-
tendence of Insurance)78 

Supervision Same Same Same 
Central Government 
or Independent 

Independent 
(functional autonomy) 

Independent 
(functional autonomy) 

Government 

Chief Executive Superintendent of 
SUDEBAN 

President of the CNV Superintendent  
of Insurance79 

Budget Financed by Government  
and Industry  

Government  
and Industry 80 

Government  
and Industry  

Venezuela 

Year of Establishment N.A. 1973 2001 

 
Notes: 
1 Supervisory responsibilities are performed by the Superintendent of Financial Entities, which is a member of the 
Central Bank’s Board of Directors. The nation’s President with Congress approval designates the Superintendent. 
However, the Organic Law of the Central Bank states in Article 10 that the activities of the Superintendence are 
direct responsibility of the President of the Central Bank. 
2 The Insurance Superintendency charges the industry for its regulatory and supervisory activities. However, indus-
try contributions are actually transferred to the Ministry of Economy, which then provides funding for the Superin-
tendency’s activities. 
3 Funding for supervision activities is provided through the central bank’s regular annual budget and also with li-
cense fees paid by industry members. There are no specific charges for supervision activities performed by the cen-
tral bank. 
4 License fees paid by mutual funds and by the firms managing these funds determine funding provided by the in-
dustry. 
5 Designated by the Board of Directors of the Central Bank. 
6 Funding for supervision activities is provided through the central bank’s regular annual budget. 
7 The CONFIP is a collegiate body, which approves all financial prudential regulations (except those related to the 
Central Bank of Bolivia) with a view of achieving consistency throughout the financial system. It is also an entity 
through which the SBEF and the SPVS coordinate their efforts.  
8 The CONFIP was created in 1998 with the enactment of the Popular Property and Credit Law. The Superin-
tendency of Banks and Financial Entities was established by the Banking and Financial Entities Law of 1993 and 
replaced the former Superintendency of Banks created in 1928. 
9 The SPVS was created in 1998 with the enactment of the Popular Property and Credit Law and it merged the three 
former agencies that existed for each of these sectors (securities, pensions and insurance). 
10 The SUSEP only regulates specific operational issues and any other delegated to it by the CNSP. 
11 The CNSP is classified here as dependent of the Central Government since it is chaired by the Minister of Finance 
and does not have its own legal status. The SUSEP is an autonomous body, which functions under the Ministry of 
Finance.  
12 The Directors of the Financial System Regulation and Organization Department and of the Supervision Depart-
ment are responsible for regulation and supervision, respectively. Both are Central Bank Board members. 
13 Some prudential regulations are actually issued by the Central Bank of Chile. 
14 Both the Banking and Securities Superintendency are technical agencies that function under the umbrella of the 
Ministry of Finance and Public Credit. Some prudential regulations, particularly those related to banks, are issued 
directly by the Ministry through the Finance Technical Vice ministry. 
15 The Superintendency of Securities has a regulatory body above it, the “Sala General”, which has regulatory pow-
ers.  
16 Supervision of insurance activity is performed by the Deputy Superintendent for Insurance and Capitalization 
(Delegatura para Seguros y Capitalización). 
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17 The top authority within the Superintendency of Securities is the “Sala General”, chaired by the Minister of Fi-
nance. 
18 In Costa Rica all insurance activity is carried out by a state-owned entity, the Insurance National Institute. Thus, 
properly considered there is no insurance market in the country. 
19 CONASSIF, SUGEF and SUGEVAL are all agencies with a “maximum decentralization” (máxima desconcen-
tración) status and function under the umbrella of the Central Bank. 
20 All Superintendents are designated by CONASSIF. 
21 The Securities Market Law states that the three Superintendencies of the financial system are to be financed by the 
Central Bank (80 per cent) and by supervised entities (20 per cent). 
22 SUGEVAL replaced the former Securities Commission that had been created in 1990. 
23 This body was created by the Securities Markets Law of 1998 as part of the Superintendency of Corporations to 
establish the market’s general policies and to regulate its activities.  
24 The Department of Securities Markets (Intendencia del Mercado de Valores) is the executive body of the National 
Securities Council (CNV). Although it functions within the Superintendency of Corporations, it is actually governed 
by the CNV.  
25 The Superintendent of Banks chairs the Banking Board, the governing body of the Superintendency. The Board 
comprises 5 members, including the General Manager of the Central Bank of Ecuador. 
26 The Superintendent of Corporations chairs the National Securities Council, which is comprised of 7 members: 4 
corresponding to the public sector (Superintendent of Corporations, Superintendent of Banks, President of the Cen-
tral Bank and a delegate of the nation’s President) and 3 of the private sector. 
27 1998 stands for the year of incorporation of the CNV, while 1964 represents the year of incorporation of the Su-
perintendency of Corporations. 
28 Some aspects are regulated by the Central Bank, for example, rules regarding deposit-taking activities. 
29 The Central Bank contributes with 50 per cent of the budget and commercial banks with the other half. 
30 As stated in the previous footnote, it should be noted that insurance institutions do not make contributions to fi-
nance the SSF’s budget. 
31 In Guatemala there is no formal supervisory agency for the securities market. The Securities and Commodities 
Markets Registrar is an exclusively technical body whose purpose is to register the activities performed in this mar-
ket. 
32 The Superintendent of Banks is designated by the nation’s President for a 4-year term. The Superintendent is 
elected from a group of three candidates proposed by the Monetary Board. 
33 The Registry is designated by the nation’s President for a 6-year period. The Registrar is elected from a group of 
three candidates proposed by the Monetary Board. 
34 Represents the year of incorporation of the Superintendency of Banks. 
35 The Financial Institutions Law of 1995 and the Law of the Bank of Guyana state that the Central Bank is the sole 
regulator and supervisor of all financial institutions in the country. The Securities Industry Law of 1998 states that a 
Securities Council will be created, under the umbrella of the central bank, to regulate and oversee securities market 
participants. This Council has not been created so far. 
36 As mentioned in the previous footnote, the Central Bank is the regulator and supervisor of all financial institutions 
in the country. However, the Insurance Law of 1998 states that the Minister of Finance will designate an Insurance 
Commissioner who will be in charge of applying the contents of this Law. 
37 There are no financial institutions participating in a formal securities market. 
38 Designated by the Governor of the Central Bank. 
39 The CNBS and the Superintendencies are autonomous agencies operating under the umbrella of the Central Bank 
of Honduras. 
40 In a reform to the CNBS Law it was established that the Central Bank will finance up to 50 per cent of the 
CNBS’s budget, and that the rest should be financed by supervised entities. In turn the CNBS provides funding to 
the Superintendencies. 
41 The Governor and other 6 members of the Board (from a total of 9) are designated by the Minister of Finance, 
who can also designate other Deputy Governor(s) to be part of the Board. 
42 A Deputy Governor has general responsibility for the Financial Institutions Supervisory Division. Day to day re-
sponsibility is vested in the Supervisor of Banks and Financial Institutions, who is designated by the Minister of 
Finance. 
43 Funding for supervision activities is provided through the central bank’s regular annual budget and also with li-
cense fees paid by industry members. There are no specific charges for supervision activities performed by the cen-
tral bank. 
44 The Financial Services Commission was created by law in 2001. It replaced the former Securities Commission 
and merged the Office of the Superintendent of Insurance. 
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45 Some prudential regulations are issued by Mexico’s Central Bank (Banco de México) and by the Ministry of Fi-
nance and Public Credit (Secretaría de Hacienda y Crédito Público-SHCP). 
46 Both the CNBV and the CNSF charge their respective industries for regulatory and supervisory activities. How-
ever, these funds are transferred to the SHCP. Funding for the Commissions’ budget provides from the nation’s 
overall budget.  
47 The CNBV merged the National Banking Commission created in 1924 and the National Securities Commission 
created in 1946. 
48 Supervision is performed by the Department of Banks and Other Financial Institutions, the Department of Securi-
ties and the Department of Insurance, respectively. 
49 The SIBOIF has a Board, which is chaired by the Minister of Finance and Public Credit. Congress designates the 
Superintendent, who participates in Board’s meetings although with no voting powers. 
50 Law 316 states that the Central Bank of Nicaragua will provide up to 25 percent of SIBOIF’s budget. The rest is 
to be financed by supervised entities. 
51 The Department of Securities (Intendencia de Valores) was created in 1999 by Law 316. 
52 The Department of Insurance (Intendencia de Seguros) was created in 1999 by Law 316. 
53 The Superintendency of Banks is governed by a Board which comprises five members and the Superintendent. 
The Superintendent has no voting powers and may be excluded from any of the Board’s meeting if the latter deems 
this is appropriate in view of the agenda. 
54 The CNV is governed by a Commission comprising 3 persons, which are designated by the nation’s President. 
The Commission itself is entitled to elect its President from these 3 persons. 
55 Until 1999 the CNV functioned under the umbrella of the Ministry of Commerce and Industry. Currently it is an 
autonomous technical body operating under the umbrella of the ministry of Economy and Finance. 
56 Until 1996 the SSR functioned under the Ministry of Commerce and Industry, and, among other activities, it was 
the executive body of the National Reinsurance Commission. In 1996 a new insurance law granted autonomy to 
SSR to regulate, supervise and oversee the insurance sector. 
57 The Organic Law of the Central Bank of Paraguay of 1995 states that the Superintendency of Banks is a technical 
body of the central bank, with no legal self-standing. It has functional, administrative and financial autonomy. The 
Superintendent is designated by the nation’s President. However, the General Banking Law of 1996 states that the 
Superintendency of Banks performs control supervision and oversight functions in representation of the Central 
Bank. 
58 The Insurance Law created the Superintendency of Insurance under the umbrella of the Central Bank. It has func-
tional, administrative and financial autonomy. The Superintendent is designated by the nation’s President.  
59 The budget of the Superintendency of Banks is part of the Central Bank’s annual budget. 
60 The budget of the Superintendency of Insurance is part of the Central Bank’s annual budget. 
61 The CNV experienced a major reform with the Securities Market Law of 1998. 
62 However, CONASEV is entitled to receive allowances from the Nation’s Treasury. 
63 The draft version of the Monetary and Financial Law (which is expected to be enacted in 2003) states that the 
regulation and supervision of securities and insurance markets will be governed by its corresponding laws. Thus, 
only those supervisory matters related to banks and other institutions performing financial intermediation will re-
main under the control of the Financial and Monetary Administration (comprised by the Monetary Board, the Cen-
tral Bank and the Superintendency of Banks). 
64 The Securities Market Law was enacted in 2001.  Functioning of the Superintendency of Securities began in 2002. 
65 Currently this is a department of the Ministry of Finance. The draft version of the Monetary and Financial Law 
states that the Financial and Monetary Administration, which comprises the Superintendency of Banks, will have 
functional, administrative and budgetary autonomy. The Superintendency of Banks will remain under the umbrella 
of the Monetary Board, which is chaired by the Governor of the Central Bank. 
66 This is currently a Department of the Ministry of Finance. 
67 Year of Incorporation of the Superintendency of Banks. 
68 Year of Incorporation of the Central Bank. 
69 Year of Incorporation of the Superintendency of Insurance. 
70 This Office works within the Ministry of Finance. 
71 The Financial Institutions Law states that the Central Bank is responsible for the regulation and supervision of 
banks. These activities are to be carried out through the Department of Inspection of Banks. The Inspector of Banks, 
designated by the nation’s President hearing the opinion of the Governor of the Central Bank, is responsible for day-
to-day activities. 
72 The Superintendency of Financial Intermediaries (Superintendencia de Instituciones de Intermediación Financi-
era-SIIF) has technical and operational autonomy and it is dependant of the Central Bank’s Board. 
73 This is a decentralized entity of the Central Bank of Uruguay. 
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74. The Superintendent in charge of the SIIF executes the corresponding responsibilities by delegation of the Central 
Bank’s Board. This Superintendent is designated by the Board for a 8-year period, which differs from that of the 
President of the Central Bank’s Board. 
75 The Securities Markets Department exercises control responsibilities and it may not be distinguished from the 
Central Bank. The Central Bank’s Board is actually responsible for this control activity. 
76 The Superintendent of Insurance and Reinsurance is designated by the Central Bank’s Board. 
77 All supervisory/regulatory activities are financed with the Central Bank’s general budget. 
78 According to the Insurance and Reinsurance Law of 2001, the Superintendency of Insurance is an autonomous 
technical service. The Superintendency does not have its own legal standing and it operates within the Ministry of 
Finance. SUDEBAN and the CNV are both autonomous institutions. They function under the umbrella of the Minis-
try of Finance only for administrative compliance (tutela administrativa). 
79 The Minister of Finance may designate or dismiss the Superintendent with no further requirements. 
80 Industry contributions are constituted by annual or event-based fees related to the National Securities Registry, 
license and annual fees to operate as securities firms or securities depositories, fees related to the authorization of a 
Public Securities Offering, etc. 
 
Source:  Elaborated on the basis of information from García, J.A. (2202) and Courtis, N. (2001). 
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TABLE 3 
Size of the Banking System (M3) 1 

 
COUNTRY  IN US$ BILLION AS % OF GDP 
Latin America   
Brazil 173.7 29.2 
Mexico 135.5 23.6 
Argentina 90.8 31.9 
Chile 35.5 50.3 
Colombia 26.6 32.8 
Venezuela, RB 22.8 18.9 
Peru 17.2 32.1 
Uruguay 10.1 51.3 
Panama 8.6 86.9 
Dominican Republic 6.8 34.7 
El Salvador 6.1 46.2 
Costa Rica 5.9 36.9 
Guatemala 5.4 28.6 
Bolivia 4.5 54.6 
Ecuador 4.3 31.3 
Trinidad and Tobago 4.2 57.2 
Bahamas 3.5 73.6 
Jamaica 3.5 47.3 
Honduras 3.1 52.1 
Paraguay 2.8 36.7 
Barbados 1.9 75.0 
Nicaragua 1.5 64.2 
Haiti 1.5 37.0 
Guyana 0.6 79.1 
Belize 0.4 54.2 
Suriname 0.3 40.0 
Average 
Median 

22.2 
5.0 

46.4 
43.1 

Europe   
United Kingdom 1,552.3 109.7 
Sweden 106.9 44.8 
Denmark 96.3 55.3 
Norway 82.3 50.9 
Hungary 21.1 46.3 
Iceland 2.9 33.7 
Latvia 2.2 30.4 
Estonia 2.0 39.3 
Asia   
Japan 9,192.1 189.9 
Korea, Rep. 447.5 97.9 
Singapore 99.1 107.5 
Other countries   
Canada 515.7 75.0 
Australia 259.4 66.5 
Maldives 0.3 46.6 

 
1 M3 includes money and quasi – liquid liabilities. Data for year 2000, except for Sweden and Denmark (1999). 
 
Source:  Elaborated on the basis of information from World Development Indicators World Bank (2002). For United 
Kingdom, IMF International Financial Statistics.  
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TABLE 4 
Index of Conglomeration of Financial Activities in Selected LAC countries 

 
PERMISSIBLE  
ACTIVITIES 1 

PERMISSIBLE INVESTMENTS1 

 
Country Securities Insurance Bank Investments in 

Industrial Firms 
Industrial Firm  

Investments in Banks 

INDEX2 of 
Conglomeration 

Brazil YES YES LIM YES 3.5 
Venezuela YES YES LIM YES 3.5 
Argentina YES LIM LIM YES 3.0 
Bolivia YES YES NO YES 3.0 
Uruguay  YES YES NO YES 3.0 
Panama YES NO LIM YES 2.5 
Mexico YES YES NO LIM 2.5 
Colombia YES NO LIM YES 2.5 
Chile YES LIM NO LIM 2.0 
Peru YES NO NO YES 2.0 
Reformers      
United Kingdom YES YES YES YES 4.0 
Sweden YES YES LIM YES 3.5 
Norway YES YES LIM LIM 3.0 
 
1 NO implies that neither the bank can conduct the specific activity directly nor through any of its subsidiaries. 
LIM implies limited permissibility. 
2INDEX: Each YES counts as 1, each NO as 0, and each LIM as 0.5. The Index is the overall sum. 
 
Source: Elaborated on the basis of information from the Institute of International Bankers, 2001. Global Survey 
2001. Regulatory and Market Developments. Banking - Securities - Insurance. 
 


