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FOREWORD

The series of biennial conferences on statistics held by the European Central
Bank (ECB) has become an important forum for an exchange of views on
the statistical requirements for central bank policy-making. The Fifth ECB
Conference on Statistics which was held in October 2010 has provided a wide
range of policy-makers, including a number of Governing Council Members,
the European Parliament and the European Commission, and the financial sector,
the media and the world of academia with the opportunity to review further
demands for central bank statistics. Such a review is particularly important
in light of the financial crisis and for monetary policy and macro-prudential
analysis.

Almost all contributors spoke of the continuous and growing need for timely and
high-quality statistics. Euro area monetary, financial and economic statistics,
including an aggregate measure of price developments, do indeed play a crucial
role for the ECB’s monetary policy purposes, enabling the ECB to fulfil its prime
responsibility of maintaining price stability in the euro area. I am proud that the
ECB has delivered its Treaty mandate that is price stability. Indeed, euro area
average yearly inflation over the first 12 years of the euro stands at 1.97%.
This reflects our definition of price stability, namely our aim to keep annual
inflation rates in the euro area below 2%, close to 2%.

The expertise and infrastructure developed by the ECB and the European System
of Central Banks are also now well-placed to fill the information gaps revealed
by the financial crisis and can make a significant contribution to supplying
statistical information for macro-prudential purposes and to provide the statistical
support for the work of the European Systemic Risk Board.

This conference has also made a significant contribution to the process supported
by the G20 of providing reliable, timely and, above all, comparable global
financial statistics. These statistics should focus not just on our own economy,
but also on partner economies world-wide. To urgently close the information
gaps revealed by the financial crisis, a wide range of economic and financial
statistics should be created which are mutually consistent, reliable and timely as
well as comparable across countries and economies.

I consider that the necessary strengthening of economic governance, particularly
in the euro area, must go hand-in-in hand with significant enhancements in
economic statistics, including guaranteed reliability in government finance
statistics, full adherence to governance and quality provisions for EU statistics
and a full assurance that statistical indicators supporting enhanced macroeconomic
surveillance and policy-making will be based firmly on accepted statistical
methodologies.
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The conference has been a success in terms of the debate on future demands
for central bank statistics beyond the financial crisis. The expertise, experience
and thought-provoking ideas of the participants, reflected in their remarkable
contributions to the discussions, have enriched this debate and will lead to
important future initiatives.

Jean-Claude Trichet

President
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SUMMARY OF CONTRIBUTIONS

AUREL SCHUBERT AND RICHARD WALTON

New demands relating to European System of Central Banks (ESCB) statistics
for financial stability and macro-prudential purposes, central banks’ initiatives
in meeting these new challenges, and the role of statistics in central bank
communication, were the themes during the Fifth European Central Bank (ECB)
Conference on Statistics.

This introduction provides a summary of the contributions and discussions
contained in the rest of this volume. These contributions can be split into four
parts. First, ECB President Jean-Claude Trichet provided his views on the
subject. Second, Sharon Bowles, Chair of the European Parliament’s Committee
on Economic and Monetary Affairs, made the keynote speech. Third, there were
the conference sessions themselves:

1. central banks’ statistical initiatives to meet new challenges;
2. G20 initiatives on financial statistics: the way forward;

3. what is new in the demand for ESCB statistics, for financial stability and
macro-prudential purposes?

4. the role of statistics in central bank communication.

Finally, Jirgen Stark, Member of the ECB’s Executive Board, delivered his
concluding speech to the conference.

In his opening address, Jean-Claude Trichet reflected on: 1) the necessary
strengthening of economic governance, particularly in the euro area, which
should go hand in hand with enhanced statistics; 2) recent ECB initiatives to
enhance EU statistics; 3) statistical information for macro-prudential purposes;
4) EU statistics as a model for global statistics.

It is essential to strengthen further the euro area dimension of surveillance and
policy adjustment, and three essential points were made in terms of the statistical
implications for the “quantum leap” needed in the current upgrade of economic
governance reform. First, the reliability of government statistics underlying the
Excessive Deficit Procedure and the Stability and Growth Pact must be guaranteed.
Data deficiencies are best documented in action plans to be monitored at the EU
level. Moreover, in terms of both reliability and timeliness, government finance
statistics should be available almost without delay for decision-makers and the
public at large. Second, there should be mechanisms to ensure full compliance
with the provisions on governance and quality laid down in the European
Statistics Code of Practice of the European Statistical System (ESS). Third,
policy-makers should be given a full assurance that the statistical indicators



supporting enhanced macroeconomic surveillance are robust and timely; where
compiled by the ESS, the European Statistics Code of Practice should apply.

He highlighted a number of ESCB statistical initiatives by quoting examples
of new monetary and financial statistics, more consistent euro area balance of
payments statistics supported by drawing on the Centralised Securities Database
(CSDB) Phase 2, the joint ECB and European Commission survey on access
to finance by euro area small and medium-sized enterprises, and the planned
Eurosystem survey on household finance and consumption. He also expected the
timeliness of euro area accounts to be improved to no later than 90 days after the
end of the reference quarter.

For his third theme, the ECB President noted that, in line with the European
Council conclusions, the legal framework assigns the ECB the job of providing
statistical support to the European Systemic Risk Board (ESRB). The ECB
statistics function has — with national central banks in the EU — an infrastructure
of statistical databases, internationally agreed standards and data transfer formats,
registers of financial institutions, tested procedures for handling confidential
data, and a detailed and proven methodology as well as related software for
compiling financial statistics. He singled out four types of statistical deliverable:
1) macro-financial information relating to the macroeconomic environment,
financial market data, and information on financial market infrastructures;
2) macro-prudential information on regulated and unregulated financial
intermediaries; 3) information on exposures to counterparties, in particular from
a “security-by-security” securities holdings database supported by the CSDB;
4) ad hoc information produced from one-off surveys. The ECB, moreover, has
been working with the Committee of European Banking Supervisors (CEBS)
to link the ECB’s monetary and financial statistics requirements with the
supervisory reporting templates; at the same time, the ECB and the Committee
on European Insurance and Occupational Pension Supervisors (CEIOPS) have
been working towards an optimal system for reporting by the insurance sector
under the Solvency II Directive. Even more important has been the regular flow
of data from the reporting agents in the EU financial system, via national and
European databases, to the ESRB. He commended the close cooperation between
the future European Supervisory Authorities (ESAs) and their predecessors,
CEBS, CEIOPS and Committee of European Securities Regulators (CESR), with
the ECB Directorate General Statistics and the ESRB Preparatory Secretariat
recently established within the ECB. The statistics departments of the national
central banks of the EU Member States are involved via the ESCB Statistics
Committee.

For his fourth theme, the ECB President outlined the importance of comparable
statistics in a globalised world in which decision-makers and the public at large
need to focus not only on their own economy, but also on key partner economies.
Experience in the euro area confirms the traditional statistical paradigm that more
aggregated data, such as euro area or world aggregates, are more reliable than
their component data. He commended the report from the International Monetary
Fund (IMF) and the Financial Stability Board (FSB), entitled “The Financial
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Crisis and Information Gaps”,' produced with significant input from the ECB.
As new collections of data from reporting agents will be required in several, if
not almost all, G20 economies in order to close information gaps, he noted that a
multi-year programme, combined with an appropriate governance framework and
sustained policy support, is needed to implement the recommendations. Moreover,
he welcomed the principal global indicators (PGIs) that are comparable for the
G20 economies, including the euro area. The relevant website maintained by the
IMF 2 had been enhanced recently and is also supported by six other international
organisations, including the ECB.

He concluded that evidence-based decision-making in modern economies is
unthinkable without statistics. This applies a fortiori to monetary and financial
stability policies. The financial crisis has revealed information gaps that should
be closed by creating a wide range of economic and financial statistics that
are mutually consistent, reliable and timely. The effective and efficient collection,
compilation and dissemination of European statistics requires a well-developed
statistical infrastructure, including, most importantly, a team of skilled and
experienced statisticians familiar with European and international cooperation.
High-quality statistics are central to the foundations of public and private sector
decision-making throughout our societies.

The first session, “Central banks’ statistical initiatives to meet new challenges”,
was introduced by the Chair, George Provopoulos, Governor, Bank of Greece.
He emphasised that timely and accurate information was indispensable for sound
policy choices, whereas insufficient information and/or inaccurate information
undermined the implementation of sound policies. To recall Plato: “For it is
experience that enables our span of life to proceed according to art, whereas
lack of experience leaves us at the mercy of chance.”?® He made two observations
on the present data gaps: the information deficiencies related to financial
institutions and, in particular, the interconnections between these institutions intra-
nationally and internationally; allied to the fact that they are only identified after a
financial crisis.

Marko Kranjec, Governor, Banka Slovenije, then spoke about “Changes in
reporting, data collection and decision support systems”. He focused on the project
developed by Banka Slovenije for a multi-purpose reporting scheme (reporting
items and standards, common code lists) used by financial institutions for the
benefit of monetary policy, supervision and financial stability. The main feature
of the “matrix” reporting system was the reconciliation of harmonised reporting
requirements. The basic principle is that information be compiled and provided
only once. The project had enjoyed strong support from the banking, insurance
and securities industry. It utilised modern technology in relational databases,
data warehouses and electronic communications.

—_

See http://www.financialstabilityboard.org/publications/r 091107e.pdf.

2 See http:/financialdatalink.sharepointsite.net/default.aspx.

3 Plato’s Gorgias — 448 B. Translation by W. Hamilton and C. Emlyn-Jones (2004), Penguin
Books, UK.
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His conclusion was that the financial crisis had demonstrated the comparative
advantages in a multi-purpose database of meeting the micro and the macro data
needs of supervision, monetary policy and financial stability analysis, the risk
management needs of firms, and also the needs of the future European Systemic
Risk Board, encouraged by the work which the ECB had initiated within the
Joint Expert Group on Reconciliation (JEGR) of credit institutions’ statistical
and supervisory reporting requirements. The work of this group must continue,
he felt. The reconciliation of different data requirements should be recognised as
one of the most important European projects on financial data collection.

In the session’s second presentation, “Macro-prudential and financial stability
statistics for improving financial analysis of exposures and risk transfers”,
Peter Praet, Chairman, ESCB Banking Supervision Committee (BSC) and
Executive Director, Nationale Bank van Belgié¢/Banque Nationale de Belgique,
identified improvements in statistics which capture both risk exposures at
the individual bank level and also in a cross-sectional and specific temporal
dimension of system-wide risk. He noted that interpreting statistics correctly
is probably as important as increasing the amount of information available to
regulators and supervisors.

To measure risk would require developing statistics which captured the
interconnections between institutions and the transfers of risk across sectors,
particularly those caused by credit derivatives. Techniques were also needed to
capture the systemic importance of individual institutions whose failure had the
potential to generate systemic risk. These included early warning systems based
on aggregate indicators and macro stress tests based on sectoral/aggregate data.
The major data gaps in measuring key criteria of systemic risk and systemic
importance, namely interconnectedness, included: interbank and bilateral cross-
border exposures; exposures of locally operating branches that are supervised
abroad; coverage of financial institutions outside the regulatory perimeter; and
measurement of credit risk transfer across sectors of the economy and national
borders. In terms of priorities, he highlighted recent statistical initiatives
undertaken by the ECB/ESCB and the related importance of timely, harmonised
and high-frequency data for the EU banking sector, including firm-level
information for a set of large and complex financial groups and securities issues and
holdings statistics. Similarly, the EU insurance sector would benefit from timely,
harmonised and high-frequency (e.g. quarterly) data. Moreover, it was crucial to
enhance the existing data for the macro-financial environment by including, for
example, high-frequency data on residential and commercial property prices.

He then dealt with the statistical initiatives to fill these gaps, in particular:
1) the collection of consolidated banking data (CBD) which would be extended
to include cross-border exposures by sector and by individual EU country;
2) the compilation of new statistics on securities holdings, based on security-by-
security information that permits the holding data to be linked to information
on the characteristics of the individual securities and their issuers, in order to
provide a much more accurate assessment of credit risk; 3) enhancement of
financial and non-financial accounts, in order to provide “from-whom-to-whom”
information on financial instruments; 4) the use of data from credit registers.

14 SCHUBERT AND WALTON



Furthermore, the measurement of credit risk transfer undertaken via
the issuance of securities had been developed through harmonised statistics on
banks’ securitisation and loan sales and integrated with balance sheet statistics on
securitisation vehicles. He also referred to the feasibility of integrating large and
complex financial groups (LCFGs) within an extended Register of Institutions
and Assets (RIAD). He appreciated the work done by the Joint Expert Group
on Reconciliation (JEGR) in bridging elements of the statistical and supervisory
reporting frameworks, so as to reduce the reporting burden on credit institutions.
Cooperation with CEBS is vital for ensuring that its standard templates reflect not
only micro-prudential data needs, but also those for macro-prudential purposes.

The discussant, Manuel Marfan, Deputy Governor, Central Bank of Chile, and
Chairman, Irving Fisher Committee on Central Bank Statistics, noted a commonly
held view that the blind spots in central bank statistics lay in their assessment of
risks from financial innovation and transmission mechanisms, and that collective
and prioritised enhancement efforts were better than individual efforts. The
key advantages of the multi-purpose reporting scheme, or “matrix”, of Banka
Slovenije was its flexibility, a consistent “from-whom-to-whom” approach and
its multi-purposeness. Regarding Peter Praet’s paper on future macro-prudential
statistics, EU and ECB collective initiatives and prioritisation to enhance better
measurement (and understanding) of financial risks in their various forms and
interconnections are of “paramount importance”.

He described four common features of systemic financial crises: 1) the failure
of systemic links in the payments chain and the impact of this on liquidity risk;
2) the risks in a portfolio of assets showing positive correlations (an assessment
of systemic portfolio risk should not consider gains from negative correlations);
3) “sudden stops” or “flights to safety” from classes of financial agent or firms,
countries or regions, from access to external financing, or from assets, all of
which may propagate systemic risk; 4) there is no “bust” without a previous
“boom” — the impact of potential asset price misalignment should be an essential
component of any macro-prudential approach.

He concluded by illustrating how central banks’ “top-down” statistical efforts
could be as productive for macro-prudential analysis as “bottom-up” statistics,
which may show decreasing returns in assessing the systemic impact of the same
combination of shocks. Central banks should be more active in constructing
databases on asset prices: the assessment of (convergence in) asset prices
is essential for macro-prudential analysis and easier than the assessment of
financial quantities.

The conference’s second theme, “G20 initiatives on financial statistics: the way
forward”, opened with introductory remarks from its Chair, Aurel Schubert,
Director General Statistics, European Central Bank and Chairman, ESCB
Statistics Committee. He invited the audience to consider the following
initiatives: 1) providing lengthy and consistent aggregated macroeconomic time
series for policy analysis; 2) integrating highly granular micro data (loans and
securities) to assess financial network risk; 3) utilising surveys in support of risk
assessment; 4) standardised reporting.

SUMMARY OF CONTRIBUTIONS 15



The first paper of the second session, “Toward a global risk map”, was presented
by Stephen G. Cecchetti, Economic Adviser and Head of the Monetary and
Economic Department, Bank for International Settlements (co-authored with
Ingo Fender, Special Adviser, and Patrick McGuire, Senior Economist, Bank
for International Settlements). He observed that a global risk map of matrices of
bilateral exposures could allow in principle the measurement of any vulnerability
in the financial system and be constructed by a statistical framework which allowed
a global analysis of interlinkages and the build-up of risk. The primary lessons for
statistics were to capture the full balance sheets of financial institutions and their
interconnections and common exposures more effectively. He then highlighted
five principles in the collection of statistics to inform a global risk map: 1)
aggregate statistics for financial institutions’ on- and off-balance-sheets to show
counterparty exposures and interlinkages; 2) statistics on financial intermediaries
and, specifically, for the “major international financial institutions” and their most
important counterparties; 3) harmonisation of reporting frameworks and better and
more detailed disclosures; 4) statistics on the maturity and currency breakdowns
of the assets and liabilities of financial institutions; 5) reporting by residency
and by consolidated data calculated worldwide for head offices, all branches and
subsidiaries, and consistent locational data in which activity is reported separately
based on the country where it is taking place. These five principles are found in BIS
banking statistics illustrating the assessment of systemic risks from cross-currency
funding and maturity mismatching as well as currency carry trades.

He saw potential to provide more maturity and currency detail in BIS
international banking statistics to produce a global risk map with which to
analyse interconnections, exposures — including derivatives by sectors —
and on-balance-sheet leverage. In principle, reporting agents could be extended
to key non-bank financial institutions, and the information could include
over-the-counter (OTC) derivatives and securities. Global risk maps bring their
own challenges in a reporting template which should include information on
exposures, including derivatives by asset classes, repurchase agreements and
securities lending, and interbank markets. This work, collecting counterparty
credit data for the use of supervisors and constructing a risk map for possible
public dissemination, is part of efforts by the Financial Stability Board. Public
dissemination could be achieved courtesy of the joint availability of data by
entity — nationality (consolidated) and location (residency) — which, together with
existing flow-of-funds and balance-of-payments statistics, could provide balance
sheets of households and of non-financial and financial entities for cross-border
and domestic business.

The second presentation in this session, “Financial statistics for the United States
and the crisis: what did they get right, what did they miss and how should they
change?”, was presented by Michael G. Palumbo, Deputy Associate Director,
Division of Research and Statistics, Federal Reserve Board (co-authored with
Donald L. Kohn, Senior Fellow, The Brookings Institution, and Matthew
J. Eichner, Deputy Associate Director, Division of Research and Statistics,
Federal Reserve Board). He recalled that, as empirical economists, they were
optimistic that models could be developed to allow more and better data to show
unusual patterns of financial flows across sectors and emerging imbalances of
potential systemic impact. Difficulties exist in collecting a relevant static dataset
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against a background of the dynamic innovation of the financial system. New
data should be deployed more in signalling drivers of change within financial
instruments and activities and in investigating inconsistencies.

He reviewed the macroeconomic data (“Integrated Macroeconomic Accounts
of the United States”) to reveal, in the period leading up to the financial crisis,
large increases in household sector leverage, which dropped during the crisis
and recession of 2008 and 2009, as well as a decline in household saving and
a consequent rise in net household borrowing due to a rapid increase in new
residential mortgages. The household sector’s move from net supplier to net user
of funds to finance mortgage debt came not from saving, but, in large part, from
borrowing in the rest of the world, which shifted from a net borrowing position
vis-a-vis the US domestic sectors to a net lending position. The aggregate series,
moreover, did not convey the credit risk contained in the rapid increase in
mortgages and the vulnerability of borrowers to a downturn in house prices or
incomes, nor did it convey the growth of maturity transformation in short-term
funds to finance long-term financial instruments by the shadow banking sector.

Three examples were used to illustrate why the formal aggregate macroeconomic
time series of leverage had failed to provide signals of vulnerability, notably
the substantial increase in mortgage credit risks, the decline in underwriting
standards, and the links between new mortgage lending and an increase in
house prices. Furthermore, the extent of repo funding, maturity mismatching
and collateral changes to new and riskier securities by the shadow banking
system in its funding of mortgages was not revealed by the aggregate dataset for
asset-backed commercial paper or repo transaction volumes.

Finally, he asserted the importance of appropriate investments in comprehensive
and timely aggregate financial statistics, together with data from other sources
which would bring risks, trends and anomalies into sharper focus, in order to
complement the signals sent by more aggregated data. A massive and static
financial stability data collection to fill data gaps would have failed to understand
the rapid growth in credit to the non-financial sectors and the transfer of risk
from the financial system through the securitisation of assets. Financial stability
work should focus on: 1) coordinated aggregate and targeted, specialised data;
2) aggregate data to assess leverage and risk-taking, correlated exposures between
interconnected firms and maturity transformation. The Federal Reserve System
has projects under way to assess leverage and maturity transformation.

The discussant, Carlos Costa, Governor, Banco de Portugal, introduced the
financial crisis as a crisis of globalisation, i.e. the increase in cross-border
exposures, and the complexity of their interconnectedness stimulated by financial
innovation and, in particular, securitisation. The European Union’s policy
response was the establishment of the European Systemic Risk Board and, at the
global level, the G20 process. Both causes of the crisis underline the importance
of the national accounts by institutional sector, which is also reflected in
Recommendation No 15 of the report to the G20 on information gaps. This report
compliments the ECB and Eurostat on their work in producing the integrated
financial and non-financial accounts for all institutional sectors of the euro area.

SUMMARY OF CONTRIBUTIONS 17



The recent crisis provides an example of how vulnerabilities in the non-financial
sector, e.g. the household sector, can feed back into the financial system, and vice
versa. Moreover, the sector accounts cover the economy as a whole — including
the “shadow banking sector” — and its interconnectedness with the regulated
financial sectors and the non-financial sectors.

He pointed out how both contributors agree that more data should be made
available. Regarding the way forward, Cecchetti, Fender and McGuire have
derived from the crisis five principles to guide the collection and compilation

EEINNT3

of statistics, presenting these in five key words: “quantities”, “intermediaries”,
“consistency”, “maturities and currency”, and “joint residency and consolidated
reporting”. The authors assign a particularly high value to complementing
residency and sector-based data with group consolidated data. They argue that
this may prevent the legal challenges surrounding the sharing of firm-level data
and would be only one step removed from what could be done with complete
global risk maps. However, he commented that more conceptual analysis is
needed of the degree to which both types of statistics can be integrated. Eichner,
Kohn and Palumbo emphasise the dangers of static data collection in an effort
to understand a financial system that is highly dynamic; they find in favour
of collecting additional, comprehensive and timely aggregate financial data,
complemented by a reliance on less traditional sources of information to illustrate
trends and potential anomalies visible in the aggregate data. Another important
point is the need to adopt a multi-disciplinary approach in order to help determine
the possible risks associated with a financial product. To move from product
analysis to balance sheet representation, and from there to aggregate statistics,
was, in his view, essential for determining whether there are reasons to believe
that we are dealing with a problem that may have systemic implications. This
makes it necessary to have national accounts, sectoral accounts and institutional
accounts together with an understanding of both the balance sheet and the
products. It is a broader, multi-disciplinary approach that goes beyond mere
statistical work.

Sharon Bowles, Chair of the European Parliament’s Committee on Economic
and Monetary Affairs, delivered her keynote speech during the conference
dinner. She began by saying that the financial crisis, the sovereign debt aspect
and economic governance have made statistics sexy. Everyone now wants them,
and not just the sexy ones (figuratively speaking), since demand has increased
for all kinds of data. “The financial crisis has had an impact on European
statistics, for improvements in knowledge of new products and of services from
housing markets to communication of statistical information, and for quality in
terms of both reliability and speed and new regulatory procedures such as the
bank stress tests.” Quality was a vital necessity. Furthermore, there was a need
for standardised and internationally consistent methods of accounting; in that
context, the EU and the ECB have been at the forefront of promoting a strong
international quality framework and global indicators.

She stood by her views expressed in June 2010, namely: “Accurate statistics and

improved verification of the reliability of aggregate data provided to Eurostat
are essential prerequisites for any improvements to economic governance in
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the Union.” In addressing data within the context of economic surveillance,
including the role of the European Systemic Risk Board, the Committee’s
views were that there must be the right methodological tools and transparency
based on harmonised economic indicators, and further harmonisation of the
methodologies for the calculation of budget aggregates, in order to facilitate
comparisons between Member States. The European Systemic Risk Board’s
assessments of financial stability should be included within the multilateral
surveillance framework.

The Feio report* also contains a section on improving the reliability of EU
statistics aimed at enhancing the role of Eurostat. Again, this includes on-site
inspections without notice, requiring disclosure of when there has been an
independent audit and harmonising public finance data based on standardised and
internationally acceptable methods of accounting. We also require consistent and
open disclosure of certain off-balance-sheet liabilities, in particular in respect of
future payments required for public sector pensions and for long-term contracts
with the private sector for the leasing and provision of public facilities.

Market intelligence is crucial both for a fuller understanding of what financial
data have captured, and also for spotting trends earlier. How are we going to use
it, and would that be for real-time analysis or ex post checking? In practice, data
analysis and speed are fundamental to prevention rather than to cure.

The third session, “What is new in the demand for ESCB statistics, for
financial stability and macro-prudential purposes?”, was introduced by its Chair,
Lex Hoogduin, Executive Director, De Nederlandsche Bank. He reflected on
data gaps that had been revealed by the Asian crisis and the steps that had been
taken to address these data gaps, most notably by the IMF in its Special Data
Dissemination Standard. Moreover, not all data gaps had been addressed, for
example the G22 disclosure of international exposures of hedge funds. The
current data gaps are different in that they involve the shadow banking system,
off-balance-sheet liabilities and systemic linkages. As systemic risks change over
time, it is important that we first analyse the needs carefully in order to measure
for macro-prudential purposes, then determine the resulting data needs. Better
statistics alone do not prevent the emergence of structural problems and it is
impossible to construct a complete picture of the complex and evolving global
financial system. Our efforts should be focused on meeting those data demands
that are most relevant to strengthening macro-prudential supervision.

He then recalled current initiatives which were based on flexible data collections,
including the linking of the ECB’s Centralised Securities Database (CSDB) to a
database for securities holdings statistics, a central credit register and registers
of large financial groups, e.g. Eurostat’s Euro Group Register and the ECB’s
Register of Institutions and Assets Database (RIAD) initiative. Micro-prudential
data collection would be influenced further by initiatives such as work by the BIS:
1) extending statistics on OTC derivatives; 2) “Qualitative survey on credit terms

4 Adraftreport by Diogo Feio on improving the economic governance and stability framework
of the Union, in particular in the euro area. Please see: http://www.europarl.europa.eu
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in secured lending and OTC derivatives markets”; 3) expanded banking statistics.
Finally, several changes were under way regarding international financial
reporting standards (IFRS) and the Capital Requirements Directive (CRD).
De Nederlandsche Bank was already using more micro information for
macro-prudential supervision.

In this session’s first presentation, “Information requirements for
macro-prudential oversight and the role of central banks”, Vitor Constancio,
Vice-President, European Central Bank, welcomed the fact that the statistical
function provides a key underpinning for the effective implementation
of the macro-prudential function. In particular, a comprehensive and
granular information base is required for timely detection of the build-up
of vulnerabilities, e.g. in the form of financial imbalances. New demands
for statistics to support macro-prudential analysis and oversight constitute
a challenge shared by the authorities responsible for safeguarding financial
stability. Given the global nature of the financial crisis, important initiatives
are addressing the agenda set out by the G20 for improving financial statistics.
The EU authorities and the ECB are playing an active part in this. The
ECB’s extensive statistical know-how has been developed over the past 10 to
15 years to satisfy primarily the needs of monetary policy analysis. In more
substantive terms, this institutional expertise relates to: 1) the development of
harmonised requirements for quantitative statistical information derived from
heterogeneous national sources; 2) the codification of these requirements in
legal acts and their implementation in actual reporting formats; 3) the timely
production of large datasets. This expertise and infrastructure developed by
the ECB and the ESCB can make a valid contribution to meeting the statistical
information needs required for the macro-prudential functions of the ESRB —in
the shortest possible time frame for that matter — while keeping a lid on costs
and the reporting burden for respondents.

The ECB/ESCB already has a solid macro-financial statistical base. Statistics
cover the financial system (existing statistics for financial markets, money,
banking and investment funds, plus information on insurance companies and
pension funds) and the financial system’s operating environment (integrated
euro area financial accounts). Moreover, qualitative information will assess
vulnerabilities in the non-financial sector (survey launched in 2009 by the
ECB jointly with the European Commission on access to finance for small
and medium sized enterprises) and in household sectors (micro data from the
Household Finance and Consumption Survey).

However, statistics on financial sectors collected for financial stability purposes
require different formats and features than those collected for monetary
policy purposes. Therefore, consolidated banking statistics covering the entire
EU banking sector have been the prime aggregated data source for conducting
financial stability analysis. Similarly, in order to assess risks to financial stability
stemming from investment fund activities (e.g. hedge funds), coverage on the
basis of “locational” statistics — reflecting where these funds actually operate,
rather than where they are registered or domiciled — would be necessary.
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Aggregate macro-financial data will be needed to assess conditions in specific
sectors with implications for system-wide risks. This requires harmonising,
increasing the frequency and extending coverage to the whole of the EU of
statistics for the banking sector and other financial sectors such as insurance.
The harmonisation of consolidated banking and insurance data heavily depend
on financial supervisory reporting in the EU. Furthermore, it requires effective
coverage of the non-regulated financial sectors — which include money market
funds, structured investment vehicles, off-balance-sheet vehicles (reliant on
banks’ credit lines) and securities lenders — and of asset-backed commercial
paper and the securities lending markets. Furthermore, the integrated euro
area financial accounts should: 1) be expanded to the EU, and 2) have more
granularity in balance sheet exposures and additional breakdowns into types
of financial instruments, so as to enable an assessment of the transmission of
instability across financial intermediaries and markets.

A bottom-up analysis relies on micro-level or firm-specific information, which is
then aggregated to produce sectoral or system-wide assessments of the stability
of the financial system and also to enhance the quality of macro stress tests.
The focus is on identifying risk concentrations and linkages between key nodes (i.e.
firms), necessitating information on interlinkages between the financial system’s
leading players via a number of different channels or markets and more detailed
information on exposures, maturity mismatches and leverage. Macro-prudential
analysis assesses the collective behaviour of financial institutions and the way
in which this may pose risks to the overall system. Micro-prudential analysis
addresses institutions and is responsible for assessments at the individual firm
level. Recent initiatives in central bank statistics attempt to address some of the
data issues, e.g. by means of “from-whom-to-whom” information for deposits
and loans from financial corporations, and also via work under way on securities
holdings statistics to create from-whom-to-whom data for sectors of the euro area
economy. In order to possess the relevant micro data, there is a clear need for close
cooperation between the ESRB and micro-prudential supervisors, in particular the
ESAs, which are likely to collect information from supervisory reporting and pass
on firm-specific information to the ESRB upon reasoned request. The ECB and
the ESCB, in their supporting role to the ESRB, will collaborate with the ESAs
to ensure that the approaches to data collection are both effective and efficient,
preventing any duplication of work.

In his concluding remarks, Vitor Constancio noted that narrowing the data
gaps will take time and that strict prioritisation of the development work is
necessary. There is a need to ensure flexibility in the statistical processes so that
it is possible in future to account for financial innovation and other forms of
structural developments more effectively. The global dimension of the financial
crisis clearly illustrates that close cooperation is needed at a global level.
In this respect, the ECB is committed to making a significant contribution to the
important global initiatives under way to limit information gaps, led in particular
by the Financial Stability Board and the IMF. The ESCB has notched some
remarkable achievements in developing and collecting statistics on the common
monetary policy for the euro area, while the knowledge, expertise and technical
infrastructures in the ESCB statistics community are once again well-prepared to
meet the data needs for macro-prudential analysis.
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The second presentation during the session was delivered by Elemér Tertak,
Director of Financial Institutions, Internal Market and Services, European
Commission. In “The new EU framework for macro-prudential oversight: what
information is needed and how can we ensure it reaches the ESRB in the most
efficient way?”, he discussed three issues relevant to fulfilling the ESRB’s
mandate: 1) the information gaps to be closed; 2) relations between the ESRB
and the European System of Financial Supervision; 3) the global context of
macro-prudential analysis.

First, the information gaps illustrate the challenges to keep pace with financial
innovation and the increasing complexity of the global financial system.
In particular, he referred to the lack of information on the “shadow banking”
system, on risk transfer instruments (including “over-the counter” derivatives),
on complex structured products, and on the degree of interconnectedness
between large financial institutions. Better indicators were needed to assess
the potential systemic risks within unregulated or lightly regulated financial
institutions and instruments and non-banking financial institutions, and to
monitor the impact of transfers of risk across institutions and markets.
This is the background to the Commission adopting legislative proposals to
ensure better disclosure in the field of derivatives, and to the Council and
Parliament agreeing to enhance the disclosure of securitisation exposures in
reforms to the Capital Requirements Directive. With regard to better access to
information on systemically important financial institutions, substantial progress
should result from work by the Committee of European Banking Supervisors
(CEBS) on future common reporting (COREP). Moreover, the establishment
of the new framework for micro-prudential supervision will improve the flow
of information between home and host authorities within colleges of supervisors.
Further progress was also needed in the area of macroeconomic indicators.
This is critical for studying the interactions between financial and real sectors.
The quality of principal European economic indicators (PEEIs) should be
improved in order to address remaining deficiencies in the area of services and
labour markets and also to examine the feasibility of “flash estimates”, i.e. GDP
growth estimates 30 days after the reference period.

For his second theme, he reviewed the data inputs that would enable the ESRB
to carry out effective macro-prudential risk assessment. A comprehensive
database should cover: 1) financial market indicators and statistics; 2) interest
rates and asset prices; 3) financial stocks and flows; 4) macroeconomic
indicators, prudential indicators and “soft indicators” such as surveys of
investor sentiments or lending standards. It will also be necessary to
develop appropriate methodologies to assess interlinkages between financial
institutions, financial markets and the real economy. The ESRB will have
to build on a wide range of sources — statistical offices, supervisors, central
banks, market data providers — and potential synergies between different
providers will need to be maximised. Particularly relevant will be access to
a set of micro-prudential indicators, ranging from solvency requirements to
data on liquidity risk, leverage ratios and risk concentration ratios. Combining
macro and micro data — a major innovation in the new framework — is vital for
ensuring effective interplay between macro and micro-prudential supervision.
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The ESAs and national supervisory authorities will have to provide the ESRB
with their specific knowledge of EU financial sectors and with a timely flow of
harmonised micro-prudential data. The ESAs will act as the main counterparts
in collecting and channelling micro-level data to the ESRB. The ESRB will also
need data at individual level for large and complex intermediaries, while access
to individual data should be subject to a “reasoned request” and accompanied
by safeguards on specific confidentiality requirements.

Particularly relevant will be market intelligence and a regular and open
dialogue with market participants. This will play a key role in strengthening
the information base of the ESRB and identify business models, investment
strategies and financial innovation. Moreover, the ESRB could play an important
role in reducing over-reliance on ratings and help find appropriate substitutes,
for instance by enabling market participants — through relevant and timely
information — to conduct their own independent credit analysis.

Finally, he addressed the need for the ESRB to take into account the international
coordination of macro-prudential policies and the county-specific nature of
systemic risks, and for it to establish efficient cooperation with its peers within
and outside the EU. Hence, under the G20 process, the work of the ESRB needs
to tie in with the work of the FSB and IMF and, in particular, the US Financial
Stability Oversight Council and the Swiss banking authorities on international
data comparability, and also to address information gaps.

The key messages of the discussant, Elisabeth Pauly, Director General Statistics,
Banque de France were that: 1) central banks can also bring to the ESRB a unique
set of expertise due to the variety of their functions and their involvement in a
vast range of operational tasks, and also the unique position from which they
can monitor market developments and financial innovations and detect early
signs of systemic risk in good time; 2) efforts are still needed in the field of
statistics with a view to conducting comprehensive, accurate and well-founded
macro-prudential assessments, with coverage of the whole of the EU as a
precondition for conducting financial stability analysis; 3) the need to mix
statistics and data derived from other sources such as market-based information,
in particular the effective coverage of non-regulated financial sectors. Moreover,
she noted that the most challenging issue is defining the information necessary to
produce a mapping of all the sources of risks stemming from interconnectedness.
This was because it should ideally encompass exposure on the part of any
individual financial firm not only in respect of EU counterparties, but also
vis-a-vis counterparties worldwide. To be informative, data would probably need
to be produced at a high frequency and should cover all financial instruments,
including derivatives. She considered taking a more qualitative approach that
would involve enhancing bilateral contacts with market participants. Finally,
there is a need to follow a multi-dimensional approach, using both hard and
market data, qualitative information and any relevant anecdotal evidence.
Such a flexible and pragmatic approach would allow the ESCB to provide the
most efficient support to the ESRB in its macro-prudential oversight functions.

SUMMARY OF CONTRIBUTIONS 23



The final session, “The role of statistics in central bank communication”, was
chaired by Athanasios Orphanides, Governor, Central Bank of Cyprus.

He invited the audience to seek ways to improve central bank communication
since effective communication is a crucial element of central bank policy-making.
Statistics are crucial for clear and effective central bank communication. A key
challenge is how to provide better information and, in particular, how to help
households and businesses understand the economic and policy environment,
and thus to take better decisions. For policy-makers, effective communication
requires clarity in order to reduce uncertainty and to facilitate better decisions.
For statisticians effective communication requires explaining what statistics
attempt to measure. He gave examples of the need in the financial crisis to adapt
statistics, to improve the general public’s understanding of policy measures and
to develop better statistical tools to identify macro-prudential risks, and thus
to avert future crises. The identification of best practices in statistics can help
enhance the clarity and effectiveness of central bank communication.

In his examination of “Central banks should be boring — or should they?
Communicating central bank statistics to the general public”, Andreas Ittner,
Executive Director, Financial Stability, Banking Supervision and Statistics
(co-authored with Aurel Schubert, Director General Statistics, European Central
Bank and Chairman, ESCB Statistics Committee) set out to prove that central
bank communication with the general public did not have to be boring, but was
a continuous, lively and modern task in enhancing the effectiveness of monetary
policy and fostering financial stability. Based on their policy functions and
decisions, their closeness to financial markets, their long-standing expertise and
credibility and — last, but not least — the public good of such information, central
banks were well-placed to provide the public with reliable central bank statistics.
Central bank statisticians needed to be flexible enough to react quickly to new
information demands and to be proactive in communicating transparently.

Communication with specialised audiences and the general public obliges
central banks to disseminate relevant and reliable statistics in various forms
and to communicate through many different channels while adopting new
technology, e.g. statistical visualisation tools that provide decent graphics
and metadata in order to make data understandable and freely accessible.
Communication must be “smart”, targeted and addressed through the various
media. The internet had become the main channel of communication, and the
authors provided examples of best practices in presenting comparable national
data in a user-friendly and well-timed manner: 1) the Joint Dissemination
Framework of euro area statistics and national contributions, which is available
on all Eurosystem websites and in which harmonised information is presented
using the familiar look and feel of national central bank websites; 2) in the
G20’s principal global indicators (PGIs).

Central banks had to act as both transmitters and translators. In order to reach
large audiences or target groups there was a need to reduce complexity. There
should also be appreciation of what the general public wants and a quick and
flexible response mechanism to provide these (changing) needs for central bank
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statistics: from information on the rate of price inflation to times of crises when
the emphasis moves the stability of the banking system and specifically the banks
in which the public has deposited its money-this means data on banks’ exposure,
equity capital, securities and deposits.

He argued that credibility was crucial for any producer of statistics, but especially
for central banks that were ideally placed to provide the public with statistics
they can trust and understand because of their independence in producing and
communicating reliable statistics.

An important aspect of ensuring this credibility while maintaining the public’s
confidence in central bank statistics was to comply with international quality
requirements in data production and to make these quality standards transparent.
Quality approaches, like the ECB’s Statistics Quality Framework or the IMF’s
Data Quality Assessment Framework, set ambitious standards for the production
as well as communication of statistics. According to the ECB’s Statistics Quality
Framework, statistical output is deemed fit for purpose if it is relevant and
complete, accurate and reliable, consistent, timely and accessible.

In Austria, the channels and forms of statistical communication used by the
Oesterreichische Nationalbank (OeNB) have evolved with the needs of users and
the potential of information technology. The internet, via the OeNB’s website
(and supported further by the OeNB’s statistics hotline), is the prime distribution
channel for obtaining OeNB statistics. A dynamic data search tool makes it
possible to compile tables according to individual needs. One of the strategic
goals of the central banks, the Eurosystem and the ESCB is to serve as leading
providers of financial statistics. This would make European facts and figures
“countable” and “tangible”, thereby contributing to “European Union identity”
by representing Europe’s diversity and unity through a statistical lens.

In conclusion, central bank statisticians need to develop more user-friendly,
understandable and accessible means of communicating statistics, contribute to
improving financial literacy that will help people understand statistics, and react
more flexibly to changing information demands.

In “Talking numbers: central bank communications on monetary policy
and financial stability”, Petra Geraats, Faculty of Economics, University of
Cambridge, then argued that central banks could improve the way in which they
provide quantitative information about monetary policy-making and financial
stability by focusing more on conveying underlying uncertainty and using
measures that include parameters of the distribution function. She addressed
how central banks globally have been (increasingly) talking numbers about their
monetary policy-making, as illustrated by quantification of the primary objective
along with a dramatic increase in published numerical macroeconomic forecasts
and, to a lesser extent, voting records. It was important for macroeconomic
projections to be both timely and informative. Central banks should communicate
uncertainty by providing up-to-date (medium-term) forecasts for inflation and
output every quarter and also by publishing the projected policy decision-making
process, i.e. voting records.
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She discussed measurements of the success of central bank credibility in
maintaining price stability, focusing on medium to long-term private sector
inflation expectations which provide a real-time key statistic. By using the
probability distribution for inflation outcomes consistent with price stability in
the ECB’s Survey of Professional Forecasters (SPF), the inflation probability
for two and five years ahead provides a quantitative measure of the credibility
of the ECB in terms of meeting its primary objective of price stability in the
medium term.

Construction of financial stability statistics for financial institutions — in order to
distinguish liquidity and solvency, leverage, off-balance-sheet activities and the
shadow banking system — poses huge challenges. Better information on financial
interconnections is needed, while producing effective real-time indicators and
predictive statistics for systemic risks is also challenging. She noted that greater
ex ante transparency could be beneficial for financial stability, but that ex post
disclosure may be detrimental. As a result, it is important for central banks to
provide regular communications on financial stability. A final conclusion is that
central banks should not just be talking numbers, but focusing more on numbers
that measure uncertainty.

The discussants — Elga Bartsch, Morgan Stanley, and Frank Paul Weber,
La Tribune — saw statistics as an integral part of central banks’ communication
strategy.

Elga Bartsch noted that the provision of empirical evidence by central banks
enhanced their transparency and accountability. In this regard, the independence
of the ESCB in collecting data is vital for the credibility and integrity of the
statistical data. Making trusted statistics available actually helped to correct false
perceptions. It was also important to interact with user groups and to make full
use of information from the financial markets. For example, market economists
are key users of statistics and, through their information-processing capabilities,
their macroeconomic analyses can provide sounding boards. She noted a
number of practical suggestions for improving the communication of statistics:
1) e-mail alerts for new data when available on the website; 2) prompt updating
of databases; 3) a focus on special factors in order to interpret data correctly. The
ECB offers good cross-country tables. Her statistical wish list included: 1) data in
Excel format underlying the charts in the ECB Monthly Bulletin; 2) more timely
data on the collateral pledged to the ECB and the use of the ESCB refinancing
operation by country; 3) cross-country tables for euro area national central bank
balance sheets; 4) seminars to review new statistics and statistics which the ECB
thinks should be used more (e.g. flow of funds). Central banks should aim not
to be boring with their statistics and their analyses of these. Statistics should
reduce “noise” while also increasing the amount of “news.” Finally, to make
statistics even more relevant, it could make sense to use visual aids to support
press conferences.

Frank Paul Weber, La Tribune, noted that the presentation of the macroeconomic

forecast was a tool for increasing transparency, but above all “for determining
and explaining the appropriate policy stance for forward-looking monetary
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frameworks such as inflation targeting”. In his view, these macroeconomic
forecasts or assessments form a solid rock in the current sea of uncertainty.
Central bankers are asked not only to deliver inflation-free growth, but above all
certainty. People want to make the right choice based on what the people most
in the know, i.e. the central bankers, are saying. He also discussed disclosure of
the decision-making process for monetary policy and whether non-disclosure
deprives the private sector of useful descriptive and predictive statistics on
monetary policy-making. He concluded that publication of the minutes or of
voting at ECB monetary meetings would help to “normalise” the way people and
market participants view the decision-making process. Central banks are doing
a great deal to be transparent, but could do more to reduce uncertainty and thus
fear among the general public about the future.

The closing address of the conference, “Central bank statistics: what did the
financial crisis change?” was delivered by Jiirgen Stark, Member of the ECB’s
Executive Board, who first recalled that central bank statistics will need to cover
a wider range of financial sub-sectors, instruments, markets and geographical
areas. Moreover, it is not just changes to central bank statistics that are required:
the most recent phase of the financial crisis has exposed the gaps in government
finance statistics. To support the Stability and Growth Pact and maintain credible
budgetary surveillance, we need more reliable and timely data in this regard.

The establishment of the ESRB and the ECB’s involvement within
it will require a wide range of initiatives and responses in the field of
statistics. The statistics needed in order to provide a deep understanding
of two phenomena — risk-based instruments and the large degree of
interconnectedness and interdependencies between financial intermediaries —
were not sufficient for predicting the scale and severity of the crisis. At least
three new avenues were being pursued by the ESRB in addressing needs for
both monetary policy and financial stability purposes: 1) greater integration of
various sets of information and the specific use of the integrated quarterly euro
area accounts by institutional sector; 2) greater granularity and flexibility of
datasets based on micro databases and registers; 3) a wide range of new statistics,
for example on investment funds, insurance corporations and pension funds, loan
securitisation by banks and the activities of securitisation vehicles.

The new demands point to additional data collections in central bank statistics:
1) timely, harmonised and high-frequency (quarterly) data for the EU-consolidated
banking sector, as well as for individual EU countries and selected non-EU
economies; 2) financial institutions outside the banking sector, including
insurance corporations and pension funds and also hedge funds and securitisation
vehicles; 3) interlinkages within the financial system (including exposures
between institutions of the banking sector and institutions in non-regulated
markets); 4) data collections through surveys.

In conclusion, he emphasised that the ESCB will be developing its statistics
further so as to align them more closely with the data requirements for ECB
monetary policy and financial stability purposes. In particular, they will need
to focus much more strongly on new risk-based instruments and the exposure
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of banks and other financial institutions outside the banking sector to certain
asset classes and geographical areas. Moreover, we need to address gaps in
the information on interlinkages within the financial system. These changes to
central bank statistics will not be enough: the importance of timely and reliable
government finance statistics cannot be overestimated. If the credibility of one
specific set of European statistics is damaged, there may be spillover effects on
other sets of data in Europe.

World Statistics Day — according to Jiirgen Stark — is a very fitting occasion on
which to call for joint efforts to build further trust in statistics. At the same time,
we also have to accept that we will not be in a position to measure everything
we would like to measure. This relates in particular to those entities that are
located outside the EU, but which nevertheless may impact significantly on EU
financial markets and institutions. Hedge funds are a case in point. International
initiatives, e.g. under the auspices of the G20, are likely to bring about solutions
in the longer term.
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THE CONTINUING QUEST FOR RELIABLE
AND TIMELY STATISTICS

JEAN-CLAUDE TRICHET

I would like to welcome you, on behalf of the Executive Board of the European
Central Bank, to our biennial European Central Bank (ECB) statistics conference.
I am delighted that the conference has once more attracted many distinguished
participants from central banks around the world, European and international
institutions, the financial sector, academia and the media.

As many of you know, the conference was originally scheduled for April this
year, but had to be postponed because of the Icelandic ash cloud. Making a virtue
out of necessity, the conference now also contributes to marking the first World
Statistics Day tomorrow on “twenty-ten-twenty-ten”. World Statistics Day has
been designated by the General Assembly of the United Nations to remind us all
of the importance of official statistics and the core values of service, integrity and
professionalism. Also on behalf of Mr. Stark, I would like to invite you to join us
in a dedicated ECB event tomorrow afternoon, to celebrate World Statistics Day.

Two years ago, I concluded my address before this conference saying, “European
policy-makers need to have at their disposal a wide array of timely, high-quality
statistics on which to base their decisions”. This conclusion has been fully
vindicated by the financial and economic crisis, both globally and in Europe.
The necessary strengthening of economic governance, particularly in the euro
area, must go hand-in-hand with enhanced statistics.

The ECB makes extensive use of a wide range of economic and financial
statistics. The ECB is also a producer of selected European statistics for its own
decision-making purposes and for the public at large. The European Parliament
and Council have underlined the fact that European statistics are developed,
produced and disseminated by both the European System of Central Banks
(ESCB) and the European Statistical System (ESS).! To minimise the reporting
burden and enable the efficient development, production and dissemination
of European statistics, it is important to reinforce the close cooperation between
the ESCB and the ESS, and notably to foster the exchange of confidential
statistical information between the two systems for statistical purposes.

I would like to address four themes today: first, the statistical component of a
quantum leap in euro area economic governance; second, recent ECB initiatives

1 The European Statistical System is the partnership between the statistical authority of the
European Union, namely the Commission (Eurostat), and the national statistical institutes
and other national authorities in each Member State that are responsible for the development,
production and dissemination of European statistics.
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to enhance European statistics; third statistical information for macro-prudential
purposes; and fourth European statistics as a possible model for global statistics.

| STATISTICAL IMPLICATIONS OF A QUANTUM LEAP
IN ECONOMIC SURVEILLANCE

It is essential to strengthen further the euro area dimension of surveillance and
policy adjustment. In a speech three days ago,? I reviewed the recent Commission
proposals from a euro area perspective and highlighted where we need more
ambition still for the euro area, in order to safeguard the smooth functioning
of our monetary union.

Today, I would like to outline in more detail what we need in terms of the
statistical implications for the ‘quantum leap’ that is needed in economic
surveillance. There are essentially three points.

First, the reliability of the general government statistics underlying the Excessive
Deficit Procedure and the Stability and Growth Pact must be guaranteed when
they come out. While the government finance statistics of the overwhelming
majority of the Member States is reliable, this does not yet apply to all of them.
Yet as we are in a highly integrated union, we need reliable statistics not just
from the majority of Member States — we need it from each and everyone,
no matter how large or how small the country is. We have seen that the potential
for loss of credibility affects the entire union.

Therefore, in cases of data deficiencies, the recently amended powers of the
Commission (Eurostat) regarding the quality assessment of statistics in the
context of the Excessive Deficit Procedure must be applied in full. This is best
documented in action plans to be monitored at the European level. Moreover,
in terms of both reliability and timeliness, government finance statistics would
benefit in several countries from closer integration of the budget process, in
particular among different parts of general government. Where the planning,
execution and monitoring of public budgets is a well integrated process, reliable
government finance statistics are available almost without delay for decision-
makers and the public at large. Why would GDP, which is an economy-wide
concept, be available in a timelier manner than statistics on general government
deficit and debt?

My second point is that there should be mechanisms to ensure that governance
and quality provisions laid down in the European Statistics Code of Practice of
the ESS? are fully adhered to. This is best achieved by reinforcing the binding
nature of the European Statistics Code of Practice and enshrining its minimum
standards, in particular on professional independence, in a European legal

2 “Global governance and euro area economic governance”, World Policy Conference,
16 October 2010.

3 See  http://epp.eurostat.ec.europa.eu/portal/page/portal/quality/documents/ VERSIONE
INGLESE WEB%20new%20links.pdf
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act. Simultaneously, the alignment of national statistical legislation with the
principles of the Code of Practice and the Regulation on European statistics*
should be accelerated.

Third, we must have full assurance that the statistical indicators supporting
enhanced macroeconomic surveillance are robust and timely available.
We must have assurance that indicators — such as international indebtedness,
unit labour costs and other indicators of competitiveness — are firmly based
on accepted statistical methodologies, ideally already legislated, and that the
degree of estimation in compiling them is limited. Where compiled by the ESS,
the European Statistics Code of Practice should apply.

These three points are absolutely essential and it is in the fundamental interest
of all euro area members that they are included in the current upgrade of the
economic governance reform.

2 RECENT ECB INITIATIVES TO ENHANCE EUROPEAN STATISTICS

Let me recall that the primary objective of the ECB is to maintain price
stability, defined as euro area annual inflation below, but close to, 2% over the
medium-term. It is worth noting that over the first 11% years of the euro, the
average annual euro area inflation has been 1.97%. The ECB is in its 12 year
of existence and, as you see, its mandate is fully fulfilled. Moreover, inflation
expectations over the medium to longer term remain firmly anchored in line with
the ECB’s objective. This has been an outstanding achievement in the first few
years of Economic and Monetary Union — and it is an achievement to which
European statistics have made an important contribution.

In line with the allocation of responsibilities between the ESCB and the ESS
for collecting, compiling and disseminating European statistics, the monetary
analysis of our monetary policy strategy is mainly supported by statistics
compiled by the ESCB.? In 2009 and 2010 the ECB, supported by the national
central banks of the Eurosystem, has been implementing two ECB regulations
on enhanced Monetary Financial Institutions’ balance sheet statistics and on
securitisation vehicles.® These regulations introduced reporting requirements for
loan securitisations, in particular, and new statistics on the assets and liabilities
of these vehicles. The aim is to compile more detailed monthly and quarterly
data to be published for the first time in June 2011. In addition, new statistics on
euro area money market funds and on other investment funds, including hedge

4 Regulation (EC) No 223/2009 of the European Parliament and of the Council of
11 March 2009 on European statistics (OJ L 87, 31.3.2009, p. 164).

5 An updated overview of all available ECB statistics has recently been published in
“ECB statistics: an overview”. See http://www.ecb.europa.eu/pub/pdf/other/ecbstatistics
anoverview/2010en.pdf

6  Regulation (EC) No 25/2009 of the ECB of 19 December 2008 concerning the balance sheet
of the monetary financial institutions sector (Recast) (ECB/2008/32) (OJ L 15, 20.1.2009,
p. 14); and Regulation (EC) No 24/2009 of the ECB of 19 December 2008 concerning
statistics on the assets and liabilities of financial vehicle corporations engaged in
securitisation transactions (ECB/2008/30) (OJ L 15, 20.1.2009, p. 1).
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funds,” were released in December 2009. Following the adoption of the new
ECB Regulation addressing banks’ interest rate statistics,® the monthly banks’
interest rate statistics are now produced more quickly and are available already
one month after the Governing Council’s monetary policy decisions. Further
new and enhanced statistics are being compiled based on data already available
at the national level, such as data from credit registers and supervisory data.
A key example is detailed statistics on insurance companies and pension funds,
which are also expected to be published from June 2011 onwards. As you can
see, there is considerable and very tangible progress in the area of monetary and
financial statistics. All these developments will contribute to enhanced monetary
analysis and are also available for in-depth financial stability analysis.

The economic analysis of our monetary policy strategy benefits from much
more consistent statistics on the euro area balance of payments. The size of the
statistical discrepancy in balance of payments statistics has been decreasing
substantially in recent years. The quality of these statistics has also improved,
in particular by drawing on the Centralised Securities Database (CSDB),’ Phase
2 of which went live in spring 2009. The CSDB also supports the compilation
of investment fund statistics, the residual maturity of government debt securities
and new statistics on securitisation vehicles. The ECB will publish the results of
the third wave of the joint ECB and European Commission survey on the access
to finance of small and medium-sized enterprises in the euro area later this week,
and fieldwork is being carried out for the Eurosystem survey on household
finance and consumption.

The flagship of the cooperation between the ESCB and the ESS on European
statistics remains the quarterly euro area accounts. These provide a consistent
statistical framework for the ECB’s monetary and economic analysis, both for
transactions and balance sheets. The euro area accounts are also widely used
in the ECB Financial Stability Review. The main challenge remains more
timely delivery, no later than 90 days after the end of the reference quarter.
The ECOFIN Council supports this timeliness objective '° and it is my expectation
that the ESCB and the ESS will achieve it by 2014 as currently planned.

In addition to the European statistics provided by the ESCB, the ECB relies, for
the purposes of its monetary policy and particularly for its economic analysis,
on a wide range of economic statistics provided by the ESS. They include,
in particular, the Principal European Economic Indicators that are endorsed by
the Economic and Financial Committee (EFC) through its Status Reports on

7  Regulation (EC) No 958/2007 of the ECB of 27 July 2007 concerning statistics on the assets
and liabilities of investment funds (ECB/2007/8) (OJ L 211, 14.8.2007, p. 8).

8 Regulation (EC) No 290/2009 of the ECB of 31 March 2009 amending Regulation (EC)
No 63/2002 (ECB/2001/18) concerning statistics on interest rates applied by monetary
financial institutions to deposits and loans vis-a-vis households and non-financial
corporations (ECB/2009/7) (OJ L 94, 8.4.2009, p. 75).

9 See “The ‘Centralised Securities Database’ in brief”, available at http://www.ecb.europa.
eu/pub/pdf/other/centralisedsecuritiesdatabase201002en.pdf

10 ECOFIN Council conclusions on EU statistics of 4 November 2008 and of
10 November 2009.
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Information Requirements in EMU. These annual reports are prepared jointly by
Eurostat and the ECB’s Directorate General Statistics.'!

3 STATISTICAL INFORMATION FOR MACRO-PRUDENTIAL
PURPOSES

Let me now turn to statistical information for macro-prudential purposes.
The upcoming launch of the European Systemic Risk Board (ESRB) and the
entire European System of Financial Supervision (ESFS) including the three
European Supervisory Authorities will have important statistical implications.
When developing the statistical support needed for the ESRB, we may
distinguish between the “input”, the “throughput” and the “output” of the
statistics function.

Let me start with the core of the task, which is the “throughput” — namely the
compilation of statistical information. All statistics on the financial institutions,
financial markets and financial market infrastructures of the EU as a whole,
including sufficiently granular breakdowns, depend first and foremost on a sizeable
team of statisticians who are well-versed in the legal provisions to be observed,
trained and experienced in the economic and financial stability requirements,
knowledgeable about the statistical concepts and methodology related to data on
the financial system, familiar with the IT infrastructure to be applied, and used to
cross-border cooperation in a European and international environment.

Such a team has been built and maintained by the ECB and the national central
banks of the EU to provide European financial and economic statistics for
monetary policy purposes. In addition, the ESCB statistics function offers
sophisticated tools, such as statistical databases, internationally agreed standards
and data transfer formats, registers of financial institutions, tested procedures for
handling confidential data, and an array of proven methodologies and software
for collecting and compiling financial statistics.

The “output” comprises a large number of statistical deliverables needed to
support the work of the ESRB. Much work still needs to be done and it is
appropriate that the final statistical framework for the macro-prudential oversight
of the financial system will be decided by the ESRB. I would like to distinguish
between four main types of statistical deliverables.

The first is macro-financial information relating to the macroeconomic
environment, financial market data and information on financial market
infrastructures.

The second is macro-prudential information on regulated and unregulated
financial intermediaries. This comprises sufficiently granular aggregated micro-
prudential information across countries and financial sectors, as well as individual
information on large financial intermediaries.

11 See also the article entitled “Update on developments in general economic statistics for the
euro area”, in the February 2010 issue of the ECB Monthly Bulletin.
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The third type of statistical deliverable is information on exposures to counterparties,
which will draw, in particular, on a securities holdings database containing data
on a security-by-security basis, and will be supported by the CSDB. Detailed and
reliable data on securities issues and holdings are indispensable to any systemic
risk assessment. The CSDB would be best complemented by a public reference
data utility providing standardised information on instruments and entities that
would be operated on the basis of an international agreement.

The fourth type of statistical deliverable is ad hoc information obtained via
one-off surveys where it is undisputed among statisticians that only regular
and tested data flows that are connected to the internal accounting systems of
reporting agents limit the reporting burden with a lasting effect, and produce a
timely and reliable output.

Concerning the “input” — namely the collection of data — the reporting burden
of financial institutions could be reduced by improving processes to ensure that
information is only reported once. One example of this streamlining is the use
of supervisory data to compile macro-financial statistics. Here, the ECB and the
Committee of European Banking Supervisors (CEBS) have published a bridging
manual aligning the ECB’s monetary and financial statistics requirements with
the supervisory reporting templates developed by CEBS and have created a
relational database identifying similarities and differences between the two
frameworks.!?

It is even more important to reach a common understanding on the regular flow
of data from the reporting agents in the EU financial system, via national and
European databases, to the ESRB. In this context, I also welcome the fact that
the ECB and the Committee on European Insurance and Occupational Pension
Supervisors (CEIOPS) are working on an optimised usage of the future data
reporting by the insurance sector under the Solvency II Directive.!* Clearly, there
is a difference between the use of confidential micro data for statistical purposes
and their use for policy purposes. This distinction is respected in the day-to-day
business of any developed statistics function. To achieve detailed agreements on
the flow of data, I count on a very fruitful cooperation between the three future
European Supervisory Authorities and their predecessors, CEBS, CEIOPS and
the Committee of European Securities Regulators (CESR), the ESRB preparatory
Secretariat recently established at the ECB, and our Directorate General Statistics.
The statistics departments of the national central banks of the EU Member States
are involved via the ESCB Statistics Committee.

12 “MFI balance sheet and interest rate statistics and CEBS’ guidelines on FINREP and
COREP”, February 2010.

13 Directive 2009/138/EC of the European Parliament and of the Council on the taking-up
and pursuit of the business of insurance and reinsurance (Solvency II) (recast) OJ L 335,
17.12.2009, p. 1.

THE CONTINUING QUEST FOR RELIABLE AND TIMELY STATISTICS 37



4 EUROPEAN STATISTICS AS A MODEL FOR GLOBAL STATISTICS

The financial crisis not only had an impact on individual economies and groups
of countries; it also had a global dimension. The Group of Twenty Finance
Ministers and Central Bank Governors (G20) now has a much more important
role than it did before the financial crisis. It established a Working Group on
Reinforcing International Cooperation and Promoting Integrity in Financial
Markets that called on the International Monetary Fund (IMF) and the Financial
Stability Board (FSB) to explore information gaps and propose ways to strengthen
data collection. The report of the IMF and the FSB, entitled “The Financial Crisis
and Information Gaps”,'* makes 20 high-level recommendations to address the
measurement of risks in the financial sector, international financial linkages and
the vulnerability of economies to shocks, as well as the communication of official
statistics and was endorsed by the G20 in November 2009. I am pleased that this
report was produced with significant input from the ECB.

As new collections of data from reporting agents will be required in most G20
economies to close information gaps, a multi-year programme, combined with
an appropriate governance framework and sustained policy support, is needed
to implement the recommendations. The G20 have therefore received an action
plan in June 2010, detailing the recommendations and timetables for their
implementation. This action plan was welcomed recently also by the International
Monetary and Financial Committee of the IMF Board of Governors.

Although the need for more comprehensive and more comparable statistics
extends beyond the G20 economies, the G20 have volunteered to set an example.
Because of the economic importance of the G20 economies, their data are
sufficient to compile reliable and timely key world aggregates, such as quarterly
GDP, within two months of the end of the reference quarter. Experience in the
euro area confirms the traditional statistical paradigm that more aggregated data,
such as euro area or world aggregates, are more reliable than their component
data.

Comparable statistics are important in a globalised world in which decision-makers
and the public at large need to focus not only on their own economy, but also
on key partner economies. I welcome the development of the principal global
indicators (PGIs) that will be comparable for the G20 economies, including the
euro area, and which are similar to the Principal European Economic Indicators
for Economic and Monetary Union. The PGI website maintained by the IMF ! is
supported by six other international organisations, including the ECB.

5 CONCLUSIONS

Let me conclude. Evidence-based decision-making in modern economies is
unthinkable without statistics. This applies a fortiori to monetary and financial

14 See http://www.financialstabilityboard.org/publications/r_091107e.pdf
15 See http://financialdatalink.sharepointsite.net/default.aspx

38 TRICHET



stability policies. The financial crisis has revealed information gaps that we
have to close while also preparing ourselves for future challenges. This is best
achieved through creating a wide range of economic and financial statistics
that are mutually consistent, thereby eliminating contradictory signals due to
measurement issues. The main aggregates must be both reliable and timely,
and, in a globalised world, they should be comparable across countries and
economies.

Reliability and timeliness are key for statistics, but may seem to be conflicting
objectives. This is more the case in the short-term, as the production frontier for
compiling statistics can be enhanced in the medium term by a higher degree of
automation. The effective and efficient collection, compilation and dissemination
of European statistics requires a well developed statistical infrastructure,
including, most importantly, a team of skilled and experienced statisticians
familiar with European and international cooperation. I take tomorrow’s
World Statistics Day as an occasion to remind all of us of the importance of
high-quality statistics. They are central to the foundations of public and private
sector decision-making throughout our societies.
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| CENTRAL BANKS’ STATISTICAL
INITIATIVES TO MEET NEW CHALLENGES

INTRODUCTORY REMARKS
GEORGE PROVOPOULOS

The session will deal with statistical initiatives taken by central banks in light
of the ongoing global crisis that broke out in August 2007. Timely and accurate
data are indispensable for sound policy choices, whereas insufficient data and/or
inaccurate data undermine the adoption of sound policies.

Would better data have helped identify the unsustainable positions on banks’
balance sheets in the run-up to the crisis? Clearly, it is impossible to provide
a definitive answer to this question. What can be said, however, is that the
availability of such data would have led to improved monitoring of the
system-level risks that contributed to the crisis. Therefore, better statistics could
have helped mitigate the global crisis and would have contributed to improved
management of it.

Information gaps have long played a role in the unfolding of financial crises.
For example, following the crisis in Latin America in the mid-1990s, the
international community identified a need to improve the flow of information
that would provide a swift reaction to a financial crisis. In response, in 1996 the
IMF set up the Special Data Dissemination Standard (SDDS), which aimed to
mitigate financial crises by enhancing data availability.

Why, then, are we still dealing with these issues fifteen years later? One reason
is that the recent crisis differs fundamentally from earlier crises. Earlier crises
tended to be country-specific or region-specific. For example, the 1990s saw
a succession of region-specific crises — including the crisis in the European
Monetary System in 1992-93, the Latin American crisis of 1995-96, and the
Asian crisis of 1997-98. Consequently, the earlier IMF initiative was aimed at
improving the availability of country-specific data.

In contrast to those earlier crises, the current crisis originated in the financial
sector and has been global in nature. In this regard, existing data gaps
concern information deficiencies related to financial institutions, in particular,
the interconnections among these institutions — both intra-nationally and
internationally. To help prevent such crises in the future, the availability of
high-quality data on the global linkages of financial institutions will be crucial.

Financial stability analysis and macro-prudential surveillance depend importantly
on our ability as central bankers to identify, collect and disseminate data. While
filling data gaps is part of a statistician’s routine work at the national level,
it can also be encouraged by changes in institutional arrangements at the
supra-national level. I should add that the establishment of the European Systemic
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Risk Board is a major advance at the European level in addressing cross-border
financial crises.

The need for better-quality statistics exists not only at the pan-European level,
but also at the level of individual countries. In his presentation, my colleague
Marko Kranjec, Governor of Banka Slovenije, will describe the way his bank,
in the run-up to the adoption of the euro, reorganised its data collection function,
utilising a multi-purpose reporting model that serves all statistical, supervisory
and financial stability needs.

Then, Peter Praet, Executive Director of the Nationale Bank van Belgié/Banque
Nationale de Belgique, who is in charge of financial stability at the Bank and
also Chairman of the Banking Supervision Committee of the ECB, will explain
the way credit risk transfer instruments, in particular credit derivatives, increase
the interconnections between banks. He will also discuss the difficulties that
connections among institutions and products create for those who seek to monitor
risk exposures.

Manuel Marfan, Deputy Governor of the Central Bank of Chile and Chairman of

the Irving Fisher Committee of the BIS, will be our discussant for this session.
I am looking forward to what I think will be an interesting exchange of views.
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CHANGES IN REPORTING, DATA COLLECTION AND DECISION
SUPPORT SYSTEMS: THE CASE OF SLOVENIA'

MARKO KRANJEC

| INTRODUCTION

This presentation describes the statistical reporting system used by Banka
Slovenije in its execution of statistical, supervisory and monetary policy functions.
It also explains the reforms during the run-up to Slovenia’s membership of the
European Union and the subsequent adoption of the euro. Banka Slovenije’s
experience could be useful for other countries that will ultimately adopt
the euro.

The legally defined functions of any central bank need proper information
support, regardless of whether the central bank runs its own, independent
monetary policy or contributes to the monetary policy of Monetary Union.
Central banks nowadays usually take care of monetary and financial stability,
payment systems, and often banking and/or wider financial supervision as well.
The functional and institutional arrangements of these duties vary between
countries in practice, even within EMU.

Even though the functions of the central banks in general have not changed
substantially, their activities nevertheless need to be restructured and adapted
to external changes such as technical developments, financial innovations, and
financial and economic crisis. In such cases, information support cannot remain
unchanged, which will undoubtedly impact on statistical reporting.

This review introduces a specific case, which involves the development of
statistical reporting for central bank functions in the contemporary environment,
and offers some consequential general considerations.

2 A NEED FOR CHANGE IN STATISTICAL REPORTING

The accession negotiations for EU membership conducted in 2000 demonstrated
the need for Banka Slovenije, as the central bank of a future EU member
country, to harmonise statistical data collection and reporting in line with ECB
requirements. Traditional reporting by credit institutions to the central bank
had to be adapted and, where necessary, modified as well as harmonised with
statistical requirements and definitions contained in the ECB’s regulations and

1 Iam grateful to Mr Janez Fabijan and Mr Dusan Murn for their assistance in the preparation
of this presentation.
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guidelines.? It soon became obvious that the existing reporting system could not
be adjusted or reformed in part, thus making the main issue the direction in which
to develop a new reporting system.

2.1 Initial position and requirements

In developing a new reporting system it was vital for Banka Slovenije to retain
a tradition of, and positive experience with, common balance sheet reporting
of credit institution data, as used for multiple purposes — notably prudential
supervision — as well as for statistical and analytical ends.

Another key element for the design of the new system was that the previous
reporting system had been based on high-quality accounting data used by
reporting agents (banks) for their business decisions. Banka Slovenije was aware
of this, and consequently also wished to retain this connection with business
accounting records in the new reporting system.

However, the limitations of the common reporting system were assessed as an
obstacle to the harmonisation of financial statistics in line with EU requirements.
In spite of relatively detailed balance sheet data being compiled for many
purposes until 2001, it became evident that the limited scope of these was
unsuitable for the systematic expansion of the common report and required the
compilation and submission of many additional sub-reports. Crucially, it was
not possible to expand and augment the details of the most interesting and
policy-relevant reporting items, such as loans and deposits; nor was it possible
to introduce more detailed breakdowns. Another problem was that changes to
reporting systems were rather complicated, time-consuming and costly both for
reporting and for receiving entities (Banka Slovenije). Thus, it was decided that
the dimensions of the new solution should allow more flexibility and facilitate
subsequent changes.

Therefore, a solution had to be found for (i) a common multi-purpose report,
(ii) a report which would be accounting-based, and (iii) a report with a flexible
structure.

3 DEVELOPMENT

The decision to start a project for the development of a new reporting system was
adopted by Banka Slovenije in 2001. From the very beginning, reporting entities
were heavily involved in order to find mutually satisfactory solutions that would
be simultaneously efficient and cost-effective. The new reporting framework for
common data collection was intended to serve a variety of purposes, in particular
the need to provide timely and accurate information for supervisory and
monetary policy needs. The reporting entities were frequently consulted during
the development stage and actively supported the most important decisions.

2 Regulation ECB/2001/13, Regulation ECB/2001/18, Guideline ECB/2002/5, Guideline
ECB/2003/2.
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Two major types of problem affected the course of the project:

+ the need for conceptual reconciliation: conceptually different reporting
requirements, e.g. for statistical and supervisory needs, can be combined
successfully either through the alignment of different concepts that may
satisfy all users of reports or through more detailed granulation. To achieve
reconciliation, an extensive process of coordination between different services
was needed;

+ timing: changes to supervisory and statistical requirements took place over
time without paying heed to previous changes in “counterparty” reporting
(e.g. statistical requirements were defined before supervisory changes such as
IASs, FINREP, COREP or Basel II had been finalised).

3.1 Main characteristics of a common reporting system

Thorough preliminary analyses showed that the matrix reporting system was the
most appropriate solution, given the initial constraints in terms of reporters’ data
needs and technical possibilities. The agreement struck between Banka Slovenije
and reporting entities on this issue was the most significant milestone of the
whole project.

Under the matrix system, all related data needs (e.g. those linked to a
balance sheet):

 are organised in a common reporting system for additional purposes;

» use the combination of reporting items (rows = economic categories) and
standard common code lists (columns = required attributes);

+ are systematically designed to be multi-dimensional, but presented in a
simplified way as two-dimensional matrices.

In such a system, the logical output (in the technical sense) from reporters would
be a flat table with data records extracted directly from the data warehouse
system.

The reporting items are (in the case of the balance sheet) defined as balance
sheet items contingent on the multiple aims of reporting, e.g. statistical
and/or supervisory. Multi-purpose reporting demands reconciliation between
all the data needs it covers. In practice, this means reconciliation between
supervisory/financial stability, statistical and analytical requirements, whereby
statistical requirements are diversified further (for the purposes of monetary and
financial statistics, external statistics and financial accounts).

Special attention was paid to the accounting base of the reporting system for

the balance sheet report. The chart of accounts, or general ledger of credit
institutions, provides a backbone for the matrix reporting system. Due to specific
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circumstances at the beginning of matrix reporting, a new reporting system has
been connected solely with the existing accounting report.

The standard code list is a breakdown of a specific attribute (e.g. country
of residency of the counterparty or original maturity) for one or several
purposes. It is important not to mix together breakdowns for different purposes
(defined by attributes) in one code list, but to keep these separate. If different
purposes (e.g. statistical and supervisory) are combined in a single code list,
the breakdowns are usually more detailed (granular). Breakdowns of the same
kind for different purposes have to be commonly defined, which requires further
reconciliation efforts. Experience also shows that exceptions should be avoided
in reporting, as they complicate matters.

In theory the number of codes in the standard code list is unlimited, and the
same goes for the number of reporting items. This gives the system the desired
flexibility, thus making it easy, technically at least, to introduce subsequent
changes in reporting.

One drawback with a multi-purpose reporting system is that no cutting-off- the-tail
or sampling reporting is possible, because the supervisory requirements demand
data from all licensed reporting entities.’

Balance sheet data (factual tables), transactions and revaluations as well as other
data (e.g. interest rates) compiled in a common report are all notified at a single,
i.e. monthly, interval. This makes reporting, and potential revisions especially,
much easier compared to combinations of monthly and quarterly requests.

While reception and control of the matrix reports are handled within the statistics
department, the data are also used for other purposes. Therefore, automatic
built-in controls at the reception phase ensure that the data can be used for all the
central bank’s functional needs, particularly supervision and analysis.

The matrix reporting system was initially a narrow reporting system, but later
upgraded to its broader version. Gradual upgrading was fully supported by the
reporting agents as it enabled them to develop technical solutions at the right pace
and with moderate costs.

4 PROJECT IMPLEMENTATION

Work on the new project began in March 2002. The project’s aim was to define
a conceptual and technical framework in which to ensure balance sheet reporting
for the needs of monetary and banking statistics as well as other Banka Slovenije
needs. A joint balance sheet reporting system explicitly targeted the integration
of the statistical requirements contained in ECB/2001/13 and ECB/2001/18
(later, also 2003/2) with the needs of banking supervision, the needs of

3 These possibilities are offered in the statistical regulations on balance sheet items
(ECB/2001/13) and interest rates (ECB/2001/18).
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monetary policy during the period prior to adoption of the euro, and other needs
(e.g. financial stability).

During the project implementation phase, the political decision was taken for
Slovenia to join the euro area as soon as possible. This required very rapid
harmonisation of the measurement of all macroeconomic aggregates, particularly
those linked to the criteria for adopting the euro. With the aim of ensuring price
stability, the central bank began implementing a monetary policy with interest
rates as its main policy instrument. This required the harmonisation of statistics
on interest rates in accordance with Regulation ECB/2001/18. Banka Slovenije
prepared a sample reporting system for the country’s eight largest banks
(monetary financial institutions, or MFIs) as a forerunner to comprehensive
reporting on all MFIs. The introduction of the new concept of matrix reporting
was followed by the necessary harmonisation processes to support monetary
policy decision-making. Simultaneously, information provided by reporters also
covered supervisory function needs. The amount of detail was fixed at the lowest
possible level, usually taken from contractual documentation and from banks’
relations with individual clients. Such a breakdown of data also facilitated the
compilation of other useful information for a variety of purposes.

Cooperation with the reporting entities has been arranged through Slovenia’s
banking association, as the reporting entities in this case are monetary
financial institutions. The number of monetary financial institutions (statistical
section S.122), which varies between 20 and 30, has enabled frequent meetings
with the representatives of all reporting entities.

After these initial steps, Banka Slovenije codified the reporting requirements by
decree and through guidelines. Matrix reporting started in 2004 and has included
the following milestones:

+ narrow phase of new reporting, with three-monthly matrix reports, began in:
— November 2004 (balance sheet items),
— December 2004 (revaluation items),
— May 2005 (interest rates);

 reporting entities were originally all other MFTIs, i.e. ESA 95 sector S.122;

* the matrix’s design comprised the ECB’s harmonised requirements in the field
of monetary and financial statistics, a host of other statistical requirements as
well as assorted supervisory and financial stability needs. Full reconciliation
with supervisory requirements was postponed initially, but the matrix was
linked to basic supervisory balance sheet statements;

« further changes to original reports:
— November 2005: three sub-reports on interest rates and one report on
interest rate risks were incorporated within the new system,
— May 2006: the system was upgraded courtesy of the introduction of
IAS-compliant data.
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More widely reconciled reporting of MFIs was initially deferred, but then prepared
gradually before being finalised in autumn 2009. Thorough preparations for the
revised reporting instructions took two years of cooperation between statisticians,
supervisors, analysts as well as banking accountants. These modifications, which
are in line with the ECB’s revision requirements, were introduced in July 2010,
with profit and loss matrix items due to be implemented one year later.

The revised reporting system comprises non-consolidated balance sheet data,
off-balance-sheet balances, profit and loss accounts and the interest rates of credit
institutions.

New requirements introduced in 2010 include:

+ revisions prompted by ECB regulations on balance sheet and interest rate
statistics;

* supervisory requirements on credit institutions, including non-consolidated
balance sheet — core FINREP;

* statistics on financial accounts;
 further external statistical needs.

The existing three matrices were reduced to just two (one relating to balance
sheet and off-balance-sheet items with interest rates; the other to flows), as
anticipated at the outset. In practical terms, the matrices have been broadened
significantly by showing more detailed breakdowns of reporting items and
additional code lists. The successful introduction of the revised matrices has
allowed some existing separate reports to be discontinued. Despite a significant
increase in the integration of supervisory and statistical needs, the flexibility of
the new data collection system produced temporal consistencies along with many
additional granularities (e.g. amount of each type of guarantee for certain loans
to individual customers). Plans for a third phase of the project are under way,
in which the remaining attributes of the credit register (from balance sheet reports)
will be included. This will enable another separate report to be discontinued.

Encouraged by the success of multi-purpose matrix reporting for monetary
financial institutions, the decision was taken to extend this method so that it also
covers the reporting of non-monetary financial institutions. An initial opportunity
came with the requirements of Regulation ECB/2007/8 on statistics from
investment funds. Slovenia’s securities market agency, ATVP, which oversees
capital markets in Slovenia, recognised the advantages of matrix reporting and
supported its introduction by the reporting entities, which accepted the proposal.
Joint reporting began in January 2009, taking on board the requirements
contained in Regulation ECB/2007/8 and Regulation ECB/2001/13 for money
market funds, as well as providing statistics on financial accounts and other
Banka Slovenije requirements (in particular, monitoring financial stability)
and ATVP supervisory requirements. Reporting is not only based on Banka
Slovenije know-how, but also — wherever possible — uses the same solutions
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(such as code lists) as when reporting on MFIs, thus linking both reports into a
single system. After a year of successful reporting, all the parties involved appear
to be very satisfied with the new system.

Banka Slovenije in the meantime has already begun to cooperate with the
country’s insurance supervision agency on expanding multi-purpose reporting
so as to include insurance companies and pension funds (supervised by ATPV).
Preparations are under way to define reporting needs and find technical
solutions.

The described multi-purpose national collection of supervisory and statistical data
is based on the simple notion that the provision and preparation of information
should be done only once and with a minimum reporting burden, but while
maintaining high-quality statistics. This is in compliance with the principles
endorsed by the Governing Council of the ECB in December 2007 within the
long-term vision of the Eurosystem’s statistics.

5 GENERAL CONSIDERATIONS

What are the main benefits of joint reports for statistical and supervisory
requirements?

i) The reporting entities prepare reports for statistical and supervisory purposes
from the same set of data (e.g. balance sheet) that can be broken down in
different ways.

ii) Itis possible to produce more consistent decision-making support information
for different levels (e.g. micro versus macro) or for different functions
(monetary policy, supervision, etc.).

iii) Data in a joint report are compiled and transmitted only once, thus reducing
reporter time and costs.

iv) One potential common benefit could be a reconciled report at the EU level
for cross-border reporting entities. For this reason, the work of the Joint
Expert Group on Reconciliation (JEGR) is extremely important and should
be consolidated in the future. Unsurprisingly, the representatives of the EU
banking industry strongly support those efforts.*

v) Another benefit of having single reporting for different data sets is major
simplification and a lighter workload in terms of the reception and control of

data, both for data reporters and recipients.

In the jointly defined reporting system, relations between conceptually different
data requirements are determined uniformly for all reporters. This is not the case

4 This was conclusively demonstrated at the JEGR seminar with the (banking) industry on
28 April 2008.
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with separate reports, where the relation between different reports is not defined.
This feature increases the reliability and homogeneity of data and also heightens
their applicability. As a rule, the reconciliation of conceptually different data
requirements leads to more detailed breakdowns through lowest common
denominators.

Matrix reporting is a suitably flexible tool for defining detailed multi-dimensional
data reports. It is technically demanding, however, and the efficient management
of such reports is only possible with the use of relational databases, data
warehouses and electronic communication means. These technologies are
common nowadays, and are also widely used already by financial institutions,
especially those whose complex business dealings involve multiple customers
and products. Therefore, it is only reasonable to extend the use of current
technical developments to reporting systems, whereby the number of reporting
cells should no longer be a significant constraint or cost.

Matrix reporting also influences the development of relational databases and data
warehouses both for reporting and recipient entities. It should not be forgotten
that data compiled for systematic multi-purpose reporting is useful for the
reporting entities” own management needs and encourages further development
of data warehouses for their specific needs. It enables them to detect potential
errors and inconsistencies through drill-downs and is thus a perfect tool for
supporting the management of operational, liquidity and credit risk.

The reformed reporting system also demands organisational rationalisation of
data management by all parties involved in the reporting process, as there are
fewer streamlined reports to deal with. Experience shows that it is easier to report
and compile fewer, but more detailed, reports containing related data as opposed
to more reports containing less detailed data.

The project has also clearly shown that the organisationally separate functions
of statistics, supervision, financial stability and research can draw on a common
multi-purpose database for all their needs. This is an important integrative
element for the most important central banking functions.

6 CONCLUSIONS

As we emerge from the most severe financial and economic crisis of the modern
era, lessons can also be drawn in terms of the financial statistics function.
At the beginning of the crisis, regulators and supervisors were lacking certain
relevant and important items of statistical information linked to modern financial
instruments, derivatives and exposures.

Under such circumstances, it is of paramount importance to provide new
information as quickly as possible and with minimum disruption to the established
reporting systems. The efficient execution of policy objectives for monetary and
financial stability and supervisory functions linked to financial institutions can
only happen when timely and relevant information is available. This is precisely
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the case with the multi-purpose reporting of financial institutions for statistical,
supervisory and financial stability needs, as described earlier. Such a reporting
system has many comparative micro and macro-level advantages. It is detailed
and flexible enough to meet the data needs of supervisors, central banks and
controllers of financial stability, for example the future European Systemic
Risk Board.

Since there is no such flexible and efficient reporting system in place as yet at
the European level, it appears important to support and prioritise developments
towards this goal. For that reason, work on the reconciliation between different
data requirements should be recognised as one of the most important projects
in data collection ever to be undertaken in Europe’s financial sector. The work
begun by the JEGR group in 2008 on the initiative of the ECB should therefore
be continued, broadened and strengthened.
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MACRO-PRUDENTIAL AND FINANCIAL STABILITY STATISTICS
FOR IMPROVING THE FINANCIAL ANALYSIS OF EXPOSURES
AND RISK TRANSFERS

PETER PRAET

| INTRODUCTION

It is with great pleasure that [ am able to contribute to this conference.
As Chairman of the Banking Supervision Committee of the European System
of Central Banks (ESCB), I am very much aware of the challenges posed in the
financial analysis of risk exposures.

In my paper today, I would like to identify potential improvements to the
measurement of fragility in the financial system. Indeed, the increasingly
complex nature of financial institutions’ risk exposures and the interactions
between institutions has made the understanding of systemic risk more difficult
and raised particular measurement challenges.

In fact, looking solely at the level of an individual bank’s balance sheet, the
analysis and evaluation of risk exposures have become considerably more
complex. Firstly, technology and modelling advances have added complex
products to banks’ traditional exposures, thereby complicating risk evaluation.
Secondly, the evolution of banking activities and business strategies has meant
that the credit risk of an asset is no longer necessarily the primary source of
risk for banks. In addition, high leverage and maturity mismatches have made
institutions particularly sensitive to even small changes in some of these risks.

Although evaluating risk exposure at the individual bank level is necessary in
order to assess the likelihood of distress, this alone is not enough. Banks are
interconnected, and the extent of these interconnections can affect the potential
health of a bank. Interconnectedness implies that an adverse shock which
generates sufficiently large losses at one bank may be transmitted to other banks,
particularly during times of stress. Interconnections occur both directly through
interbank deposits, loans, derivatives and other securities, and indirectly through
common exposures to similar assets or risks. Prior to the start of the crisis,
credit risk transfer instruments, in particular credit derivatives, had enhanced
interconnectedness further by increasing common exposures across institutions
and linking banks’ balance sheets in complex or nested ways. To the extent
that credit risk transfer instruments redistribute risk within the banking system,
as opposed to transferring credit risk from banks to institutions outside the
system, the impact of interconnectedness will be magnified.

Alongside this cross-sectional dimension, the temporal dimension of aggregate
risk also poses challenges for regulators and supervisors. During boom periods,
banks may extend credit excessively, leading to an unrecognised build-up of risk.
Credit supply may then be drastically reduced in recessions, in part due to binding
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capital constraints, with an amplifying impact on the real economy. Therefore, a
better understanding of the meaning and measurement of risk at the system-wide
level is of paramount importance for financial stability. Developing statistics
which capture the interconnections between individual institutions as well as
the feedback between the financial system and the real economy can facilitate
this purpose. However, as the current crisis demonstrates, interpreting statistics
correctly is probably as important as increasing the amount of information
available to regulators and supervisors.!

I will begin my presentation with an overview of the main challenges involved in
understanding risk at the system-wide level. I will then discuss some techniques
used to measure systemic risk, as well as the systemic importance of individual
institutions. I will also explore the implications for the data needs of supervisors.
Finally, I will review some recent statistical initiatives undertaken by the
ECB/ESCB aimed at better measuring individual risk exposures, and the
cross-sectional and temporal dimensions of aggregate risk.

2 HOW TO UNDERSTAND RISK AT THE SYSTEM-WIDE LEVEL?

In this section, I will define two connected, yet distinct concepts: systemic risk,
and an institution’s systemic importance. 1 will then identify their main driving
factors. My focus will be on financial institutions rather than on markets or
instruments, as the conceptual challenges relating to financial institutions are
greater.

2.1 Systemic risk and its drivers

Defining systemic risk is by no means straightforward. This is due to the fact that
systemic risk is multi-faceted: there are many sources and channels of systemic
risk that are not mutually exclusive and may materialise in conjunction with each
other. Furthermore, there is no uniform view regarding the correct scope of the
concept of systemic risk; a key question is whether the focus should be solely
on vulnerabilities within the financial sector or also on the ultimate impact on
the real sector. As a result, no single, widely accepted definition of systemic risk
exists.

Two potential definitions of systemic risk that adopt a broader scope are the
following: “the risk of a crisis in the financial sector and its spillovers into
the economy at large”; and “the risk of disruption to financial services that is
(i) caused by an impairment of all or parts of the financial system and (ii) has the
potential to have serious negative consequences for the real economy”.?

In general, the degree of systemic risk is determined by the level of individual risk

from the system’s components as well as the dependence of these risks across the
different components within the system. This dependence is essentially driven

1 See Borio (2010).
2 Acharya et al. (2009) and IMF/BIS/FSB (2009).
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by two factors: systematic shocks, which may simultaneously hit institutions
exposed to common risk factors; and spillover effects, which involve propagation
of shocks from one institution to other parts of the financial system.

Literature on the subject has identified several channels through which spillover
effects may operate, including direct exposures between financial institutions
via the interbank money market and counterparty relations, the adverse effects
of asset fire sales, information asymmetries leading to adverse selection and
contagious bank runs, and feedback loops between the financial and the real
economy. Overall, these channels can be classified as specific elements of the
general concept of “interconnectedness”, both between financial institutions
within the financial system as well as between the financial system and the real
economy.

2.2 Systemic importance and its drivers

As suggested earlier, systemic risk may result from either a simultaneous shock to
several institutions or from a shock to a single institution which then propagates
through the system. Hence, it is important to identify those institutions whose
failure has the potential to generate systemic risk. Like the definition of systemic
risk itself, definitions of systemically important financial institutions also differ.
In general, however, it can be said that, in its narrowest sense, a financial
institution can be regarded as systemically important if its failure or malfunction
were to have a significant, adverse impact on the financial system. Just as sources
of systemic risk may vary, so spillover effects from an institution’s failure may
operate through multiple channels.

Commonly defined factors determining the systemic importance of a financial
institution relate to the institution’s size, its interconnectedness to the rest of
the system, and the degree of substitutability of the institution or its activities.’
Often, these factors interact and reinforce one another. In this context, it is
important to stress that asset size alone may fail to shed much light on the
importance and complexities of the interconnections that a banking group may
have within a financial system, especially given the growing importance of banks’
off-balance-sheet activities. Therefore, knowledge about such interconnections
can help in mapping how, or if, strains in a large banking group could spread to
other institutions or markets. The ECB has taken an important first step towards
statistically identifying banking institutions that meet certain characteristics of
scale based on balance sheet size and, beyond this, towards identifying those
which are systemically relevant on the basis of a multiple indicator approach.*
In order to assess how important a banking group actually is for the smooth
running of the various intermediation, risk transformation and management
processes operating within the system, a broad set of key business activity
characteristics is needed, and the methodology proposed by the ECB marks a

3 See IMF/BIS/FSB (2009).
4 See ECB (2006) for more details. See also Section 3.1 for general information about
indicator-based approaches.
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clear improvement over simply selecting banks on the basis of asset size and
arbitrarily choosing a threshold asset value or a certain number of institutions.

Finally, it should be noted that systemic risk and systemic importance, despite
sharing many features, are nonetheless separate concepts that differ in their
defining aspects and drivers. For instance, even in the absence of (individually)
systemic institutions, the level of systemic risk may be high. This may be the
case, for instance, in a financial system consisting of small, unconnected banks
with a large degree of common exposure; even though the system does not
contain (individually) systemically important banks, the level of systemic risk is
high as the banks may be simultaneously hit by a systematic shock. Therefore,
different methodologies as well as data requirements may be needed to measure
these two concepts.

3 MEASUREMENT OF RISK AT THE SYSTEM-WIDE LEVEL

3.1 Techniques for measuring systemic risk and systemic
importance

Both before and during the current crisis, a fair amount of literature has been
written on techniques for measuring systemic risk and the systemic importance
of institutions.

One widely-used technique for measuring systemic risk has its origins in
Merton’s firm value model, or contingent claims analysis. Merton’s model is
an essential starting point for modelling the credit risk of an individual firm.
In this model, the value of the firm’s equity and debt have pay-offs that resemble
those of call and put options; for instance, pay-off to equity is equal to the
pay-off of a European call option on the firm’s asset value. This implies that
the probability of a firm defaulting essentially depends on three parameters:
the leverage of the firm; volatility; and the mean return from the asset value
process. Multivariate extensions of Merton’s model are useful for modelling
the default risk of a portfolio of firms (these are the so-called structural models
of portfolio credit risk). In the context of measuring systemic risk, the relevant
portfolio is that of the financial institutions that make up the financial system.
Under a number of assumptions regarding probabilities of default (PDs) and loss
given defaults (LGDs) along with an assumed dependence structure, an aggregate
loss distribution, representing the total losses of all the institutions within the
financial system, can be derived from the losses of the individual institutions.’

5 See, for example, Tarashev, Borio and Tsatsaronis (2009) and Huang, Zhou and Zhu (2009).
It should be noted that these studies use the contingent claim analysis framework as a first
step in determining the systemic importance of financial institutions. Notably, as a second
step they use specific allocation procedures to allocate the total level of systemic risk to
individual institutions.
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Other examples of techniques aimed at measuring systemic risk, with an
emphasis on the interactions between the financial and real sectors, include macro
stress-testing exercises and early warning systems.®

As noted earlier, there are several potential sources of systemic importance.
Therefore, one of the main challenges when navigating through the existing
literature on the measurement of systemic importance is not the range of methods
available; rather, the real issue is sorting out what methods reflect which sources
of systemic importance. Broadly speaking, techniques to measure systemic
importance can be classified in three categories: indicator-based approaches;
network approaches; and co-risk measures.

Indicator-based approaches consist of aggregating several quantitative indicators
to produce a measure of systemic importance. These indicators are a proxy for
different factors that could render a financial institution critical for the stability
of the system. Some indicators that have been proposed in recent work include,
for instance, total assets (as a proxy for size), total interbank liabilities and assets
(as a proxy for interconnections) and share of non-traditional banking activities
(as a proxy for substitutability). Each institution receives a “score” for each of
these indicators, after which an aggregation technique must be applied to produce
a single synthetic measure of its systemic importance.

Network approaches’ are focused mainly on mapping the interlinkages between
the financial institutions. Inter alia, this requires data on interbank loans,
including cross-border exposures, as well as information on credit risk transfer
instruments. Mapping of the interlinkages is an important task, because they
constitute an important channel through which spillover effects may operate
(e.g. counterparty relations). Once these interlinkages are properly established,
simulations of shocks to specific institutions allow tracking of the domino
effects on other institutions in the network. The strength of such domino effects
determines the systemic importance of a particular institution.

Given the substantial data requirements of the indicator and network approaches,
techniques based on market information have recently received considerable
attention. Co-risk measures infer the impact of the failure or distress of a financial
institution directly from market data, such as stock returns or credit default swap
(CDS) spreads, by making use of statistical methods with minimal assumptions.
The best-known co-risk measure, CoVaR (Conditional Value at Risk), involves
a two-step process.® First, the CoVaR of institution i is calculated as the VaR of
the whole financial sector conditional on institution i being in distress. Second,
the difference between the CoVaR of institution i and the unconditional VaR
of the financial system is calculated. This difference (ACoVaR) captures the
marginal contribution of institution i to systemic risk within the financial system.

6  See, for example, Foglia (2009) for the former set of techniques and the IMF (2010) for the
latter.

7  See, for example, Elsinger, Lehar and Summer (2006) and Nier, Yang, Yorulmazer and
Alentorn (2007).

8 See, for example, Adrian and Bunnermeir (2009).
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In other words, ACoVaR represents the maximum (euro) spillover losses to the
entire system given the maximum losses for an individual institution.

As is obvious from this short description of techniques used for measuring
systemic risk and systemic importance, a major challenge consists of improving
the quality of data to better capture notions such as interconnectedness
(both across institutions and products), size and substitutability. This is elaborated
in more detail below. In addition, it is worth noting that techniques used to
measure systemic importance do not always identify the same institutions as
being important. There are many reasons for this, including the nature of the data
used and the assumptions made, which differ across techniques. This highlights
the importance of considering at least two different approaches when assessing
the systemic importance of a group of institutions.

3.2 Data demands and data gaps

The previous section showed how analytical tools can contribute to measuring
systemic risk and systemic importance. Since the value added of these tools
is also determined by the quality, timeliness and suitability of the data used,
it is essential to ensure a robust statistical basis for macro-prudential analysis.

The ECB, with the support of the national central banks, is working to make
improvements in order to support both the Eurosystem’s responsibilities in the
field of financial stability and the statistical needs of the forthcoming European
Systemic Risk Board (ESRB). More specifically, the new EU supervisory
architecture will require the availability of data reflecting a complete coverage of
financial sectors and markets (ranging from banking, insurance and pension fund
sectors to securities markets and the non-regulated financial sectors) as well as
wider geographical coverage allowing for EU-wide analysis and more extensive
country monitoring.

Articulating data needs in two main directions — “top-down”, focusing on
the macro-financial environment; and “bottom-up”, focusing on firm-level
and group data — is deemed essential in order to make ongoing systemic
risk assessments. Indeed, for macro-prudential analysis detailed data are
needed on interconnectedness and concentrations that collectively account for
the network risks. Aggregated sector-wide information can mask important
differences between institutions, precluding an analysis of common exposures of
systematically important institutions, which prevents any proper assessment of
the soundness of, for example, so-called “large and complex financial groups”
which may play a key role in the overall stability of the financial system.

Against this background, what current major data gaps for measuring systemic
risk and systemic importance should be addressed? As I mentioned earlier,
interconnectedness, i.e. linkages with other system components, represents one
of the key criteria (together with the concepts of size and substitutability) for
measuring both concepts. A lack of data on interbank exposures prevents the
use of methodologies aimed at assessing interconnectedness. In fact, there are
significant data gaps in relation to bilateral cross-border exposures and exposures
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of locally operating branches that are supervised abroad. Moreover, statistics for
financial stability should be expanded and refined to cover financial entities that
fall outside the regulatory framework (e.g. hedge funds, private equity, etc.)
and that may not disclose information on their exposures and operations in a
sufficiently granular manner to allow assessments of their systemic relevance.
At present, the lack of a sufficient level of detail (e.g. on geographical,
maturity and sector loan exposures, as well as on non-performing loans and
provisioning) in publicly available data precludes conducting macro stress-testing
of the credit portfolios of large and complex banking groups in the euro area.
At the financial system level, moreover, the ability to simulate the propagation
of local shocks within the system requires an extension of coverage to the
whole of the EU, as well as the inclusion of information on issuers and holders
(so-called “from-whom-to-whom” accounts). Finally, a notable gap in the
statistics available to policy-makers has been the measurement of credit risk
transfer across macroeconomic sectors and geographical regions, which should
be addressed as part of an integrated statistical framework.

In terms of prioritising data needs, I would highlight the importance of timely,
harmonised and high-periodicity data for the EU banking sector, including
firm-level information for a set of large and complex financial groups.
Similarly, for the EU insurance sector, timely, harmonised and high-periodicity
(e.g. quarterly) data are desirable. Moreover, it is crucial to enhance existing
data for the macro-financial environment in order to make them more suitable
for macro-prudential analysis by including, for example, high-frequency data on
residential and commercial property prices. Finally, developing an infrastructure
that is able to pool available information and make it possible to reply to ad
hoc needs in a timely and efficient manner would be crucial in allowing for the
analysis of the potential impact of specific events, like exposure to a certain
market or geographical area when this is not covered by regular data collections,
or for the analysis of changes due to financial innovation before regular data
collections can be amended.

4 STATISTICAL INITIATIVES TO MEET DATA DEMANDS

Having provided an overview of data needs and data gaps, I would now
like to turn to the current statistical agenda, in particular those initiatives
currently under way that are aimed at filling the gaps highlighted above. The
Statistics Committee (STC) is actually now working in close cooperation
with the Banking Supervision Committee (BSC) to further enhance the
already well-developed statistical basis of the ECB/ESCB in order to allow the
risk-based measurements necessary to support the ECB’s financial stability
function and the ESRB. This includes ensuring coverage of the entire EU.

A key initiative being taken at the moment is the enhancement of the collection of
consolidated banking data (CBD). CBD, which have traditionally been used for
the BSC’s annual review of banking stability, should be improved in timeliness
and frequency terms for a set of key indicators, thus marking an important first
step in supporting the envisaged quarterly meetings of the ESRB. The addition of
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further breakdowns to encompass more granular data on cross-border exposures
to individual EU27 countries, exposures towards counterparty sectors in relation
to banks’ loan portfolios, non-performing loans, and the original and residual
maturities of bank liabilities, had also been considered, but their implementation
would need to wait until after further harmonisation of the underlying supervisory
data. In this regard, it should be noted that CBD are essentially a subset of the
reporting templates (FINREP and COREP) developed by the Committee of
European Banking Supervisors (CEBS) for supervisory purposes. While the
implementation of these templates currently varies across countries, CEBS is
reviewing these templates in order to implement uniform formats from 2012.
This also represents an opportunity to satisfy the needs for macro-prudential
analysis, particularly those of the ESRB. Indeed, current proposals foreseeing the
collection of increasingly granular data could be somewhat helpful in this regard.
For example, COREP already makes provision for the reporting of data on
individual securitisations and has also now been expanded to cover information
on large exposures. If suitably implemented, these datasets could provide a great
deal of relevant information on risk concentrations, thus filling an important gap
in network analysis.

It is acknowledged that the focus for macro-prudential purposes needs to be on
systematically important financial institutions. To this end, the STC is currently
assessing the feasibility of integrating large and complex financial groups
(LCFGs) based on supervisory concepts of consolidation within an extended
“register of institutions and assets” database (RIAD) to be maintained by the
ECB/ESCB. Moreover, in order to conduct systemic risk analysis there is a
need to go beyond a simple focus on individual supervised entities by further
developing an integrated framework in the interconnections between systemically
relevant institutions and common risk concentrations. For this purpose, additional
geographical, sector and instrument breakdowns may be needed. Inasmuch as
these data may not be easily available under FINREP or COREP, they could
be sourced at least in part from the harmonised statistical datasets originally
designed primarily for the purposes of monetary policy analysis, using monetary
financial institution (MFI) balance sheet statistics, along with the increasingly
detailed data available on banks’ loan exposures, particularly to households, and
BIS consolidated banking statistics for cross-border positions.

In addition, these statistical datasets could be used to enhance other elements of
macro-prudential analysis. In particular, they could improve the measurement
of credit risk transfer. Harmonised statistics on banks’ securitisation and loan
sales, integrated with balance sheet statistics on securitisation vehicles (so-called
financial vehicle corporations — FVCs will shortly be available. In addition, the
ESCB is now reviewing securities issues statistics (SECs) to assess whether
the existing so-called “short-term” statistics are still fit for purpose. Moreover,
the STC is also embarking on the compilation of comprehensive new statistics
on securities holdings based on highly granular security-by-security information
aiming at providing complete “from-whom-to-whom” data for sectors of the euro
area economy. [ will come back to these statistics shortly. The use of derivatives,
in particular the credit default swap, is also an important segment to monitor as
it is of primary importance from a financial stability perspective. The starting
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point for statistics on credit derivatives is the currently available BIS statistics.
The ECB has also benefited from the US Depository Trust and Clearing
Corporation (DTCC) disclosure of weekly data and ensured a sufficient degree of
consistency between these very frequent and timely market data and the biannual
BIS statistics, thus increasing the capacity of central banks to monitor market
developments, identify potential disruptions and improve monetary policy and
financial stability analysis. The ECB/ESCB has also started to look into the
potential use of data from credit registers for statistical and other purposes which
could potentially yield additional data on financial sector credit developments at
a high level of granularity. Finally, and no less important than other initiatives,
the ECB/ESCB has developed a fully integrated set of financial and non-financial
accounts for the euro area economy which makes it possible to measure financial
linkages between all sectors of the economy as well as their articulation with
the real economy. Furthermore, these statistics are being enhanced to provide
full “from-whom-to-whom” information on financial instruments while extending
their coverage to the entire EU.

Returning to the work on securities holdings statistics, this may be regarded
as a fairly clear-cut example of a statistical dataset with high potential for
macro-prudential analysis. The provision of statistics on securities holdings
represents a key statistical dataset in which both the individual and system-wide
perspectives mentioned in the introductory part of this speech are being enhanced
in respect of an instrument (securities) under which many exposures have proven
to be concentrated. In principle, information on holders (creditors) is collected on
an aggregated basis at least per economic sector. The only exception would be for
LCFGs, where the aim would be to have individual information.

The intention is to collect information on holdings at the most granular instrument
level, i.e. security by security, so that information is available on the individual
debtors. Collecting data at this level of granularity enables the holding data to be
linked to information on the characteristics of the individual securities and their
issuers — such as information on tranches and ratings, which in turn would permit
a much more accurate assessment of credit risk than is possible with aggregated
information. Indeed, the ESCB will be using its securities reference database,
the “Centralised Securities Database”, which includes detailed information
on most securities traded on financial markets where European investors are
involved, in order to link information on holdings to the characteristics of the
individual securities. The granularity provided by this dataset has the advantage
of ensuring substantial flexibility, making it possible to derive statistics that can
be adjusted quickly in response to financial innovations, for instance with regard
to developments in available instrument types.

The STC has already started to take steps in 2010 to produce experimental statistics
based on this approach, and initial tests have been conducted. Although the data
are not fully available as yet, coverage is already significant for key instruments.
The STC is also investigating further enhancements to data collection in order
to bridge identified gaps and with the aim of developing a more comprehensive
dataset covering a fuller range of both instruments and holder information.
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Looking ahead, the main challenge is to integrate the frameworks based on
micro-supervisory and statistical information sources, thus ensuring an
increasingly consistent methodological basis. In this sense, I appreciate the
work produced by the Joint Expert Group on Reconciliation (JEGR), under the
auspices of the ECB and CEBS, aimed at bridging elements of the statistical
and supervisory reporting frameworks as well as at identifying reconciliation
options between them, leading to a reduction in the reporting burden on credit
institutions. Cooperation with CEBS along these lines is therefore vital in
order to ensure that its standard templates reflect not only the micro-prudential
data needs, but also those for macro-prudential purposes. For instance, this is
being pursued by reconciling statistical and supervisory data definitions and by
mapping the exposure classes of supervisory reporting with the corresponding
ESA 95 sector categories.” This work may help compilers at national level to
develop more integrated information systems, which would then serve both
statistical and supervisory purposes.

5 CONCLUDING REMARKS

In conclusion, I would like to refer back to my opening point: statistics should
not only capture risk exposure at the individual bank level, but should also
address the cross-sectional and temporal dimensions of system-wide risk.
As we all know, system-wide risk cannot be determined simply by averaging or
aggregating risks at the micro level. Hence, the availability and quality of genuine
euro area statistics — i.e. those which are more than just the sum of the national
data of the Member States — is of paramount importance. To this end, the ESCB
recently embarked on vital work that will help to support both the Eurosystem’s
responsibilities in the field of financial stability and the statistical needs of
the European Systemic Risk Board. While these initiatives are much needed,
I believe they represent only a first step in assessing the various dimensions of
risk, in particular the transfer of risks across sectors. We are therefore probably
only at the start of our journey towards establishing a macro-prudential and
financial stability statistical framework.

Let me finish by stressing the need to be reasonable about what we can expect
from statistics. Since risk within the system is endogenous, statistical instruments
may never be able to capture fully all types of potentially emergent risk.
However, this should not stop us from making further attempts to understand
the complexity of, and the interlinkages between, the different types of risks that
exist, nor deter us from trying to measure these more accurately.

9 For information about the work of the JEGR, see: www.ecb.europa.eu/pub/pdf/other/mfi
balancesheetinterestratesstatisticscebsguidelines201002en.pdf
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CENTRAL BANK STATISTICAL INITIATIVES TO MEET
NEW CHALLENGES: A COMMENT

MANUEL MARFAN

| INTRODUCTION

The two papers in this session, although different in scope, share the view that a
number of blind spots in central banking statistics came to light with the financial
crisis of 2008-09.

Both papers highlight the statistical gaps with regard to assessing the risks that
modern financial innovation has brought into the system.

They also agree that collective efforts to enhance central banking statistics are
more effective than individual efforts and should be prioritised therefore within
the EU.

2 BRIEF REFLECTIONS ON THE PAPERS BY MARKO KRANJEC
AND PETER PRAET

Most of Governor Kranjec’s paper analyses an almost decade-long project aimed
at overhauling the collection and reporting of Banka Slovenije (BS) statistics,
in order to meet EU and ECB standards.

The outcome is BS’s “matrix”, a multi-purpose reporting system for which the
paper argues a persuasive case.

However, the recent crisis proved that the statistical standards of the EU
(and, 1 would add, of the rest of the world) have lagged behind financial
innovation, creating a blind spot for prudential purposes as well as for assessing
the transmission mechanisms once the crisis erupted.

The main explicit finding: data collection and reporting standards must catch
up, and further prioritisation of collective efforts within the EU and the ECB is
needed in this respect.

The main implicit finding (in my opinion): the ECB should consider a device
such as BS’s “matrix” for future statistical efforts within its EU remit, given its
advantages of flexibility allied to a consistent “from-whom-to-whom” approach
and a multi-purpose structure.

If such a matrix approach were to be introduced in Chile, we would have already
completed some of the work, while in other areas we would be lagging behind.

Many financial transactions produced in Chile by regulated agents — especially
banks — are reported daily, including domestic derivatives and cross-border
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non-deliverable forwards (NDFs) in which banks can participate. This information
proved useful for the Central Bank of Chile (CBC) after the collapse of Lehman
Brothers in its role as supervisor and regulator of the payments system in domestic
and foreign currency.

The main component that Chile does not have as compared to BS’s matrix
is that the databases compiled by other specialised regulatory institutions —
Superintendencia de Bancos e Instituciones Financieras (SBIF) for banking;
Superintendencia de Pensiones (SAFP) for pension funds; Superintendencia de
Valores y Seguros (SVS) for capital markets and insurance — are not available for
the CBC and/or not always compatible with the needs of the CBC.

Peter Praet’s paper, in my opinion, may be divided into two different parts:

1. A thoughtful and “reasoned” revision of concepts and measurement techniques
on systemic risk, including an identification of data needs and gaps;

2. areview of the statistical initiatives taken at the EU level in this respect.
I will comment on these in reverse order.

I had some difficulty with following the second part, especially since I am not
acquainted (as I am sure you all are) with the acronyms not defined in the text.
The moral of the paper, however, is clear: EU and ECB collective initiatives to
enhance better measurement and understanding of financial risks in their various
forms and interconnections are of “paramount importance” (same wording as in
Governor Kranjec’s paper). Existing efforts in this direction should be prioritised
accordingly.

Peter Praet also points out that these initiatives are just the beginning of a long
journey.

The first part of the paper is indeed fascinating as well as provocative in a positive
way. I will not comment on the few parts where, in my opinion, further discussion
is needed. Rather, [ will try to complement Peter Praet’s view with some additional
contributions, many of which came to mind as I read through his paper.

3 SYSTEMIC FEATURES OF AN ECONOMY LOCATED IN A
FINANCIALLY SEISMIC ZONE

Chile is located in a seismic zone. Chileans of my generation have experienced
at first hand both the worst and the fifth-worst mega-earthquakes in recorded
history, the second one just seven months ago. Because of our world-class
construction standards, many specialists from across the globe are now in Chile
and attempting to improve their knowledge of the strengths and weaknesses of
frontier technologies in structural engineering.

Chile is also located in a financially unstable region. In terms of domestic
impacts, Chileans of my generation have experienced two mega economic
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crises — in the mid-1970s and in the early 1980s — the local severity of which
was comparable with the Great Depression. We have also witnessed the impact,
especially in our neighbouring countries, of the “tequila” crisis, the Asian crisis
and the Russian default of 1998, the Argentinean debacle of 2001-02, and the
recent global crash.

With more than one observation on systemic crises, permit me to list a few
examples of features common to all of them.

I will not discuss the economics of why these features occur, although I do
recognise that they are connected to each other. I will separate them simply for
analytical purposes.

The payments chain (“If my debtors don’t pay me, I cannot pay my creditors™) is
an essential component of the assessment of liquidity risk.

Notice that the sentence above also applies to solvent agents. Fire sales are usually
a means to obtain liquidity when a relevant (systemic) link in the payments chain
fails. When such a failure is not identified urgently in time, liquidity constraints
mutate rapidly into solvency problems.

Commercial banks as an aggregate, and individual mega-banks, are systemic
links. The point is to identify additional systemic links in the payments chain.
Clearly, investment banks were systemic, as was General Motors in the United
States.

The question of “from-whom-to-whom” in assets and liabilities is relevant for
solvency analysis, while the question of “from-whom-to-whom” in cash flows is
relevant for liquidity risk analysis.

Portfolio risk assessment normally considers that overall risk can be reduced
by taking advantage of negative correlations from either future returns or the
likelihood of default.

A systemic shock affects all assets in the same direction, so financial correlations
are positive when assessing systemic risk. Once a systemic shock is ignited,
the perception is that correlations become positive. Alas, the result is a financial
stampede towards the safest assets, thereby expanding and propagating the
systemic impact.

Traffic congestion may be a systemic result of a mass of rationally behaved
drivers. By analogy, portfolio diversification on a massive scale is a main source
of modern systemic vulnerability. If a sufficiently large number of investors
tries to benefit from what are (initially) observed as negative risk correlations,
these become endogenously positive and remain unobservable until it is too late.

An assessment of portfolio systemic risk should consider the endogeneity of

risk correlations. This has been a staple component of banking regulation since
the arrival of Basel I capital adequacy, which gave each asset an intrinsic risk
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weight regardless of its correlation with the rest of the portfolio. Systemic risk
assessment of other types of financial intermediation (hedge funds, investment
banking) is, to my mind, still pending.

The Long-Term Capital Management bankruptcy, Brazil’s sovereign risk after
the Russian default of 1998, and the dot.com bubble offer some painful examples
of the effect of risk correlation reversals.

In a crisis, riskier classes of financial agents are rationed out of credit regardless
of the solvency or sound financial history of individual agents belonging to the
same class.

All emerging markets were rationed out of credit markets during the Asian crisis
of 1997-98 regardless of the assessment of their resilience.

The concept of “sudden stops” developed by Guillermo Calvo is considered a
key element for understanding systemic shocks (“It is not the speed that kills you;
it is the sudden stop”).

Candidates for sudden stops are those classes of assets that become the pets of
financial markets during periods of de-intermediation and/or expansion into
exotic markets. Depending on the aggregate size of those assets, sudden stops
may become an important propagation device of systemic risk.

In 1998-99, Chilean “blue chips” faced a sudden stop in external markets,
while small and medium-sized firms suffered an internal sudden stop, jeopardising
the payments chain.

During the 2008-09 crisis, the CBC monitored on a weekly basis the behaviour
of credit flows from foreign banks to domestic ones, and provided foreign
currency when needed. The CBC compiled detailed information, including
the term horizon, interest rates, amounts, currency, creditor information and
collaterals. This information proved useful when it came to monitoring access to
international capital markets and assessing financial stability.

At the domestic level, the Chilean authorities vigorously expanded a programme
of partial public guarantees for bank re-lending to small and medium-sized firms,
preventing a sudden stop. The CBC, meanwhile, was providing the system with
generous liquidity.

4 FINAL REMARKS

Trying to identify a financial bubble ex ante is a futile exercise. Nobody can
prove that a bubble is a bubble until it has burst.

What is true is that bubbles are inflated by an optimistic outlook of events with

no previous history. Excess optimism about the impact of structural reforms
and/or relevant technical innovations is common to all booms that have ended
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in crises. Nobody can assess in advance the true future effects of events that
cannot be predicted accurately.

A cure for excess optimism is to assess the convergence conditions underlying
a potential asset price misalignment, and then gather the impact of an “type II
error”. Double-entry charts showing the probability of a financial crash and
the impact of such an event should be an essential component of any macro-
prudential approach.

“Bottom-up” statistical efforts can be effective at first, but at some point they
show diminishing returns, given the difficulties of identifying ex ante what the
relevant “blind spots” are. For instance, more granular data to make stress tests
and the like more sophisticated are very useful and also essential for assessing
the “first round” impacts of a combination of shocks. The systemic impact of
the same combination of shocks is almost impossible to estimate, since financial
interdependencies would need arbitrary and intractable granular data modelling.

In my opinion, “top-down” statistical efforts can be equally beneficial for macro-
prudential analysis. For the sake of illustrating the point I will provide a couple
of examples.

At the end of the day, vulnerability/resilience to systemic shocks has to do
with whether the liabilities of a class of relevant agents are imprudent or not —
imprudent, in the sense that sustainability is not granted in likely pessimistic
scenarios. A “flow change in liabilities” (i.e. without considering capital
gains/losses) is a measure of how much an agent is reliant on “other agents’
savings”, for example standard measures of the public sector borrowing
requirement. Aggregate ratios such as “flow change in M3” / national savings or
the like can act as a proxy for detecting aggregate imprudent behaviour. I know of
no systemic crisis trigger that could not be anticipated by that kind of aggregate
measure, which, of course, can and should be disaggregated if necessary.

Central banks are very active in constructing databases on financial quantities.
Quantitative databases are of secondary importance to private sector decisions,
but of paramount importance for assessing systemic risk. Central banks are
not active in constructing databases on asset prices, except for real estate.
On the contrary, central banks tend to rely on databases provided by private firms
(e.g., Bloomberg, Reuters). Asset price databases are essential for private sector
decisions, and agents willingly pay to have access to them. The providers of these
databases, in turn, construct a public good with full intellectual property rights.
The assessment of asset prices is as essential for macro-prudential purposes as
the assessment of quantities. Central banks should be more active in this respect,
especially since convergence conditions are far easier to assess in price than in
quantity.
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DISCUSSION SUMMARY

In his introduction, George Provopoulos (Governor, Bank of Greece) opened
the session by noting — against a background of the origin of the current crisis
lying mostly in the financial sector — that the most relevant data gaps relate to
deficiencies in information on financial institutions and on the interconnections
between these institutions at national and international level.

Marko Kranjec (Governor, Banka Slovenije) stressed the importance of a
common database for central bank policies. In this regard, he presented Banka
Slovenije’s “matrix” with its multiple applications and usages. He highlighted
the achievement of more reliable data information for the different central
bank functions, the advantages of the reduction in reporters’ costs, and the
simplification of reception and control of the data, both for data reporters and
receivers.

Manuel Marfan (Deputy Governor, Central Bank of Chile, and Chairman,
Irving Fisher Committee on Central Bank Statistics) focused on the potential
application of this multi-purpose reporting system, in which the granular
databases of financial supervisors were shared by the bank. He noted that even
though the matrix presented a persuasive argument, the recent crisis proved
that statistical standards in the EU (as well as globally) lagged behind financial
innovation, thereby introducing a blind spot for prudential purposes and for
assessing the functioning of transmission mechanisms once the crisis erupted.

Peter Praet (Chairman, ESCB Banking Supervision Committee, and Executive
Director, Nationale Bank van Belgié/Banque Nationale de Belgique) focused his
speech on the updates to the measurement tools and indicators for financial system
fragility and on the fundamental importance of the concepts of systemic risk
and systemic importance of an institution. Furthermore, he listed the ECB
initiatives on taking responsibility for the statistical needs of the forthcoming
European Systemic Risk Board. These demands for statistics require a
larger availability of data, to reflect a “complete coverage of financial sectors
and markets” as well as “a wider geographical coverage” which would allow for
EU-wide analysis and more extensive country monitoring.

In the discussion, Manuel Marfan recorded his appreciation for the EU and
ECB initiatives to enhance the measurement and understanding of financial risks
in their various forms and interconnections. He also appreciated the discussion
on the underlying explanation of financial shocks and transmission mechanisms
reported by Peter Praet. Moreover, Manuel Marfan observed that, except
for safety assets, risks are positively correlated with systemic shock, and as a
result, an assessment of portfolio systemic risk should consider the endogeneity
of risk correlations. In a crisis, classes of financial agents are rationed out of
credit, not because of the solvency or the sound financial history of individual
agents, but by virtue of belonging to a same class of credit. This component was
considered in the Basel II capital adequacy framework, which gave each asset
an intrinsic risk weight, whatever its correlation with the rest of the portfolio.
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This feature should not be overlooked in the new EU framework. Depending
on the aggregate size of such assets, sudden stops may become an important
propagation device of systemic risk.

Petra Geraats (Faculty of Economics, University of Cambridge) considered that
the issues regarding a systemically important institution were a “red herring”.
It was not size that mattered, but the similarity in — and strategy of — investment
and risk management.

Peter Praet commented that it was seen as easier to monitor one or two major
institutions. He also saw the standardisation debate as an issue in this regard.
To push non-standard financial products into central counterparty systems with
the associated standardisation needs was a current debate within the industry.
On the one hand, this pointed to the easier measurement of exposures and risks,
yet conversely other risks are emerging. There was also a debate regarding
whether to focus more on single indicators of exuberance in a broad, albeit less
complex framework of statistics.

Charles Thomas (Federal Reserve Board) asked whether there was agreement
from supervisors to use the same data system and from individual banks to
trust central banks with their statistical (micro data) reports. He observed that,
in general, the major hurdle was the release of confidential data by the data
collectors.

Marko Kranjec clarified that supervisors were unsympathetic initially about

sharing a common reporting framework, but, together with reporting agents,
they accepted it was a viable initiative.
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2 G20 INITIATIVES ON FINANCIAL
STATISTICS: THE WAY FORWARD

INTRODUCTORY REMARKS
AUREL SCHUBERT

It is a great pleasure for me to chair this session looking at the future of
G20 initiatives on financial statistics.

The former British Prime Minister, Tony Blair, once gave the following advice
on new policies that would appeal to the public:

“We need two or three eye-catching initiatives... [and] I should be personally
associated with as much of this as possible.”

In a similar vein, the papers we are about to hear provide ample evidence that
a modern statistical system is indispensable for conducting monetary, fiscal and
financial stability policies.

To provide some illumination on these issues, it is my great honour to introduce
our two eminent speakers:

+ Stephen Cecchetti, Economic Adviser and Head of the Monetary and
Economic Department at the Bank for International Settlements; and

* Michael Palumbo, Deputy Associate Director of the Division of Research
and Statistics at the Federal Reserve Board.

I am also honoured to introduce our discussant:

+ Carlos Costa, who has been Governor of the Banco de Portugal since June 2010
and who was previously a Vice-President of the European Investment Bank.

I am very much looking forward to Stephen Cecchetti discussing how a global
risk map of giant matrices of bilateral exposures could — in principle — allow
the measurement of any vulnerability in the financial system and pave the way
for initiatives to construct a global analysis of interlinkages and the build-up of
risk. At the same time, Stephen will propose a pragmatic, step-by-step approach
which adjusts to actual developments in the literature and in financial stability
policy-making.

Michael Palumbo, in his presentation, will discuss the difficulties that exist in
collecting a relevant static dataset, against a background of dynamic innovation
within the financial system, and will point to initiatives in new data for signalling
drivers of change in financial instruments and activities as well as in investigating
inconsistencies.
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In this context, permit me briefly to suggest my own thoughts on possible
initiatives. They would include:

1.

72

Providing long and consistent aggregated macroeconomic time series
for policy analysis. The euro area national accounts by institutional sector
can, for example, be used to determine the level of interconnectivity between
sectors in the economy and to monitor the build-up of imbalances and
vulnerabilities.

Integrating highly granular micro data to assess financial network
risk. Integration can include detailed information on exposures of financial
institutions, thereby enabling instantaneous analysis of their concentration to
issuers of securities, countries, currencies, maturities and counterparty sectors.

Utilising surveys in supporting risk assessment. Integration may involve:
1) qualitative, survey-based information (e.g. bank lending surveys and surveys
on companies’ access to finance), ii) ad hoc surveys on (lending) exposures,
and iii) structural distributional information (e.g. surveys of household finance,
debt and wealth).

Standardised reporting. Bringing together different datasets for reporting
by significant large banking and insurance groups, through a common
register of the relevant institutions and groups, the appropriate combination
of definitions and concepts (e.g. Joint Expert Group on Reconciliation,
Solvency IT) and development of a stance on transparency and standardisation
via a review of the Transparency Directive and a possible “Reference Data
Utility”.

SCHUBERT



TOWARD A GLOBAL RISK MAP'

STEPHEN G. CECCHETTI, INGO FENDER AND PATRICK McGUIRE

ABSTRACT

Global risk maps are unified databases that provide risk exposure data to
supervisors and the broader financial market community worldwide. We think
of them as giant matrices that track the bilateral (firm-level) exposures of banks,
non-bank financial institutions and other relevant market participants. While
useful in principle, these giant matrices are unlikely to materialise outside the
narrow and targeted efforts currently being pursued in the supervisory domain.
This reflects the well-known trade-offs between the macro and micro dimensions
of data collection and dissemination. It is possible, however, to adapt existing
statistical reporting frameworks in ways that would facilitate an analysis of
exposures and build-ups of risk over time at the aggregate (sectoral) level.
To do so would move us significantly in the direction of constructing the ideal
global risk map. It would also help us sidestep the complex legal challenges
surrounding the sharing or dissemination of firm-level data, and it would support
a two-step approach to systemic risk monitoring. That is, the alarms sounded
by the aggregate data would yield the critical pieces of information to inform
targeted analysis of more detailed data at the firm or market level.

| INTRODUCTION?

Data are the eyes and ears we use to see and hear what is happening in the
financial and economic world. Anecdotes, introspection, personal experience
and modelling can help us figure out where to look and organise our thoughts.
In the end, though, it is the data that tell us what is going on. Without data,
we are deaf, blind and, in both senses, dumb. The need for data is especially
acute in macroeconomic analysis for policy, where a bird’s eye perspective

1 Mr Cecchetti is Economic Adviser and Head of the Monetary and Economic Department,
Bank for International Settlements (BIS), Research Associate of the National Bureau of
Economic Research, and Research Fellow at the Centre for Economic Policy Research;
Mr Fender is Special Adviser and Mr McGuire is Senior Economist at the BIS. The authors
would like to thank Claudio Borio, Dietrich Domanski, Philippe Mesny, Philip Turner,
Paul van den Bergh and the participants at the Fifth European Central Bank Conference
on Statistics on “Central bank statistics: what did the financial crisis change?” and at the
National Bureau of Economic Research/Conference on Research in Income and Wealth
conference on “Wealth, financial intermediation and the real economy” for their comments
and conversations. The views expressed in this paper remain those of the authors and do not
necessarily reflect those of the BIS.

2 This paper was prepared for the Fifth ECB Conference on Statistics on “Central Bank
statistics: what did the financial crisis change?” in Frankfurt am Main on 19-20 October 2010.
It has also been published in the BIS Working Papers series (No 309, May 2010).
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is indispensable. Aggregate data on prices, output, employment, credit, money
and the like provide monetary and fiscal policy-makers with the information that
allows them to monitor and meet their stabilisation objectives.

As the financial crisis deepened in the 18 months from August 2007, it quickly
became apparent that we were partially blind because of significant gaps in our
statistics. In some cases, we were not collecting the right data, and, in others,
we were not using effectively what we had. While it remains unclear whether
improved analysis could have reduced the intensity of the crisis, better and
timelier information would almost certainly have simplified the task of managing
and containing the crisis as it evolved. Filling these gaps in the data is thus an
important challenge on our way towards improving our monitoring of systemic
risk and hence the regulation and supervision of financial institutions.

It is worth emphasising at the outset that, because of the global nature of
the financial system, systemic risk is a global problem. This means that our
measurement and monitoring of risk must have a global dimension, unless
we wish to give up on the benefits of globalisation and return to a financial
system where institutions and markets are restricted to operating inside national
boundaries. As a result, and as will become apparent from our arguments below,
a clear need exists for increased sharing of international information and for
enhancement of the centralised analysis that is already being pursued in a variety
of organisations, including the Bank for International Settlements (BIS).

Over the past year or so, the problem of data gaps has attracted an increasing
amount of attention. Numerous exercises are under way to identify and fill the
gaps revealed by the crisis.? This is an enormous challenge, and what can get lost
are the big picture implications. That is, implications going beyond any specific
gaps in the data for a particular market or set of institutions. Are there datasets
or statistical concepts that hold lessons for how data should be collected in the
future? In this paper, it is our intention to step back and look for the broader
strategic lessons of the crisis that we can then use to guide us in developing
specific data requirements for identifying and measuring the accumulation of
risks in the financial system as a whole.

In this spirit, we shall proceed as follows. In section 2, we describe what we
see as the primary lessons for statistics that emerge from the crisis. High on the
list is the need to see both the entire balance sheets of financial institutions and
the interconnections and common exposures arising from them. In section 3,
we present some recent work that builds on these lessons. While our primary
focus is on the BIS’s well-known and widely used international banking
statistics, we also touch on the lessons the crisis holds for datasets beyond those
collected by the BIS. With this analysis in hand, in section 4 we turn to the
problem of building a global risk map, as well as the challenges this poses for
the international exchange of data and the need for a broader statistical reporting
framework to support it. The final section concludes the paper.

3 See, for example, FSB and IMF (2009), which includes a list of 20 detailed recommendations
for improving data collection and analysis.
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2 SYSTEMIC RISK: LESSONS FROM THE CRISIS

Events during the fourth quarter of 2008 underscored the importance of
understanding the scale of risk exposures within and between large globally active
financial institutions. We now know that in the run-up to the crisis, much of the
explosion in borrowing was underpinned by cross-currency funding arrangements
and large-scale maturity mismatches. While the trigger for the crisis was common
exposure to a particular class of assets, US sub-prime mortgages simply acted
as the match that lit the fuse on the combustible mix of long-term illiquid
dollar-denominated assets financed by a combination of short-term dollar liabilities
and foreign currency swaps. When European banks in particular started to
experience losses, concerns about counterparty risk disrupted funding relationships
and turned what should have been a small brush fire into a global conflagration.*

Looking back at this experience, we can say that the entirety of financial
institutions’ balance sheets — their assets and liabilities, their off-balance-
sheet positions, including lines of credit and derivatives positions, and their
counterparty arrangements — all played a role. The challenge now is to find a
way to monitor these factors. Doing so means both changing the way we use
existing data and changing the data that we collect.

To understand the problem, we find it useful to start with a set of core questions
that surfaced during the crisis. Every one of these is difficult (or impossible)
to answer using the data we currently have available. Here is a list of three big
questions that help organise our thinking:

Question 1: How can a central bank monitor the global use of its currency?

+ If there were an international lender of last resort, how much of each currency
would it need to stockpile in advance?

* Inthe absence of such a lender, how large are the funding requests that I would
face in a crisis, and where would they come from?

* How large are speculative carry trade positions in my currency? Are these
trades contributing to volatility in my exchange rate?

Question 2: What information do policy-makers need (in addition to home
country supervisory data) to monitor systemic financial stresses?

* How reliant on cross-border financing are my corporate borrowers? How
reliable are the lenders?

* How similar are the international portfolios of financial institutions

headquartered in my country to those of equivalent entities in other countries?
Are there clustered exposures or crowded trades?

4 See BIS (2008), chapter VII, and BIS (2009), chapter II, for a detailed description of these
events.
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Question 3: What data could help financial market participants improve market
discipline?

*  We now know that, before the crisis, European banks had long (and long-term)
US dollar positions they had funded using short-term foreign exchange (FX)
swaps. Would euro-dollar swap spreads have been 20 basis points wider in
2006 if the global asymmetry in the size of these positions had been widely
known and publicised?

* Would pricing for interbank funding be more efficient if participants could see
the build-up of system-wide funding stresses? If, for example, institutions had
known the extent of reliance on short-term wholesale sources of funds, would
prices have been different? How about concentrated asset exposures?

Systemic risk - definition and measurement

Definition

Systemic risk in the financial system is analogous to pollution. It is an externality that an
individual institution, through its actions, imposes on others. As commonly understood,
this externality takes two forms. The first is the joint failure of institutions at a particular
point in time resulting from their common exposures to shocks from outside the financial
system or from interlinkages among intermediaries. The second is what has come to be
known as pro-cyclicality. This is the term used to describe the phenomenon that, over
time, the dynamics of the financial system and of the real economy reinforce each other,
increasing the amplitude of booms and busts and undermining stability in both the financial
sector and the real economy. Each has different policy implications and involves different
challenges in terms of monitoring and measurement (see, for example, Caruana (2010)).

Common exposures and interlinkages create the risk of joint failure. Assessing their
importance means focusing on both how risk is distributed and how the system responds
to either an institution-specific shock or to a common shock that damages everyone.
In the first case, we need to assess the risk of contagion through credit or funding
exposures on the one hand, and the possibility of asset fire sales on the other. In the
second case, systemic effects would arise as a direct consequence of similarities in the
structure of institutions’ balance sheets and funding patterns.

In the context of systemic risk, pro-cyclicality is about the progressive build-up of
financial fragility exacerbating booms and increasing the risk of catastrophic collapse.
As costly experience has taught us, the financial sector can endogenously generate
systemic risk in ways that are often difficult to capture. New financial products with
unseen risks can be introduced. Margins and haircuts, increasingly lax during booms
and progressively more stringent in busts, will exacerbate price fluctuations in markets.
Moreover, institutions have a natural tendency to become less prudent during cyclical
upturns and more prudent during downturns. Add to this the fact that during periods of
steady, high real growth, financial market volatilities tend to be low and risk premia
compressed. Taking all of this together, the implication is that traditional measures of
aggregate risk tend to look lowest precisely when risk is at its highest.

76 CECCHETTI, FENDER AND McGUIRE



Systemic risk - definition and measurement (continued)

Measurement

Over the past several years, research has progressed along four broad tracks:
distributional models and stress testing, which are designed primarily to address the
risk arising from common exposures and interlinkages; leading indicators, focusing
on counter-cyclicality; and vulnerabilities analysis that combines everything. We shall
briefly describe each of these in turn.

Distributional models. Using a variety of methods based on assumptions about
individual firms’ probabilities of default or failure, and the correlation of default events,
researchers first measure the extent of systemic risk in the system, then allocate it
across financial firms.! These methods capture systemic risk arising from both common
exposures and interconnectedness.> Crucial inputs into the current versions of this
analysis are some combination of equity prices and credit spreads. These are used for
the dual purpose of estimating the likelihood of firm-level failure (where balance sheet
data are another crucial input) and the bilateral correlations that deliver the systemic risk
estimate. A key advantage of the distributional models is that they generate explicit loss
estimates from widely available data. In addition, since they are based on price data,
these methods embed both the extent of institutions’ leverage, which is very difficult
to capture directly, and its distribution across the system. Unfortunately, the advantage
gained from using price data is balanced by the disadvantage that prices used as measures
of risk are at their least reliable when the risks are highest. In other words, price-based,
distributional models of systemic risk are going to be at their worst when we need them
most. This leads us to ask: what could help? The answer is bilateral exposure data.

Stress testing. The goal of stress testing models is to measure how a financial system
will respond to negative shocks and to trace the effects of common exposures and
interlinkages.> While the analysis can be done at the sectoral level, completing the
job requires granular exposure data at the individual firm level. This, in turn, requires
access to detailed supervisory information. Researchers have done such work in
some jurisdictions and for some institutions.* Depending on the methodology, it is
then possible to distinguish defaults directly caused by external events from those
triggered by defaults of other banks. Interestingly, the results available thus far, which
use national data, suggest that second-round effects associated with counterparty risk
are of secondary importance.’ Yet, as we think of the need to evaluate systemic risk
at the global level, we are naturally led to ask whether the same would hold true in
a cross-border context. Is the probability of joint bank failure for large international
institutions driven primarily by common exposures? Answering this question obviously

1 This raises the crucial issue of choosing the appropriate delineation of the system on which
to focus. See BIS, FSB and IMF (2009) for more detail on the challenges involved in this
context.

2 Examples include the portfolio credit risk models that are being adapted for systemic risk
analysis. See, for example, Huang et al. (2009).

3 See Borio and Drehmann (2009b) for a review of the literature.

4 Examples include Blavarg and Nimander (2002) and Graf et al. (2005).

5 See Elsinger et al. (2006), based an analysis of comprehensive data for Austria.
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requires that we have data to perform stress tests at the global system level. At this point,
any such exercise would be restricted to using sectoral data or would founder due to the
lack of sufficient firm-level information across national jurisdictions.

Leading indicators. Regarding time-series measures, a growing body of work focuses
on building leading indicators designed to capture the build-up of systemic risk over
time.® Based on broad, macro variables such as credit-to-GDP ratios, property prices,
equity prices and the like, the objective is to identify and measure misalignments that
can be used to provide warnings of financial sector distress. Balanced against the clear
advantage of their relative simplicity is the fact that early warning indicators constructed
using historical episodes may have difficulty in tracking the build-up of risks as the
financial and economic environment evolves. Nevertheless, given the potential benefits,
it is surely worth looking for ways to improve what has already been done. Here,
moreover, we suspect that systematic treatment of cross-border exposures could help,
as could credit and asset price data with greater international comparability.

Vulnerabilities analysis. Finally, we have vulnerabilities analysis. This is less a
model-based approach to data analysis than it is a mindset or a lens through which to
look at the world. We think of it as a collection of qualitative and quantitative techniques
(including, but not restricted to, the ones mentioned above) that are used to gauge all
types of systemic risk.” The idea is to track developments for a wide variety of markets
and institutions, using information on both prices and quantities in an effort to spot
pressure points in the financial system as early as possible. Because price data are so
plentiful, and quantity data are scarce, the indicators employed often use pricing models
to infer market assessments of risks and vulnerabilities. Examples include the use of
contingent claims models, such as the one in Merton (1974), to generate market-implied
default probabilities for individual institutions and efforts to extract information on
financial risks, such as implied volatilities, from option prices.

6 See, for example, Borio and Drehmann (2009a). Davis and Karim (2008) provide a survey.
7 Examples include the financial stability reports now published by most central banks and the
IMF’s Global Financial Stability Reports (GFSRs).

What data do we need to construct a global risk map that can answer these
questions? To what extent do existing statistics suffice? Where are the gaps that
need to be filled for us to get the answers we need? While we postpone a more
detailed discussion of these questions until later, a cursory review of the models
and approaches commonly used for systemic risk analysis (see Box 1) suggests
that five principles are key to finding the answers:

* Quantities. Simple aggregate statistics go quite some way towards conveying
a broad sense of the build-up of risks. Yet, to move beyond leading indicators
to more sophisticated measures of systemic risk, more and better quantity
data are essential. We see an immediate need for information on the extent
of financial institutions’ exposures with respect to their peers and their
participation in various markets. As should be obvious, this means collecting
data in a manner that preserves counterparty information. Importantly, to the
extent that trading is channelled through central counterparties and organised
exchanges, they would be a natural source for such data.
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* Financial intermediaries. Ultimately, systemic risk comes from the maturity
transformation that arises in the process of allocating savings to their most
efficient investment uses. This is the function that intermediaries perform for
the economy. Thus, we need to monitor the activities and risk profiles of all
the major international financial institutions, regardless of their legal form of
organisation, and their most important counterparties.’ At the time of writing,
timely, comprehensive and reliable firm-level information on, say, the world’s
top 50 banks is not publicly available. While commercial data providers, such
as Bankscope, offer information on a large number of balance sheet items
(often at a very high price), these data are available only with significant lags
and with insufficient detail on such essential items as capital composition,
currency and maturity breakdowns of assets and liabilities, and off-balance-
sheet risk exposures.

» Consistency. Across the globe, it is fair to say that mountains of information
are available. The problem is that compilation methods across datasets and
data providers differ in ways that often make it difficult, or even impossible,
to combine information. For example, the compilation of a complete risk
profile for a large internationally active institution would almost certainly
require combining supervisory information from a variety of jurisdictions.
Doing this means having consistent reporting standards. Broadly speaking,
we need better and more detailed disclosures across institutions. Existing
aggregate datasets (e.g. the BIS international banking statistics, balance-of-
payments and the flow-of-funds statistics discussed below) also need to be
(further) harmonised so that they provide information in a consistent and
comparable fashion.

* Maturities and currencies. If we are adequately to capture maturity
transformation and (on-balance-sheet) leverage, as well as the maturity
mismatch embedded in cross-currency positions, then we need information
on the maturity and currency composition of both assets and liabilities.
To understand just one risk we need to monitor, it should be noted that
when long-term foreign currency assets are financed by short-term domestic
currency liabilities, which are then swapped into the target currency via
foreign exchange swap markets, this creates rollover risks for the liabilities
and possibly the swap position. (This risk relates closely to questions 1 and 3
above; we will return to this shortly.) Such an embedded mismatch can only be
monitored with data on combined maturity and currency breakdowns.®

* Consolidated data. Many datasets suffer from the fact that they are entirely
residency-based. This may be less important for GDP — we really do want to
know where things are produced — but it is a problem for financial information.
Take the case of a bank (or even a non-financial corporate) operating globally,
borrowing and lending in many countries. If all we know is the location where

5 This links closely with ongoing work on identifying systemically important institutions.
See, for example, BIS, FSB and IMF (2009).

6 Note that information on the instrument type or counterparty type of assets and liabilities
(e.g. money market funds, central banks, other banks, non-banks etc.) can be used to infer
information about maturities and may be easier to collect than actual maturity detail.
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a loan is made, then we cannot consistently relate the bank’s exposures to the
capital base ultimately supporting it (or the headquarter location where key
funding and risk-taking decisions are made). Moreover, not only do we need
consolidated data, but we need these data with geographical detail. That is,
supervisors in Germany need to be able to see both the subsidiaries of UK banks
operating in Germany, which they already know about, and the exposure and
funding-related activities of German subsidiaries in the United Kingdom, about
which they may not be aware (or at least not in sufficient detail). This is not
only an obvious argument in favour of supervisory exchange of information;
it also shows that systemic risk assessment cannot proceed adequately without
consolidated exposure and funding data (see question 2 above).”

To summarise, taking the lessons of the crisis, we believe that relatively simple
aggregate statistics, used properly, can help us to gauge the build-up of systemic