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IMPROVEMENT OF FINANCIAL SUPERVISION
ON THE BASIS OF INTERNATIONAL PRINCIPLES IMPLEMENTATION

Abstract. The article is devoted to the problem of financial supervision system compliance
in the countries with the international principles and the best world practices.

The main international principles of effective banking supervision, insurance and regulation
of the securities market are analyzed.

We developed a scientific and methodological approach to assessing the country's financial
supervision compliance with international principles, which allows to determine the dynamics of
development and improvement of financial supervision in banking, insurance and securities
segments of the financial sector. A scale for translating financial supervisory compliance
assessments into international principles was developed and statistical tools of arithmetic weighted
and geometric mean were used to summarize the implementation of Core Principles for Effective
Banking Supervision, Insurance Core Principles and Objectives and Principles of Securities
Regulation.

The average level the implementation of each of the principles of Effective Banking
Supervision, Insurance Core Principles and Objectives and Principles of Securities Regulation is
determined. Banking Supervision has been assessed to international principles in countries such as
Austria, Bulgaria, Canada, Germany, Denmark, United Kingdom, Georgia, Hong Kong, Republic
of Korea, Moldova, New Zealand, Russian Federation, Turkey, United States of America, South
Africa, Insurance Supervision — Canada, Denmark, Hong Kong, Ireland, New Zealand, Turkey,
United States of America, South Africa, securities market surveillance and financial supervision in
general — Canada, Hong Kong, United States of America, South Africa. The work identifies key
areas of modern and innovative development of the financial supervision system.

The paper identifies key areas of modern and innovative development of the financial
supervision. Our results showed that increasing the compliance of financial supervision with
international standards can be ensured primarily through the introduction of risk-oriented financial
supervision, improvement of corporate governance and disclosure of financial reporting by financial
intermediaries.

Keywords: financial supervision, international principles, banking supervision, regulation of
the securities market, insurance supervision.
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YAOCKOHAJIEHHSA ®THAHCOBOI'O HATLJIAAY
HA OCHOBI BIIPOBA/IZKEHHSA MIZKHAPOJIHUX ITPUHLIUIIIB

AHoTauisi. Po3risiHyTO MUTaHHA BiAMOBIHOCTI CUCTeMHU (DIHAHCOBOTO HAIIIALY B KpaiHax
CBITY MDKHApOJIHUM MPHUHIMIAM (IHAHCOBOTO HATIISLY | HAMKPAIUM CBITOBUM IPAKTHKAM.

[IpoaHanizoBaHO OCHOBHI NPUHIIMIK €(PEKTUBHOTO OAHKIBCHKOTO HAIJISAIY, CTPaxyBaHHS |
pEryIIoBaHHS PUHKY IIHHUX marepiB. Po3poOiieHo HAyKOBO-METOMWYHHUN MIIXiA 0 OLIHIOBAHHS
BIIMOBIAHOCTI (PiIHAHCOBOTO HATJISAY KpaiHM MDKHApPOIHUM IPHUHIIMIIAM, IO J03BOJISE€ BU3HAYATH
IUHAMIKy po30yJOBM 1 MOJIMIICHHS (DIHAHCOBOTO HAIJALy B PI3HUX CErMEeHTax (PiHaHCOBOTO
CeKTOpY — OaHKIBCbKOMY, CTPaXxOBOMY Ta LIHHUX mamepiB. s y3araabHEHOTO OLIHIOBAaHHS
BIIPOBaKeHHS! OCHOBHUX NPUHIMIIB €()eKTUBHOTO OAHKIBCHKOTO Harmsiny, KirouoBuX MpUHLIKIIIB
cTpaxyBaHHA Ta Llieli 1 NPUHIMIIB pEryalOBaHHS IIHHUX TanepiB po3poOJIeHO IIKaTy
NEPEBEICHHS OLIHOK BiMOBIAHOCTI ()IHAHCOBOTO HArJsly MDKHApOJHMM MpPUHIMUIAM Yy Oanu Ta
BUKOPHUCTAaHO CTATUCTUYHHUU IHCTPYMEHTapiil cepeqHboi apu(PMETHUYHOI 3BAKEHOI Ta CepeaHbOI
r€OMETPUYHOT

Busnaueno cepenHiii piBeHb JOTPHUMAHHS KOXHOTO 3 MPUHIUMIB €PEKTHUBHOTO
0aHKIBCPKOTO HArfsiy, CTpaxyBaHHS 1 pEryjaloBaHHS pPHHKY I[IHHMX TanepiB. 3JifiCHEHO
OI[IHIOBaHHS BiIMOBIAHOCTI OAHKIBCHKOTO HATJISAY MDKHAPOTHUM MPHHIIMIIAM Y TaKUX KpaiHaX, siK
Agscrpis, bonrapis, Kanaga, Himeuunna, [lanis, Benuka bputanis, ['pysis, ['onkonr, Pecrybmika
Kopes, MonnoBa, HoBa 3enannis, Pociiicbka ®enpepauis, Typeuumna, Cnomydeni Hlratn
Awmepuku, IliBnenna Adpuka, crpaxoBoro Harisny — Kanana, Jlanis, I'onkonr, Ipnannis, Hosa
3enannis, Typeuunna, Crionyueni [lItatn Amepuku, I[liBnenna Adpuka, Harasay Ha pUHKY IIHHUX
nanepiB i ¢iHaHcoBoro Harisny B uimomy — Kanana, 'onkonr, Cnomyueni llratu Amepuku,
[TiBnenna Adpuka. [neHTH(IKOBAaHO KIIIOYOBI HANpPSIMM CY4aCHOTO Ta IHHOBALIHHOTO PO3BUTKY
cucTeMH (piHAaHCOBOTO HArJIsy.

BusnayeHo, 1m0 MiIBUINEHHS BIANOBIAHOCTI (DIHAHCOBOTO HAIIIAAY MDKHApPOJIHUM
CTaHJapTaM Moxke OyTH 3a0e3ledeHe mepenyciM 3a paXyHOK YIPOBAKEHHS PU3HK-OPIEHTOBAHOTO
(iHaHCOBOTO HArJsAy, YAOCKOHAJICHHS KOPIOPATHBHOTO YIPABIIHHS Ta PO3KPHUTTSA (iHAHCOBOI
3BITHOCTI (DIHAHCOBUX MOCEPETHHKIB.

Kniouosi cnosa: GiHaHCOBUN HArms, MDKHApPOJIHI NPUHIUINU, OAHKIBCHKHM HATJIS,
peryaioBaHHS pUHKY LIHHUX MarepiB, CTPaxoBUN HATJISL.
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COBEPHIEHCTBOBAHUE ®UHAHCOBOI'O HAI3OPA
HA OCHOBE BHEJIPEHU A MEXIYHAPOJHBIX ITPUHIIUITIOB

AHHoTanms. PaccMOTpeH BOIPOC COOTBETCTBUS CUCTEMbI (PMHAHCOBOT'O HA/(30pa B CTpaHAX
MHUpPa MEXKIYHAPOJIHBIM TNpUHOUIAM 3()(HEeKTUBHOTO OAHKOBCKOTO HA/A30pa, CTPaxXxOBaHUS H
peryaupoBaHusl pbBIHKA IEHHbIX Oymar. IlpoaHanu3upoBaHbl OCHOBHBIE MEXKIyHApOJHBIC
OpUHLMIOBL  (UHAHCOBOTO Hamzopa. Pa3paboTaH HaydHO-METOAWYECKMH TMOIXOJA  OLIEHKU
COOTBETCTBUS (DMHAHCOBOTO HAJ30pa CTPaHBI MEXIYHAPOJHBIM HPUHIMIIAM, KOTOPbII MO3BOJISIET
OTIpEeNeNATh JUHAMHUKY Pa3BUTH U YIydlIeHUs (PUHAHCOBOTO HAA30pa KaK B Pa3IMYHBIX CETrMEHTaxX
(MHAHCOBOTO CEKTOp, TaK M B LEJIOM, a TaKKe HACHTU(HUIMPOBATH KIIOYEBBIC HAIpPaBICHUS
JambHEHMIIero pasBUTUSL CHCTEeMBbl (puHaHCOBOoro Hamzopa. OrmpeneneHo, 4YTo TOBBIICHHUE
COOTBETCTBUSI (PMHAHCOBOTO HAA30pa MEXKIYHAPOJHBIM CTaHAAPTaM MOXKET ObITh 00ecreYeHo
NpeXae BCEro 3a CYeT BHEAPEHUS PUCK-OPHEHTUPOBAHHOTO (MHAHCOBOTO  HAA30pa,
COBEPILICHCTBOBAHUS KOPHOPATUBHOTO YIPABICHHUS M PACKPHITHS (UHAHCOBOH OTYETHOCTHU
(MHAHCOBBIX MOCPETHUKOB.

Knrouegwie cnosa: GpruHaHCOBBII Ha30p, MEXKIYHAPOIHBIEC TPUHIUITBI, OAHKOBCKHUI HAI30p,
peryaupoBaHue phIHKA LIEHHBIX OyMar, CTpaxoBOM HAA30p.

@opmymn: 4; puc.: 1; Tabn.: 4; 6ubn.: 14.

Introduction. The economic development and sustainability of the world financial market
requires the development and functioning of an effective financial supervision system that takes
into account high level of financial integration and financial convergence in national and
international markets in the conditions of globalization. The task of international community can be
the key to unifying the principles of financial supervision in different countries. For example, for
the banking sector, the Basel Committee on Banking Supervision (BCBS) developed the «Core
Principles for Effective Banking Supervision» (BCPs), the International Association of Insurance
Supervisors (IAIS) — «Insurance Core Principles» (ICPs), the International Organization of
Securities Commissions (I0SCO) — «Objectives and Principles of Securities Regulation». All this
necessitates an integrated and comprehensive study of international principles of financial
supervision and the development of a scientific and methodological approach for assessing the
compliance of the country’s financial supervision with international principles. It will allow to
assess the dynamics of the development and improvement of financial supervision in general and in
various segments of financial sector. Taking into account the financial upheavals and crises that are
increasingly occurring both at the national and international levels, the complexity of financial
sector structure, the difficulties in assessing systemic risks and threats to financial institutions, the
mixed impact of strengthening financial supervision requirements on economic growth, imperfect
supervision procedures ensuring financial stability — all this require new, modern and innovative
approaches to financial supervision development. In view of this, the information basis for
determining the directions of innovative development of financial supervision should be, first of all,
an objective assessment of the implementation level of the principles developed by international
practice.

Literature review and the problem statement. Existing research is mainly focused on
adherence to the «Core Principles for Effective Banking Supervision». World Bank researchers A.
Demirguc-Kunt, E. Detragiache and T. Tressel conducted a comparative assessment of compliance
with the «Core Principles for Effective Banking Supervision» in different regions of the world,
splitting them into the following groups: the prerequisites for effective supervision, licensing and
structure, prudential regulation and requirements, methods of ongoing supervision, information
requirements, official authority of supervisors, cross-border banking. In the analytical part of the
study, the authors identified the relationship between the observance of «Core Principles for
Effective Banking Supervision» and the reliability of the country’s banking system. The sovereign
ratings of Moody’s and Z-score banking system were used as indicators of the reliability of the
banking system [4].
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In 2014, the IMF experts prepared a publication entitled «A Macrofinancial Approach to
Supervisory Standards Assessments», which compared the implementation of the «Core Principles
for Effective Banking Supervision», «Insurance Core Principles», «Objectives and Principles of
Securities Regulation» in different counries. Also among them were selected the most important for
ensuring the financial stability, which were taken as the basis for econometric analysis [5].

F. Delgado and M. Meza devoted their research to the development of financial supervision
and the use of macro-prudential measures in Central America. The authors compared the level of
implementation of the «Core Principles for Effective Banking Supervision» in Costa Rica,
Honduras, El Salvador, Guatemala, the Dominican Republic, Panama (2007—2010), with the
principles adherence level in Canada (2008) and Spain (2006 p.). Also they identified the prospects
for enhancing the use of macroprudential tools for the development of financial supervision
practices [6].

M. Cihak and A. Tiemen investigated adherence to the «Core Principles for Effective
Banking Supervision», «Insurance Core Principles» and «Objectives and Principles of Securities
Regulation» in the countries of the world for 2000—2007, by dividing them into the following
groups: regulatory impact, prudential structure, regulatory practice, financial integration and
security network. The authors also assessed the level of compliance with international financial
supervision principles in countries with different income per capita and world regions. In addition,
the study presented the results of a regression analysis of the impact of the compliance with
international financial supervision principles and the level of GDP per capita and the assessment of
the quality of financial supervision in world regions and groups of international principles [7].

U. Das, M. Quintyn, and K. Chenard have provided empirical evidence that the quality of
regulatory regulation of public administration, adopted by the regulatory authorities of the financial
system and managers, is important for the reliability of financial system. The authors calculated the
reliability of the financial system and regulatory control based on country data collected by the
Financial Sector Assessment Program (FSAP). The authors concluded that the regulatory control
significantly affects on the stability of financial system, as well as on variables that reflect
macroeconomic conditions, the structure of banking system and the management of public sector.
Also, the parameters of financial stability as a function of regulatory control were determined by
researches [8].

B. Adamyk assessed the effectiveness of the principles of effective banking supervision in
Ukraine, taking into account the conditions and risks of the domestic banking system. He proposed
directions for the development of the banking supervision system in Ukraine [9].

Investigating the stability of the banking system, Zh. Dovhan suggested to calculate the
quality control and supervision index of the banking system as a weighted average assessment of
the «Core Principles for Effective Banking Supervision» (Basel Committee on Banking
Supervision) and the «Rules of Transparency of Monetary and Financial Policies» (IMF)
implementation. The author proved that the quality of supervision in the banking system
significantly influences its financial stability level [10].

The scientific work of S. Lieonov and O. lsaieva was devoted to the assessment of the
quality of regulatory management and its impact on the stability of the Ukrainian financial
market.The authors took into account the observance of 10SCO's «Objectives and Principles of
Securities Regulation», Group 30 «Recommendations on Securities Market Standards and
Procedures», the OECD «General Principles of Financial Services Consumer Protection», the Basel
Committee's «Core Principles for Effective Banking Supervision», the IMF «Rules of Monetary and
Financial Policies Transparency», the 1AIS «Insurance Core Principles». In addition, the authors
evaluated the interconnection between calculated index of regulatory quality and a number of the
financial market functioning and development indicators, which characterize market stability [11].

K. Tsytsyk, in her scientific work devoted to the peculiarity of prudential risk-oriented
banking supervision was justified the scientific and methodological approach of grouping «Core
Principles for Effective Banking Supervision» in accordance with the criteria of functional,
institutional and operational efficiency and the calculation of aggregate indicator [12].
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Despite the diversity and depth of studies on financial supervision, the issues of compliance
of financial supervision of the country with international principles remain insufficiently studied.

The purpose of the article is to develop a scientific and methodological approach to assess
the compliance of the country’s financial supervision with international principles. It makes
possible to evaluate the dynamics of the development and improvement of financial supervision in
general and in different segments of the financial sector, as well as the basis for determining the key
directions for financial supervision innovative development.

Research results. In contrast from domestic practice, the supervisory principles defined by
international organizations serve as the basis for the formation and maintenance of the effectiveness
of national systems of supervision after the activities of financial intermediaries and the
achievement of the basic level of dependable financial supervision practices. The international
principles of financial supervision are designed in such a way that they can be implemented
according to different models of an institutional organization of financial supervision (sectoral, two
vertices or mega-regulator).

The first edition of the «Core Principles for Effective Banking Supervision» appeared in
1997, according to which principles should serve as benchmarks for assessing the quality of their
supervisory systems by the countries and identifying future measures of financial supervision
reconstruction. The basic principles of effective financial supervision were reviewed twice: in 2006
and 2011 due to the need to strengthen supervisory practices in the banking sector [1].

The «Insurance Core Principles» were adopted in October 2011, since the changes were
introduced in the autumn of 2012, 2013, and 2015. «Key Principles of Insurance» are the
framework program of supervision for the insurance sector adopted worldwide. As stated in the
introductory part of the «Insurance Core Principles», a rationally organized system of financial
supervision is a prerequisite for ensuring a fair, safe and stable insurance sector and maintaining the
stability of the financial system [2]. The objectives and principles of securities regulation,
implemented in supervisory practices, are designed to ensure investor protection, to reduce systemic
risk, to stimulate functioning of a fair, efficient and transparent market [3].

An assessment of the implementation of supervisory practices and international compliance
by countries has been carrying out since 1999 within the framework of a joint mission of the IMF
and the World Bank which was called «Financial Sector Assessment Program» (FSAP). Countries
reports usually are being made public on official sites of these organizations.

For the 29 principles of effective banking supervision, the Basel Committee established the
main and additional criteria that show their compliance [1]. The founding document of the
International Association of Insurance Supervisors provides that the assessment of the compliance
of supervisory practices with principles is based on the application of standards for each principle
[2]. The approach of the International Organization of the Securities Commission is based on the
definition of the basic aspects of supervision over the issue of securities, which result on the
compliance assessment of each from 38 principles [13] (Table 1).

Table 1
The main international principles of financial supervision

Core Principles for Effective
Banking Supervision

Insurance Core Principles

Objectives and Principles
of Securities Regulation

P.1. Responsibilities, objectives
and powers

P.2. Independence, accountability,
resourcing and legal protection
for
supervisors

P.3. Cooperation and collaboration

P.4. Permissible activities

P.5. Licensing criteria

P.6. Transfer of significant ownership

P.7. Major acquisitions

P.1. Objectives, powers
and responsibilities
of the supervisor
P.2. Supervisor
P.3. Information exchange and
confidentiality requirements
P.4. Licensing
P.5. Suitability of persons
P.6. Changes in control
and portfolio transfers
P.7. Corporate governance

P.1 — P.8. Presence of powers,
resources and operational
independence of the regulator.

P.9 Self-regulatory organizations
should be subject to regulatory
supervision and comply with

the standards of justice and
confidentiality when carrying

out their delegated responsibilities.
P.10 — P.12. Comprehensive powers
of the regulator to conduct
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P.8. Supervisory approach

P.9. Supervisory techniques and tools

P.10. Supervisory reporting

P.11. Corrective and sanctioning
powers of supervisors

P.12. Consolidated supervision
P.13. Home—host relationships
P.14. Corporate governance
P.15. Risk management process
P.16. Capital adequacy

P.17. Creditrisk

P.18. Problem assets, provisions

and reserves

P.19. Concentration risk and large
exposure limits

P.20. Transactions with related

parties
P.21. Country and transfer risks
P.22. Market risk
P.23. Interest rate risk in the

banking book
P.24. Liquidity risk

P.25. Operational risk
P.26. Internal control and audit
P.27. Financial reporting and

external audit
P.28. Disclosure and transparency
P.29. Abuse of financial services

P.8. Risk management and internal
controls

P.9. Supervisory review and
reporting

P.10.Preventive and corrective
measures

P.11.Enforcement

P.12.Winding—up and exit from
the market

P.13.Reinsurance and other forms
of risk transfer

P.14.Valuation

P.15.Investment

P.16.Enterprise risk management
for solvency purposes

P.17.Capital adequacy

P.18.Intermediaries

P.19.Conduct of business

P.20.Public disclosure

P.21.Countering fraud in insurance

P.22.Anti-money laundering
and combating the financing
of terrorism

P.23.Group-wide supervision

P.24.Macroprudential surveillance
and insurance supervision

P.25.Supervisory cooperation
and coordination

P.26.Cross-border cooperation
and coordination on crisis
management

inspections, investigations

and market surveillance.

P.13 — P.15. Full access to
information on the activities

of national and foreign partners

and assistance to foreign regulators.
P.16 — P.18. Fair and equitable
treatment of holders of securities
P.19 — P.23. Supervision over

the independence of auditors, credit,
rating agencies in assessing

the activities of the issuer.

P.24 — P 28. Standards

of conformity, management,
organization and operational behavior
for persons who wish to carry out
market operations or manage
collective investment schemes.

P.29 — P.32. Minimum standards
for entry into the market of market
intermediaries, to their initial

and current size of capital.

P.33 — P.38. Supervision over

the establishment of trading systems,
stock exchanges, clearing and
settlement systems, and securities
trading and trade transparency

Sources: based on [1—3; 13].

For the purpose of conducting a study, we propose the criteria for evaluating the
implementation of principles in a country (in accordance with the BCBS, IAIS and 10SCO
guidelines), to transfer into ballistic assessments (Table 2).

Table 2
The transfer scale of financial supervision compliance with international principles assessments
into points
Assessment | Characteristics | Point
Core Principles for Effective Banking Supervision
Compliant, C The main criteria are carried out without significant disadvantages 1,00
Largely compliant, LC There are only insignificant shortcomings that do not cause concern 0,75
about the ability and intentions of the supervisor to achieve full
compliance with the principle over a set period of time
Materially Non-Compliant, There are serious shortcomings, despite the existence of formal rules and 0,5
MNC procedures, and the evidence that the practice of supervising is weak and
ineffective, or there are doubts about the ability of the supervisor
to achieve compliance with the principle
Non-compliant, NC There is no substantive implementation of the principle, the main criteria 0,25
are not carried out, or supervision is obviously ineffective
Not applicable, NA The principle is not in use taking into account the structural, 0,00
legal and institutional features of the country
Insurance Core Principles
Observed, O The basic standards are carried out 1,00
Largely observed, LO There are only minor shortcomings that do not cause concern about the 0,75
ability of the supervisor to achieve full compliance with the principle
Partly observed, PO Despite progress, the disadvantages are significant in order to cast doubt 0,5
on the ability of the supervisor to enforce the principle
Not observed, NO There is no significant progress in using the standards of the principle 0,25
Not applicable, NA The principles of the principle are not in use 0,00
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Objectives and Principles of Securities Regulation

Fully implemented, FI 1,00
Broadly implemented, Bl It is determined by the number of positive responses to the question 0,66
Partly implemented, PI of the principle implementation 0,33
Not implemented, NI 0,00

Sources: based on [1—3; 13].

Next step, we propose to use the formula of the arithmetic average weighted for a
generalized assessment of the international principles implementation:

—into banking supervision:
~1,00-bcp. +0,75-bep, . +0,50-bepy,e +0,25-bepye , (1)

| =
P bep. +bepy, +bepye +bepyye +bepc

— into insurance supervision:

— 1,00-icp, +0,75-icp o +0,50-icpyg +0,25-icpyo | (2)
o iCpo + iCpLO + iCpPO + iCpNO + iCpNA

— into securities financial supervision:

| e = 1,09~ioscoF, ?L0,66-io§coBI +0,.33~ioscoPI , (3)
10SCO, +10SCOg, +10SCO,, +10SCOy,

— the index of banking supervision compliance with international principles;

— the index of insurance supervision compliance with international principles;

I ,0sco — the index of securities market supervision compliance with international principles;

bcp,.r bep .t bepye » bepye 1 bep,, — the number of criteria that are Compliant, Largely

compliant, Materially Non-Compliant, Non-compliant and Not applicable with the Core Principles
for Effective Banking Supervision;
iICPo+ ICPuar ICPuo icp., | icp,, — the number of criteria that are Observed, Largely

observed, Partly observed, Not observed, Not applicable with the Insurance Core Principles;
ioscog, » ioscog,: iosco,, 1 iosco,, — the number of criteria that are Fully implemented,

Broadly implemented, Partly implemented, Not implemented with the Objectives and Principles of
Securities Regulation.

where 1.

| ICP

A generalized assessment of the country’s financial supervision compliance with
international principles can be defined by the formula:

=3 . .
IFSPs - \/I BCPs I ICP I 10SCO (4)

Calculation 1., , 1,, 14 @Nd 1, CONstructed in such a way that the index values were in

the range [0; 1]. In view of this, it is possible to conduct a ranking of the country’s financial
supervision compliance with international principles — in general, and according to the segments of
the financial sector (Table 3).
Table 3
Calculation of the country’s financial supervision compliance with international principles
(own results)

Range of values Compliance level with
IBCP | | [ international principles
s TICP?* T10SCO’ "FSPs
[0,90;1,00] Very high
[0,75;0,90] High
[0,50;0,75] Medium
[0,10;0,50] Low
[0;0,10] Very low
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Our research is based on the results of the IMF and World Bank experts assessing
compliance with the «Core Principles for Effective Banking Supervision», «Insurance Core
Principles» and the «Objectives and Principles of Securities Regulation» (starting in 2014).

According to the average estimates of compliance with the international principles of
financial supervision (BCPs, ICP and 10SCO) in selected countries for 2014—2017 (Fig.), the
highest level of principles implementation was observed in the sphere of banking — the average
implementation index was 0.83. The implementation of the «Insurance Core Principles» and
«Objectives and Principles of Securities Regulation» were lower — 0,76 and 0,75.
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Fig. The average level of the country’s financial supervision compliance
with international principles in 2014—2017

Source: own results based on [14].

The highest level of compliance was observed with such «Core Principles for Effective
Banking Supervision» as «Cooperation and collaboration» (principle 3), «Permissible activities»
(principle 4), «Interest rate risk in the banking book» (principle 23) and «Market Risk» (principle
24). Based on the average estimates, in general one way or another, but absolutely all principles of
effective banking supervision were mainly implemented in the practice of financial supervision in
the countries under observation — scores below 0.5 were absent.

At the same time, 6 from 29 principles had an evaluation score less than 0.75. They are
«Independence, accountability, resourcing and legal protection for supervisors» (principle 2),
«Corporate governance» (principle 14), «Risk management process» (principle 15), «Transactions
with related parties» (principle 20), «Financial reporting and external audit» (principle 27) and
«Abuse of financial services» (principle 29). Among the above-mentioned principles, the greatest
problems are observed with the independence and accountability of independent institutions,
because nowadays it is not a priority to format optimal structure of financial supervision bodies.
More important is ensuring their institutional, operational and financial independence and the use of
effective mechanisms of their accountability. Among all the countries under research, only in the
United States this principle was rated «Compliant» (C).

The highest level of «Insurance Core Principles» implementation was observed with such
principles as «Information exchange and confidentiality requirements» (principle 3), «Licensing»
(principle 4), «Changes in control and portfolio transfers» (principle 6), «Preventive and Corrective
Measures» (principle 10), «Countering fraud in insurance» (principle 21) and «Supervisory
cooperation and coordination» (principle 25).

Simultaneously, in countries were discovered many problems with implementation of
following principles: « Objectives, powers and responsibilities of the supervisor» (principle 1),
«Corporate governance» (principle 7), «Risk management and internal controls» (principle 8),
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«Supervisory review and reporting» (principle 9), «Enterprise risk management for solvency
purposes» (principle 16), «Capital adequacy» (principle 17), «Intermediaries» (principle 18),
«Conduct of Business» (principle 19), «Public Disclosure» (principle 20), «Group-wide
supervision» (principle 23), «Macroprudential surveillance and insurance supervision» (principle
24) and «Cross-border cooperation and coordination on crisis management (principle 26). The most
complicated situation is connected with the implementation of the supervisory body principle. In
accordance to the IAIS recommendations, supervisory institution should be functionally
independent, accountable and transparent, must protect sensitive information, have adequate legal
protection, have sufficient resources, and comply with high professional standards [2].

Quite complex is the implementation of the group supervision principle. According to the
IAIS, the supervisor should determine the essence of the group of companies, taking into account
active and inactive holding companies (including intermediaries), insurers, other regulated
organizations (banks and investment companies), special purpose companies, etc. In addition, the
supervisor in supervisory procedures should take into account the following aspects of insurance
activity: direct and indirect participation, influence and other contractual obligations,
interconnectivity, riskiness, concentration and risk transfer, as well as transactions and risks within
the group [2]. The «Supervisory body» implementation principle characterized as «Largely
observed» (LO) only in New Zealand and Turkey. The «Group Supervision» principle is only
observed in Denmark and Turkey — the highest grade among the studied countries.

The analysis of compliance with the IOSCO securities regulation principles in the countries
showed that the best level of compliance was observed with the following principles:

— «The Regulator should adopt clear and consistent regulatory processes» (principle 4);

— «The Regulator should have comprehensive enforcement powers» (principle 11);

— «The Regulator should have authority to share both public and non-public information with
domestic and foreign counterparts» (principle 13);

— «Regulators should establish information sharing mechanisms that set out when and how
they will share both public and non-public information with their domestic and foreign
counterparts» (principle 14);

— «The regulatory system should allow for assistance to be provided to foreign Regulators
who need to make inquiries in the discharge of their functions and exercise of their powers»
(principle 15);

— «Holders of securities in a company should be treated in a fair and equitable manner»
(principle 17);

— «Accounting standards used by issuers to prepare financial statements should be of a high
and internationally acceptable quality» (principle 18);

— «Audit standards should be of a high and internationally acceptable quality» (principle 21);

— «Regulation should ensure that hedge funds and/or hedge funds managers/advisers are
subject to appropriate oversight» (principle 28);

— «Regulation should promote transparency of trading» (principle 35);

— «Regulation should be designed to detect and deter manipulation and other unfair trading
practices» (principle 36).

The bad situation with the implementation IOSCO securities regulation principles was
connected with such principles as: «The responsibilities of the Regulator should be clear and
objectively stated» (principle 1), «The Regulator should be operationally independent and
accountable in the exercise of its functions and powers» (principle 2), «The regulatory system
should ensure an effective and credible use of inspection, investigation, surveillance and
enforcement powers and implementation of an effective compliance program» (principle 12) and
«The regulatory system should set standards for the eligibility, governance, organization and
operational conduct of those who wish to market or operate a collective investment scheme»
(principle 24).

The worst situation was revealed with the principle of operational independence and
accountability of the supervisor (Regulator) for decision-making, implementation of core functions
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and powers — among the six countries surveyed, only in Canada this principle was characterized as

«Broadly implemented» (BI).

The results of calculations for 1., l,cps lioscos lrsps fOr the countries of the world, FSAP-
reports which are published on the official website of the IMF are given in the Table 4.

Table 4
Indices of the countries’ financial supervision compliance with international standards
in 2014—2017
I BCPs I ICP I 10SCO I FSPs I BCPs I ICP I 10SCO I FSPs
AUT 0,88 IRL 0,81
BGR 0,76 KOR 0,75 0,80
CAN 0,91 0,85 0,86 0,87 MDA 0,66
DEU 0,78 NZL 0,71 0,65
DNK 0,81 0,77 RUS 0,77 0,49
GBR 0,92 TUR 0,84 0,70
GEO 0,78 USA 0,91 0,78 0,84 0,84
HKG 0,97 0,79 0,85 0,87 ZAF 0,93 0,72 0,66 0,76

Source: own results based on [14].

According to results, the highest level of banking supervision compliance with international
principles was observed in Canada, the United Kingdom, Hong Kong, the USA and South Africa. It
should be noted that there was no high compliance in insurance supervision as well as supervision
in the field of securities among the studied countries revealed.

The high level of compliance with international banking supervision was documented in
Austria, Bulgaria, Germany, Denmark, Georgia, Republic of Korea, Russia and Turkey; insurance
supervision — in Canada, Denmark, Hong Kong, Ireland and the United States; securities
supervision — in Hong Kong, Canada, The Republic of Korea and the United States. The average
level of compliance of banking supervision with international principles was discovered in Moldova
and New Zealand, insurance supervision — in New Zealand, Turkey and South Africa, securities
market supervision — in South Africa. The low level of compliance with international standards
was observed only with the securities supervision in Russia. Concerning the general assessment, all
countries for which this calculation was possible (Canada, Hong Kong, the United States and South
Africa) were defined as countries with high levels of financial supervision compliance with
international principles.

Conclusions. Thus, the assessment of the compliance of the country's financial supervision
with international principles on the basis of the proposed scientific and methodological approach
allows to assess the dynamics of the financial supervision development and improvement in general
and in various segments of the financial sector. Increasing the financial supervision compliance
with international standards can be ensured primarily through the introduction of risk-oriented
financial supervision, improvement of corporate governance and disclosure of financial
intermediaries financial statements. In addition, among all the «Core Principles for Effective
Banking Supervision», «Insurance Core Principles» and «Objectives and Principles of Securities
Regulation», the most problematic is the practical implementation of the principles related to
ensuring an adequate level of institutional, operational and financial independence, as well as
accountability of supervisory bodies.

The next stage of the study concerning the compliance of financial supervision with
international principles should be the assessment of the dynamics of this compliance in different
countries, and also review of the world's experience of improving supervisory practices in
accordance with identified problems in terms of ensuring financial sector sustainability.
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