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    FOREWORDBY AUREL SCHUBERT


    In October 2014 the ECB hosted its seventh biennial conference on statistics, entitled “Towards the banking union: opportunities and challenges for statistics”. The conference attracted a wide range of policy-makers, including a number of members of the ECB’s Governing Council, as well as users and compilers of statistics from central banks, supervisory authorities, statistical institutes, international institutions, academia, the media and the financial industry.


    The conference preceded by less than three weeks the start of the Single Supervisory Mechanism (SSM) on 4 November 2014, when the ECB became responsible for banking supervision in the euro area. Hence, the timing of the conference was perfect to discuss the opportunities that this new task will offer to statistics departments in the national central banks (NCBs) and the ECB, aswell as the challenges that it will bring.


    It is a tradition of the conference to have three sessions focusing on producing and using statistics and one session on communicating statistics. The topics discussed concerned (i) the data needs of the SSM; (ii) statistics for multipurpose use, and synergies between central banking and supervisory functions; (iii)themicro and macro dimensions of the banking union and the challenges for statistics; and (iv) communicating statistics to meet user requirements and manage marketexpectations.


    I believe that a key issue discussed by conference participants was the recognition that central bank statistics and supervisory information should not continue to be produced, compiled and disseminated according to strictly separate frameworks, as they largely have a common focus. Differences in concepts, methodologies and frameworks can and should be reconciled for the benefit of reporting agents, compilers, users and policy-makers. This is a key challenge for central banks and supervisory authorities.


    A further step towards reconciliation is integration of statistical and supervisory data. Integration should be carried out at the origin of the data production process and the data flow, i.e. in the banking sector, which is main reporting sector. Thisprocess requires close collaboration with banks, which will, at the end of the integration process, benefit from a reduction in the reporting burden as a result of a reorganisation and simplification of the various reporting frameworks. However, the process involves diverse and multiple challenges, which need to be faced and overcome. These may be cultural, legal, technological or organisational challenges. As discussed by conference participants, various initiatives have already been launched or are being prepared in this respect.


    One of the lessons we learned from the economic and financial crisis concerns the risks of having only truncated information sets available for decision-making. It is true that central bank statisticians will need to face and deal with the challenges brought by the SSM, but they should also take this opportunity to improve the information available for policy-making.


    This brings me to the last topic of this conference. As a central banker, I cannot avoid repeating and stressing the importance of communication for central banks. It has been mentioned by conference participants that statistics are a central bank tool and, as such, should be properly communicated to a wide audience. We must not overlook the fact that the production of statistics entails a burden for reporting agents. The process is expensive and paid for by society, and the outcome is a public good which should be shared with the public. Hence, statistics should be communicated in ways that are tailored to the knowledge, skills and needs of the various audiences.


    As indicated by the outstanding contributions collected in this book, I believe the Seventh ECB Statistics Conference has made a significant contribution to paving the way for the future of central bank statistics and for the success of banking supervision. Cooperation between central banks, supervisory authorities and the banking industry is crucial in this process.


    Aurel Schubert
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    KEYNOTE SPEECHBY SABINE LAUTENSCHLÄGER


    SABINE LAUTENSCHLÄGER1


    Ladies and gentlemen,


    I welcome you on behalf of the Executive Board of the European Central Bank (ECB) and also personally to our seventh biennial ECB statistics conference. I am very pleased to see that the conference has once more attracted many distinguished participants from all corners of the world to Frankfurt, to the ECB, and, especially, to the world of statistics.


    Tomorrow’s conference will focus on the topic “Toward the Banking Union: opportunities and challenges for statistics”. The whole day you will have the opportunity to discuss different aspects of statistical services for the new supervisory function of the ECB. You will not only talk about the data the Single Supervisory Mechanism (SSM) needs, but also about the possible synergies statisticians could – and will – create between the two main functions of the ECB – the central banking and the supervisory function. And you will even have a session about the micro and macro dimensions of statistics – even the discussion of this topic will be a challenge, as everybody has a different understanding wherever anything with the word macro in it is concerned.


    I would like to use tonight’s dinner speech to share with you some initial thoughts on a crucial aspect of this topic – and you will not be surprised: it is about banking supervision and data.


    Banking supervision and data often have something of a love-hate relationship – at least for me. Why do I use the word hate? Well, as a banking supervisor, you cannot do without data, without quantitative analysis. But data is a very touchy issue. First of all, you never have enough data! The second problem is that either the data is too aggregate or it is too granular. Then, either it is too old or you do not have enough data for an adequate time series. As soon as you have a good quantitative analysis, either you have to challenge the data by comparing this to the qualitative information you have, or the bank wants you to believe that your assessment of the data is not correct or that the data has nothing to do with its own situation. This process of challenging the data a supervisor has to work with is a fundamental part of his or her profession – knowing the strength and weaknesses of the data pool you have to work with is thus essential for every supervisory judgement. Do I want to convince you that data is not as important as many statisticians think? No, not at all!


    On the contrary, I would now like to explain the love part! With the SSM we will have access to many banks with comparable portfolios; we will be able to get different, new and more data at euro area level than we had on a national basis. We have an opportunity to harmonise reporting standards and, especially, ad hoc questionnaires. You may have noticed: I am growing very fond of statistics. But, before I immerse myself in the details, let me take a step back and have a look at the upcoming new task and the reasoning behind the new set-up.


    In less than three weeks, we will witness and be part of the largest institutional innovation in the European Union since the creation of monetary union: the start of the SSM. From 4 November onwards, in addition to its traditional tasks of conducting the euro area’s monetary policy, the ECB will also be in charge of banking supervision in the euro area. We will directly supervise the largest 120 banking groups in the euro area and indirectly the remaining 3,500 “less significant” institutions.


    And we want and need to be good supervisors: supervisors who identify relevant risks and trends early and act pre-emptively; supervisors who are intrusive. This is not possible without good banking statistics. I think we can all agree that without good banking statistics there is and will be no good banking supervision.


    In that light, it is of utmost importance to build up and draw on all the statistics necessary to provide a comprehensive knowledge of all supervised institutions. This knowledge will be the backbone of a successful SSM and the conduct of efficient banking supervision.


    The preparations for the start of the SSM are already very far advanced – we are almost finished. The contribution of the statisticians has been crucial in the preparatory work for the SSM. And it is not only about hiring additional, competent staff or setting up pilot data collections. It is about the setting up euro area-wide committees and working groups and new technical infrastructures to face the new statistical challenges that the SSM brings with it. In doing so, we have also established an excellent collaborative working environment with national supervisors and banking statisticians, newly recruited ECB colleagues and the European Banking Authority in London.


    As you know, all great visions need a well-defined, clear-cut organisational set-up. Otherwise it is a vision which never gets implemented. There is no doubt that the vision of fully harmonised, good quality banking statistics also needs such an organisational set-up, especially as the role of the statistics functions of participating national authorities is an important one and many parties need to work together.


    To this end, the ECB has established the necessary organisational set-up to manage supervisory reporting and the provision of data services required by the SSM. This set-up involves more than just the new Supervisory Statistics Division in the Directorate General Statistics. We have also established a Statistics Committee in SSM composition which brings together supervisory data experts, whereas our standard Statistics Committee brings together monetary data experts. Also, in contrast to the Statistics Committee in standard composition, these experts do not just come from the euro area national central banks but from all national competent authorities (NCAs) of the Member States participating in the SSM.


    In terms of regular data collections necessary for our day-to-day work, we have established a similar “decentralised” approach to the one that has served us very well for the first 15 years of monetary union. The regular supervisory data collections will be channelled through the NCAs to the ECB. The NCAs are the first ports of call for data collection and data quality control. Thus, they are key players in ensuring that the data quality follows the highest international standards. The second layer of quality control will be provided by the ECB. These controls will ensure that the same data quality standards are applied homogeneously across jurisdictions and across all supervised institutions of the SSM. This is a real innovation compared to the status quo and, if done correctly, one of the big advantages of the new banking supervisory function.


    We all know that a modern banking supervisor needs more than just individual bank data to assess the business situation and risk profile of an individual bank. He or she needs data from several banks with comparable business activities to assess the risk profile of banks and to identify risky trends. This can only be done if we are successful in harmonising the data coming from banks – one of the big challenges in this area. The EBA’s Implementing Technical Standards on Supervisory Reporting already facilitate greater harmonisation in terms of data and validation rules. In the SSM, we need to make further progress in this area. Taken together, the harmonisation of reporting standards and the data quality control provide a European reporting framework, which is a big step towards ensuring uniform supervisory reporting across Europe.


    The new reporting requirements are challenging in terms of technical implementation and in terms of content. We are running the first data collections and we already know that the quality of the data that we are collecting still have a lot of room for improvement. Supervised entities, NCAs and the ECB are working closely together and we expect significant improvements in data quality very shortly. In the longer-run, we need to improve the quality of data even further, not only within supervisory reporting itself, but also with associated and connected datasets, such as master data, or qualitative data about supervised entities collected during the supervisory process. These will form an important additional component in the overall collection process.


    Developments like the ones I have just outlined are key in ensuring high quality data for the SSM and, as such, provide the basis for successful banking supervision. Does this mean we can sit back carefree and adopt a “wait and see” approach? Definitely not!


    While we have come a long way in setting up the SSM and in ensuring that we will be operational on 4 November, we should remain fully committed to enhancing existing data and producing new statistics in order to develop an integrated and complete picture that will help us to improve the overall assessment of supervised institutions.


    Ladies and gentlemen,


    This brings me to the key challenges for the future. We are already receiving a great amount of data from banks, and data needs are increasing in parallel with the growing complexity of banking activity – a challenging situation, which the ECB in its new role as banking supervisor will need to face.


    On one hand, the call to minimise the reporting burden on banks is loud. A bank’s business is to do banking, and not just reporting – I fully understand that. But a bank has to provide relevant information, given its special characteristics, its risk profiles and its role within the monetary and financial systems of the European economy. Thus, regulators and supervisors should attempt to take all these aspects into consideration and define balanced reporting requirements that do to not overburden banks with requests but do provide the relevant and necessary information. This is not only a matter of saving costs: an efficient design of reporting requirements will also help to increase the quality of the information. Sometimes, less is more.


    On the other hand, statistics departments across the euro area national central banks (NCBs) and the ECB are already collecting, processing and disseminating an enormous amount of data. The situation is becoming increasingly complex with the need for processing supervisory data. At the same time, coordination processes are expanding to also include NCAs. Thus, streamlining the statistical process will also help to improve efficiency in this field, and hopefully raise the quality of the final data.


    Finally, users of information also face a big challenge. The availability of data is very important, but combining information from different domains is not easy, given the different coverage and definitions of datasets. We have to invest in standardisation to allow the linking of distinct datasets. This requires considerable investment. But sharing and combining different data sources helps to provide a more holistic view – something that was missing in the run-up to the crisis. We have to learn this lesson.


    So, how shall we, the ECB, address these issues?


    In my view, there is a clear need for building an integrated picture for statistics where possible. This integrated picture needs to include the following:


    First, there should be a holistic approach to defining requirements. In a non-integrated approach, each relevant area asks for the information it needs in an isolated manner, resulting in redundant requests and creating problems for banks, which have to use different definitions. We should avoid this at all costs.


    Second, the IT systems designed to process data should also be integrated, with advanced features that help to automate the statistical processes as much as possible. Such an integrated system would help to increase data quality by ensuring that the statistical process is performed properly. It would also help to reduce costs, as new data requirements would not lead to the development of new applications.


    Third, the metadata describing the information should be unique, helping final users to utilise the information jointly, regardless of who the original requester of the information was.


    In more concrete and technical terms, there is a need for a harmonised statistical data dictionary, which should provide a unique methodology for managing information and unique definitions. While the common methodology would allow the design of a common statistical IT system, the common definitions would help final users to better understand how to combine information from distinct reporting frameworks and how to formulate new requirements in detail. In short, we should try to ask for any piece of information only once and use it to meet the needs of different users. This is a big challenge, but the good news is that, here and there, we are already working on it.


    Looking from a different perspective, integration will also facilitate data sharing and the use of data collections for different supervisory and central banking purposes. Data sharing will also address the challenge of reducing the reporting burden when the same data are needed by different bodies and/or for different tasks. It will also boost the quality of the datasets, as different users will look at the data from different angles and might therefore spot inconsistencies more easily or prompt improvements in comparability.


    The Analytical Credit Database (AnaCredit) is a perfect example of such a database, having the potential to serve many different uses – supervision, financial stability, monetary policy or risk management. As it will contain very granular data, on a loan-by-loan or borrower-by-borrower basis, the data will not only be very useful but also very confidential. Intelligent solutions concerning differentiated access rights on a strict “need-to-know basis” will be necessary. In this context, however, we should avoid extreme positions, as confidentiality is not a “black-and-white issue”. There are many ways to anonymise data, e.g. to build different but relevant sub-aggregates, thus making the data useful for analysis without breaching confidentiality. This is a challenge for our statistical experts. I am sure that they will find smart solutions.


    Ladies and gentlemen, allow me to summarise.


    My intention today has been to provide an overview of some of the challenges ahead when it comes to supervisory statistics for the new SSM, the role of participating countries as producers of these statistics, and key strategies for the future to tackle these challenges jointly. The key messages I would like you to take with you today are the need


    1) to do further work on the quality of supervisory data,


    2) to balance the reporting burden for banks through the integration of statistical processes,


    3) to support the standardisation of methodologies and definitions, and


    4) to broaden the possibilities for data sharing.


    As providers of supervisory statistics, we all should commit our full efforts to helping final users to efficiently and effectively use the information delivered. Only the exchange of know-how and information creates synergies and leads to better-informed supervisory decisions and outcomes.


    If successful, we will all finally be able to “speak the same language” in the area of supervisory reporting: a goal worth pursuing and at the same time an important foundation for the SSM to conduct sound supervision.


    Thank you for your attention.


    
      
        1 Member of the Executive Board and Vice-Chair of the Supervisory Board, European Central Bank.
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    INTRODUCTORY SPEECH BY MARIO DRAGHI


    Mario Draghi1


    Ladies and Gentlemen,


    It is a great pleasure to welcome you to the seventh biennial ECB statistics conference.


    At the previous statistics conference, in April 2012, the focus was on the then remarkable expansion of the ECB’s functions and their impact on ECB statistics. In addition to its primary function of maintaining price stability, the ECB had taken over new tasks relating to financial stability and supporting the European Systemic Risk Board (ESRB). Statistics departments in the European System of Central Banks (ESCB) and beyond were challenged to respond to the increasing information demands for conducting the monetary policy of the euro area in turbulent times as well as for responding to the data needs for monitoring and mitigating systemic risks.


    Two years now seems like such a long time. As of 4 November, the ECB will also be responsible for banking supervision in the euro area and statistics departments have yet another partner to serve.


    In these last two years, I have witnessed again the efforts you have made in providing monetary, macro-prudential and now also micro-prudential policy-making with the necessary information. I congratulate all the colleagues involved from statistics, from the IT departments and from supervision for what has been achieved in so little time. In particular, the statistics function of the ESCB has effectively used its solid know-how and well-functioning network to create the necessary data hubs and ensure that the flow of supervisory data within the system is as efficient and timely as it has been for the more traditional functions of the ECB. Well done!


    The need for integrating statistical and supervisory data


    But it should also be clear to everyone that we are now standing only at the start of a long road in terms of data. The big challenge for statistics in the coming years is not only “many more numbers”, but, perhaps much more so, the reconciliation of statistical information collected in support of monetary policy and financial stability with the until now rather separate world of supervisory information. It is one thing to have information, which, like blood, flows through the veins of the system, it is another to ensure that everything beats at the same rhythm and all organs in the body get all they need from the same single flow.


    Statistics produced by central banks and supervisory data have so far lived in different realms. They capture similar phenomena, but often using somewhat different concepts and different reporting frameworks. This will need to change. We cannot afford to have two, somewhat truncated and somewhat incompatible views of the world. It is detrimental to policy-making, it is costly to the reporting agents and it undermines trust in the financial system. Policy-making and, indeed, decision-making are only as good as the information on which they are based.


    An integration of the ECB’s statistical and supervisory data world will require painstaking work. One needs to go back to the drawing board and design a common European reporting framework that will serve all ECB functions, an information model and a data dictionary that will allow data for different final uses to be collected and processed in one coherent process, always respecting, of course, the rules of confidentiality. It will also require changes in legal texts, IT infrastructures and, not least, mentality. The sense of narrow “ownership” of the information by the final user may have been entrenched over years of separate existence of the statistical and supervisory data, but should be challenged.


    In this ambitious endeavour, smooth collaboration not only within the ESCB and the Single Supervisory Mechanism (SSM) but also with other institutions and bodies is crucial. First and foremost this concerns the ESRB, the European Banking Authority and the European Commission, but also the other European authorities, the Financial Stability Board, the Bank for International Settlements.


    Last, but by no means least, statistical and supervisory data integration requires very close collaboration with the banks that are the main reporting institutions. Data integration on the side of the ECB and the other authorities only comes at the end of a data production process, the first input of which is in the internal systems of the banks. The ECB has every interest in facilitating and promoting integration and standardisation also on the “input side” in the internal systems of the banks, for only this will ensure coherent information.


    Benefits of data integration


    The benefits of gradually integrating the existing information systems into a harmonised European information system cannot be overstated.


    First, it ensures consistency in the information received by different policy-makers for different purposes.


    Second, ideally requesting each piece of information only once will help limit the burden on reporting agents.


    Third, it allows the exploitation of synergies across information domains and permits further rationalisation of the data production processes both at the reporting banks and at the relevant authorities.


    Fourth, it enriches the basis for policy decision-making, respecting the separation of different policy domains.


    There are, however, several constraints to data integration, and they will need to be overcome in a stepwise approach because of their sometimes strong historical and cultural nature. Discrepancies due to different accounting standards and legal barriers preventing data sharing among institutions and even within the same institution must be overcome, with proper transition periods. Also, integrating flows of micro-data from many sources across the world and analysing them effectively in a timely fashion must be enabled through the broad adoption, at global level, of data standards such as the global legal entity identifier, which is now operational.


    Conclusion


    The challenges are manifold – legal, cultural, technological, and organisational – but they can be overcome. I am encouraged by the fact that the Statistics Committee of the ESCB is wholeheartedly backing change in this respect and is spearheading a programme that can lead to the desired integration in the world of data and information.


    At the start of the economic and financial crisis, the case of Lehman Brothers gave us an important lesson: the risks of having only truncated information sets available for decision-making are huge. I often hear that the coming of the SSM represents a great challenge and a big opportunity to improve the information available for policy-making. I would put it somewhat stronger than this. There is an absolute necessity to reap all the benefits of an integration of the statistical and supervisory data world in order to be able to understand in a timely manner complex economic relationships and developments.


    I am looking forward to the contribution of this conference to this common goal.


    Thank you for your attention.


    
      
        1 President, European Central Bank.
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    1DATA NEEDS OF THE SINGLE SUPERVISORY MECHANISM


    Andreas Ittner1


    1Introduction


    On the path towards establishing the Single Supervisory Mechanism (SSM), it is essential to discuss and define meaningful data needs for one of the most significant projects in banking supervision. During the preparatory phase, a separate Workstream (WS4) was mandated to elaborate on the SSM data requirements. The preliminary results were summarised and set out in the SSM Supervisory Reporting Manual.


    2Supervisory Reporting Manual


    The Supervisory Reporting Manual (SRM), as the outcome of WS4, describes the reporting framework (data needs) of the SSM and covers the data reporting requirements of both significant and less significant institutions based on Article 10 of the SSM Regulation2. According to this article, the ECB may request all information that is necessary to carry out the tasks conferred on it by the Regulation, including information to be provided at recurring intervals and in specified formats for supervisory and related statistical purposes.


    When designing the reporting framework, the following principles have to be taken into account (WS4 2014, pp. 11-12):


    •Efficiency, as the existence of common European reporting templates has to be considered as a prerequisite to avoid an undue burden on the reporters. In terms of data items, this refers to the use of existing data sources (e.g. COREP, FINREP, MFI statistics). On the other hand, it means that national competent authorities (NCAs) are, in principle, the entry point for the data collection phase in order to avoid duplication of effort.


    •Comparability, to ensure that data across different jurisdictions are as comparable as possible in terms of the definitions used. Owing to the continued existence of different accounting standards (IFRS vs. local GAAP) across different jurisdictions within the SSM that are unlikely to be changed for the time being, the documentation of the main sources of discrepancy in the metadata is crucial. Otherwise, comparability will be hampered by different valuation methods and classification concepts.


    •Coherence between the data collected and their use, achieved by taking into account the main risk profiles of a credit institution and organising the data requirements accordingly in order for a centralised risk assessment system (RAS) to perform smoothly.


    •Adaptability, as it is very important to keep a certain degree of flexibility within the reporting framework owing to the ongoing development of new requirements. However, it is crucial to schedule sufficient time for implementing new requirements.


    •Proportionality, to reflect the different degrees of significance of institutions within the reporting framework.


    •Transparency and traceability, achieved by complementing the reporting schemes with detailed definitions and instructions for each variable (data dictionary).


    According to the SRM, the SSM data requirements are organised into six different modules (WS4 2014, pp. 12-25) by taking into account standardised as well as non-standardised data available at national level only. Data serving purposes other than purely micro-prudential supervisory purposes (for instance, data for monetary analyses) have also been taken into account. When such data are used for supervisory purposes, their characteristics and potential limitations should be considered.


    •Module 1: EBA ITS on Supervisory Reporting


    Module 1 represents the European Banking Authority (EBA) Implementing Technical Standard (ITS) on Supervisory Reporting3 , which lays down uniform requirements (formats, frequencies, remittance dates) in relation to supervisory reporting to competent authorities for the following areas, commonly known as COREP and FINREP: (a) own funds requirements and financial information (Article 99 CRR4), (b) losses stemming from lending collateralised by immovable property (Article 101 CRR), (c) large exposures (Article 394 CRR), (d) leverage ratio (Article 430 CRR), (e) liquidity coverage requirements and net stable funding requirements (Article 415 CRR), (f) asset encumbrance (Article 100 CRR), and (g) additional monitoring metrics (Article 415 CRR). This harmonised set of reporting templates forms the core of the SSM reporting framework, respecting the principle of maximum harmonisation. This means that within the domain regulated in the ITS, competent authorities shall not impose additional requirements.


    •Module 2: Statistical data


    Module 2 is divided into the sub-modules “Monetary financial institution (MFI) statistics” and “Securities holdings statistics (SHS)”. The rationale behind this module is that statistical data provide a further source of harmonised information that might be used, with some limitations, for supervisory purposes. Although there are various methodological and conceptual differences between these statistical and supervisory datasets (e.g. in terms of the reporting population and the consolidation scope), statistical data could serve as a complementary basis for constructing early warning indicators in the absence of timely supervisory data (MFI statistics, for example, are collected on a monthly basis) or to enable a further drill-down into some of the activities of the supervised institutions.


    •Module 3: Granular credit reporting


    Developing a sound granular credit reporting framework which serves the needs of supervisors and other Eurosystem user groups will be one of the main tasks during the next couple of months. The underlying idea is that granular credit data enable a multitude of usage options in the supervisory process. On one hand, they might permit different options for further analysis not covered by other existing reporting areas. On the other hand, they might complement the information provided by other reporting systems (e.g. off-site banking business analysis, analyses for regular model examinations, and on-site inspections). Furthermore, analyses based on granular credit data might play an important role in the Supervisory Review and Evaluation Process (SREP) to evaluate a bank’s capital adequacy or might serve as an input in risk assessment systems (RASs). Furthermore, they could enhance supervisors’ understanding of banks’ portfolios, thereby allowing supervisors to calibrate, verify and challenge the outcome of rule-based risk assessment systems.


    •Module 4: Ad hoc data collections


    At this stage, it is difficult to anticipate future SSM ad hoc data requests. However, to conduct top-down stress tests one typically has to rely on ad hoc data (among other data sources) owing to the required granularity that is usually not available in regular supervisory reporting frameworks.


    •Module 5: Other supervisory national data


    This module comprises data which are typically collected by NCAs but which are not harmonised by the EBA ITS on Supervisory Reporting. For instance, these data include information on Pillar 2 (e.g. interest rate risk within the banking book) and financial information (e.g. balance sheet data) from non-IFRS institutions. For the latter institutions, it is envisaged that FINREP will be extended in order to get “comparable” data across supervised entities under different legislations. The collection of the data in this module is expected to progress towards closer harmonisation in the near future. Once harmonised, these data could become a part of the regular reporting and would be moved from Module 5 to Module 1.


    •Module 6: Data requirements for public disclosure


    This module contains data gathered from the institutions’ public disclosures and from market providers in order to complement some specific risk profile analyses in those areas in which information from regular supervisory reporting is less detailed. For instance, the use of different credit risk parameters, like daily and historical credit measures for individual financial and non-financial traded companies, or information on expected default frequencies and distances to default, in particular for financial companies listed in the European Union, might prove valuable.


    3Integrated reporting


    Tailor-made reports that have evolved over time were designed by a number of different bodies and for a number of different purposes to enable the collection of data for the production of statistics (such as external statistics, monetary statistics, and supervisory statistics). Each body devised its own approach to the data collection, which led to a lack of data consistency as well as a limited overview of the whole process. In addition, reporting institutions introduced their own IT systems for different reporting requirements, which differed across the banks and even deviated from their own internal risk management database.


    As the number of reports required has increased substantially over the last few years, especially since the implementation of the ITS on Supervisory Reporting at the beginning of this year, additional ad hoc data requirements should only play a minor role. Instead, we should strive to use the synergies of one reporting system by exploiting existing data to satisfy the supervisors’ needs for reliable and consistent data.


    The obvious advantages of integrated reporting are manifold as it fosters a consistent interpretation of different statistics, a uniform compilation process and the application of uniform data quality methods. Other major benefits include the avoidance of multiple reporting requirements with the “one stop shop” concept, which means that there is only a single entry point for the reporting institutions for all data requirements, ideally using the same technical infrastructure.


    4Supervisors – concentration on core activities


    As today’s requirements and challenges for supervisors have increased substantially, it is very important that supervisors can concentrate on and devote their scarce resources to their core activities. This means that, in an ideal process chain, supervisors should clearly specify their data needs but then rely on statisticians to design and conduct the integration and implementation as well as the collection and compilation of the data.


    In general, banking supervision imposes the following requirements on statistical data: completeness, consistency, parsimony, and timeliness. All of these might sound rather self-evident. Upon closer inspection, however, several of these requirements are currently not adequately addressed or may even, to a certain degree, be mutually exclusive. As a consequence, trade-offs need to be evaluated, preferences stated, and decisions implemented accordingly. The most cumbersome issues relate not to the overall concept but to the details, some of which shall be discussed together with potential options for going forward.


    •Completeness is relevant for all the areas in which (supervisory reporting) data are used in NCAs. The following examples provide an overview but are by no means exhaustive:


    –fulfilment of regulatory standards (e.g. minimum capitalisation and other prudential requirements, minimum reserves, etc.);


    –bank analysis as part of the supervision (from analyst reports to statistical models);


    –prudential regulation: Pillar 2 requirements/SREP ratio calculation;


    –stress testing (for solvency and liquidity);


    –macro-prudential analysis (from common exposures to various interbank networks).


    Add to these data needs the requirement to integrate external data sources and completeness suddenly becomes quite a challenging criterion.


    •To achieve consistency in the data is demanding because of various discrepancies in the supervisory reporting data. Again, a non-exhaustive list of some of the challenges may be illustrative:


    –deviating interests: accounting vs. prudential reports (e.g. FINREP vs. COREP);


    –different reporting frameworks: harmonised accounting vs. national accounting (e.g. IFRS vs. local GAAP);


    –different concepts, e.g. consolidated vs. solo, immediate borrower vs. ultimate risk, etc.


    To address these data needs in a consistent manner, a consistent data model is required. Such a data model needs to map the real financial situation of an institution at such a level of detail that the different data required can be derived from a common source. Otherwise, we follow a patchwork approach, which is indeed common practice, but which ultimately leads to inconsistencies in analyses based on similar (but different) data sources.


    Whereas the first two principles are requirements that relate to the data themselves and insure effectiveness, parsimony is a user-driven concept aiming at efficiency. Hence, common definitions of the main data items, key indicators, etc. need to be developed jointly with the analysts. While these definitions need to be complete and unique, they should avoid the redundant collection of data as well as the redundant production of secondary statics. At present, there are, for example, still dozens of different definitions of net interest margin.


    •Timeliness obviously means different things to different users. Indeed, supervisory reporting is in competition with real-time market data and (early) quarterly reporting by the largest banking groups. Supervisors who are asked to comment on/analyse developments within those banks will – if no other data are available – rely on private data providers and/or published accounts. At the other end of the spectrum, research analysts are less time-constrained and willingly accept longer deadlines for the sake of consistent and valid granular data sets. Relevant supervisory reporting therefore has to come up with a means of staggering deadlines in order not to become irrelevant at the shorter end, while allowing for completeness/consistency at the longer end.


    To summarise the supervisory data needs: the competent authorities should neither aim for the lowest common denominator (i.e. for the data needs that merely fulfil all previous supervisory reporting requirements), nor for the most comprehensive data requirements. Instead, they should seize the opportunity to aim for a system that best satisfies the data needs specified above. The SSM provides us with an opportunity to rethink some of our ingrained habits, so let us move out of our comfort zones and build the supervisory reporting system of the future.


    Regarding supervisory requirements for statisticians in terms of products, we should aim for quantitative support to the greatest possible extent. This refers to the whole process of data dissemination and data compilation as well as the production of secondary statistics, which should be carried out by the statisticians themselves in order to enable supervisors to concentrate on their core activities. The same is true in the field of outlier detection. As statisticians have already implemented robust systems, it is much more efficient to use the existing know-how and rely on the statisticians’ expertise rather than to develop and maintain a duplicate system. Even regarding the initial interpretation of the data, supervisors can benefit from the statisticians when using existing analytical tools. Last, but not least, especially in respect of a model-driven statistical risk assessment, supervisors should seek support from the statisticians. This is particularly true with regard to less significant institutions, for which, owing to the application of different national accounting standards, a decentralised model is bound to be far more successful than a centralised one. Given the application of different national accounting standards with their different definitions and classification, measurement and valuation methods, a decentralised model would probably be more suited to the existing national peculiarities, as it would be unsafe to assume that the collection of comparable templates from IFRS and non-IFRS reporters would greatly improve the availability and comparability of financial data. Moreover, credit institutions would face higher costs owing to the necessity of preparing two different reports – one financial statement in accordance with local GAAP (Bank Accounts Directive oriented5) and one financial statement in accordance with FINREP (IFRS oriented).


    To summarise, supervisors should rely on the existing expertise and know-how of the statisticians, leaving themselves more time to concentrate on core supervisory activities.


    5Facing the challenge – European Reporting Framework


    Fundamental changes in demand call for equally profound changes in the way that statistics and statistical analyses are produced. To meet this challenge, we should strongly rely on the vision of an overall reporting and transformation process called the European Reporting Framework (ERF) in order to reduce the reporting burden for both recipients and reporting institutions. The ERF will consist of an input layer, an output layer (comprising data needs of all stakeholders, i.e. supervisors and statisticians), and a statistical data dictionary.


    One of the main motivations for the ERF is simply the fact that, at present, supervisory reporting standards require data which are collected in several reports, such as COREP, FINREP, credit registers (which often serve supervisory purposes as well), various reports on banks’ individual risk profiles not covered by COREP, and many more. These data are collected at different frequencies and different levels of aggregation. Furthermore, in view of the number of different reports, they are not free of redundancy. Under the ERF, however, it is envisaged that the complexity will be reduced by collecting all the various data required for banking supervision and for the ECB’s monetary statistics, which are currently spread across many different individual reports, using an integrated approach which has its roots in one uniform input layer.


    The input layer is derived from primary data available in the operating systems of banks (e.g. accounting, risk management, securities deposits). It provides an exact, standardised, unique, and hence unambiguous definition of individual business transactions and their attributes. Consistency, absence of redundancy, and ease of expandability are key features of such an input layer. Harmonised transformation rules defined by banks and competent authorities in close collaboration can be used to fulfil the reporting requirements of banks. The “input approach” (i.e. the input layer and the transformation rules) should, however, remain voluntary for the banking industry.


    In future, reporting requirements should be organised in the form of a comprehensive and harmonised common primary reporting framework for regular data transmission to European national central banks (NCBs) and NCAs. This reporting framework will be introduced in stages. Harmonised transformations defined by NCBs/NCAs and the ECB in close collaboration will be applied to produce the required secondary statistics, the reporting templates, and other relevant aggregates. All the information needed in order to understand the secondary statistics and other aggregates will be included in a statistical data dictionary.


    What are the advantages of the ERF?


    First and foremost, the ERF model aims to ensure a precise, simple and unambiguous definition of information relevant for reports by means of the input layer. With consistency between the input and output layers, the quality of reports will improve. This is achieved by using harmonised and unambiguous definitions and a collection method that is free of redundancy, as well as by eliminating the need to cross-check separate reports from one and the same reporting institution. With single input and output layers, the ERF model is both parsimonious and transparent. Furthermore, the ERF is based on the idea of holding passive data within each reporting institution. This has the following advantages:


    •Owing to the fact that the input layer defines data on a very granular, transaction-based level, and that it is developed in cooperation with the institutions, a clear aim is that the institutions should rely on the data from the input layer for internal risk management as well. In other words, the ERF will bring together internal and external reporting in order to ensure that the banks’ internal risk managers and the supervisors base their work on the same data. This will both increase quality and break the spiral of ever-rising costs, as there will be only one common database instead of two separate ones.


    •As the input layer defines data at an extremely granular level, changes in the level of aggregation may be implemented with greater ease.


    •The model is intended to be sustainable. It should be easy (or at least easier) to meet new data requirements not yet covered in the reporting framework by amending the input layer.


    Finally, timeliness is also expected to increase in the medium term, as certain quality checks should become redundant after the initial phase and hence be omitted as previously outlined. Moreover, the reporting burden should also decrease, as a vast number of different reporting obligations will be replaced by a limited number of attributes/dimensions.


    It should be noted, however, that the above advantages may be limited by the fact that the complexity of the input and output layers increases with the number of attributes/dimensions required for international or national reporting. In other words, the layers will expand to the extent that various international or national regulations are heterogeneous and hence not fully consistent in their definitions. For example, as long as the concept of a simple bank loan is defined differently in supervisory statistics and monetary statistics, at least two attributes are needed instead of one to satisfy both reporting obligations (and to classify the individual transactions correctly). Finally, it is assumed that the number of dimensions in the input layer will range between 150 and a maximum of 200. This number appears large at a first glance, but that is deceptive, because not all of the dimensions will necessarily have to be reported in the output layer and the aim is to also provide data for the banks’ internal risk management from the input layer.


    What are the challenges ahead?


    Having discussed the expected benefits, let us now turn to the challenges we are facing. Of course, neither the ERF nor any other organisational set-up can provide a solution to the following problems that remain, as yet, unsolved.


    Much stronger efforts for intensified international and national cooperation and communication will be needed in future. At the national level, the different public bodies that are active in the area of statistics, such as various ministries and national statistical institutes, should contribute to these efforts, which should always be guided by the clear goals of avoiding redundancy, harmonising and sharing available information, and thus reducing the burden on all parties involved. At the international or European level, this implies even closer cooperation between the ECB and the NCBs, and between the European Systemic Risk Board (ESRB) and the European Supervisory Authorities (ESAs). Here it appears that the focus lies on the following issues:


    •We have to make sure that future data requests are coordinated and aligned even better than today to ensure the maximum attainable harmonisation of definitions.


    •We have to make sure that already existing and available data can be shared effectively.


    •We have to put even more emphasis on reconciling already existing reporting requirements. The Joint Expert Group on Reconciliation of credit institutions’ statistical and supervisory reporting requirements (JEGR) is a promising first example.


    •We have to evaluate the need for our statistical products on an ongoing basis. It is our impression and experience that new data requests appear quite frequently, whereas already existing reporting obligations are rarely abolished. Do we really need everything that is requested? Do we actually use everything we have? Do we have the capacity to analyse and assess all we have? Is it necessary to maintain all the different statistical and accounting concepts (monetary statistics vs. supervisory statistics, securities holdings statistics vs. credit registers, reporting obligations based on national GAAP vs. IFRS, etc.)?


    Similarly, closer cooperation with data providers and reporting institutions is required in order to monitor market trends and get a clear picture of what is possible for statistical analysis and at what price.


    A further important issue is of a legal nature. Speaking from a purely statistical perspective, we often find that existing legal regimes prevent economically efficient solutions. For example, multi-use of data is often restricted by data protection laws. Of course, these laws are very important. However, it sometimes appears that the new micro- and macroprudential architecture and the respective mandates may not yet be fully reflected in the relevant legal frameworks dealing with statistics. Or, putting it differently, one could also say that the mandates of prudential authorities do not optimally take into account existing regulations for statistics and data protection. Apparently, there is a trade-off between economic and legal reasoning. What we need are balanced solutions. In any case, this requires closer cooperation and intensified efforts with the relevant legislative authorities.


    The concentration of statistical responsibilities, the new organisational set-up, and the way data are treated within a new data model (the ERF) call for a new, cutting edge technological set-up. Significantly more extensive sets of data resulting from a trend towards higher granularity require adequate IT systems to process and interlink these vast amounts of data. Hence, substantial investments in technology have to be made.


    6Conclusions


    To conclude, the foundations for an efficient implementation of SSM data needs are based on the following four pillars:


    •The exploitation of existing data (quality of regular data comes before the quantity of ad hoc data);


    •The exploitation of existing structures (by relying on the available expertise and know-how of statisticians);


    •The exploitation of synergies between banks’ internal risk management and supervision with respect to the required data; and


    •The development of harmonised requirements for quantitative statistical information derived from heterogeneous primary sources and their implementation in standardised reporting formats (the European Reporting Framework).
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    Enhancing the synergies between the SSM and statistical reporting1


    Pedro Duarte Neves2


    1Introduction


    The setting up of a data system to support the Eurosystem’s new financial supervision activities will benefit significantly from an exploration of important synergies between the Single Supervisory Mechanism (SSM) and statistical reporting. In fact, integrating the two functions will have major benefits for both the data compilers and the reporting entities. The former will benefit from the existing infrastructure and the expertise accumulated over the years, while the latter will benefit from a reduced reporting burden through the elimination of data redundancies and overlapping.


    The synergies go beyond a reduced burden for data providers and benefits in terms of economies of scale for data compilers. The possibility of combining micro-level datasets will continue to be crucial to the development of analytical tools to assess supervisory and financial stability issues.


    Against this background, Section 2 of this paper provides an overview of the work done so far at the European level to enhance the synergies between the SSM’s data needs and statistical reporting. Section 3 presents the experience of the Banco de Portugal in managing large micro datasets and its experience in further enhancing the synergies between financial stability assessment and micro data availability. Section 4 concludes.


    2Synergies between the SSM’s data needs and statistical reporting: an overview of work done so far at European level


    An important step towards the setting up of the SSM’s data system relates to updating the legal provisions governing the use and exchange of confidential data, which were initially designed for the statistical function of the European System of Central Banks (ESCB). To address these concerns, in April 2014 the Governing Council approved an ECB recommendation for a Council Regulation amending Regulation (EC) No 2533/98. In a nutshell, the amendments are aimed at creating a legal framework for the transmission and use of confidential statistical information supporting the role of (i) the European Central Bank (ECB) in its capacity as the competent authority in prudential supervision, (ii) the national competent authorities (NCAs) responsible for prudential supervision in the Member States, and (iii) the Member State and EU authorities responsible for the stability of the financial system. Actually, the need for information sharing across supervisory entities became even more evident in the economic and financial crisis. In particular, the development of macro-prudential supervision in the aftermath of the crisis highlighted the crucial role of sharing key information among banking, insurance and financial market supervisors. This is a point that definitely needs more debate and refinement at both euro area and Member State level.


    As to the infrastructure, new bodies were created to cater for the data needs associated with the SSM. In particular, one of the main tasks of the recently created Working Group on Supervisory Statistics is the collection, production and dissemination of supervisory data harmonised under the European Banking Authority (EBA)’s Implementing Technical Standards (ITS) and any other additional supervisory data deemed necessary for the SSM.


    Moreover, the Statistics Committee (STC) endorsed the creation of the Task Force on European Reporting Framework (TF ERF), thereby recognising the importance of data requirements harmonisation and following up a recommendation from the “Groupe de Réflexion” concerning the integration of statistical and supervisory data. According to its mandate, the task force is responsible for the design of integrated reporting schemes covering a wide range of different statistics, namely credit institution balance-sheet statistics, money and interest rates, securities holdings and credit statistics. In doing so, all issues underlying the creation of a single ERF – legal, conceptual and process-related – will be addressed by the task force. The task force should also liaise with the SSM structures in trying to identify potential SSM requirements and propose additional steps, as well as with other groups, such as the STC Expert Group on Statistical and Banking Data. It is envisaged that the implementation of its action list should be completed by early 2016.


    Efforts of conceptual harmonisation and convergence have also been taken regarding another key source of micro data: central credit registers (CCRs). These databases are a fundamental tool for monitoring and managing credit risk, as well as for providing an overview of credit exposures and the level of indebtedness of both resident and non-resident borrowers vis-à-vis national financial intermediaries. Since 2007, in order to get a better overview of the level of indebtedness of borrowers in an environment of increasing financial integration across Member States (at least until the beginning of the crisis), the ESCB has been exploring the potential statistical use of CCRs.3 In particular, the ESCB is investigating the extent to which their content may be enhanced and adapted for euro area and EU statistical needs in order to alleviate the statistical reporting burden and to increase transparency.


    Against this background, in 2012 an ESCB Task Force on Credit Registers, co-chaired by the Banco de Portugal and comprising experts from both the statistical and credit register areas, was mandated to investigate three main issues: (1) identifying a core set of information to meet main users’ needs and the necessary data attributes and level of harmonisation of definitions/methodologies; (2) looking at the governance, legal and confidentiality issues; and (3) exploring the identification of entities and loans and the CCRs’ links to other data sources, such as micro databases and business registers. Pursuing this avenue, a joint STC/Financial Stability Committee (FSC) Task Force on Analytical Credit Datasets (also co-chaired by the Banco de Portugal) was established in 2013. The overarching aim of this task force is the setting up of a long-term framework for the collection of harmonised granular credit data.


    In sum, a lot of effort has been devoted at EU level to exploring the synergies between statistics and supervisory data. But these are clearly only the first steps on a long and promising journey.


    3Enhancing the synergies – the experience at the Banco de Portugal


    The dynamic interaction between the SSM and statistical reporting will be a challenging process. One of the benefits of the SSM is a platform to share experiences. In the following, the paper highlights several ways in which the synergies between supervisory data needs and statistical reporting can be particularly fruitful, building on the experience from the Banco de Portugal.


    3.1Management of micro databases


    The Banco de Portugal has been gradually developing a data system based on micro data. The approach has been twofold: first, to build and manage highly detailed and granular databases; second, to evolve towards an integrated data infrastructure. The following statistical micro databases should be highlighted in the context of financial supervision and stability:


    (i)The CCR, which contains granular information on credit on a borrower-by-borrower basis, including, in some cases, details on a loan-by-loan basis, with virtually complete coverage.


    (ii)The Central Balance Sheet Database, which holds accounting and financial information covering almost all existing non-financial corporations (NFCs).


    (iii)The Securities Statistics Integrated System (SSIS) database, a security-by-security and investor-by-investor database of both securities holdings and issuances. The SSIS complements CCR data on loans with data on securities and, from a portfolio perspective, it is a powerful tool to measure exposures of banks and non-banks to specific issuers. In addition, combining the information contained in the SSIS and the CCR provides a more complete overview of the exposure and indebtedness of the financial system as a whole.


    (iv)Following a data request in the context of the Economic and Financial Assistance Programme to Portugal and, to better assess current credit conditions of the NFC sector and monetary policy transmission, the Banco de Portugal started collecting individual data on new bank loans and respective interest rates. As of December 2014, the database will cover all new operations (in its initial stage it was confined to banks with new loans granted per month to NFCs of €50 million or higher).


    The joint management of micro databases has many advantages covering the whole of the compilation chain, spanning from the data collection processes to the dissemination policy. From an input perspective, these relate mainly to the reduction of the burden imposed on reporting institutions. From an output perspective, they relate to a wider range of possibilities as regards the level of complexity and detail of statistical products and the additional flexibility in defining and creating different outputs, allowing users to define their own data queries according to their specific needs in a tailor-made way. In this respect, the long-standing aim of the Banco de Portugal of having a fully-fledged integrated system, encompassing, insofar as possible, granular data of all institutional sectors and financial instruments, which can then serve the purposes of the various internal and external stakeholders, should be highlighted. To properly manage such detailed, comprehensive and complex information, a robust state-of-the-art data system is of the essence, boosting appropriate IT tools and solutions able to respond to the challenges ahead.


    3.2The benefits of combining several sources of micro data: an example


    The Banco de Portugal has recently taken decisive steps towards further exploring the information potential of the CCR and balance sheet databases in an ongoing project aimed at creating an in-house credit assessment system (ICAS). This system will provide the Banco de Portugal with its own internal credit risk assessment system, thereby reducing its dependence on external sources. Against the background of the recent economic and financial crisis and the shortage of assets eligible to be used as collateral in monetary policy operations, these systems have recently been gaining importance within the Eurosystem, as can be seen from the increasing number of national central banks (NCBs) that have introduced them. In fact, at the current juncture, a more pressing business case for ICAS stems from the area of monetary policy, for which ICAS will provide an evaluation of a debtor’s credit rating.


    But the benefits of such a system are not exclusive to monetary policy. In fact, there are a broad range of advantages for other business areas, in particular regarding financial supervision and stability. First and foremost, starting with financial supervision, the credit ratings derived from ICAS could be used as a benchmark to gauge those provided by institutions with their own internal rating system. Furthermore, the computation of sectoral default probabilities could also be envisaged, providing a useful input for stress-testing. In the area of financial stability, the monitoring of developments in the non-financial sector (and the potential building up of imbalances) would benefit from an indicator of NFC credit risk, which could serve at least two purposes: identifying situations of potential financial fragility in a set of companies from a particular economic sector, and helping to assess other risks stemming from the NFC sector. Other business areas, such as economic analysis and statistical functions, would also stand to gain from ICAS outputs.


    3.3Analytical benefit from combining several sources of micro data


    Micro data allow us to explore the heterogeneity hidden behind aggregate numbers, which only reveal the average of the distribution. Given that in many situations the tail of the distribution provides the most important information, it is clear why these data became crucial in the context of the recent crisis.


    For instance, micro data allow a wide range of issues to be explored that may be relevant to understanding the risks underlying banks’ balance sheets. For example, the Portuguese CCR dataset was combined with firm-level accounting information (from the Central Balance Sheet Database) to analyse the drivers of credit risk for firms. Furthermore, even though the use of household data is subject to greater legal constraints (notably with regard to combining datasets), there were also several efforts to identify what drives household defaults. This line of research allows emerging risks in banks’ portfolios to be identified, and modelling tools for the forecasting of default probabilities to be created. The latter are a key input in stress-testing exercises.


    In addition, the use of these datasets has helped us to improve our knowledge on issues pertaining to access to finance, the financing structure of non-financial firms, the interaction between firms and banks and the link between investment and credit.


    3.4Addressing the SSM’s need for forward-looking information


    Under the Economic and Financial Assistance Programme framework, the Banco de Portugal has been conducting funding and capital plan (FCP) exercises. FCPs were initially prepared and submitted to the Banco de Portugal on a quarterly basis by Portugal’s eight largest banking groups. This has since been extended to other institutions, although some under a simplified framework, making a total of 33, covering almost the whole Portuguese banking sector. The FCPs focus on the solvency, liquidity and profitability of the institutions, include detailed historical and prospective accounting and prudential information (overall strategies pursued over a three to four-year time horizon), and are based on harmonised macro scenarios, guidelines and restrictions, which allow full consistency among institutions. They are dynamic in the sense that whenever there are relevant developments, additional information or further details on existing information can be added to the information request from the Banco de Portugal to banks. Conversely, information that is no longer valid or needed can be removed from the request.


    Analysis of the FCPs enables a deeper understanding of the general strategies of the institutions and of the overall adjustment path of the banking sector, providing a solid basis for challenging the managements of the banks with regard to the strategies followed on solvency, liquidity and profitability. It also provides a good way to check the consistency of the expected evolution of key aggregates reported by institutions (credit, deposits) with the macro scenario: inconsistency between the two might lead to a change in the estimates of the institutions, a challenge to the declared strategies or a review of the assumptions underlying the macroeconomic projections developed at the Banco de Portugal. Furthermore, it allows us to identify outliers with behaviour that deviates from the sector average which could have systemic implications.


    It should be noted that the FCP exercises were also accompanied by quarterly stress-testing exercises, which mimicked the reporting requirements of the FCPs, albeit adapted to cater for the specificities of stress scenarios.


    3.5Additional data that might be useful for the SSM


    Since 2011, the Banco de Portugal has been conducting some specific inspection exercises within the eight largest national financial groups:


    •the Special Inspections Programme (SIP), which was aimed at ensuring that the capital requirements for credit risk were calculated appropriately;


    •the On-Site Inspections Programme (OIP), which emerged in a particular macroeconomic context with the objective of analysing the risk exposure to specific sectors (construction and real estate – CRE) and assessing the adequacy of the impairment levels set by the banks for these sectors;


    •ETRICC (a horizontal review of credit portfolio impairment) and ETRICC2 (a business plan analysis of major clients in the banking system) with the aim of ensuring that the impairment levels set by the banks were prudent and calculated according to best practice;


    •the Asset Quality Review (AQR), which focused on providing guidance to the banks that will be directly supervised by the ECB so that they can provide consistent data for the evaluation of their assets and exposures;


    •the Special Assessment Programme (SAP), which assesses the policies and procedures used by each of the participant institutions to handle distressed credit operations, covering the entire distressed credit life cycle.


    Horizontal onsite inspections have proven to be a useful tool for deepening knowledge of specific issues in institutions and in the financial system, for assessing potential weaknesses, and for developing a suitable risk-mitigation programme. These inspections have also allowed the consistency and comprehensiveness of the reporting requirements of financial institutions to be improved.


    Looking at the achievements attained with these horizontal onsite inspections, one could highlight the following: (i) improvements in the assessment of potential weaknesses and the design of actions to avoid stress situations and promote financial stability; (ii) the use of common requirements (data models) and harmonised concepts, allowing peer comparisons and the identification of outliers; (iii) the identification of gaps in procedures and processes as well as impairment deviations; and (iv)improvement in communication between the Banco de Portugal and the financial groups involved in these actions and better alignment of expectations from both sides.


    Furthermore, the horizontal onsite inspections also generate value for supervisory functions in the sense that they help to identify: (i) exposures that need a revaluation using alternative methods, such as the discounted cash flow method; (ii) specific debtors whose credits require revaluation on a more frequent basis; (iii) outdated valuations of credit collaterals; (iv) sectors of activity where credit risk constitutes a greater concern (e.g. CRE and pharmaceuticals); and (v) the need to improve credit institutions’ internal impairment models.


    Drawing a parallel with the SSM structure, the Directorate General Micro-Prudential Supervision IV, SSM Risk Analysis Division is expected to perform the same type of horizontal review (sector-wide reviews, identifying trends and emerging risks). However, instead of setting up a data model for each review, it will benefit from the sets of homogeneous, quality-assessed data identified in the supervisory reporting manual (namely from Module 1: Core supervisory data; Module 3: Granular credit data; and Module 4: Ad hoc data (e.g. top-down stress testing)).


    4Concluding remarks


    In a nutshell, the data needs arising from the SSM could be regarded by the NCAs and the ECB as an opportunity to explore important synergies between supervision and statistical activities, which can be threefold.


    (i)Concerning data collection and information systems, integrating the reports for both functions will generate major benefits, not only for the data compilers but also for the reporting entities. In this context, highly granular data collection schemes are proving to be fundamental.


    (ii)A wide range of analytical studies, which have been crucial for supervision and financial stability, benefit significantly from micro data. These analyses reveal the heterogeneity hidden behind aggregate numbers and allow a better understanding and monitoring of the financial system, thereby providing the supervisor with a closer and more comprehensive perspective of the financial sector and of its relations with the other sectors in the economy.


    (iii)The core supervisory data, granular credit data and ad hoc data sets collected and used for statistics will generate value not only for the direct supervision function but also for the horizontal functions of the SSM, including sector-wide reviews and identifying trends and emerging risks.


    To maximise the usefulness of all the new information that will be available under the SSM, further work should focus on its analysis and integration, to ensure that the higher reporting standards are reflected in a sounder framework for banking supervision, thereby fostering financial stability at EU level.
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    Comments


    Josef Bonnici1


    In this session, the authors agree that fundamental changes in required supervisory statistics call for equally profound changes in the way statistics are produced and analysed. Unlike other large monetary unions, the euro area is made up of different countries, each with a legacy of statistical cultures and institutions. What do the authors think about the added complications resulting from such heterogeneity?


    Synergies between statisticians and banking supervisors – Meeting the data needs of the Single Supervisory Mechanism (SSM) may be regarded as an opportunity to explore a number of important synergies between statisticians and banking supervisors. Aggregate data must be complemented by micro data in order to reconcile the various objectives of today’s central banks: the assurance of financial stability on one hand and the achievement of more traditional monetary policy objectives on the other. In what ways can we enhance synergies between statisticians and bank supervisors?


    Historical parallels – There are parallels with the development of, and interaction between, macroeconomic theory and aggregate economic statistics that occurred in the first half of the twentieth century. I am referring to the emergence of Keynesian thinking, along with the evolution of the macroeconomic statistical structure that was necessary for the conduct of countercyclical stabilisation policies. What kind of time frame do the authors have in mind for the completion of the integration of supervisory data?


    Division of labour – Since the requirements and challenges faced by supervisors have increased substantially, I agree that supervisors should devote their scarce resources to their core activities. Supervisors should specify their data needs, but should then rely on statisticians to design, collect and compile the data.


    Benefits of granular data – Drawing from the experience of the Banco de Portugal, Mr Neves sees huge benefits emerging from the availability of credit registers, as well as from other granular credit data, especially for the monitoring of credit exposures, credit risk and the level of indebtedness of non-financial corporations (NFCs) and households. Access to standardised and timely granular credit data supports the use of macro-prudential tools, the supervision of financial institutions and the monitoring of any deterioration in credit underwriting standards. Should national data be shared between all European national central banks or supervisory authorities?


    Household Finance and Consumption Network (HFCN) – Survey work on households is relevant in this endeavour, enabling solid research to be used for supervisory purposes. However, the anomalies in the results obtained in various countries from the first wave of the Household Finance and Consumption Survey raise some issues relating to the limits of international comparability. What are the thoughts of the two speakers about any lessons from the HFCN?


    Public sector data – Information from the public sector could also support the provision of credit statistics, for instance by making a comprehensive business register available to the public. Such information would facilitate the identification and matching of credit data on the corporate sector. Making data available from other existing public sector sources, such as registers of value added tax, might bring about similar benefits.


    The IT dimension – The concentration of statistical responsibilities and the new organisational set-up call for a reshaped, cutting edge technological set-up. Significantly more extensive sets of data containing higher granularity require adequate IT systems to process and interlink these vast amounts of data. Hence, substantial investments in technology have to be undertaken. Incidentally, last year the Banco de Portugal organised an interesting conference in Porto on the integrated management of micro-databases.2 One of the main conclusions was in fact that the evolution in network and communication protocols, database systems and multidimensional analytical systems has removed the potential disadvantages of having to deal with the huge amounts of data normally associated with the handling of micro-databases. Governance and safeguards have to ensure the security and appropriate usage of credit data. What else can be done to reduce the burden related to the handling of micro databases?


    Comparability of data – Mr Ittner places particular emphasis on a list of principles which have to be taken into account. In my opinion, the second principle – comparability – is one important area for further enhancement at the European level. I am referring to the harmonisation of accounting standards in the context of the current applicability of different accounting standards across different jurisdictions. Despite the philosophically and culturally based methodological differences between these accounting standards, certain steps have been taken towards convergence. A case in point is the difference between the US GAAP and IFRS where, despite continued challenges, convergence has been reached in standards on business combinations, as well as in the areas of revenue recognition and the financial performance of businesses.3 Can we identify other areas where statistical convergence is necessary?


    Scope of the statistics – Mr Ittner remarks that competent authorities should neither aim for the lowest common denominator (i.e. the data needs that merely fulfil all previous supervisory reporting requirements), nor for the most comprehensive data requirements. Instead, they should seize the opportunity to aim for a system that best implements the above-specified data needs. The SSM provides us with an opportunity to rethink some of our established habits, so Mr Ittner advocates a move out of comfort zones and towards building the supervisory reporting system of the future. All issues underlying the creation of European Reporting Framework – legal, conceptual and process-related–should help to identify potential future SSM requirements. In the view of the speakers, what role does the European Reporting Framework have in the harmonisation and integration of statistical and supervisory data?


    Conclusion – As explained in a previous ECB statistics conference, “Financial integration is an ongoing process, but financial stability is an elusive goal. The result is that statistical requirements are constantly changing”. Therefore, the compilation and processing of SSM statistics also have to be flexible and dynamic. They must be adaptable and open to further evolution as the need arises.


    
      
        1 Governor of the Central Bank of Malta.

      


      
        2 Workshop on Integrated Management of Micro-databases, Porto, Portugal, 20-22June2013.

      


      
        3 Nicolas Pologeorgis, “GAAP And The IFRS Standards Convergence Efforts In 3 Substantial Areas”, Investopedia. http://www.investopedia.com/articles/investing/030713/gaap-and-ifrs-standards-convergence-efforts.asp

      

    

  


  
    Comments


    Nicolas Véron1


    Both papers provide valuable contributions to the debate on how to adapt information systems and statistical frameworks in the new context created byEuropean banking union, which is the overarching theme of the conference. Specifically, the paper by Pedro Duarte Neves gives thought-provoking examples of how to connect supervisory analysis of banks with statistical data about the broader economy, including credit information, non-corporate information, and securities markets information. The paper by Andreas Ittner provides a snapshot of current thinking about building up the Single Supervisory Mechanism (SSM)’s own information system, a task that involves complex trade-offs and what promises to be a somewhat protracted transition.


    This discussion should start with a cautionary note: I am triply unqualified for it. First, I do not have much experience of producing statistics. Second, I have never been a practitioner of banking supervision. Third, and perhaps most relevant, Iobserve the developments that underlie the two papers from the outside – and not all of them are observable from the outside, for understandable and often legitimate reasons. For example, the internal documentation and workings of the SSM to which Andreas Ittner’s paper refers repeatedly are something I have no access to. This may result in many of my comments being misguided, behind the curve, or simply irrelevant.


    For the sake of appropriate disclosure, I should add that, as an independent board member of the global derivatives trade repository arm of the Depositary Trust & Clearing Corporation (DTCC) since mid-2013, I have learnt much recently about the challenges of handling large volumes of real-time financial information across jurisdictional borders. These challenges are different from those faced by bank supervisors, but may also colour my observations.


    The future SSM information system


    The establishment of the SSM is obviously a major change for Europe. It is very structural and will have long-term ramifications that are still far from having fully unfolded. These will include consequences for supervisory data collection and analysis. Policy-makers are still at an early stage of what promises to be a long journey of discovery.


    National supervisors have accumulated considerable knowledge and know-how about supervisory data collection and analysis over the years. Furthermore, this year’s comprehensive assessment provides an initial basis for supervisory data that are expected to be comparable across participating Member States. However, an effective SSM information system is unlikely to evolve only incrementally from this initial basis. The process underlying the comprehensive assessment was inevitably ad hoc and too reliant on external private-sector contractors (consultants and auditors) to be contemplated on a steady-state basis. The existing national frameworks are too different from each other to evolve gradually into a coherent whole. The SSM will therefore need to develop its own solutions, largely from the top down, and find adequate ways to manage the transition from multiple legacy systems to the new one.


    There are two key reasons for this, beyond the intrinsic difficulty of an incremental approach to harmonising very different national systems. First, the world of data in general, and of financial data in particular, is changing at a rapid pace. The data needs of supervisors are far from static, and solutions introduced several years ago by individual national supervisors may already be partly obsolete. In my observation, complex organisations are increasingly reliant on a centralised information backbone that serves decentralised operations, and the SSM is unlikely to be any different. Second, the SSM will have to be more data-driven than the vast majority of EU national supervisors have been until now. This is because it supervises a much wider, larger and more diverse range of banks, headquartered in multiple financial centres across the European continent. Handling all these supervised banks in a fair and consistent manner cannot be based solely on relationships and individual judgment, as has been the case in several national contexts until now, but must, crucially, also be based on reliable and comparable data. As in other spheres of public oversight, an appropriate balance will always need to be found between “human intelligence” and “signal intelligence”, but the relative importance of the latter grows as the size and scope of observation and control expand.


    One consequence of an approach to building the SSM information system largely from the top down will inevitably be that not all the solutions adopted will be able to be expanded to the entire EU, at least as long as some Member States choose to stay outside of the SSM. Another perhaps non-trivial consequence is that the future SSM information system is likely to result in more transparency regarding supervisory data, vis-à-vis market participants and the general public, than most of the national systems have delivered until now. Such transparency could be used to incentivise faster and more complete convergence, as external scrutiny can act as a check on inconsistencies and lingering national differences. Furthermore, as the authority with the joint largest range of supervised banks in the world (together with the United States), the SSM will be more directly compared with and benchmarked against its US counterparts in terms of supervisory transparency than supervisors in individual EU Member States have been until now. At present, there is a significant gap in this respect, with the United States providing much more supervisory transparency than Europe, as Christopher Gandrud and Mark Hallerberg demonstrated in a thought-provoking paper published by Bruegel earlier this year. The increased benchmarking will therefore encourage the SSM to raise its disclosure game. Here again, the comprehensive assessment is a promising starting point, as it will result in the disclosure of numerous data points, of which many will be new to external observers. However, the comprehensive assessment is a one-off exercise. Itremains to be confirmed how much information about banks will be disclosed by the SSM on a regular basis – at least once a year and possibly more frequently.


    Bank-specific data


    The data that the SSM will require from banks raise a number of policy challenges, some of which may be beyond the capacity of the SSM to resolve alone.


    A first set of challenges concerns accounting information, which is a crucial input in the supervisory process. Three main issues stand out here. First, while International Financial Reporting Standards (IFRS) are universally used in the EU for the consolidated financial statements of listed banks, the standards that apply for the accounts of individual entities, and even in some cases for the consolidated accounts of unlisted banks, are far from harmonised. This creates a major obstacle to data comparability. Second, audit frameworks vary significantly from one Member State to another, in spite of recently adopted EU legislation, and auditor oversight remains the preserve of different national audit regulators with only limited coordination at EU level. Third, the public enforcement of IFRS is also fragmented across Member States, generally being conducted by national securities authorities with only limited EU-level coordination by the European Securities and Markets Authority (ESMA).


    Another set of challenges concern the calculation of supervisory ratios, including on capital, leverage and liquidity, which involves the application of prudential filters to accounting information as well as risk-weighting of assets. In this area, the SSM has far-reaching authority to apply a unified doctrine and to harmonise practices. It can also be a leader in applying the supervisory information disclosure obligations known as PillarIII of the Basel framework, which are currently undergoing a long-overdue update and strengthening led by the Basel Committee on Banking Supervision. As argued above, the SSM should aim to provide a level of supervisory data transparency at least equivalent to that currently delivered by US bank supervisors.


    An additional set of challenges affect the collection, analysis and partial disclosure of information about specific risks. The SSM’s risk assessment system is a key pillar of the entire banking union project, even though its roll-out has had to be delayed beyond the completion of this year’s initial comprehensive assessment. After its launch, it will need to be carefully maintained and developed over time. Furthermore, the SSM may consider imposing risk disclosure requirements on supervised banks – over and above those included in applicable accounting standards. The work of the Financial Stability Board’s Enhanced Disclosure Task Force may serve as a source of inspiration in this respect.


    Broader economic and financial data


    The paper presented by Pedro Duarte Neves underlines the need to complement bank-specific information with other types of data that help explain the interaction of banks with the rest of the financial system and the broader economy. The consolidation of such data at a European level may appear less urgent for the operation of the SSM than the consolidation of bank data, but is nevertheless of high importance, not least to support micro-prudential supervision with complementary insights from macro-prudential oversight.


    This observation applies particularly to credit information as can be derived from central credit registers. I know too little about the AnaCredit project and its current implementation status to be able to make an informed assessment of how it will support the SSM’s missions. However, what appears obvious and has already been illustrated in the conduct of the comprehensive assessment is the need to be able to analyse credit data with a high level (i.e. low threshold) of granularity in order to make appropriate supervisory judgments. The basis for this must provide for cross-country comparability within the banking union area (all countries that participate in the SSM), and the transition period to reach an appropriate degree of cross-country consistency should not exceed a few years at most.


    Over time, in addition to credit information, bank supervision and macro-prudential oversight should also be supported by analysis that aggregates firm-level data across the entire banking union area. Here again, the diversity of national accounting standards for single-entity financial reporting (and also, to a lesser but still significant extent, of audit frameworks) is a thorny issue. Other types of statistical information will also need to be tackled to allow better pan-European analysis, particularly about securities issuance and ownership, as is also well illustrated in Pedro Duarte Neves’ paper.


    The announcement in mid-July by Commission President-elect Jean-Claude Juncker of a European Capital Markets Union (CMU) may provide a welcome opportunity to develop adequate policy responses to several of the above-listed challenges at EU level. Consistent accounting standards, audit regulation, and IFRS enforcement are needed for the sound development of EU capital markets, as well as being needed to feed the SSM with adequate, comparable data. The SSM should therefore be actively involved in the debates about the policy content of the CMU that can be expected to gather pace over the next few months.


    Concluding observations


    In addition to rapidly building up its own data systems, the SSM should also assist in the development of global information frameworks that support the holistic monitoring of the international financial system, including by institutions such as the Bank for International Settlements (BIS), the Financial Stability Board (FSB) and the International Monetary Fund (IMF). The ECB and SSM must be active participants in the ongoing Data Gaps Initiative, and in the International Data Hub that collects information about systemically important banks and is hosted by the BIS.


    Finally, the governance of project design and management in building up new information solutions for the SSM will require adequate discussion and planning. Over the next few years, national supervisors may need to give priority to efforts to support the SSM information system over other projects to collect and analyse data. As all national supervisors have a stake in the success and effectiveness of the SSM, incentives appear reasonably well aligned for such prioritisation to occur, but it will nevertheless require significant attention, not least in terms of allocating or redirecting financial and human resources within all participating organisations.


    
      
        1 Senior Fellow at Bruegel, Visiting Fellow at the Peterson Institute for International Economics.

      

    

  


  
    COMMENTS


    Mathias Dewatripont1


    The presentations put some emphasis on the role that statisticians should or could play in relation to prudential reporting. The reference frameworks for statistics may sometimes differ significantly from those that underpin prudential reporting. Indeed, prudential reporting is essentially based on the prudential requirements (the Capital Requirements Directive, CRD IV), while the accounting framework is largely based on International Financial Reporting Standards (IFRS). Could Mr Ittner or Mr Neves elaborate on how they would bridge these different elements without jeopardising the consistency of prudential reporting with prudential and accounting frameworks (in particular under IFRS)?


    The input layer seems to be an interesting approach. Could Mr Ittner elaborate on how this approach maintains an appropriate balance between costs and benefits for the different stakeholders? Could Mr Ittner explain, in particular, the extent to which this approach would be compatible with the current reporting approach, or whether this would imply a structural change for banks and supervisors?


    The Portuguese experience of collecting various micro and macro data is very instructive. CouldMr Neves explain how he sees this as potentially extendable to other Single Supervisory Mechanism (SSM) countries? While collecting additional and parallel flows of information is necessary in a situation of crisis, it is also important to keep data collection to a level that is manageable. Is there not a risk of duplication and overlapping when data requests go in many different directions, and are not designed on the basis of pre-existing, integrated reporting such as FINREP or COREP? It is also importantfor supervisors to have, inside their institutions, mechanisms for analysing the data collected in a consistent and organised way. How can this be done with different sources of information, as presented by Mr Neves?


    
      
        1 Vice Governor of the National Bank of Belgium

      

    

  


  
    Discussion summary


    In his introduction, Mathias Dewatripont (Nationale Bank van België/Banque Nationale de Belgique) stressed the importance of having good data to properly support an evidence-based decision-making process in monetary policy and supervision. He also highlighted the key role played by statistics in feeding empirical research. He then referred to regulatory supervisory work and plans to improve regulation after Basel III, particularly as regards the internal models used by banks, which might be better explained by using harmonised data on the size of the exposure. In this regard, he highlighted a study1 by the Nationale Bank van België/Banque Nationale de Belgique based on a dataset of harmonised exposure at default (EAD), e.g. the size of the loans, obtained from the national credit register. He concluded by noting that this is the perfect time to discuss data issues and data needs concerning the Single Supervisory Mechanism (SSM) and highlighted the fact that the introduction of a fully harmonised prudential reporting framework under CRD IV, the new COREP and FINREP will support the SSM in pursuing its tasks.


    Andreas Ittner (Oesterreichische Nationalbank) presented an overview of the data needs for the SSM from the perspective of supervisors. He said that, in order to fulfil the data requirements of the SSM’s supervisory reporting manual, an integrated reporting system should be built to foster a consistent interpretation of different statistics, identical compilation processes and the application of identical data quality controls. Moreover, he pointed out that supervisors should specify their data needs and rely on statisticians to design and conduct the integration, implementation, collection and compilation of the data, as this would enable supervisors to focus on their core activities. Mr Ittner then mentioned the need to give banks incentives to produce high-quality data and the need to exploit, as much as possible, the synergies between banks’ internal risk assessments and supervision. Finally, he highlighted the importance of developing harmonised requirements from heterogeneous primary sources, pointing out that this can be achieved by implementing a standardised European Reporting Framework (ERF), which should cover both supervisory and monetary statistics.


    Pedro Duarte Neves (Banco de Portugal) presented the work carried out so far at the European level to enhance the synergies between SSM data needs and statistical reporting and provided an overview of the experience of the Banco de Portugal. He mentioned that important steps in the setting-up of the SSM’s data supporting system have been achieved, such as (i) the update of the legal provisions governing the use and exchange of confidential data, (ii) the creation of new bodies to cater for the data needs associated with the SSM, and (iii) the steps taken towards the conceptual harmonisation and convergence of central credit registers (CCRs). Mr Duarte Neves highlighted the benefits of combining several sources of micro data, as is the case with the Portuguese CCR dataset, for example, which has been merged with accounting information at the firm level (obtained from the Central Balance Sheet Database). The integration of statistical reports on the monetary and supervisory functions might benefit both compilers and reporting entities. Finally, he pointed out that micro data are fundamental for supervision and financial stability in providing a comprehensive picture of the financial sector and the interrelationships with other sectors. The collection of supervisory information by statisticians will generate added value not just for direct supervision, but also for the horizontal functions of the SSM.


    Mathias Dewatripont agreed on the need for data integration, but remarked that the harmonisation of supervisory reporting requirements across countries should not lead to any loss of information in those countries which currently have the richest information systems.


    Josef Bonnici (Central Bank of Malta), a discussant for the speakers, highlighted the fact that the different statistical practices and institutions in euro area countries make the data harmonisation process very complex. He agreed with the speakers that adequate standard definitions of data and common audit rules on bank practices are required to ensure a level playing field among the different euro area countries. Moreover, he pointed out that although he is in favour of standardisation and agrees that micro data play a key role, confidentiality issues and the related statistical challenges for small countries should be taken into account owing to their particular characteristics. Mr Bonnici advocated a division of labour between supervisors and statisticians, with supervisors taking care of the collection of the data while also being aware of the users’ needs. To conclude, he said that the new challenges posed by the SSM will require significant resources to be allocated to statistics to ensure that high-quality data are made available to supervisors in a timely fashion so that they can take the most informed decisions. “We are entering a new era and should take the proper steps to successfully embark on it”, he concluded.


    Mathias Dewatripont agreed with Mr Bonnici that more resources will be needed in statistics to accommodate the needs of supervisors and that standardisation and more auditing will be required to ensure that data are of the highest quality.


    Nicolas Véron (Bruegel), a discussant for the speakers, acknowledged that there are different time horizons for the establishment of the SSM and the banking union. Structural changes in banking sector policy will need a certain amount of time to be implemented and are path-dependent, as the realisation of each step depends on the success of the previous ones. He argued that the collection, analysis and publication of data are key for the realisation of the long-term objectives of the SSM. Data needs are not static, as supervisors face fast-changing industry practices; the architecture of the SSM assigns the ECB the role of centrally managing the supervisory data architecture, even if the actual data collections remain the responsibility of national authorities. He explained that there will be significant external demand for more transparent supervisory information in Europe to close the gap with the US supervisory system, where many individual banking data are made available to market participants. Different accounting standards and auditing practices are a key challenge for the SSM, and he urged European institutions to reach a better level of harmonisation in these areas. He concluded by saying that data and information systems should be a centralised and consistent aspect of the SSM architecture.


    Mathias Dewatripont remarked that the quality of the data on shadow banking is currently very low and there is a risk that the more the banking sector becomes regulated, the more the risks move to the shadow banking system, with a potential indirect impact on the regulated banking industry.


    Andreas Ittner said that supervisors and banks should have aligned incentives based on costs. He argued that because supervisory data requests are costly, this should be an incentive to improve the way in which reports are produced in order to avoid unnecessary costs for banks. However, any decision in this respect should come from the management of the banks, as reporting specialists might fear that changes could affect their jobs.


    Pedro Duarte Neves remarked that the European Banking Authority has made important progress on harmonising and standardising data definitions, in particular with the implementation of the Implementing Technical Standards (ITS) on supervisory reporting. The Auditing Directive has made some progress with the proposed regulation of auditors in Europe. Concerning the increase in transparency for the supervisory function in Europe, he pointed out that the ECB has already done a very good job of explaining the content of the stress tests and their results. He agreed that as the banking industry is changing very fast, supervisors might need to request new sets of data, which would increase costs for the banking sector. Finally, he acknowledged the fast progress that has been made so far in the construction of the banking union and stressed that the same pace should be maintained in the coming years to make sure that the banking union will be a success.


    Josef Bonnici remarked that the auditing situation is not very good because the statistical basis for audits has been put aside in the interests of saving costs, at least in the private sector. He mentioned that auditing can improve the added value of supervision if up-to-date and statistically based techniques are used and the outcomes are statistically representative.


    Nicolas Véron remarked that there is a need for pan-European audit regulators and a more consistent audit regulation than the recently adopted EU legislation. He pointed out that the incentives of the auditors that participated in the Comprehensive Assessment were imperfectly aligned with the objectives of the exercise; however, he said that there was no better alternative. The ECB should impose medium term-specific standards of disclosure on banks and supervisors in order to make the system more resilient. In order to ensure that the supervisory data are of high quality, the ECB, as the centre of the SSM, should be responsible for properly and efficiently managing the overall information system, and that function should become part of the core business of the SSM. Finally, he said that the centralised IT system should be the backbone of the information provided to the SSM.


    Mathias Dewatripont concluded by referring to the value of the auditors in the asset quality review (AQR), who were a good example of the value of rotating auditors.


    
      
        1 See Gustin E., Van Roy P. “The role of internal models in regulatory capital requirements: a comparison of Belgian banks’ credit risk parameters”, Financial Stability Review 2014, National Bank of Belgium, pp.141–151.
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    2Statistics for multi-purpose use – synergies between the central banking and supervisory functions


    Introductory remarks


    Ilmārs Rimšēvičs1


    It is a great pleasure for me to chair this session, which will deal with multipurpose statistics and, in particular, with synergies between the central banking and supervisory functions. Before coming to the conference, I was trying to think of a reference or quotation that would neatly sum up the topic of the session, and then I realised that the etymology of the word “synergy” itself would best convey the underlying philosophy of the topic. As you may well know, “synergy” stems from two Greek words “syn-” (together) and “ergon” (work), and consequently means “working together”. Ideas about working together and using data for multiple purposes to produce the maximum results should be our main focus today and our main concern in the coming years, in particular in the context of the Single Supervisory Mechanism, which is the key element of the banking union.


    First and foremost, our vision of data use needs to be revisited, focusing on the integration of data across different areas, such as monetary policy, financial stability and supervision, and not confining data to one area only. The need for this shift in focus was made clear by the recent crisis, which began in the financial sector in 2007 and has had a global impact. Sound policy choices depend, to a large extent, on how successfully we as central bankers identify and collect the required data. For that reason, there is an ongoing initiative to improve data accessibility, quality and harmonisation. As part of this ongoing initiative, and in view of the new tasks assigned to the ECB, the Groupe de Réflexion on the integration of statistical and supervisory data, which operates under the auspices of the Statistics Committee, has delivered a report presenting a vision on how to promote an integrated approach to supervisory and statistical data. The proposed long-term objective favours the evolution of existing national statistical and supervisory systems into a European information system, which, in turn, would be integrated in two dimensions: across countries and across domains. Against this background, I believe preference should be given, if feasible and cost-effective, to granular data in order to provide greater flexibility for multiple uses without redefining requirements for data providers. This, of course, entails managing different areas of statistical and supervisory information as parts of a single system.


    In this context, I would like to single out central credit registers (CCRs), which have established themselves as a very valuable source of information for the financial industry, central banks and supervisors. In Latvia, we have had a very positive experience of maintaining and using Latvijas Banka’s Credit Register for about seven years, benefiting from synergies between the needs of a central bank and the needs of a supervisory authority and other participants in Latvijas Banka’s Credit Register, among them data providers from the industry. From a central bank perspective, the analytical potential of CCR data is manifold. CCRs contribute to the narrowing of data gaps in areas such as financial stability and macro-prudential analysis, monetary policy analysis, and statistical analysis and research.


    In the field of financial stability and macro-prudential analysis, some of the key application areas of CCR data are credit risk monitoring and analysis, structural analysis of banks’ loan portfolios, large exposure analysis, analysis of the indebtedness of borrowers, and stress testing. It is important to note that the potential uses of CCR data are not limited to the national perspective. A good example in this regard is the AnaCredit project, which envisages the creation of a common credit register database shared between Eurosystem members. The harmonised data set based on contributions from national CCRs could be very useful for monetary policy analysis, in particular for an analysis of credit supply conditions (including financing of small and medium-sized enterprises) in the euro area. This would help to close data gaps by providing regular and granular data with a variety of breakdowns (type and size of counterparty, type of economic activity, data on new loans, etc.). Another relevant example could be the use of CCR data to analyse the functioning of the monetary policy transmission mechanism. Such an analysis would certainly facilitate the process of calibrating potential bank lending support measures. It would also be useful from a collateral management perspective, as it would allow an in-depth analysis of credit claims pledged in connection with Eurosystem monetary policy operations.


    Last, but not least, CCR data are of a great significance for various statistical and research purposes which, in their turn, could support analysis and decision-making in the areas of monetary policy and financial stability. Moreover, supervisory analysis adds another dimension to the possible uses of CCR data. The Latvian Supervisory Authority has also used Latvijas Banka’s Credit Register extensively to plan and carry out its on-site inspections and off-site analysis, which has allowed the Latvian Supervisory Authority to improve its credit risk assessment practices and understanding of bank exposures and credit risk mitigation practices.


    From a cross-border perspective, it is very important to move towards the adoption of a European reporting framework, which ideally would encompass all the reporting requirements of the ECB, the Single Supervisory Mechanism and the European Banking Authority. A common statistical reporting framework is an absolute necessity for the effective conduct of common monetary, financial stability and supervisory policies in Europe. Although much has been achieved in these areas over the past decade, even more remains to be done in future.


    It is clear that, to implement the initiatives I have mentioned, we will have to work together, seeking synergies wherever and whenever possible. I am also sure that we will dedicate ourselves to this, because our goal is consistent, comparable and granular cross-country data available at sufficient frequency and timeliness for effective decision-making.


    In these introductory remarks, I have only been able to offer a brief glimpse of this vast topic. It is the presenters of this session who will further elaborate on ideas about multipurpose statistics. Therefore, it is my great honour to introduce the presenters of the session. The first to take the floor will be Anne Le Lorier, First Deputy Governor of the Banque de France. She has a degree from the Institut d’Études Politiques de Parisand an MA in law from the École Nationale d’Administrationand has spent most of her career at the French Treasury and as an advisor to the French Government. Her areas of expertise are the International Monetary Fund, foreign exchange, the balance of payments, and combating the financing of terrorism, as well as risk and audit. She has been made a Knight of the National Order of Merit and an Officer of the Legion of Honour.


    Let me also introduce the second presenter, Mr Fernando Restoy, Deputy Governor of the Banco de España. He has a PhD in Economics from Harvard University and has spent most of his career at the Banco de España. He has also been a Member of the Board of the Spanish National Securities Market Commission and of the Board of Supervisors of the European Securities and Markets Authority. Among various positions currently held by Mr Restoy, I would particularly like to mention that of Member of the Supervisory Board of the Single Supervisory Mechanism.


    I am also honoured to introduce our discussants, Piers Haben and Federico Signorini. Mr Haben is Director of Oversight at the European Banking Authority. He has an MSc in Economics, and is a graduate of the University of London and the University of Edinburgh. He worked at the UK Financial Services Authority for many years, and has extensive expertise in the effective implementation of Basel II rules and stress testing. He was appointed to his current position in 2011.


    The second discussant, Mr Signorini, is Member of the Governing Board and Deputy Director General of the Banca d’Italia. He studied Economics at the University of Florence and Harvard University. Most of his career has been spent in the Economic Research Department of the Banca d’Italia. He moved into the area of banking and financial supervision in 2008. He is also a member of the Basel Committee on Banking Supervision, the Board of Supervisors of the European Banking Authority, and several other European and international supervision coordination bodies.


    In view of the background, expertise and professionalism of the distinguished presenters and discussants, I am looking forward to this session, which, I am sure, will be an interesting exchange of opinions and experiences for the benefit of an enhanced vision of the multipurpose use of statistics.


    
      
        1 Governor, Latvijas Banka.

      

    

  


  
    Statistics for multipurpose use: synergies between the central banking and supervisory functions


    Anne Le Lorier1


    As we all know, central banking pursues two main objectives: price stability and financial stability. These two objectives are complementary: for instance, financial stability is essential to ensure a smooth transmission of monetary policy that will help ensure price stability. Both are macro objectives. On the other hand, supervision focuses on individual institutions. However, the crisis has shown that macro financial imbalances created by excessive credit activity could have very damaging feedback effects on banks. More generally, the crisis unveiled an unsuspected magnitude of interdependency between individual banking strategies and financial stability as well as between financial stability and monetary policy transmission. Monitoring these different interdependencies at the operational level is crucial for efficiency reasons and for avoiding possible conflicts among primary objectives. From a holistic perspective, these domains can hardly be regarded as disconnected. This is probably one of the reasons why, in the three main monetary jurisdictions, the euro area, Japan and the United States, all these tasks are performed by the same body, namely the central bank. It may also be noted that banking supervision in the United Kingdom has again been returned to the central bank.


    Indeed, the crisis has shown that an in-depth and detailed knowledge of the state of the financial system is essential in order to assess ongoing economic and financial developments. It should also be an important input to anticipate and hopefully prevent possible future crises.


    What does this intertwined framework imply in terms of data? I would highlight three broad observations.


    The first, and I would say most basic one, is that the vast majority of data are multipurpose: the same piece of information can be used to cross-check a prudential ratio, to detect the build-up of macro financial imbalances, to assess the impact of monetary measures, or to establish monetary aggregates or national accounts.


    From this, a second observation can be derived: micro data are crucial. Indeed, micro data not only have a diversity of uses, but are also, in most cases, the only technical way to respond to never-ending new, unforeseen informational needs. Conversely, adopting a piecemeal approach in which, each time new research or analysis is to be conducted, a new reporting scheme has to be put in place, would be burdensome and cost-ineffective for both the central banks and the respondents.


    Finally, the third observation concerns information collection and dissemination: business areas are now differentiated more by data usage than by data collection. This in turn implies data sharing.


    Thus the keywords for a common, up-to-date approach to central banking and supervisory functions are in-depth micro-data analysis and data sharing. This obviously puts statistics departments at the centre of the information system and implies that they should provide both central bankers and supervisors with timely and reliable micro and macro data.


    I am very pleased to have the opportunity today to share with you my views on the challenges of complying with these objectives. Let me elaborate a little on some of them.


    First, I would like to point out that central bankers and supervisors have common needs that can be satisfied by statisticians. Second, noting that we are living in an increasingly data-rich environment, I will try to outline some possible implications that this might have. Finally, I will offer a few thoughts on the opportunities and challenges involved in ensuring efficient data collection and sharing.


    1Central banking and supervision: a common need for quality and high frequency micro data


    Here, I would like to develop two main ideas: nowadays the needs of supervisors and those of other users are tending to converge, and an important recent development has thrown the financial stability responsibility of central banks into the limelight – more specifically, macro-prudential surveillance has to be supported by recourse to micro data, including those coming from the supervisory area. I will then give three examples: AnaCredit (a European central credit register), MMSR (money market statistical reporting) and the Data Gaps Initiative (DGI).


    1.1The needs of supervisors are converging with those of other users of statistics


    Spurred by demanding users within central banks, statisticians have long been under constant pressure to produce fresher and more timely data to allow a better informed conduct of central bank policies. In the past, some supervisors (certainly not all of them) were less demanding. Sabine Lautenschläger mentioned yesterday the “love/hate” relationship that supervisors have with data, from a quantitative to a qualitative approach and back. In other words, demand for data has varied over time. However, especially during and since the financial crisis, the needs of all supervisors have progressively become more similar to those of other users. This change is related inter alia to the need for supervisors to assess the quality of assets more directly and more specifically, on the basis of, in particular, samples of loan files, and to develop stress tests. The creation of the SSM will clearly play a major role in this development. At the same time, in order to provide their models with well-grounded micro-foundations, economists are increasingly in need of individual data. This double movement in users’ requirements has given statisticians powerful incentives to develop new tools.


    1.2Micro data have to support macro-prudential surveillance


    I believe macro-prudential surveillance has a lot to gain from using data at very granular level, collected on a high-frequency basis and with tough quality requirements. This would, in particular, facilitate the early detection of common exposures to certain economic sectors, such as the construction and real estate sectors, or agents, such as over-indebted households or countries with fragile fundamentals. Data collected initially for supervisory needs can be very useful for these purposes as they often contain precious information on, for example, sectors, denominations, maturities, etc. of transactions.


    1.3AnaCredit, MMSR and DGI – three examples of the common needs of central banks and supervisors


    Two projects of the Statistics Committee (STC) seem to me cases in point in this regard.


    In the first one, AnaCredit, the idea is to set up a common database of loans to all categories of borrower. All the necessary attributes will be known. Obviously, when the project goes live, the level and quality of information delivered to the Governing Council and to the SSM Supervisory Board will be much enhanced. For research, monetary policy, financial stability, and banking supervision, this data hub will be extremely useful.


    Another key project is the Money Market Statistical Reporting (MMSR) initiative, which has been originated by the Market Operations Committee (MOC) and which the STC is taking care of at the operational level. My understanding is that this project will consist of collecting data on interbank market transactions as well as on related derivative products, providing a global and detailed picture of the functioning of the money market. Indeed, in addition to a better knowledge of institutions, detailed intelligence on financial markets is essential. Such information is clearly useful for monitoring the effectiveness of monetary policy, in particular the smooth transmission of interest rates. It is obviously also useful when reflecting on possible new monetary measures and for assessing their effectiveness if and when implemented. It can even deliver precious intelligence on market players’ behaviour to a wider range of users, including banking supervisors and financial stability teams.


    At the global level, and this will be my third example, the Data Gaps Initiative launched by the G20 shares similar objectives. By collecting information on the two counterparties to each interbank transaction, the DGI hub that the Bank for International Settlements (BIS) has set up offers detailed information on interconnections among a variety of users.


    2We are living in an increasingly data-rich environment. What are the implications for central bankers and supervisors?


    Here, I will address the following three points:


    –data are developing at an exponential rate and are offering new possibilities to central bankers and supervisors;


    –as a consequence, we could be facing two cumulative risks: not reaching the best possible balance between reliability and timelines; and being “lost in data”, while being more accountable for their use;


    –a possible way forward might be to develop and leverage statistical techniques and analytical tools.


    2.1New opportunities: an explosion of accessible data provided by the private sector too


    Data collection is no longer the privilege of public administrations and authorities, as many private companies are now data providers, and this is not only true for market data. Moreover, smart electronic devices are allowing vast data collection for commercial purposes that may also be of interest to central bankers. Authorities themselves are also collecting more and more data. I have cited the DGI as a case in point, but market authorities are following the same track, as recently epitomised by the new initiative from the European Commission to collect detailed information on each repo transaction – the Securities Financing Transactions (SFT) Proposal.


    Moreover, smart electronic devices are allowing vast amounts of data to be collected for commercial purposes that may also be of interest to central bankers and, to a certain extent, to supervisors. I have in mind the example of roaming data collected by telecom companies which could be helpful in measuring tourism expenditure and establishing the balance of payments, which, in most cases in the EU, is a responsibility of central banks.


    2.2New challenge: how to deal with this expanding set of data


    Two challenges remain. First, the data that central banks use and disseminate must remain reliable. Hence, a trade-off between robustness and timeliness has to be dealt with. Second, and this is sometimes less appreciated, the marginal benefit of collecting extra data might decrease to a point where, in the absence of proper management, it might be not beneficial but instead detrimental to the quality of central banking and supervision. Let me focus briefly on this aspect.


    Collecting more data makes us more accountable to the general public, as we will no longer be in a position to assert that we “did not” or “could not” know.


    At the same time, the larger the volume of information is, the more difficult it will be to cross check it, to analyse it and to extract precious early warning signals that are clear and timely enough to allow us to make the right decisions at the right time.


    The challenges are real, including technical and economic ones. Some difficulties are already appearing in exploiting some ultra-rich datasets in a timely and efficient manner.


    I would therefore see some merit in reflecting on possible ways to mitigate these risks. Here I would like to turn to the experts in the field, namely the statisticians. In my view, the statistical departments of central banks can play a crucial role in developing statistical techniques and tools for the benefit of all users facing these new challenges, including, of course, supervisors. For instance, not shying away from using samples when comprehensive data collection is neither possible nor necessary. Another way forward could be to systematically carry out cost-benefit analyses, without waiting for clear lists of priorities approved at senior level. Asking for relevant data can be much more useful than making never-ending requests for new data and then being unsure how to manage them in an effective and useful way.


    3Data sharing


    This leads me to the third part of my presentation, which deals with data sharing.


    I mentioned at the beginning of this presentation why, in my view, data sharing between supervisors and central bankers is absolutely necessary. Aurel Schubert, who is well-known to all of you as Director General Statistics at the ECB, has written an excellent report on this subject for the Irving Fisher Committee, the equally well-known committee of worldwide economists and statisticians working under the auspices of the BIS. This report will be presented at the BIS All Governors Meeting early next year.


    I would like to emphasise some points regarding the “how”:


    First, to achieve this goal, experience has shown that, while a bottom-up approach is needed, a top-down approach is also crucial. In plain words, the direction has to come from the most senior level inside central banks and supervisory authorities. By nature, central bankers and supervisors are reluctant to share data, even when the legal framework allows it. As we are speaking about statistics, I will refer to a global survey conducted by the Irving Fisher Committee on the reasons for the non-sharing of data. The finding was that the percentage of difficulties in communication does not vary significantly between countries based on whether the legal setup is favourable or unfavourable. Therefore, the first thing that needs to be done, in my view, is for the decision-making people or bodies to give a clear signal in favour of data sharing. In addition, neither the euro area nor the EU is living in a bubble. Interesting examples of data sharing, such as in Canada, may be worth looking at, while, conversely, we could aim to set an example for some other countries or regions.


    Second, practical issues must be addressed and legal and technical impediments must be overcome. However, I would like to highlight first the emergence of some concrete opportunities to develop data sharing.


    3.1Technical avenues for implementing data sharing


    Of course, what may come immediately to mind is to fully align the reporting framework for supervisors and central bankers. This has been done in some countries, such as Canada and Italy, if I am not mistaken, and it is undoubtedly a very legitimate goal. But it is also a very ambitious challenge for all those who use different datasets, and it would probably take years to accomplish.


    Harmonising formats between, for instance, international standards for national accounts and balance of payments on one hand and individual supervisory data on the other is also an interesting idea, but it must be shown that it can be achieved without taking too much time and without excessive costs for credit institutions and central banks. We should always be mindful of costs and delays. More than ten years were needed to put in place the “input approach”.


    Other options can be explored. In particular, IT tools developed for “big data” can facilitate data transmission without requiring any common formats or even definitions. This represents, in our view, a major opportunity. At the Banque de France, in cooperation with the Prudential Supervision and Resolution Authority, we are currently using big data IT technology to set up a common database fed by, and usable by, all data providers, including supervisors, while, of course, strictly respecting the confidentiality rules of EU law. This system, called “Pooling and Sharing the Statistical Series” has, I believe, been presented to the members of the STC in its SSM composition. There are pros (a quick win, economical for all stakeholders, easy to implement) and cons (falling short of full harmonisation and systematic data collection).


    A unique data entry point can also be very helpful. One example among probably many others is the One Gate portal that the National Bank of Belgium and the Banque de France have jointly developed, and which is much appreciated by all reporting institutions, i.e. corporates, insurance companies and financial institutions. The common database is accessible to all users.


    3.2Another promising tool for data sharing: the Legal Entity Identifier (LEI)


    Harmonisation between the different codes that support accounting and statistical information can also contribute to simplifying data collection and implementing data sharing in an efficient manner. Indeed, the first pillar for a comprehensive data hub, in particular for individual entity data, is to have a common identifier for economic entities. The idea of having only one code for one entity seems obvious in a world where finance is globalised. Nevertheless, the implementation of such a system requires solid willpower. The G20 met the challenge and launched the LEI initiative, with a view to building a Global LEI System for corporates and financial institutions engaged in financial transactions. At the European level, the Committee on Monetary, Financial and Balance of Payments Statistics (CMFB), which brings together representatives of Eurostat, the ECB, national statistical institutes and national central banks, is promoting the LEI and sharing good practices in this area.


    In the first stage, LEIs will provide unambiguous identification of counterparties according to a globally agreed standard, based on best practice in terms of identification.


    The first layer of the system is already operational and is facilitating the use of internationally recognised codes in mandatory reporting on derivatives transactions conducted in the United States (Dodd-Franck Act) or the EU (European Markets Infrastructure Regulation), while the second layer remains to be developed. The latter should build on existing LEIs to create a network of relationships between entities. This will be an important contribution to financial stability at the global level.


    3.3Challenges to be addressed


    The opportunities are numerous and very promising. There are, however, challenges to be addressed, as is usually the case when a new paradigm is being developed. The first challenge is to fully exploit the possibilities offered by the legal framework, while, of course, strictly respecting it. Here I am referring more specifically to Article 58 of Directive 2013/36/EU of 26 June 2013 (CRD IV) regarding confidentiality. This article reads, in particular: “Nothing in this Chapter shall prevent a competent authority [i.e. a supervisory authority] from transmitting information to … ESCB central banks … when the information is relevant for the exercise of their respective statutory tasks, including the conduct of monetary policy and related liquidity provision, oversight of payments, clearing and settlement systems and the safeguarding of stability of the financial system …”. Conversely, central banks have to transmit to the supervisory bodies all the data that are necessary for them.


    The need-to-know principle among different functions and responsibilities is crucial for organising data sharing both ways, from central bankers to supervisors and from supervisors to central bankers. This implies precise and clearly defined rules, including a dedicated governance scheme to monitor their implementation. These rules should, in my view, be aimed at taking into account, on one hand, the need to share intelligence and to work in synergy rather than in silos and, on the other hand, the obligation to fully respect legal constraints linked to the allocation of responsibilities and strong security standards when managing access rights on a daily basis.


    Conclusion


    My presentation has examined how the crisis has spurred statisticians to enhance their provision of information. This should progressively lead to the building up of an integrated information system in which all the data, micro or macro, crude or processed, comprehensive or sample-based, are put together and made available to central bankers and supervisors on the basis of strictly defined access rights. I also emphasised the necessity, in my view, to develop synergies, to avoid silo approaches within central banks, among central bankers and between central bankers and supervisors. In an increasingly data-rich environment, the statistical departments have a pivotal role to play in organising, in the most efficient way possible and adapted to the needs and responsibilities of the various users, the collection, checking and disclosing of both micro and aggregated data to all those who “need to know”.


    And, finally, allow me to add a few afterthoughts.


    –Good data are a necessary precondition for monetary policy, financial stability and supervision. However, they are not sufficient on their own, and a bit of humility is needed in this regard.


    –Costs deserve proper attention: they are covered by a levy on banks or from central bank revenues. But we cannot give governments lessons on their levels of spending if we do not pay attention to our own. Moreover, as we say in French “le mieux est l’ennemi du bien” (the best is the enemy of the good), or following Shakespeare’s King Lear “Striving to do better, oft we mar what’s well”, and we should be pragmatic and not reason as if we were starting from scratch.


    –The “lamp-post syndrome”, basing analysis on visible and known cases, has to be fought: we are in dire need of better data on the shadow banking system. 


    
      
        1 Deputy Governor, Banque de France.

      

    

  


  
    Ways to improve the use of banking statistics by policy-makers: what is reasonable, what is feasible and what the SSM and the banking union are calling for


    Fernando Restoy1


    1Central banking and supervisory functions: the limits of the separation principle


    Linkages between traditional central banking functions (in particular, monetary policy) and banking supervision have been thoroughly analysed over many decades. It is well-documented that keeping monetary policy and banking supervision decision-making processes apart is highly beneficial, as this minimises conflicts of interest. Countries have approached this separation principle in a variety of ways, designing different institutional structures. Even when banking supervision has been assigned to the central bank, it has been clearly understood that supervision and central banking functions belong to very different realms, each requiring its own particular analytical approaches and decision-making processes. The SSM Regulation2 which established the Single Supervisory Mechanism (SSM) and assigned prudential supervisory tasks to the ECB alongside its regular central banking functions has duly taken this separation principle into account.


    However, recent experience – including that gained during the financial crisis– helps identify the logical limits of the separation principle. Indeed, synergies between macroeconomic policies and supervisory policies are significant and explain why, in recent years, a number of countries have decided to integrate (sometimes to reintegrate) supervisory responsibilities into the central bank remit, albeit with some internal separation devices.


    While the decision-making procedures pursue different objectives, the analytical bodies that are required for both functions have much in common. In particular, it is well understood that good monetary policy requires an understanding of how banks and non-financial agents react to monetary policy, which in turn relies on the availability of micro information, such as balance sheet data or credit registers. Equally, the design of good micro-supervisory policies requires a good understanding of the macro context in order to identify the major risks faced by financial institutions and, accordingly, to establish the correct supervisory priorities. Similarly, when performing other central banking tasks, such as payment system oversight or the analysis of risks associated with monetary policy implementation (e.g. counterparty or collateral policies), detailed micro-information on the situation of banks is vital.


    Therefore, irrespective of the need to keep the decision-making procedures sufficiently separated, the design of a good information system to serve the needs of a central bank performing both macro (monetary policy related) functions and banking supervision should fully take into account the sizeable and increasing synergies between these two functions.


    In this paper, I review the grounds for moving towards a more integrated statistical system (Section 2) and the basic elements that constitute such an integrated approach (Section 3). Section 4 presents the way in which the collection and use of banking information is organised at the Banco de España, and Section 5 briefly outlines the steps being considered at the European level. Finally, Section 6 focuses on the challenges we need to address, in particular in connection with the forthcoming launch of the SSM.


    2Towards a more integrated statistical system


    Banking data are the backbone of the information required by financial policy-makers (central banks and banking supervisors) to perform their duties, especially in countries or areas in which banks play a pivotal role in the intermediation of financial flows, such as the euro area. Much of the information reported to the central bank for both functions (monetary policy and banking supervision) comes from the same source, i.e. it draws on the different financial instruments held either on the asset or on the liability side of banks’ balance sheets.


    However, different definitions (for instance, for monetary policy purposes, short positions are deducted directly from debt securities held, while, for supervisory purposes, they are reported separately), different measurement criteria (e.g. loans and deposits are measured at nominal value for monetary policy purposes and at their carrying amount for prudential purposes), different levels of aggregation (e.g. the breakdown of the institutional sector), and different templates and schedules are required.


    There is, therefore, scope to treat all these reporting needs in an integrated way.


    Yet, it is the case that in many countries the compilation of banking information follows different and disconnected rules. This is partly the result of different institutional structures, since in some countries different authorities are in charge of banking supervision and monetary policy, and data requirements have mainly followed the specific objectives of those authorities. But it must also be acknowledged that this disconnection is also observed in countries where national central banks are in charge of banking supervision, suggesting that the main determinant in shaping data requirements is the function to be served rather than the institutional framework. This may also point to the existence of a certain silo mentality, whereby the Chinese walls separating monetary policy from banking supervision have been erected beyond what may be considered a reasonable height, extending to the initial stages of gross data collection as well.


    In this world of function-oriented reporting models, banking data collection is governed mainly by ad hoc regulations. This allows policy-makers to cope flexibly with particular requirements: if a new set of data (or a different periodicity or a new accounting criterion) is considered necessary, the corresponding regulation can be amended without having to pay much attention to other possible implications. But the price of this flexibility is that it is time- and resource-consuming, with many people at central banks and supervisors working to collect and store data, and to check their consistency. It also overburdens banks, since they have to regularly send large amounts of information to national authorities in accordance with different criteria, schedules and templates. Overall, it makes synergies (thecombination of different types of policy-relevant information) more difficult: focusing data reporting on the specific needs of one user complicates the ability of other users to effectively use that information.


    We should ensure that an efficient system to collect financial information is in place, allowing us to minimise costs, to better allocate available resources and to facilitate the circulation of information to the interested stakeholders, thereby enhancing the decision-making processes in both policy areas.


    One way of achieving progress in this direction is to aim at developing an integrated approach. At the European level, there is broad agreement on the need to gradually integrate the information system.


    3The scope of an integrated approach for banking statistics


    Under an integrated approach, all financial and prudential information that reporters must report (e.g. FINREP, COREP, BSI and MIR), including micro-data (e.g. data for central credit registers and securities holdings statistics), are designed and managed as though they were part of a single reporting package, irrespective of the main function for which the specific data are required and the fact that they are collected under different reporting packages.


    Such an integrated approach is possible because the basic information is the same. The degree of integration can vary, although the following elements might be considered for the basic set-up.


    –A single data point model and dictionary with all the elements needed for identifying all the data to be collected, including validation rules applied across the different data.


    –A single data warehouse for storing all the information together, designed to allow access to data by different users on a need-to-know basis. This means that non-anonymised data must also be stored in an anonymised way, so as to allow their use by users who do not have need of non-anonymised data.


    To increase the quality of data, in addition to the above, banks could have a common way of organising the internal data they need to report to regulators (see Chart 1 below). This approach would facilitate the transmission of information to central banks and supervisors as well as allowing a flexible and swift response to any new requirement from the authorities. In addition, this approach would simplify the monitoring of data by auditors and supervisors.
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    4The (partially) integrated reporting approach of the Banco de España


    At the Banco de España, we are at quite an advanced stage in the so-called integrated approach.


    The design and collection of supervisory and statistical data from credit institutions is integrated. We collect all data from a single point and have implemented a large number of validation rules across the different data. With the introduction of financial reporting (FINREP) at the consolidated level, we are currently adapting our solo reporting requirements and our data point model and dictionary to the requirements of FINREP.


    Additionally, the Banco de España is currently introducing a new central credit register (CCR)3 with a lot of granular data on the financial assets and off-balance-sheet exposures of the banks. This is going to (a) harmonise the formats of the internal databases of entities to facilitate the transmission of micro-information; (b) improve the quality of the different templates reported to the Banco de España for monetary policy and supervisory purposes, because we will be able to compare the micro-data reported to the CCR with the data reported on an aggregated basis; and (c) allow the compilation of new statistics through the combination of the different attributes required.


    The level of granularity of the new CCR will, compared with the current situation, substantially improve the quantity and quality of the data reported to the Banco de España, because entities will have to build their databases with all the data required transaction-by-transaction in order to be able to report them to the Banco de España. With the attributes required for the CCR, we could construct the majority of the FINREP templates and ECB and Banco de España statistics, but not the common reporting (COREP) templates.


    Finally, the Banco de España is working in setting-up a single data warehouse for storing all micro- and macro-information. This facilitates data validation, the monitoring of the consistency of all the information and the performance of quality controls, although this is only possible for some items. Moreover, it allows different indicators to be constructed on the basis of the reported information. Users accessing the information stored could have different access rights.


    Although the Banco de España has implemented an advanced integrated reporting approach, we consider that a higher degree of integration of banking information is possible, especially in the case of the financial data and COREP.


    In addition, work remains to be done on how data are organised at the entity level (see Chart 2). Currently, there are no guidelines provided by the Banco de España. Entities are free to choose how to organise their internal databases, but they need at least to use a standardised format to be able to report the micro-data and aggregated data required.
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    5A roadmap for a Europe-wide integrated approach to banking statistics


    These issues have been thoroughly discussed for a number of years in different fora at the European level. As long ago as in 2007, a Report to the ECB Governing Council on the analysis of the function of statistics by the Statistics Task Force described the principles of the integrated approach. At that point it was recognised that we should support and enable the full re-use of available (micro-) data for statistical purposes, integrate different statistics within each central bank and align the concepts and the national collection of supervisory and statistical data.


    Indeed, after that report was published, a group was set up, under the aegis of the Statistics Committee (STC), the Financial Stability Committee (FSC) and the European Banking Authority (EBA), with a name that is particularly apt: Joint Expert Group on Reconciliation of credit institutions’ statistical and supervisory reporting requirements (JEGR). Between 2008 and 2013 this group designed a classification system for the ECB’s statistical requirements relating to credit institutions’ balance sheets and interest rates and the relevant supervisory guidelines established by the EBA, delivering two products: a) a methodological bridging manual on areas of potential overlap between the two requirements; and b) a relational database to systematically identify possible links between those requirements.


    More recently, just a few months ago, the Groupe de Réflexion on the integration of statistical and supervisory data (GRISS), also under the auspices of the STC, delivered a report with a very clear objective: the gradual integration of the European information system in two dimensions (across countries and across domains). To achieve this, a number of tasks were identified, some of which have already been set in motion:


    –adoption of a harmonised common European reporting framework (ERF) for data collection from banks: moving towards a single, integrated ERF incorporating both the EBA and ECB requirements (the task force for the ERF is already in place);


    –development of a common statistical data dictionary describing data managed within ESCB/SSM information systems (a task force has been established to work on this dictionary);


    –development of a banking data dictionary containing a logical description of the source data and of the transformation rules a bank might use to fulfil the reporting requirements;


    –analysis of the legal framework which should be put in place in order to enable data-sharing.


    Moreover, a euro area initiative to collect micro-data on loans and other exposures (known as AnaCredit) is being developed, which would also allow progress in that direction. A detailed instrument-by-instrument database, built on the basis of homogenous standards at euro area level, would be a very useful tool for both monetary policy and banking supervision functions.


    6Challenges ahead


    The banking and financial landscape is changing rapidly in the euro area. Private banks and public authorities have been working hard in recent months to catch up with the ambitious initiatives launched as a consequence of the financial crisis, in particular, with the setting up of the SSM and further moves towards achieving a banking union at EU level. Measures are being taken simultaneously in several fields, but we run the risk of focusing excessively on every single measure needed to progress towards our goals, while failing to see the overall picture emerging. This is particularly true in the case of banking statistics. As I have tried to explain here, it is both reasonable and feasible for much more efficient use to be made of banking data by monetary authorities and bank supervisors than has so far been the case.


    In this regard, all efforts by the ECB geared to moving towards an integrated approach are welcome, because we are convinced, on the basis of our experience, that the use of multi-purpose statistics affords many synergies between the central banking and supervisory functions, reduces the reporting burden and increases the quality of data. Along with the tasks to be pursued on this front, it is also important to disseminate the best practices followed at present by some European countries. Indeed, experience shows that a much better exploitation of banking information is feasible and less costly.


    It is also very important for all relevant stakeholders in international organisations to be fully aware of the broad landscape of financial statistics, in particular when they are setting new requirements or new standards. New requests by those institutions (such as the ECB, the SSM, the Financial Stability Board (FSB), the European Securities and Markets Authority (ESMA) and the EBA) should be coordinated in order to reduce the reporting burden and maximise the usefulness of the information already available.


    Deeper reflection is also needed on the new possibilities offered by the use of information across domains (for example, exploring the potential benefits of an integrated approach for economic research). The trade-off between confidentiality and the use of information should be addressed with appropriate rules. IT advances may help make these two goals compatible, since they should facilitate the setting up of an appropriate access rights management regime.


    At SSM level, the challenges are more pressing and do not relate as much to the lack of harmonisation across domains (monetary policy vs. banking supervision) as to that across countries. The current approach is mainly based on the FINREP-COREP schemes required by the EU implementing technical standard (ITS) on reporting, although it is expected that the ECB will enhance it by extending the FINREP data requirements to non-IFRS groups and some banks on an individual basis, because they are outside the scope of the ITS.


    Setting a minimum level of harmonisation may be considered an appropriate goal, but only as a starting point. In this regard, the existence of jurisdictions with more demanding solo reporting requirements means that euro area banks are subject to different reporting burdens in different countries, so the ability of the ECB to supervise them depends partly on the country in which they are established. Despite this, the additional information available in some countries should not be overlooked, since, in the long term, the aim should be more ambitious harmonisation. Indeed, a level playing field must be ensured, without compromising the need to have ever deeper knowledge of banking data.


    In the short term, an enhancement of the current scheme for institutions should be foreseen, and further work on harmonising definitions and concepts to make data fully comparable would be very welcome. Apart from the harmonisation of some crucial definitions, such as those of non-performing loans and forbearance, progress is also needed on harmonising accounting practices, with full respect for international accounting rules. In this regard, the lessons drawn from the asset quality review (AQR) are very relevant: e.g. it has been ascertained that a crucial item such as provisions does not actually mean the same thing throughout the euro area.


    These harmonisation issues are complex and may require long periods of preparatory work. But it is important to be clear about the goal, while being pragmatic about the timeframe for achieving it. An ambitious approach to the compilation of banking information, along the lines of a more integrated model, will definitely allow both central banks and banking supervisors to be better equipped to make sound policy decisions.


    
      
        1 Deputy Governor, Banco de España.

      


      
        2 Regulation (EU) No 1024/2013.

      


      
        3 See Banco de España Circular 1/2013.

      

    

  


  
    Comments1


    Piers Haben2


    1Introduction


    Deputy Governors Fernando Restoy and Anne Le Lorier’s excellent papers both raise a crucial point: successful performance of monetary and financial stability functions as well banking supervisory and regulatory tasks require a significant amount of reliable and comparable data which, in many cases, share a single source. Both papers therefore imply that we have an obligation to explore synergies, both in substance and process, and both papers explore this theme with an elegance which makes the central point hard to refute. Indeed, as an official of the authority responsible for designing the single regulatory reporting framework in the EU, and an authority that regularly receives requests for data for macro-prudential purposes, I am obliged to share the sentiment.


    The pursuit of synergies is not only about improving efficiencies, although this alone could be an overarching objective given the costs involved. Both Restoy and Le Lorier accurately point out that one lesson learnt from the financial crisis is that central banks and supervisors had only a partial view of banks’ risk exposures. This impaired our ability to clearly identify the sources of vulnerabilities and intervene promptly at the very moment when timely actions were required. This was to some extent due to gaps in data requirements, but also to the fragmentation of data sources, poor sharing and coordination of reporting efforts, and lack of comparability across jurisdictions.


    In this context, I agree with Restoy that there is room for better exploiting the potential information synergies between statistical and supervisory data. Also, cross-use of data would benefit policy-making and supervision on both micro- and macro-levels, whilst avoiding the costly use of ad hoc data requests which Le Lorier refers to and which have been necessary throughout the recent crisis to address urgent and pertinent questions asked by senior policy-makers. Closer integration of statistical and supervisory frameworks will both promote cross-use and also increase efficiencies of reporting processes for all stakeholders.


    We in the European Banking Authority (EBA) know we can do a lot more in terms of synergies and sharing of data. We know how this can improve the efficiency of data collection and analysis, even if there are some short-term costs. And we know how this can improve the robustness and coverage of the data. This holds true for both micro- and macro-prudential authorities at EU and national level. But there are practicalities, which are well considered in the papers, and on which I would like to reflect further.


    Non-bank financial institutions


    Both papers make the case that much of the data needed for price and financial stability and for individual bank assessments comes from one source: banks. I agree, but in my first comment I would like to make an aside concerning the need to keep a broad vision for data, even if I agree that we need to start somewhere. The EBA’s own experience in working with colleagues in the European Systemic Risk Board (ESRB) on macro-prudential interlinkages is that one should not underestimate the need for data also from other financial institutions and we should be cognisant of the importance of maintaining a constructive dialogue with our colleagues in insurance and securities. We have found data on insurance holdings of some assets, and as counterparties, as well as data on securities transactions to be a vital component of the tool kit needed for effective macro-prudential analysis and indeed for micro-prudential oversight of the banking sector. That said, I will restrict my comments to banking data for the remainder of this piece.


    Sequencing – the art of building on micro foundations


    Le Lorier provides examples of areas where progress is being made, and indeed, since the start of the crisis, previously unthinkable progress has been achieved at the global level – thanks to the work of the Financial Stability Board (FSB) – and, I would argue, even more significant work has been achieved in Europe, largely thanks to the work of the European institutions.


    The driver of this effort appears to have been micro based, driven, in fairness, by legislation, for the purposes of banking supervision. But this has not happened in isolation. We have leveraged the analysis of macro-prudential data gaps, and the EBA had a close dialogue with the ESRB on their data needs. The EBA’s single reporting framework has also benefited from the work of the Joint Expert Group on Reconciliation of credit institutions’ statistical and supervisory reporting requirements (JEGR), as Restoy’s paper recalls. Meanwhile, the reporting standards form the bedrock of the current revision of the Consolidated Banking Data, which is a key source for both macro- and micro-prudential authorities. This means that, by design, the EBA’s new framework on reporting already addresses some of the concerns linked to multiple reporting requirements, but we acknowledge that we still have a way to go.


    Thus, spurred on by the crisis, and the need to fully understand cross border banks across the Union, the EBA has built an exceptional foundation of coherent and consistent micro-prudential data. In 2014, for the first time ever, there is a comprehensive set of supervisory reporting data that is being consistently applied across the EU so that all relevant authorities within the EU can rely on a comprehensive set of data covering solvency, liquidity, leverage ratio, large exposures, asset encumbrance and financial information. The standard sets uniform reporting requirements and integrates various areas of supervisory reporting into one framework. This supervisory reporting framework is uniform in the substance of the data and the process for collecting it.


    Restoy gives a very clear account of these substance and process issues in his paper, highlighting the challenges we have from a starting point that is currently characterised by differences across countries and between micro- and macro-prudential authorities in terms of definitions, measurement, taxonomies and data dictionaries, not to mention physical data collection, identifying issues of


    1)scope, definitions, measurement criteria – the “what”,


    2)the need for a single process, including a single data point model and dictionary and a single data warehouse – the “how”,


    and leading to his suggested “input approach”.


    An interesting description of single collection process is also provided by Le Lorier in her description of the data collection activities in France.


    I don’t know whether there is a theoretically appropriate sequencing of micro to macro data, but we appear to have a foundation that follows this sequence. Moreover, I should note from a fairly robust process of forging this set of standards, including the more recently developed definitions of non-performing exposures and forborne exposures, that it took both a crisis and a legislative push to overcome entrenched national positions on definitions and data collection processes to allow us to succeed.


    In any case, we now have a unique opportunity with this new micro-prudential reporting data set to really consider how we can move forward in a way which now joins up the micro-prudential world with the world of macro-prudential and monetary policy.


    Euro area versus European Union


    Even with this EU micro foundation, I am particularly struck by Restoy’s insightful identification of the link between micro- and macroeconomic policy-makers in any given economic area. He usefully provides examples of the euro area and the United States, whilst the paper helpfully also refers to the EU setting. This focus on the commonalities of data needs in a given economic area nonetheless begs the question of how define such an area. To those of us working in EU institutions, that area is self-defining. But the question remains. In particular, we might characterise it thus: does the same process apply to harmonising micro-prudential data as for macro-prudential data and monetary statistics, and does this process differ in the variable geometry of economic areas we face in the EU. And there’s the rub. The single market in banking services, for which we have developed a single supervisory reporting framework, comprises all 28 countries in the EU. And we have worked closely with the EU macro-prudential authorities in the form of the ESRB to satisfy macro-prudential needs. The extent to which this foundation is extendable across the European Union to macro-prudential and monetary authorities depends very much on goodwill in the absence of the legislative drive that led to the micro-prudential foundations. The superb work of the EU-wide Statistics Committee (STC) shows this is entirely possible, but it will be very interesting to see how further progress is made, using the micro foundation, definitions, scope and single reporting framework as a base for further and future harmonisation of data for macro-prudential and monetary policy use.


    Sharing data for macro-prudential purposes and legal obstacles


    Although it is a very young institution, the EBA has practical experience of the points so eloquently made by both Restoy and Le Lorier outlining how harmonised, good quality micro-level data are crucial for micro-prudential supervision and are also one of the building blocks for macro-level analysis. Le Lorier does note, however, the potential legal impediments to such sharing of information. We have found these impediments reasonably easy to overcome with formal written processes and the provision of aggregated supervisory data. The EBA has also promoted data sharing across borders, and the majority of European competent authorities are currently making arrangements for sharing bank-specific data for micro-prudential supervision.


    Public data and market discipline


    In the context of confidentiality concerns, and as a second aside, it is worth referring to the public good of data as a transparency tool which promotes research that can tangentially benefit policy-makers and enhance market discipline. Every year the EBA organises a research workshop and every year we note that most European researchers focus on US banks, rather than EU banks, because there is a lack of data. Increasing transparency and providing information to researchers, market analysts and other external stakeholders should therefore be another priority for public authorities.


    There are legitimate confidentiality concerns in this regard, but I think we have a long way to go on transparency before we bump into the risk of publishing commercially sensitive data or other confidential data. To date the EBA has made great efforts to get the most basic balance sheet data into the public domain, publishing around 7,000 data points per bank in transparency exercises that have accompanied stress tests and recapitalisation exercises which have gone some way to addressing this deficit. But there remains much to do in this regard which we should not forget as we pursue the goal of better data quality for our own purposes.


    Data infrastructure issues


    Restoy points out that advances in IT systems will facilitate the sharing of information across functionalities and enrich policy analysis by using all available data sources. I think this is an interesting avenue to explore, acknowledging that the integration of European statistical and supervisory reporting frameworks will require much more work. A fully integrated framework would obviously be beneficial and efficient for reporting institutions and users of data, but designing and administering such a framework may prove challenging. The EBA has worked over the years on developing IT standards and provides data point models and XBRL taxonomies for the implementing technical standards (ITS) reporting framework. Le Lorier very helpfully flags up the issue of legal entity identifiers (LEIs), and, indeed, the LEI system provides a first step towards harmonising very granular data and allows integration of different frameworks covering data from institutions. LEI coverage is rapidly increasing and in Europe both the European Securities and Markets Authority (ESMA) and the EBA have issued recommendations and requirements for financial institutions to require LEIs.


    One particular aspect of data infrastructure which Restoy’s paper highlights is the benefit of asingledatawarehouse. What this looks like and how it is organised relates partly to the variable economic geometry we find in the EU as outlined above, but it is certainly a possibility. The EBA has built a consistent micro-prudential EU data warehouse, both for our own benefit and for the benefit of competent authorities, and in some cases data are publicly available on our website (stress test data, key risk indicators).


    Harmonisation of standards for national accounts, balance of payments, accounting standards and prudential requirements is an enormous challenge. Close cooperation among different standard setters (regulatory, statistical, accounting) to explore ways to reconcile and converge standards and to design an integrated framework will be necessary, and the means of cooperation would need to be explored in the current legislative settings.


    Concluding comments


    It is clear that identifying synergies and commonality in data collection improves both efficiency and the quality of analysis. We know that banks are spending significantly on new data infrastructure, as are authorities. And we need to be mindful of the sheer number of data collections (ST, ITS, supervisory data, the European Market Infrastructure Regulation (EMIR)), and requests coming from many stakeholders against a background of reducing resources. Thus, the more we move to comprehensive data collection with common definitions and infrastructure, the easier over time this will be, easily offsetting these short-term costs.


    The Banco de España’s experience is outstanding. They have implemented an integrated reporting framework where all reporting from banks is managed centrally. Experts on supervisory data and monetary and financial statistics work together, increasing the comprehensive knowledge and expertise of both reporting frameworks.


    The question is whether a similar approach can be achieved at EU level as suggested by, for instance, the Groupe de Réflexion on the integration of statistical and supervisory data (GRISS).


    We have made a tremendous start at EU level with the work on micro-prudential data in the form of the supervisory reporting framework, at a global level with the FSB data gaps, and on the macro-prudential side through the work of the STC. Further progress is within our grasp, perhaps in the medium term, assuming some conditions are met, which both Restoy and Le Lorier touch on and acknowledge in slightly different ways.


    First, there should be open and constructive cooperation under an EU umbrella. This would ensure that the development and maintenance of reporting frameworks would involve all the relevant counterparties. In that respect, the EBA has a key role to play in building a common European reporting framework and related data dictionaries. We would continue the coordination and integration work at EU level in order to avoid fragmentation inside the Single Market.


    This kind of bottom-up integration would also be beneficial for wider EU-level integration, where experts participating in the development of reporting frameworks would share knowledge and spread awareness of financial statistics. This bottom-up approach, starting from working groups, could facilitate movement towards a truly integrated reporting framework.


    Second, as Le Lorier notes, some sort of direction is required for change to happen. Le Lorier refers to this as a top-down approach, which I think is a useful characterisation. Indeed, we do see goodwill and coordinated efforts for more integrated reporting. But, to really ensure change, we need an impetus to abandon “national” traditions in data definitions and management. Sometimes, this is difficult to achieve, but, as our efforts in the supervisory reporting area show, the twin dynamics of a crisis and legislation are useful ingredients that do the trick. Even in the absence of such external impetus, we can all work towards integrated reporting frameworks, both bottom-up and top-down, and build wider understanding of European financial statistics and the links between them in order to be able to start building one single framework serving all policy, regulatory and supervisory purposes.


    
      
        1 With thanks to EBA colleagues, including Mario Quagliariello, Gaetano Chionsini and Meri Rimmanen, for advice, whilst all inaccuracies remain mine. These comments do not reflect an official position of the EBA.

      


      
        2 Director Oversight, EBA.

      

    

  


  
    Comments


    Luigi Federico Signorini1


    1Introduction


    Let me begin by thanking the organisers for the opportunity to discuss these stimulating papers. I am happy to have this chance to come back home to the statistics family, which I left several years ago but never actually lost sight of since then.


    The paper by Fernando Restoy offers a thorough treatment of a variety of matters and I find it difficult not to agree with most of what he says. Fernando reminds us of the reasons why data collection and data processing at banks have taken separate, unconnected paths from start to finish in a number of historical cases. And he explains all the work that has been done to avoid this scenario of separation for supranational supervision in Europe.


    Anne Le Lorier paints a picture in which the elementary data available “out there” have increased, as have policy-makers’ requests for broader, more detailed and timelier data, and makes some interesting remarks and proposals which I will comment on later.


    Both Anne and Fernando are strongly in favour of an integrated, unitary approach to the collection and processing of the information supporting monetary policy and supervision, an idea to which I largely subscribe.


    My statistics colleagues drew my attention to the content of the ECB’s Decision of 17 September on the implementation of separation between the monetary policy and supervision functions. Its fourteenth recital states that:


    “[…] effective separation between the monetary policy and supervisory functions should not prevent the reaping, wherever possible and desirable, of all the benefits to be expected as a result of combining these two policy functions in the same institution, including drawing on the ECB’s extensive expertise in macroeconomic and financial stability issues and reducing double work when gathering information. It is therefore necessary to put in place mechanisms that allow an adequate flow of data and other confidential information between the two policy functions[…].”


    President Draghi has just clearly stated in his introductory speech at this conference that integration is a clear goal for ECB statistics. Fernando’s and Anne’s position in favour of an integrated system of monetary and supervisory statistics and of full use of granular data are very much in accordance with this goal2. I welcome the spirit and the letter of the Decision. I do hope that our reflections here will contribute to its practical implementation, which will be no easy task.


    It needs to be said from the outset that the integrated approach and data exchange and sharing cannot answer all the present and future needs of banking supervision. Even highly disaggregated data do not guarantee that every subsequent request for new statistical information can be calculated and made available simply by recombining the existing elementary data. Other data, new data, will often have to be collected or simply validated and made available to supervisors. Harmonisation of statistics across countries will remain indispensable, as it has been for monetary policy since the creation of the ECB. The best way to guarantee the quality and non-redundancy of the new reports is to ensure they are logically consistent, and can be reconciled, with the existing data collection schemes for monetary policy3.


    Let me also recall that central banks perform other functions based on the data they collect: they produce official statistics and supply data for economic research. Not only are these functions traditional in central banks, but there are also strong arguments in favour of their being performed by central banks in terms of economies of scale and scope with respect to monetary policy, financial stability and supervision. Although I will not develop the point, my remarks on the integration of data with respect to institutional functions also hold for official statistics and support for research4.


    2How the Bank of Italy has applied the integrated approach in statistics


    Fernando’s considerations on the integrated reporting approach tally with the main conclusions of the report of the Groupe de Réflexion on the integration of statistical and supervisory data (GRISS), as regards the definition of the integrated approach (financial and prudential information designed and managed as if they formed part of a single reporting package), its chief components (input approach, unique data point model, unique dictionary, unique data warehouse) and chief advantages (reduction of the reporting burden and economies of scale in data management).


    I agree with the way the paper presents the integrated approach in statistics and its emphasis on the importance of cross-fertilisation deriving from the multi-purpose use of statistical and supervisory data. Our line at the Bank of Italy has always been to avoid multiple collections of the same information (or, even worse, equivalent but slightly different information), and to generalise the re-use of information for multiple purposes. These objectives, which have guided our practice since the 1980s, are important not just in order to reduce the burden on reporting agents, but also to give us a more efficient framework for data management.


    The Bank of Italy’s integrated statistical system is not limited to reporting; it covers the entire data cycle, from data extraction at reporting agents to the production and dissemination of final statistical outputs. Let me spend a few words on this model.


    To begin with, I regard the first step of the data cycle – data production by the main contributors to our statistics, namely banks and other financial institutions– as particularly important5. The quality and timeliness of credit and financial statistics strictly depend on the quality and timeliness of the input data from intermediaries. In the 1980s the Bank of Italy promoted an initiative aimed at organising reporting agents’ internal processes so as to ensure the completeness and consistency of the data they transmitted to it. In close collaboration with the banking and financial industry, an “input approach” was developed for integrated, granular data extraction from reporting agents’ archives. A shared data dictionary was compiled containing a description of granular data, which have to “be ready” at the reporting agents’ end, and the transformation rules necessary to meet the Bank of Italy’s reporting requirements were developed.


    All the data transmitted to the Bank of Italy, even if required for different purposes and tasks, are extracted by reporting agents just once, according to a single protocol. This ensures data consistency across datasets and intermediaries and reduces the need for burdensome ex-post data reconciliation6.


    A single data collection system is in place, despite differing statistical needs of the various departments and the different legal bases of monetary policy and supervisory information. The Bank of Italy’s practice in this respect is in line with that recommended in the GRISS report, described in Fernando’s paper and already adopted by other countries in Europe.


    Anne’s references to the ever-growing volume of data theoretically available and the increasing requests by policy-makers for statistical information highlight an aspect with key organisational and practical implications. This, I would say, is intellectually stimulating but practically very complex. Integration and standardisation would be a difficult challenge.


    Back to our data collection model, a shared corporate statistical data dictionary (SDD) and a shared corporate statistical data warehouse (SDW) are two core components of the Bank of Italy’s statistical information system. Both were planned with a view to managing the different areas of statistical and supervisory information as parts of a single system. Although the supervision and central banking functions require their own analytical approaches, their decision-making processes draw on the same corporate statistical data dictionary and statistical data warehouse. The same holds, as I mentioned, for other uses of the data, like research and official statistics. Careful organisational and IT choices over the entire process, from the identification of possible data sources to final uses, are required so that each piece of information can be effectively processed and used for different tasks and functions.


    Users belonging to different departments can fully exploit information across domains, of course within a system of data access authorisation that is consistent with the needs of confidentiality. This is an important and sensitive issue7 but by no means an insurmountable problem. In our experience it is possible to ensure the required protection of confidentiality and at the same time satisfy many research needs, first of all internal research. For a good many years now we have been making available even to external researchers, on our website, the anonymised individual data of sample surveys of firms and households, without any instance of leak of confidential information so far.


    The third and last aspect of the Bank of Italy’s approach I will mention concerns IT support for statistics. Close cooperation among analysts, economists, statisticians and IT experts is crucial for the design and development of computerised statistical applications.


    The integrated approach also offers more powerful services to internal and external users: faster response to new data requests, richer information available on the website, improved opportunities for cross analysis, more extensive data sharing and easier use of different data sources, reflected in published material8.


    3Discussion of the granular/integrated approach


    How far to go in the direction of greater detail, greater granularity of the data collected, is a crucial issue for the appropriate tailoring of a multi-purpose data framework and for maximising the synergies between central banking and supervisory data requirements.


    Taking granularity first, there now appears to be a consensus that more granular data collection would ensure the flexibility central banks need in order to respond rapidly to new data requirements and avoid continually addressing new requests to reporting institutions. Of course I welcome this development. But this does not necessarily mean we should collect data at more or less the same level of granularity as is found in banks’ archives and procedures.


    More elementary and raw data require a more intense data management effort, especially to ensure data quality. They can also imply greater responsibility for the collecting authority in using and disseminating such data and in ensuring data transparency (making relevant data available to the various stakeholders and to the public) and preserving confidentiality. Moreover, certain prudential reports must be compiled and transmitted by the supervised entity, which is responsible for ensuring the accuracy of data; the collecting authority cannot compile them by aggregating micro data. This is the case, for instance, of data requested under the EBA’s standards for uniform supervisory reporting.


    So, as an early proponent of a granular data collection system, let me say that the issue of the appropriate level of granularity is likely to be one of optimal choice along a trade-off rather than a corner solution. One should refrain from collecting overly detailed and unnecessary information, while maintaining sufficient detail to permit the production of different output definitions, thereby helping to meet current and (at least some) potential future statistical needs in a flexible way.


    The data collection burden imposed on intermediaries is also an important consideration, though the issue here is not so much the mass of data sent through routine procedures as the costs and difficulties of change9.


    Also, as a long-time advocate of an integrated approach, perhaps I should also point out one possible drawback of such an approach. The design of an integrated system requires close coordination and dialogue among different users, possibly implying additional costs and a longer timetable. The lag between the emergence of a new requirement and the production of the final, steady-state output may be longer. This is more easily managed within one organisation; it can become more complicated if two or more independent institutions are involved.


    Therefore the management of change requires a rational and flexible approach. When urgent new information needs arise, they can initially be met with ad hoc data requests. As Fernando points out, this may not ensure at the outset that all possible interactions with other pieces of data are considered, controlled, or exploited. It is the unavoidable price to pay in order to have quick results. Subsequently, if the need persists, and as it possibly evolves and becomes more precise, then a formal change-management process has to start, and eventually a structural solution will have to be implemented that reaps all the benefits of integration in terms of efficiency, quality and (steady-state) timeliness.


    The change-management process must be carefully established so as to achieve the best results in terms of efficiency and timeliness. A formal, partly quantitative cost-benefit analysis must be conducted at an appropriate stage; the timeline and criteria for this must be set out in advance. The respective roles of users, statisticians, database experts are different in each stage (for example, ad hoc requests may sometimes be more directly managed by users at an early stage), but coordination must be pursued at all stages in order to ensure maximum efficiency (quality and cost) and effectiveness (adherence to users’ needs).


    In an integrated approach it is also doubly important that the data model be designed with flexibility in mind, so that it will be relatively easy to adapt to new requirements. I say this from experience: too much emphasis on efficiency in the current processing of data carries the danger of too much rigidity in the data structure, which will hinder change. Subsequent versions of our integrated data collection framework have paid greater attention to this point.


    All this has to be kept in mind and requires skilful design from the start, but it does not change the fundamental picture. Based on our own experience with an integrated, granular model, my view remains that the advantages of such a model outweigh the disadvantages by far.


    4Anacredit and CCRs


    Anne and Fernando refer specifically to CCRs and the Anacredit initiative. This gives me the opportunity to make three points.


    First, Anacredit is a fruitful example of the cross-domain integration of requirements: since the beginning of the project the new requirements coming from financial stability and micro-prudential supervision have been taken on board together with “pure” statistical needs. We have supported the project from the very beginning and are persuaded that this instrument can make a valuable contribution to many functions. These include economic research, for which the use of individual data is invaluable10. Again, looking at our own experience to date, if adequate safeguards are in place, then certain individual data can be made available at least to internal researchers and the risk of unintended dissemination of confidential information is much reduced.


    Second, Anacredit also goes in the direction of cross-country integration, i.e. harmonisation of data and concepts among euro-area countries. This is a welcome development although it will require time. Finally, existing CCRs are valuable sources of information for the effective monitoring and management of credit risk and for the overview they provide on credit concentration and borrowers’ indebtedness to financial intermediaries11. As with every change to a well-functioning mechanism, care must be taken to preserve all its most valued current features.
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        8 For a picture of this interdisciplinary approach in the field of financial stability statistics, see De Bonis, Grande, Magri, Signorini and Stacchini (2005).
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    Discussion summary


    In his introduction, Ilmārs Rimšēvičs (Latvijas Banka) expressed his pleasure at chairing the session dealing with statistics for multi-purpose usage and synergies between central banking and supervision. He noted that the etymology of the word “synergy” was the best way to convey the underlying philosophy of the topic of this session. Hereminded the audience that the word “synergy” comes from two Greek words, syn “together” and ergon “work”, and consequently means “working together”. He said that the concepts of “working together” and “making data available for multiple uses” to produce the maximum result should be the main focus of the conference and the main concern in the coming years, in particular in the context of the Single Supervisory Mechanism, a key element of the banking union. A number of initiatives aimed at improving data accessibility, data quality and data harmonisation have been launched as a response to the crisis. The ESCB Statistics Committee is considering combining existing national statistical and supervisory data systems in a single European information system. The collection of granular data would lead to greater flexibility in terms of reusing existing data for multiple purposes and would reduce the need to introduce new data requirements. From a global cross-border perspective, he stressed the importance of moving towards the adoption of a European reporting framework, which would ideally encompass all reporting requirements imposed by the European Central Bank, the Single Supervisory Mechanism and the European Banking Authority in order to ensure the effective conduct of common monetary, financial stability and supervisory policies in Europe. Much has been achieved in this field over the last decade and even more is required in the future.


    Anne Le Lorier (Banque de France) explained that central bankers and supervisors have common needs which can be satisfied by statisticians. Price stability, financial stability and supervision are not separate domains, as they all concern the financial sector and individual institutions. For this reason, the vast majority of data are in fact multi-purpose: the same piece of information can contribute to the cross-checking of a prudential ratio, detect the build-up of macro-financial imbalances, assess the impact of monetary measures or produce monetary aggregates or national accounts. She noted that micro data, such as those derived from AnaCredit and central credit registers, are crucial as they not only allow for a large number of uses, but are the only technical way to respond to never-ending new, and largely unforeseen, information needs. Conversely, adopting a piecemeal approach, whereby a new reporting scheme would need to be established each time new research or analysis was conducted, would be burdensome and not cost-effective for central banks or respondents. She indicated that specialisation by business areas relies more than ever before on data usage (rather than data collection), hence on data sharing. MsLe Lorier then referred to a number of projects currently being developed, such as AnaCredit, the collection of money market data and the G20 Data Gaps Initiative, which represent important opportunities for central banks but also entail significant challenges. While the progress made since the start of the crisis and the G20 initiative is impressive, Ms Le Lorier reminded the audience that much more still has to be done to ensure the smooth implementation of monetary policy, effective conduct of banking supervision and the stability of the financial system.


    Fernando Restoy (Banco de España) focused his presentation on the benefits of an integrated statistical system allowing statistical data to be used for both supervisory and monetary policy purposes. Under such an approach, all financial and prudential data requirements (e.g. FINREP, COREP, BSI and MIR), including micro data (e.g. data for central credit registers, AnaCredit and securities holdings statistics), are designed and managed as if they were part of a single reporting package, regardless of the main function for which the specific data are required or the various reporting models. MrRestoy reflected on the experience of the Banco de España, where an integrated reporting approach has already been implemented. He explained that the banking reporting model in Spain is composed of three layers: (i) the data structure at the entity level, (ii) the structure of reporting (and collection) requirements, and (iii) the structure of data storage in the Banco de España’s data warehouse. Mr Restoy also reflected on the main challenges for central bank statisticians in developing an integrated statistical system capable of meeting all user requirements. These include developing IT devices to utilise standard packages, identifying flexible medium-term targets for servicing increasing information requests and addressing confidentiality issues through IT tools and legal instruments. Mr Restoy noted that there is still a need for deeper harmonisation of reporting requirements definitions and accounting practices across countries. Some flexibility in data provision could be allowed in the short term, but without compromising the long-term objectives of a level playing field and fully harmonised practices, which may involve considering moving beyond the current COREP and FINREP systems.


    In his discussion, Piers Haben (European Banking Authority) complimented both papers, with which he was in general agreement. He welcomed the innovative programmes presented by MsLeLorier and MrRestoy. MrHaben reminded the audience to be mindful of the sheer number of data collections (ITS, supervisory data, EMIR, etc.) in response to requests from many stakeholders against a backdrop of increasing constraints on resources. Thus, the more we move to a system of comprehensive data collection with common definitions and infrastructure, the simpler this will become over time, which will easily offset the short-term implementation costs. Mr Haben noted that the Banco de España’s experience has been very positive, as they have implemented an integrated reporting framework where all reporting by banks is managed centrally. Experts on supervisory data and monetary and financial statistics work together, which increases comprehensive knowledge of and expertise in both reporting frameworks. The key question is whether a similar approach can be achieved at the EU level. Both papers acknowledged the tremendous work of recent years – at both an EU and a global level – and stressed that further progress is within our grasp, assuming certain conditions are met. There should be open and constructive cooperation under an EU umbrella, not only among euro area countries. In that respect, the European Banking Authority has a key role to play in building a common European reporting framework and related data dictionaries. As MsLeLorier noted, some kind of explicit direction is required for such a change to happen. However, Mr Haben emphasised that to secure this change we need impetus to abandon national traditions in data definitions and management.


    Luigi Federico Signorini (Banca d’Italia) thanked the organisers for the opportunity to discuss these two stimulating papers, with which he was in general agreement. He noted that both MsLeLorier and Mr Restoy strongly favoured an integrated, unitary approach to collecting and processing the information supporting monetary policy and supervision, an idea to which he largely subscribed. As an early proponent of an integrated approach, he welcomed the emphasis the ECB is now placing on the integration of statistics as a goal. However, he stressed that the integrated approach, data exchanges and data sharing cannot meet all the present and future needs of banking supervision. New data will need to be collected, validated and made available to supervisors. In this respect, harmonisation of statistics across countries is crucial, as it has been for monetary policy since the creation of the ECB. Reports required for supervision need to be logically consistent and reconciled with those collected for monetary policy purposes. Mr Signorini explained that the Banca d’Italia has long tried to avoid collecting the same information multiple times. The Banca d’Italia has developed a single integrated statistical system covering the entire data cycle, with a shared corporate statistical data dictionary and statistical data warehouse. The system is able to meet the statistical needs of various departments and cope with the different legal bases of monetary policy and supervisory information. Mr Signorini highlighted AnaCredit as a fruitful example of the cross-domain integration of requirements, since requirements from financial stability and micro-prudential supervision have been taken on board alongside “pure” statistical requirements. AnaCredit also promotes cross-country integration by increasing the harmonisation of data and concepts among euro area countries.


    Ben Dubow (Bank of England) asked what innovations should be considered over the next ten years until such a new data collection strategy is eventually developed.


    In reply, Mr Rimšēvičs reflected that there was still much work to be done by statisticians, but that users should be optimistic. He was of the opinion that there was still some work to be done on definitions.


    Ms Le Lorier hoped that it would not take ten years for progress to be seen. Nevertheless, to follow a single model that was too rigid might increase costs and delays. Therefore, a more pragmatic approach to harmonising data requirements for reporting agents, with a common aim of utilising new technology to collect data, might save time and reduce costs.


    In his reply, Mr Restoy agreed that it will take time to develop a complete system and that there is therefore a need for flexibility in the short to medium term. The immediate challenge is to define and establish a comprehensive collection of the relevant data that are already available. This would involve adopting a pragmatic approach, for example in reviewing reporting requirements on a regular basis in order to add and remove specific items.


    Mr Habens agreed that it would be necessary to review data requirements and be aware of the costs to those involved in the collection of new data. This would involve reviewing what is already available before meeting new ad hoc requests.


    Mr Signorini agreed with the other discussants that central bank statisticians must remain pragmatic and allow for some flexibility, but always be attentive to costs and efficiencies.


    Jean-Marc Israël (European Central Bank) asked whether data collectors should focus on consolidated or non-consolidated data and asked about the need to reconcile the two concepts by using a register of institutions.


    In her reply, Ms Le Lorier said that, in her view, non-consolidated data could not be relied upon because this would promote fragmentation in the ESCB system, which would not be welcomed by users. Therefore, she supported the development of consolidated datasets.


    Mr Restoy considered that consolidation will be difficult to achieve in practical terms but is desirable for banking supervisors in most cases. The issue is perhaps how to accommodate both consolidated and non-consolidated datasets under the same framework so as to link consolidated and non-consolidated information without being too ambitious.


    Mr Habens reflected in his reply that placing the focus on consolidated data in the European Union made sense.


    Finally, Mr Signorini commented that he saw no problem in having both consolidated and non-consolidated datasets as long as they can be reconciled at the reporting level. He was of the opinion that a bigger problem was overcoming the current heterogeneity of accounting rules at the national level.

  


  
    [image: 18-Statistics-Conference-Session3-panel.jpg]


    3THE MACRO AND MICRO DIMENSIONS OF THE BANKING UNION – WHICH ARE THE CHALLENGES FOR STATISTICS?


    Introductory remarks


    Hans Buurmans1


    Ladies and gentlemen,


    Let us start with a short film (http://www.youtube.com/watch?v=OORnMYoWX9c) to illustrate that to develop new ideas we need not only bright ideas, but also the commitment of all relevant parties. The film shows how a challenging new idea about rolling round wheels can end up as a non-viable solution of square wheels. We all know about the big ideas of the EU and its most recent developments, such as the Single Supervisory Mechanism and the Single Resolution Mechanism. Today is part of the question of how all of us – including the banking industry – participate in these ideas. And that includes related issues concerning statistics. How do we prevent square wheels from being invented in statistics?


    As a banker, I feel honoured to have the opportunity to chair this session about the opportunities and challenges for statistics on behalf of the European Banking Federation. It shows that the ECB is willing to coordinate and communicate with the banking industry, which will be very important in the coming years. Banks and banking organisations, such as the European Banking Federation, will greatly appreciate having proper coordination and communication channels with the ECB on reporting, which is the basis for ECB statistics.


    I have been involved in bank finance, including regulatory reporting, for many years. I started 45 years ago in external auditing, before moving to internal auditing. I then went to a small bank, which grew into a very big bank, before becoming a smaller bank again. I am happy to be here with you and to have the opportunity to share some thoughts with you. Believe me, there are huge challenges ahead for the banking industry, not only in terms of reporting, but also as regards cost containment, customer services and the overall changes to the new banking industry. Session 3 may be an opportunity for all of us, bankers included, to learn more about the various challenges and opportunities.


    We have five excellent speakers and discussants, who will share with us their views from their respective backgrounds. This session will hopefully enable you to find out everything you’ve always wanted to know about square wheels in statistics and allow you to share any suggestions you may have to make the wheels in statistics roll in a more effective and efficient manner.


    Let me now introduce our first speaker for this session, Martin Špolc, Deputy Head of the Banking and Financial Conglomerate Unit at the European Commission, which deals with bank structure reform and financial conglomerates. Until recently, he was advising Jonathan Faull, Director General of the Directorate General Internal Market and Services, on all key projects in the area of financial services, in particular the banking union, banking prudential requirements and bank resolution. Before 2011 Mr Špolc worked on transposing the Basel III framework into EU law, and before joining the Commission he worked with Ernst & Young in the Corporate Finance and Risk Management Advisory Service. In his speech, he will give his views on the micro and macro dimensions of the banking union and the challenges for statistics.


    The next speaker is Janez Fabijan, Deputy Governor of Banka Slovenije, where he was previously Director of the Statistics Department for ten years. Mr Fabijan has 23 years of experience and is a member of the Eurosystem IT Steering Committee, which is responsible, among other things, for the definition of the IT architecture of the Single Supervisory Mechanism. Following a proposal by Banka Slovenije, he was appointed by the Slovenian government as a member of the Interministerial Committee for the Rehabilitation and Reconstruction of the Slovenian Banking System in 2012. In his speech, Mr Fabijan will update us on the macro and micro data and the opportunities and challenges for statistics in the banking union, looking at matters from a more pragmatic perspective.


    Our last speaker is Micheline Casey, Chief Data Officer of the Federal Reserve Board. As the first chief data officer for the state of Colorado, she was responsible for developing and executing the state of Colorado’s enterprise data strategy. Her private sector experience includes working with IBM Global Services. She will explain the role of chief data officer and the importance of having a data strategy.


    We also have two discussants, who will be commenting on the speeches.


    Francesco Mazzaferro has been the head of the Secretariat of the European Systemic Risk Board (ESRB) since January 2011. He started work in March 2010 as the project manager for the ESRB Preparatory Secretariat and began his career at Istituto Bancario San Paolo di Torino(today part of Intesa Sanpaolo) in 1987. In 1992 he joined the European Commission in Brussels, where he worked in the European Currency Unit on the preparations for the introduction of the single currency. In 1995 he joined the European Monetary Institute, and in 1998 he became the senior European relations officer in the ECB’s European Relations Division. From 2000 he worked as principal in the EU Neighbouring Regions Division, becoming the head of division in 2003. He has been working in the field of European monetary policy for almost 20 years.


    The second discussant is Steffen Kern. Since 2012 he has been Chief Economist and Head of Financial Stability at the EU’s financial markets and supervisory authority (ESMA) in Paris. His responsibilities include analysing market developments and identifying risks and vulnerabilities in the securities and derivatives markets. Before joining ESMA, he worked at Deutsche Bank, holding positions including Director for International Financial Market Policy and Executive Assistant to the CEO of Deutsche Bank Group. He is an honorary professor at Johannes Gutenberg University in Mainz, where he teaches international financial market development, regulation and supervision. He also serves as a senior non-resident fellow at the Transatlantic Academy in Washington DC where he was appointed the 2011 Helmut Schmidt Fellow.


    
      
        1 Chair of Reporting Requirements Task Force of the European Banking Federation (EBF).

      

    

  


  
    Emerging opportunities and challenges with central bank data1


    Micheline Casey2


    1Introduction


    This paper describes the emerging opportunities and challenges relating to establishing a professional data management and data governance function at a central bank. The paper provides insights into how the Federal Reserve Board (FRB) responds to the increasing demand for and need to integrate and jointly analyse large amounts of new macro and micro data – “connecting the dots”.


    The paper starts (Section 2) by outlining the key roles and the related data needs of the FRB. Section 3 lists the main obstacles to overcome when implementing central data management and data governance. Section 4 shows how traditional and newly emerging data types are merging to form big data for central banks. Section 5 points out that you “can’t solve exponential problems with linear solutions” and that increasing needs and complexity call for new approaches and solutions in the management of macro and micro datasets. Section 6 presents the strategic purpose given by the FRB to data management, the data management framework and the still-developing data management organisation. Finally, Section 7 looks towards the future: “How can we motivate ourselves to coalesce and collaborate around common enterprise data governance and data management needs in order to deal with the complexity and scale of the challenges?” The paper concludes in Section 8 with the key lessons learned which will be important for the future development of the programme: “Most of the challenges of data management cannot be solved individually, but require the creation of global communities of interest.”


    2Key data needs of the FRB


    The FRB has a dual mandate of promoting effectively the goals of maximum employment, stable prices, and moderate long-term interest rates.


    The authority of the FRB in the domain of banking supervision was expanded during the financial crisis with the passing of the Dodd-Frank Act.


    Prior to the financial crisis, there was not much need for cross-divisional information sharing. When the financial crisis emerged, the FRB did not have the necessary micro data management infrastructure in place either to support easy identification of existing in-house data or to easily provide controlled sharing access to those who needed key data to support the monetary policy mechanism. There were also gaps in micro-level datasets. The fulfilment of new business requirements requires a new approach to data integration and management.


    This paper describes how the FRB structures and improves data management and governance to ensure effective, efficient and timely collection and integration of micro and macro datasets.
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    3Sub-optimal data lead to increased business risk


    With the financial crisis it was realised that sub-optimal data collection, sharing and integration lead to substantially increased business risk. The ability to connect and share data became business-critical for monetary policy and supervision. Enabling data sharing and integration requires a number of obstacles to be overcome, such as:


    •lack of data visibility


    •lack of data fluidity (difficult to integrate and disseminate data)


    •data “my-ning”


    •security and access control issues


    •historically siloed environment


    •legacy system issues


    •increasing cost pressures


    •skyrocketing data volumes


    Realising necessary improvements in a historically siloed, generally non-optimised, inflexible and costly data environment requires holistic thinking, both strategically and cross-functionally:


    •trust in data quality and provenance is fundamental, so better data quality and data management are necessary;


    •more flexibility and agility in data relationships and robust data integration and distribution capabilities are critical pre-conditions;


    •on the data collection side, new and more external datasets are needed with multiple data varieties and timeliness;


    •communications loop and near real-time feedback are important for the success of data management;


    •an ecosystem and process view of data is required, including new measurements and key performance indicators;


    •more pressure and attention on data security levers;


    •maximisation of infrastructure investments and portfolio management;


    •the new world order is driven by intelligence, insight and analysis – an ability to ask and answer a broader range of questions.


    4Traditional and newly emerging data types are merging to form big data for central banks


    The traditional types of central bank data – macroeconomic data, survey data, and structured and aggregate financial institution data – need to be complemented by new types of data, such as third-party, micro-level, and various types of unstructured data. The combination of new central bank business requirements (particularly around financial stability and monetary policy), new types of data and advances in computing power is forcing long-overdue changes in data governance, data management, and infrastructure needs.
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    The processing of the new data types requires advanced analytical and IT infrastructures for structured, unstructured, and semi-structured data and for analysing and extracting insights across all data types (“connecting the dots”). The management of the new data and capabilities requires a cultural change and an organisational shift towards a central data management structure with a chief data officer (CDO).


    5Increased needs and complexity call for new approaches and solutions


    “You can’t solve exponential problems with linear solutions” (Prof. Banny Banerjee, d.School, Standford University).


    The business drivers of the financial regulatory ecosystem have changed since the financial crisis. At the same time, we have experienced a massive torrent of new complex data that are both required by new regulatory regimes and available via third parties and open source mechanisms. Finally, the computing power which exists today via massive parallel processing (MPP) systems is unprecedented. Central banks cannot approach this problem in traditional ways. The scale, complexity, cross-functional needs, and general ecosystem trends demand new ways of thinking, and the adoption of best practices that are being applied in many other sectors. This is true for bank oversight and supervision, for monetary policy, and for advances in forecasting (nowcasting).


    What are “big data” today will be “small data” in five years. We need to put data management in order before the data quantity and complexity become unmanageable. The management of newly emerging data types, in conjunction with changing business needs, requires strategic thinking and an enterprise data strategy. Just collecting and providing more data will not solve the problem.


    6FRB enterprise data governance framework


    To meet these challenges, the FRB has defined data governance as a priority in its strategic plan (Strategic Framework 2012-2015)3: “redesign data governance and management processes to enhance the Board’s data environment”.


    This section describes how the enterprise data governance framework is currently being implemented at the FRB.


    6.1FRB Strategic Framework, Strategic Theme 2: Data Governance


    The scope of the FRB data governance strategy is outlined in Strategic Theme2 of the Strategic Framework 2012-2015. The strategy is being built around the following three pillars.


    •Improve data governance by establishing a new Office of the Chief Data Officer (OCDO) and by ensuring that there is a clear division of roles and responsibilities among the CDO, the Board Data Council, and data users. This is meant to launch the Board Data Council, which comprises key enterprise stakeholders, to support enterprise-wide data governance policies, processes, definitions, standards and metrics.


    •Ensure that all enterprise data are handled, processed, stored, and disseminated by professional data management groups by creating the Office of the Chief Data Officer for central data management and defining the OCDO’s mission, charter, goals and competencies.


    •Develop the enterprise data strategy to strengthen the Board’s data environment by establishing an infrastructure to share data and improve opportunities for data integration that supports the Board’s research and analytical capabilities.


    The FRB OCDO and data governance programme priorities are aligned with the Board’s mission: conducting monetary policy; maintaining the stability of the financial system and containing systemic risks; supervising and regulating financial institutions and activities; providing certain financial services; and promoting consumer protection, fair lending and community development.


    The charter, scope, operating procedures, and target priorities were set in line with the data strategy and involve all of the FRB’s key stakeholders.


    6.2FRB OCDO organisation


    The FRB OCDO was originally intended to focus on data management strategy and polices. However, this soon had to be extended to cover all three dimensions of organisational development: people, policies and technology. The mission and scope of the OCDO are:


    Vision – The OCDO enables the seamless use of data as a strategic asset in support of the Board’s mission.


    Mission – The OCDO supports the Board’s interdisciplinary approach to monetary policy, supervision, and financial stability through strategic thought leadership, policy setting, advisory services and collaborative outreach to optimise enterprise data and information assets.


    Scope – Enterprise data governance and data management services across Board and Board-delegated functions.


    6.2.1FRB OCDO organisation


    Chart 5 below illustrates the three pillars of the OCDO. The pillars of the OCDO cover three dimensions: organisation, process and technology. Implementing a successful, sustainable data governance and management programme requires cultural changes across any organisation undertaking such efforts. After all, we impact on how people work and do business within and across the organisation vis-à-vis data. Therefore, the Program Management Office (PMO) is led by a senior change manager, and all communications are filtered through a prism of change. The new data strategy will not be sustainable if the culture of the institution regarding data ownership and governance (data “my-ning”) is not changed.
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    The OCDO started its operations in 2013 and will be fully staffed by mid-2015. Two existing operational teams (26 full-time equivalents) moved from the Research and Statistics Division to the OCDO covering the areas of regulatory reporting (including under the Dodd-Frank Act) and clearance as well as data management. Twenty net new positions, including the CDO were created by the FRB to support Strategic Theme 2, Data Governance. These 20 resources will focus on data governance, information architecture, business analysis, project management support, and strategy and innovation.


    6.2.2Enterprise data governance framework


    The data governance framework should improve the overall data supply chain. The overall objectives of the framework are therefore:


    •improving governance, planning, and communications;


    •maturing data stewardship and analytical practices;


    •maturing data inventory and controlled sharing practices;


    •business process improvements, innovation, and partnership.
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    Besides the formal structure given by the framework, and in view of the many opportunities available, the OCDO intends to move forward pragmatically and practically in a gradual, iterative, and targeted manner, given its limited resources and other important constraints. The implementation process therefore needs to identify the key data pain points and the main opportunities, and needs to build a strategy, an approach and an office that will all be sustainable over the long term.


    Unfortunately, there is no short-term fix for the obstacles and challenges of data management. Sustainable data governance and data management also require cultural changes and incentivisation. Technology is clearly not enough. Establishing a data strategy and framework is a long-term (decade plus) effort to adjust to a world that is characterised by hyper-change, global interconnectedness and interdependencies, tsunamis of new data, and rapidly evolving technology that outpaces the ability of regulators and legislators to keep up.


    7The future: doing things differently


    How can we motivate ourselves to coalesce and collaborate around common enterprise data governance and data management needs in order to deal with the complexity and scale of the challenges?


    We do not know when the next financial crisis will come or what it will look like, but we can be certain that it will come. We do not know what the world will be like in 10 to 20 years, but it will be data-driven and it is essential to prepare for it:


    •building an integrated, but distributed information architecture and set of platforms;


    •a one-stop shop for data: connecting the dots, leveraging what we already have;


    •enterprise data inventories and common metadata, to know what we have and how to find it;


    •information architecture and common taxonomies, having a common language and common terms;


    •maturing data governance and stewardship practices;


    •componentising and abstracting the data layer;


    •central banks and financial regulatory regimes all monitor the same globally important financial institutions – we should work together to develop a “common core” both for information sharing and to reduce the reporting burden.


    Implementing these data management objectives entails a number of risks, but also creates opportunities which need to be managed:


    •the most important change is the transformation of the culture of the organisation;


    •transforming the culture to be data-centric and data-driven, and incentivising enterprise solutions;


    •developing common data governance and data management based on best practice;


    •creating an integrated, distributed information architecture and set of platforms for increasingly complex data and information sharing needs (internally and externally);


    •working together in the Federal Reserve System (FRS) and beyond to develop common ontologies, data architecture, data dictionaries, and other data standards;


    •optimising the analytic environment for insights across domains, data types, and business processes;


    •embracing transparency and open data for engagement and efficiencies;


    •creating global communities of interest for crowd-sourced approaches to our biggest financial stability and economic challenges;


    •keeping the existing system running, but investing heavily in the future.


    The willingness to see things differently takes time, effort and long-term commitment.


    8Summary: lessons learned to date


    Even though the journey of implementing data management at the FRB has only just started, a number of key lessons have already been learned that will be important for the future development of the programme:


    1.the concept of the pervasiveness and criticality of data and data technology to the FRB’s mission;


    2.it is crucial that certain foundational components be in place to support the scale and complexity of new data;


    3.education and awareness of data strategy concepts and data management approaches are greatly desired and necessary throughout the FRB;


    4.developing and bringing the required skills together takes time and requires long-term commitment and considerable investment;


    5.communication and collaboration across the FRB and FRS are imperative to success;


    6.there is a deliberate nature to the FRB that must be taken into consideration;


    7.the OCDO is aligning itself to support the FRB – there are significant data “pain points” across the institution, many of which we have already identified in the strategic priorities;


    8.continuing to balance strategic and operational needs in a resource-constrained environment.


    Most of the challenges of data management cannot be solved individually, but require the creation of global communities of interest, so I would hope not to be the only chief data officer giving a presentation at this conference next time.


    
      
        1 Note: This document was prepared for the Seventh ECB Conference on Statistics. The document is intended only as a basic primer on the topics covered. It reflects the author’s views and not necessarily those of the Federal Reserve Board or anyone else associated with the Federal Reserve System.

      


      
        2 Chief Data Officer, Federal Reserve Board.
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    Macro and micro data consistency for efficient decision-support systems Towards banking and fiscal union


    Janez Fabijan1


    Abstract


    We all dream that data at an aggregate level are highly consistent with those at a micro level; that micro level data tell us exactly the reason for macro behaviour and vice versa. Today’s modern data warehouse technology and decision-support systems are helping us to make our dreams come true. We would like to be able to make better decisions. We are trying to build a highly consistent information system in order to support the better performance of risk management functions in financial institutions and to help efficient policy implementation overcome the great financial and economic crisis. Institutional development is consequently moving in the direction of turning the euro area into a banking and fiscal union. In the light of this, this paper examines the very turbulent ride that Slovenia has experienced.


    1The basic conceptual framework


    My intention is not to go into detail again about the conceptual framework of the information system needed, but rather to present its usefulness for taking pragmatic decisions on the basis of information at either the micro or the macro level. However, we cannot avoid reviewing the fundamental basis of the efficient decision-support system. In our opinion, this lies in the consistency between the data at the macro (aggregate) and micro (individual) levels. Ideally, we should strive for an optimal level. In practice, however, we are happy to settle for a sub-optimal level.


    From an information point of view, the conceptual framework of the information system should be seen as a big data warehouse with many data marts (building blocks – sector data), having two basic dimensions: the sectors of parties in contractual relationships and the financial instruments concerned. Twomore data dimensions could be added: (i) the needs of financial institutions, i.e. knowing the customer (risk control) or serving the customer (customer relationship management) in a competitive environment; and (ii) policy needs, in particular for monetary policy, financial stability and supervision, but also for other economic policies. Since financial intermediaries are supposed to be efficient in handling information asymmetries, avoiding moral hazards and adverse selection problems, they have to be placed in the centre of the conceptual framework. Weshould request or extract data from their databases. To minimise the reporting burden and to fulfil different functions by collecting the data only once for many purposes, policy-makers must cooperate closely with the financial industry. They need either to harmonise different methodological concepts or to ask for more granular data. Furthermore, it is policy-makers that have to set up data dimensions for attributes other than sector and financial instrument, e.g.for attributes such as maturity, currency, collateral, residency, etc. For each dimension, a unified code list has to be agreed with reporting bodies. Some of these are already standardised (e.g. country codes) and some are not (e.g.maturity breakdowns). Itwould therefore be appropriate for policy-makers to position the centralised data collecting and quality control function in one place, even in one organisational unit within their respective institutions. Under our conceptual framework, the statistics department would be the most appropriate one to take on this role. The practice of policy-makers of asking for data ultimately influences the risk controls applied by individual financial institutions. As we have already mentioned, the multidimensional space (features around the contract agreement) can be further freely and systematically deployed in a competitive environment by financial institutions, but the accounting principles require them to include such dimensionality in their integrated accounting information systems. Furthermore, the fact that at least two parties have to be involved in the contractual relationship requires consistent mirror bookkeeping – a quadruple entry system.2 For policy purposes, economic units need to be grouped into strata – sectors of economies. Consistent micro-level recording has to result in accurate sectoral relationships at the level of each national economy and among them.


    Better risk control by financial intermediaries is fully in line with the broader banking union goal of not using any more taxpayers’ money to bail out banks. Using a fully consistent set of information – from micro to macro levels of the economy – in the decision-support system, we can expect a better allocation of funds to the real economy, economic growth and higher employment.


    Slovenia started its journey towards European integration in November2001, when the Government announced the goal of joining the monetary union as soon as possible. It became a full member of the EU on1May2004. Running its own monetary policy in a small, export-oriented and open economy, the Bank of Slovenia has constantly been improving and harmonising its information system for efficient decision support. A successful, inflation-targeting, independent monetary policy allowed Slovenia to join the Exchange Rate Mechanism (ERM2) as early as28June2004and to become the first new central European EU Member State to adopt the euro on1January2007. We all know what happened very soon after.


    Of course, it is not easy to build up such an information system, and especially not in a short period of time. Its development requires long-term, systematic work. I would like to present some experiences of the Bank of Slovenia and its efforts in this respect. We have been developing the information system described since late2001, but now we would like to focus much more on the user side of the information system. Let us review the main examples of how the decision-support system has proved to be useful either at the macro or micro level of the information system in Slovenia in a very turbulent environment.


    2External imbalances and sustainable convergence


    It is obvious from the “data warehouse” of the information system described, and in particular from the “data mart” of external sector statistics, that, as a result of the financial and economic crisis and, above all, the failure to eliminate domestic macroeconomic imbalances, it became increasingly hard for Slovenia to obtain foreign capital at the beginning of the crisis. All sectors other than the government, i.e. corporates and banks, faced an inability to obtain new inflows, either via equity or debt capital. There were outflows of private capital in the five months between January and June2009and in the eight months between January2011and May2012. It is of particular concern that, recently, the relative size of the outflows has increased sharply, an indication of still-diminishing access to foreign capital. In the last year and a half, the government sector has also seen inflows dry up, as the price of borrowing became prohibitive. For countries lacking credibility, this development can lead to a phenomenon known as a “sudden stop”. This occurs when inflows of foreign private capital suddenly stop, with the result that the country in question must apply for official financial assistance in the form of a stabilisation programme from international financial institutions. Since the outbreak of the financial crisis, several EU Member States inside and outside of the euro area have faced this situation. Given the free movement of capital between members of the euro area,3 in the sense of the ability of a solvent company to borrow anywhere in the monetary union, the hitherto inconceivable balance-of-payments crisis for an individual member of the euro area can be defined as a situation in which net outflows of private capital are “comparatively sufficient” and exceed the withdrawal of non-resident investors from the member’s government securities, which means that there is also an impact on other domestic sectors.4 This is an additional factor in the decline in the supply of loans or tighter terms for borrowers.


    The impact on other domestic sectors in Slovenia is particularly important from the point of view of the previous model of the net financing of economic growth via foreign savings. “Comparative sufficiency” takes account of a single (firstthreshold in Chart7) or double (second threshold in Chart7) negative standard deviation from the24-month moving average of the net inflow of foreign private capital. If at least one of three comparatively sufficient deviations in the net outflow of foreign private capital in a quarter exceeds double the negative standard deviation, this denotes a sudden stop in the inflow of foreign private capital and a balance-of-payments crisis in the euro area member in question.


    As can be seen in Chart7, the financial and economic crisis evidently resulted in greater variability in the net inflow of foreign private capital into Slovenia. In2009there were four negative deviations exceeding the first threshold and two reaching the second threshold. In2010there were two such deviations, one of which significantly exceeded the second threshold (in May2010, at the start of the ECB’s programme to purchase government securities on the secondary market within the framework of non-standard monetary policy measures – the securities markets programme (SMP) for Greece), while in2011the renewed increase in the intensity of the crisis brought three deviations, followed by two more in the first quarter of2012 (in February and March), with the March deviation exceeding the second threshold.


    Chart7shows that Slovenia was most affected by the debt and financial crisis in mid-2009. It is here that the first potential sudden stop in the net inflow of foreign private capital into Slovenia can be found. Economic policy-makers at the time reacted by issuing government securities and continuing the policy of borrowing in the rest of the world. The instrument of securities issued by government replaced the instrument of bank loans.
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    The government deposited the excess money with the banks. Numerous economic policy measures were aimed primarily at preserving jobs, based on the assumption that there would be a gradual recovery in economic growth.


    This policy was insufficient, which meant a double-dip recession for Slovenia, even if not for all the members of the euro area. The second wave of recession gave rise to a second potential stop in the inflow of foreign private capital into Slovenia, which was significantly more pronounced. The period at the end of the first quarter of2012saw the second actual stop in the net inflow of foreign private capital into Slovenia as indicated in Chart7, although it does not entirely satisfy the definition, as in April2012there was a slight net inflow of foreign private capital (as a result of a relatively successful Treasury bill issue), but the net outflows of foreign private capital in February and March both markedly exceeded the monthly net sale of government securities by non-residents (netwithdrawals of foreign holders), which means that, in terms of net financing via foreign savings, other sectors of the economy, in particular the non-financial sector (S.11), were affected. Slovenia’s second sudden stop episode was significantly stronger than the first. Unless action is taken by means of economic policy, a third stop, and the strongest so far, is sure to follow, and it is likely to entirely satisfy the methodological definition.5


    Since2009Slovenia has been saved from a final freeze in private capital from the rest of the world by two things: (i) the fact that the current account deficit stalled and did not broaden; and (ii) the perception of Slovenia as a country with a relatively low ratio of public debt to GDP.


    Slovenia’s financial position against the rest of the world on any specific day is illustrated by its international investment position (IIP). At the end of2006, before Slovenia joined the euro area, its IIP stood at -€5.3billion, or15.3% of GDP (in2007). Based on transactions between2007and the end of the first half of2012, there was a net inflow into Slovenia of €4.7billion in foreign private and public capital,6 taking the negative investment position, or Slovenia’s net financial liabilities to the rest of the world as at that day, to over €10billion. However, financial instruments also bear risks that can be manifested as revaluations, even if we are speaking of the same financial instrument. Forexample, there is a huge difference in Slovenia’s country risk between the asset side and the liability side. After it joined the euro area, Slovenia borrowed heavily via loans in the EU, and invested via multiple instruments (loans, direct investments, securities) in the former Yugoslav republics. This is one of the reasons for negative revaluations totalling almost €2billion accruing by the first half of2012. The Chart would be even greater if some of the household sector’s cash claims from tourism and labour income were treated as bad investments in the rest of the world.7 With other changes, primarily as a result of the treatment of household cash transactions, Slovenia’s net IIP at the end of the first half of2012stood at45.3% of GDP in2007or -€15.7billion. Slovenia had exceeded the threshold for external imbalance (more than35% of GDP) by the end of2008.


    Empirical analysis clearly points to the urgency of changes to Slovenia’s economic policy measures and the introduction of the necessary reforms. The two fluctuations that were potential stops in the net inflow of foreign capital into Slovenia (Chart7), the second of which was significantly more pronounced, gave clear warning of a lack of confidence in Slovenia on the part of foreign financial markets and investors. The balance of payments, or external imbalance, is therefore of importance in the monetary union, even though it is not among the Maastricht criteria. This imbalance is itself made up of imbalances in other areas of domestic economic policy, such as a high budget deficit, wage growth in excess of productivity growth, excessive credit growth, etc., which are then passed through to other sectors, thereby reducing competitiveness, combined with an unwillingness on the part of economic policy-makers to tackle unavoidable structural changes by cutting industries with poor prospects (e.g.coal) and inefficiency in public services which are financed through excessive social security contributions. These are all factors that ultimately prevent the country and its economic operators from accessing foreign capital.8 Under such circumstances, the country’s sole remaining option is a radical change in macroeconomic and structural policies.


    Our information system allows us to look at sectoral dimensions down to the level of micro data. It was not difficult for us to see that the domestic sector that suffered the most from the “sudden stop” effect was banks, and particularly state-owned banks. After10May2010, spreads over the state-issued bonds of the peripheral countries rose significantly. State-owned banks found themselves at risk of mismatches in funding and maturity. The economic policy reaction in2013was very decisive – an independent asset quality review (AQR) and stress test were performed for the Slovenian banking sector and a huge capital injection was provided by the state. The privatisation and further consolidation of those banks have been announced. The financial markets reacted very positively and the “sudden stop” effect has been overcome. Domestic funding has stabilised and a run on the banks has been avoided.


    3Impairment of the transmission mechanism and financial instability


    Receiving highly granular and consistent data from monetary financial institutions (MFIs) allows us to analyse the monetary transmission mechanism through interest rate statistics. Coming from an era of over-confidence to one of under-confidence, we can easily expect that a fragmentation of financial markets in times of crisis would result in larger asymmetric effects from a single monetary policy transmission mechanism. Since we have at our disposal harmonised and granular measuring of data from different EU Member States, hypotheses about monetary policy interest rate effects can be tested for several countries. Simple linear regression is suitable for this purpose.


    Chart8shows us how the dispersion of short-term interest rates on loans increased in selected countries in the euro area after the crisis erupted. Denmark, as a country in ERM2, has been much more successful than some euro area members (e.g. Slovenia and Greece) since August2008by running its own monetary policy and cutting interest rates for faster recovery. It is evident that, after the early first adoption of interest rates, the expansionary monetary policy of the ECB had little effect in Slovenia. We find almost the same situation whether looking at short-term, medium-term or long-term interest rates. Thus,the Slovenian non-financial sector has not been supported by the accommodative monetary policy of the ECB in any period during the financial crisis. We can therefore conclude that the Slovenian institutional framework does not provide the necessary conditions for an efficient transmission mechanism to be in place.
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    If we compare the effects of the ECB’s key interest rate decisions on the Slovenian and Austrian economies, we find completely opposite results: imperfect functioning on one side (Slovenia) and perfect transmission on the other (Austria). This is particularly pronounced for short-term interest rates on loans of less than €1million, which is what small and medium-sized enterprises (SMEs) mostly depend on for financing.


    In Chart9 (a and b) we compare the simple linear regression model for Slovenia and Austria for short-term interest rates on loans to non-financial corporations of less than €1million. The regression models are applied to changes in interest rates as a result of changes in the MRO rate in the period from January1999to February2014for Austria and from January2003to February2014for Slovenia. We show the most notable results in testing the hypothesis for the intercept in the case of Slovenia and for the regression slope coefficient in the case of Austria at a time of extremely expansionary monetary policy at the ECB.
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    We found that there is a relatively high probability that with a zero MRO rate, nominal interest rates on short-term loans of less than €1million to non-financial corporations would still be higher than5% p.a. in Slovenia. On the other hand, the continuing perfect relationship gives additional space to reduce the same interest rates in Austria. This demonstrates the asymmetric effects of the single monetary policy transmission mechanism. Of course, the problems lie in the institutional, legal and economic circumstances of the country that does not benefit from the accommodative monetary policy actions. Therefore serious economic policy measures in the Member State are needed.


    Besides the funding risk from abroad, expressed as a market fragmentation effect during the great recession which has been recognised by consistent external statistics data, it is possible to go deeper in our information system to the level of a single bank. Domestic funding risk can also be observed as a risky business model with outliers or extremely high deposit interest rates. Consistent sets of data could provide detailed information to the supervisory body on a bank-by-bank basis for a certain category of interest rates.


    Chart10shows us how, after the provision of funding by the ECB or the implementation of a non-standard monetary policy measure in the form of the very long-term refinancing operation (VLTRO) at the end of2011and the beginning of2012, deposit interest rates at Slovenian MFIs remained high, and outliers have even broadened and maximums have risen. Consistent micro-level data indicate that two domestic banks (red circle in Chart10) were funding and attracting deposits from various sectors at extremely high deposit rates. Theirbusiness models were viable in the pre-crisis time of extreme economic growth, but not after that.
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    Policy reaction has been strong, including establishing a “bad bank” (Bank Asset Management Company – BAMC) and taking some very serious supervisory measures (liquidation procedures) against banks with risky behaviour and unsustainable business models (non-viability). The result, by the end of2013, was a significant drop in average deposit interest rates, giving the viable banks an additional margin for recovery. Interest rates on loans are slowly following deposit interest rates, prompting calls for further consolidation efforts towards a competitive banking system in which monetary policy decisions can be effective.


    The external data mart and MFI data mart from our information system provide us with all the detailed information, but for the economic policy decision support they have to be incorporated into a sectoral relationship. Transmission mechanism and financial stability concerns should be analysed in the much broader context of sectoral accounts.


    From Chart11, we see that, on the whole, in the euro area the financial sector was responsible for the crisis.9 However, in Slovenia, the non-financial sector was even more heavily in debt in the two years before the crisis emerged. With the lack of capital market development, both the credit and the balance sheet channel of the transmission mechanism in Slovenia have been seriously impaired. How serious is this problem? Does it matter for financial stability?
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    Tremendous recent statistical developments in the comprehensive richness of financial accounts statistics allow us to explore them better. Staying at the very aggregate level of the financial account matrix, we applied some stochastic methods – namely the Markov chain approach.


    Also, by using matrix algebra, we proved the very serious impairment of the transmission mechanism for Slovenia. There is a split in the Markov chain between the financial and non-financial sectors, which is significant as we are studying a highly banking-focused financial economy. This is a particularly important aspect in the light of banking union efforts to strive for efficient financial intermediation or allocation of funds to the real economy for economic growth and employment. We deployed a transition matrix from the8x8 sector financial accounts matrix. The matrix is therefore quadratic. Each sector is treated as a state. Positive flows indicate claims from the sector in the row against the sector in the column of the matrix, e.g. from banks against corporations (S.122→S.11). The probability is a simple share of each flow in the total sum of the row. The total row probability has to be one. We can, of course, deepen the sector and get to a matrix of higher level, but we can also deepen the instrument. For the monetary analysis pillar, we can add up some instruments to arrive at M1, M3, etc.
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    The more we go into the detail of the dimension of a financial instrument, e.g.at the level of a single financial instrument, such as F.22 (transferable deposits), and trace positive flow as proposed by Copeland (1947)10 or Cohen (1972)11, the more we can expect to find a split in the Markov chain. If not, and this concerns financial intermediation providing excessive funds to real sectors (S.122→S.11, S.14+S.15), the better the transmission mechanism performs.


    Going deeper into some dimensions of our information system, a total break in the Markov chain at the level of loans or transferable deposits reveals the pattern for financial instability. This applies to the total break in the Markov chain shown in Chart13for the years2008and2010for the Slovenian economy, which is a prime example of a double-dip recession. This unique approach to the analysis of the transmission mechanism via financial sectoral accounts is possible because we have proved that the steady-state probability distribution for the matrix of financial sectoral accounts usually exists. Not only the very low steady-state probability distribution, for example for claims from S.122against S.11for transferable deposits (higher liquidity), but also the characteristic of the state itself (S.11), shown as A (absorbing state) in almost all periods of crisis, indicate that the transmission mechanism of monetary policy is highly impaired. The absorbing characteristic of the non-financial sector means that it mainly depends on its own intra-sectoral financing. The transient characteristics of all other sectors in the years at the bottom of a double-dip recession represent the very low level of connectedness between the financial and real sectors of the economy. Financial instability is very high and the transmission mechanism is highly impaired (Chart13 – red characters).
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    At the time of the second sudden stop episode for Slovenia at the end of the first quarter of2012, the economic policy reaction was that, alongside the financial sector, the non-financial sector also had to deleverage and restructure.


    4Phasing-out strategy of economic policy and some further necessary deployment of the information system


    The economic policy decisions which were taken have to be put into the broader context of sectoral accounts (financial and non-financial). Deleveraging and the growth of the economy have to be observed close together. History has recognised the most common successful scenario for a phasing-out episode (Roxburg et. al, 2012, p. 15)12 in which the sectoral sequence of deleveraging plays an important role.


    It is obvious that the deleveraging process is easy to implement in a time of economic growth. In a recession, we usually expect the government sector to help other sectors of the economy. We have seen that the fiscal position of Slovenia in pre-crisis times was stable enough in this respect. The deleveraging of the private sector therefore began sharply from the second half of2012in the financial sector at a level of30% of GDP (recapitalisation by the state of around10% of GDP), followed by the non-financial sector deleveraging in2013by5% of GDP. In the last three years, we have observed a current account surplus in Slovenia of an average of more than6% of GDP. This gives more opportunity for further deleveraging or recapitalisation, in particular for the non-financial sector, and for improving external imbalances as the most fundamental imbalance. The Slovenian economy came out of formal recession by recording positive growth in the last quarter of2013, but investments in the private sector, the first real sign of recovery, are still negative.
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    The indebtedness and restructuring problem in the Slovenian economy is concentrated very much in some activities related to pre-crisis over-confidence (construction, management buy-outs, holdings, shadow banking, leasing) and can be solved. Two thirds of the economy is performing well and has contributed much to the last three years’ significant current account surplus. But the Slovenian economy is small and open and also highly interconnected from both a business and an ownership perspective.


    To enable banks to efficiently manage credit risks and to enable the ECB and national central banks (NCBs) to supervise those risks, we need to base the credit register not only at the client (borrower/sector) level but at the loan (instrument) level. The overall (financial, business, ownership) restructuring of large, indebted non-financial corporations in a highly interconnected economy usually also affects SMEs as their suppliers in terms of liquidity (Rotemberg, 2009, p. 2)13. The credit register should be connected to the internal credit assessment system (ICAS) of each NCB at the micro level as a part of the Eurosystem credit assessment framework (ECAF) for proper management of the collateral framework. With such infrastructure, it is assumed that the creation of an appropriate non-standard monetary policy instrument would be much more efficient and applicable to different (asymmetric) countries’ infrastructures in a single monetary area. We believe the AnaCredit project of the ECB is a development in this direction.


    Conclusions


    The great financial and economic crisis has severely damaged the Slovenian economy. There had been an overheating of the economy before the crisis which erupted in the autumn of2008followed by the second biggest drop in GDP growth in the EU. In seven years of double-dip recession, the fundamental problems of the Slovenian economy were exposed. We investigated the period from early2002, when Slovenia’s very fast European integration journey started, until the end of2013. A two-pillar approach to monetary analysis was used for the Slovenian economy, similar to that of the ECB. We applied it to the developing concept of the decision-support information system at a national level.


    Slovenian economic policy had allowed a serious external imbalance or over-indebtedness to develop in the pre-crisis period from2004to2008. The “sudden stop” approach was applied to the crisis period in Slovenia. For the most part, monetary analysis was conducted using consistent sets of available financial accounts statistics. The pre-crisis period of independent Slovenian monetary policy can be divided into two periods: the period before the inclusion of the Slovenian tolar into ERM2, and the period after its inclusion. Monetary policy was very efficient in the first period, but in the second period independent action was limited and ECB monetary policy was already showing pronounced restrictive tendencies.


    The overall consistency of the proposed and developed integrated information system made it possible for us to demonstrate the asymmetric effects of the ECB monetary policy transmission mechanism on the economies of Member States. We analysed the monetary policy transmission mechanism for the Slovenian economy further by applying stochastic processes to the matrix of financial sector accounts. Consistent macro-micro accounting and statistical information systems allow us to go deeper in some dimensions, in particular the dimensions of sector, financial instrument and time. We applied the Markov chain approach to the matrix of sectoral financial accounts. Using this method, all the risk determinates in the sectoral imbalances analysis were proved. We believe this is extremely important for financial stability. The method applied could contribute to greater efficiency in the exploitation of the richness of financial and sectoral accounts statistics in their support for monetary policy and financial stability.


    In the last section, we further supported the development of a complex statistical information system with a proposed credit register, fully consistent and incorporated into the monetary and supervisory function. The developed and proposed information system would enable and require financial institutions to improve control of information asymmetries and risks taken. It is our opinion that the main parts of the proposed concept should be built into the architecture of the forthcoming Single Supervisory Mechanism.


    We strongly recommend the creation of a similar statistical information system for decision support at the national level in each Member State. By reaching sustainable convergence (Draghi, 2013)14, a national dimension could be replaced by a regional one to support fiscal union in a further efficient allocation of funds by the common EU economic policy to primarily support investment and cooperation at the level of SMEs.15


    To deal with the consequences of the crisis, the common EU economic policy should have a more pragmatic basis (Caballero, 2010)16, such as the decision-support system presented here and tailored approaches to the specific situations of the Member States.


    
      
        1 Deputy Governor, Banka Slovenije.

      


      
        2 “The quadruple entry accounting ensures vertical consistency (debits and credits for all transactions for an institutional unit are equal), horizontal consistency (debit entries of a transaction type for all entities are equal to the credit entries of that transaction type for all entities), and consistency in the counterparty relationship. The quadruple entry accounting provides the underlying basis for developing data on a from-whom-to-whom basis.” – Shrestha, M. and Mink, R. (2011), “An Integrated Framework for Financial Flows and Positions on a From-Whom-to-Whom Basis”, paper presented at the IMF-OECD Conference on Strengthening Sectoral Positions and Flow Data in the Macroeconomic Accounts, February/March, pp. 8-9.

      


      
        3 “A major effect of EMU is that balance-of-payments constraints will disappear … Private markets will finance all viable borrowers, and savings and investment balances will no longer be constraints at the national level.” – European Commission (1990), “One market, one money. An evaluation of the potential benefits and costs of forming an economic and monetary union”, European Economy, No 44, October.

      


      
        4 See Calvo, G.A., Izquierdo, A. and Mejía, L-F. (2004), “On the Empirics of Sudden Stops: The Relevance of Balance-Sheet Effects”, NBER Working Paper Series, No 10520, May.

      


      
        5 The base year for our analysis is 1994, a period when Slovenia was in external balance (abalanced net investment position) and the time of the Mexican debt crisis. It was said about the latter, during a situation similar to that in Slovenia in late 2012, that “it is not speed that kills, it is the sudden stop”. This statement can today be applied to Slovenia, from the point of view of the net inflow of foreign private capital and the model of predominant debt financing of economic growth since 1994. In the case of Slovenia, speed is illustrated by the rapid and efficient liberalisation of capital flows with the rest of the world, its integration into the EU and, not least, Slovenia being the first new Member State to join the euro area after the major enlargement (on 1 January 2007). See Dornbusch, R. and Werner, A. (1994), “Mexico: Stabilization, Reform and No Growth”, Brookings Papers on Economic Activity, No 1, pp. 253-316.

      


      
        6 The accounting identity of the financing of the current account thus reads: CA = PCI + T2 + OF + SMP, where CA is the current account deficit (surplus), PCI is private financial flows, T2 is the TARGET2 position, OF is financing via official international financial institutions’ programmes and SMP is financing via purchases of bonds on the secondary market by the ECB. See Merler, S. and Pissani-Ferry, J. (2012), “Sudden stops in the euro area”, Bruegel Policy Contribution, Issue 2012/06, March.

      


      
        7 Under the Bank of Slovenia’s regular annual revision of the balance of payments and the IIP, the conservative method meant that all accrued household claims in the form of currency from current account transactions (tourism, labour income) were included in other changes, and thus are not recognised as a claim in the IIP until there is evidence of their existence (e.g. the inclusion of claims arising from the cash purchase of holiday homes in Croatia by residents of Slovenia).

      


      
        8 In our analysis, we have ignored the problem of the symmetric adjustment of imbalances in the monetary union as a whole. It is clear that the problems of the peripheral countries would be more easily addressed if the countries with budget or balance-of-payments surpluses raised demand in the periphery.

      


      
        9 See Tichy, G. (2013), “What Can Sector Accounts Tell About the Financial Crisis?”, Intereconomics, Vol. 48(2), pp. 106-115.

      


      
        10 “Debits to individual accounts have often been taken as an approximate measure of the debit total of the money circuit.” – Copeland, M.A. (1947), “Tracing Money Flows through the United States Economy”, American Economic Review, Vol. 37(2), pp. 31-49.

      


      
        11 Cohen, J. (1972), “Copeland’s Moneyflows After Twenty-Five Years: A Survey”, Journal of Economic Literature, Vol. 10(1), pp. 1-25.

      


      
        12 “In our research into historic episodes of deleveraging, we see that countries often progress through two distinct, yet overlapping, phases of private- and public-sector deleveraging. Today’s deleveraging economies face what seems to be a uniquely difficult situation: a weak global economy, banking troubles across many major economies, and little room for fiscal manoeuvring. Yet, they share many of the same challenges that faced deleveraging nations in the past. The way debt reduction played out in Sweden and Finland in the 1990s provides a useful frame of reference … we see that both economies went through a distinct, initial phase of deleveraging in the private sector, leading to a second phase of growth and public-sector deleveraging.” – Roxburgh, C., Lund, S., Daruvala, T., Manyika, J., Dobbs, R., Forn, R. and Croxson, K., (2012), Debt and deleveraging: Uneven progress on the path to growth, McKinsey Global Institute.

      


      
        13 “more interconnected financial systems require more liquidity (from exogenous sources) to settle a given volume of debt” – Rotemberg, J.J. (2009), “Liquidity Needs in Economies with Interconnected Financial Obligations”, CQER Working Paper, No 1, Federal Reserve Bank of Atlanta.

      


      
        14 “Sustainable convergence means more than meeting a set of nominal targets at a certain point in time. It requires real economic, legal and institutional convergence prior to adopting the euro. And crucially, it requires continued efforts once inside monetary union.”– Keynote speech by Mario Draghi, President of the ECB, at the Euro Conference – Latvia, Riga, 12 September 2013, available at http://www.ecb.europa.eu/press/key/date/2013/html/sp130912_1.en.html

      


      
        15 EU Cohesion Policy 2014-2020 – Targeting Investments on Key Growth Priorities, available at http://ec.europa.eu/regional_policy/sources/docgener/informat/2014/fiche_sme_en.pdf

      


      
        16 Caballero, R. J. (2010), “Macroeconomics after the Crisis: Time to Deal with Pretense-of-Knowledge Syndrome”, Journal of Economic Perspectives, Vol. 24(4), pp. 85-102.

      

    

  


  
    Micro and macro dimensions of the banking union – what are the challenges for statistics?


    Martin Špolc, Gintaras Grikšas and Carlos Maravall Rodriguez1


    The establishment of the banking union represents a major milestone in the supervision and resolution of banks in Europe. The agreed new institutional set-up, centralising the decision-making powers, will be considerably more effective than a patchwork of national authorities. Decisions will be made on the basis of a more comprehensive understanding of the overall situation, thanks to a more complete set of all relevant information and data. The increasing complexity of financial markets poses considerable challenges for supervisors and resolution authorities, underlining the critical importance of having all the necessary and appropriate data to be able to make informed decisions. The agreed legislative framework underlying the banking union provides the right basis for this. Nevertheless, legislation on its own will not suffice. It will need to be complemented by action by the relevant supervisory and resolution authorities, ensuring appropriate exchange of data and information so that the benefits of the banking union can be reaped to the largest extent possible. This paper examines the key challenges in relation to data needs arising from the establishment of the banking union from two perspectives: the macro-prudential perspective and the resolution perspective.


    More broadly, the ECB has far-reaching powers when it comes to statistical information. Council Regulation (EC) No 2533/98 governs the collection of statistical information by the ECB. In March 2014, the ECB adopted a recommendation to amend this Regulation in the light of the establishment of the Single Supervisory Mechanism (SSM). The purpose is twofold: (i) to allow the ECB to use confidential statistical information for the purpose of carrying out supervision and (ii) to allow the transmission of statistical data to, among others, national competent authorities, the European Supervisory Authorities (ESAs) and the European Stability Mechanism (ESM). The discussions on these possible amendments are still ongoing.


    1)Data needs from the macro-prudential perspective


    The new macro-prudential regulatory powers conferred on the ECB by the SSM Regulation2 give rise to an important interplay between micro-prudential and macro-prudential regulation in the banking union.
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    While these policies have complementary objectives – the soundness of individual institutions and overall financial stability – some instruments could easily be seen as contributing to both micro- and macro-prudential goals, as in the case of imposing capital buffers on global or domestic systemically important institutions (SIIs). There may also be situations in which measures undertaken in one policy area impede policy implementation in another. This underlines the need to ensure close coordination of these policies and their respective measures with a view to reaching the most appropriate balance (as illustrated in Chart 15 above).


    Moreover, it is essential that these policies, including monetary policy, should interact in a way that is conducive to the single market and not detrimental to a level playing field, not only within the SSM, but across the EU as a whole.


    Macro-prudential instruments are powerful tools in terms of their ability to effectively and relatively quickly change the risk profile of individual institutions and of the banking system as a whole. Given the considerable impact of these measures, all relevant authorities should develop their capacity to understand and monitor underlying macro-prudential risks and have all the necessary information available to be able to make informed decisions.


    i)Challenge: data should support effective interaction between national authorities and the ECB


    The need for coordination between micro- and macro-prudential authorities is highlighted by both the European Banking Authority (EBA) and the European Systemic Risk Board (ESRB) in their opinions on macro-prudential tools.3 The need for effective coordination stems from the fact that the Capital Requirements Regulation (CRR)4 and the Capital Requirements Directive (CRD)5 allocate different macro-prudential tools to different authorities, while the SSM Regulation gives the ECB important macro-prudential powers and competences, in a number of cases shared with the national designated or competent authorities, whereby the ECB may apply higher requirements for capital buffers than applied by the national competent authorities or national designated authorities of participating Member States.6 The allocation of responsibilities for different macro-prudential instruments is summarised in Table 1 in the annex.


    Given that macro-prudential measures unavoidably overlap in terms of their impact, it is essential that the collection of data by the respective authorities and their exchange with other relevant authorities in charge of macro-prudential policy work effectively.


    ii)Challenge: geographical coverage – data should cover the whole single market


    It could be argued that the geographical coverage of data in the banking union should be limited to the participating Member States. This could be seen as a natural extension of the data needs to support ECB monetary policy. However, there are at least three important reasons why data used to inform macro-prudential policy-making should cover the EU as a whole.


    First, there is an important single market dimension, which has to be taken into account in the macro-prudential decisions to be taken within the SSM. The CRR and CRD establish an overarching principle that the spillover effects within the single market from any macro-prudential decisions should be well assessed. Assessing the potential cross-border effects of macro-prudential measures is essential in order to ensure the effectiveness and efficiency of macro-prudential policy in the EU as whole. Macro-prudential measures taken by the relevant authorities within the SSM could have material positive spillovers in other, non-participating Member States (and vice-versa) by reducing the build-up of systemic risk and the probability and impact of systemic crises, but they could also transfer risks, reduce credit supply and temporarily lower GDP growth. Negative cross-border spillovers could arise in cases where national economies have strong financial interconnectedness but experience asynchronous credit cycles. Any assessment of cross-border effects therefore needs to consider both the long-term benefits for financial stability and the potential short-term costs associated with the policy measures in question. This calls for the establishment of a framework that would allow the effective exchange of information between the relevant authorities in the SSM, in particular the ECB, and the relevant authorities in the non-participating Member States.


    Second, there is the prospect of future enlargement of the SSM. In view of the fact that time series are needed to inform macro-prudential decisions, it would therefore be practical to also start collecting the relevant data for Member States that might join the banking union in years to come.


    Third, the current institutional framework for macro-prudential policy gives an essential role to EU bodies, in particular the EBA, the ESRB and, to a lesser extent, the European Commission. Maximising synergies in data collection and in the exchange of data with the EBA7 and the ESRB8 would benefit the financial stability of the EU as a whole.


    Since the entry into force of the CRR and the CRD, the experience of Member States in activating macro-prudential instruments has shown that the assessment of the potential cross-border impact (positive and/or negative) of their respective macro-prudential measures remains rather limited. Therefore, a pro-active approach by all relevant authorities in the SSM, in particular the ECB, while ensuring close cooperation with the EBA and the ESRB, is essential in order to build the relevant data collection and dissemination platform and to encourage an EU-wide focus of macro-prudential policies and their interaction with micro-prudential policies at all three levels: national, SSM and EU. This is an important challenge that all the authorities concerned will have to meet as of 4 November 2014.


    Finally, to ensure the effective use of statistical data, it will be particularly crucial for the functioning of the banking union that an appropriate methodology for assessing cross-border impacts is put in place and constantly improved.


    2)Data needs from the micro perspective – resolution


    With the entry in force of the Single Resolution Mechanism (SRM) Regulation9 in August 2014, the EU has now come full circle in its proposal to establish a banking union.


    Equipping the Single Resolution Board with the tools and the capacity to undertake economic and financial analyses of credit institutions is just one of the pieces that need to fall into place to ensure its success. Access to data and the Board’s capacity to analyse such data are vital. Among the matters the Board will need to consider are the following:


    •evaluation of available data;


    •identification of the SRM’s data needs;


    •addressing the resulting difference (i.e. the data gap).


    The Commission is reviewing the above matters until the Board becomes fully operational. The next section draws attention to a number of (tentative) conclusions drawn as a result of this exercise.


    i)Available data


    Resolution authorities need to keep up with economic and financial developments that could have an impact and could, potentially, provide critical information on whether an institution is failing or likely to fail. In this regard, Chart 16 below depicts part of the toolkit that a resolution authority will be able to use when monitoring credit institutions:


    a.Data accessible to private market analysts10


    b.Raw confidential supervisory data. Bank supervisors regularly receive raw data from banks to perform analyses and reviews, including accounting data (valuations of assets and liabilities), data on the institution’s quarterly performance, general regulatory compliance data, and risk and solvency reviews and evaluations. An example of data falling into this category is the ECB’s comprehensive assessment (prior to assuming full responsibility for supervision under the SSM).11
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    c.Supervisory conclusions. Supervisors need to make an overall evaluation of an institution regarding its arrangements, strategies, processes and mechanisms as well as its capital and liquidity to ensure sound management and coverage of risks to which it is or might be exposed, including those revealed by stress testing. This is the minimum set of analyses supervisors need to carry out to establish a dialogue with the institutions under their supervision. In the EU, the EBA is currently developing guidelines for such analyses, in accordance with a CRR/CRD mandate.


    d.Other data, including data on access to non-bank sources of financing. Banks not only interact with each other, but also regularly access non-bank sources of financing. This includes, for example, tapping secured financing in repo markets through central counterparties (CCPs).12 Thus, bank resolution authorities should, as a minimum, have the ability to access and exchange information with CCPs and trade repositories. More generally, financing coming from repo markets is also of considerable interest.


    ii)The SRM’s data needs


    Table 2 in the annex presents an overview of the relevant key provisions on the establishment of cooperation and exchange of information in the SRM. Both the SSM and SRM Regulations provide a strong legal basis for mutual support and exchange of information within and between the SSM and the SRM.


    iii)The SRM’s data gaps


    To sum up, a lot of work has been done, but a lot remains to be done. Establishing a framework to access information and tap data is burdensome and a never-ending work in progress. In the SRM’s case in particular, the framework will need to take into account the significant issues that private investors and supervisors face when investing in and supervising banks.


    However, a number of issues are already addressed in the SRM Regulation. For instance, it gives the Single Resolution Board access, through the national authorities or directly, to information relevant for performing its duties which, in particular, includes information on issues that could undermine resolution. These include, for instance, the exceptions to declaring that an institution is failing or likely to fail (Article 18) or problems that might arise when applying a bail-in because of the implicit incentive to substitute funds over time for those higher up in the bail-in hierarchy (Article 27).13 The latter would, in particular, imply having access to the data referred to in point (d) above.


    In order to facilitate cooperation, memoranda of understanding (MoUs) should be established between the Single Resolution Board and the ECB, national resolution authorities and national competent authorities, describing how they will cooperate in the performance of their respective tasks under the SRM (see Article 30(7)). This would cover access to the data referred to in points (b) and (c) above.


    
      
        1 European Commission – Directorate General for Internal Market and Services.

      


      
        2 Regulation (EU) No 1024/2013

      


      
        3 Opinion of the European Systemic Risk Board of 30 April 2014 regarding Belgian notification of a stricter measure based on Article 458 of the CRR (ESRB/2014/1), available at http://www.esrb.europa.eu/pub/pdf/other/140430_ESRB_Opinion-on-Belgian-measure.pdf?46afb80e2eec4f50a667db4f5d99f433; Opinion of the European Banking Authority on measures to address macro-prudential or systemic risk (EBA/Op/2014/02), available at https://www.eba.europa.eu/documents/10180/657547/EBA-Op-2014-02+Opinion+on+measures+to+address+macroprudential+or+systemic+risk.pdf

      


      
        4 Regulation (EU) No 575/2013

      


      
        5 Directive 2013/36/EU

      


      
        6 See Articles 5(2) and 9(1) of the SSM Regulation.

      


      
        7 With respect to macro-prudential regulation, the EBA plays an important methodological role in macro-prudential supervision, such as with respect to the identification of global systemically important institutions (G-SIIs) and other systemically important institutions (O-SIIs) or the application of the counter-cyclical buffer. In relation to statistical matters, the EBA is responsible for implementing technical standards with regard to aggregate statistical data on key aspects of the implementation of the prudential framework in each Member State.

      


      
        8 In order to ensure consistent macro-prudential oversight across the EU, the ESRB develops principles tailored to the EU economy and is responsible for monitoring their application.

      


      
        9 Regulation (EU) No 806/2014

      


      
        10 Research departments of financial institutions regularly monitor the following data: macro-economic data (GDP, unemployment, interest rates, business cycle variables); financial and non-financial sector flows-of-funds; cross-border flows (balance of payments); primary and secondary market activity; and market references.

      


      
        11 In this regard, as the comprehensive assessment has shown, we should not underestimate the work involved in ensuring that data coming from participating Member States are harmonised.

      


      
        12 Moreover, new EU regulatory initiatives require banks to report and clear transactions through trade repositories and central counterparties, respectively.

      


      
        13 For instance, substituting long-term liabilities for financing that falls below the 7-day threshold; substituting unsecured for secured financing; etc.
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    The macro and micro dimensions of the banking union – what are the challenges for statistics?


    Francesco Mazzaferro1


    As Head of the ESRB Secretariat, I am very glad to provide some insight into the main challenges for a macro-prudential body such as the European Systemic Risk Board (ESRB). I will do so by structuring this presentation in three parts. First, I will briefly explain what the ESRB is about. Second, I will discuss the need for and the use of data. Third, I will add some additional reflections from a practitioner’s perspective.


    1The role of the ESRB


    The ESRB is responsible for the macro-prudential oversight of the EU financial system. It has been created as a forum to ensure that central banks and authorities supervising all segments of the financial market cooperate on, and contribute to, a macro-prudential analysis of risk and jointly define policy conclusions. For this purpose, the ESRB has at its disposal several instruments, including warnings and recommendations, as defined in its own founding regulation (Regulation (EU) No 1092/2010), and opinions, as required under the Capital Requirements Directive (CRD) and Capital Requirements Regulation (CRR), which provide several macro-prudential instruments for the banking sector. The ESRB has also been given powers under other legislation, in particular to have access to statistical information, e.g. under the European Market Infrastructure Regulation (EMIR) and the Alternative Investment Fund Managers Directive (AIFMD).


    2014 is also the first year in which new macro-prudential instruments have been available to EU Member States, and they have been used rather intensively, although in quite careful measures. Actions have been taken to address the too-big-to-fail problem in the financial sector, to prevent risks in the real estate sector and to address idiosyncratic systemic risks in specific cases. In one case, macro-prudential measures were used to expand (rather than restrict) financial conditions, pioneering a more symmetric use of macro-prudential policy.


    2ESRB data use


    As a macro-prudential authority, the ESRB already has access to macro-level data, and also provides data to the general public in the form of a risk dashboard which is published every quarter, one week after the General Board meetings. The risk dashboard also informs General Board discussions on the risk outlook.


    The risk dashboard provides both EU-wide and country-specific dimensions for six types of risk: interlinkages and macro, credit, funding and liquidity, market, profitability and solvency risks. However, the ESRB always takes into account national specificities when judging the importance of certain national indicators. The ESRB considers a mechanical interpretation of the dashboard as potentially misleading; the dashboard is, therefore, always accompanied by an “overview note” which offers a synthetic view of the risk situation in Europe.


    It is important to stress that the risk dashboard does not provide a final assessment of risks, which remains the prerogative of the General Board. Moreover, there is no direct link between the evolution of the indicators and possible policy actions by the ESRB.


    The risk dashboard is also not a static instrument. Risks change, and it is, therefore, necessary to have procedures to make sure the analytical statistical basis is adequately updated. To this end, the ESRB has created an annual procedure to meet two needs: first, to have a stable basis of relevant information, second, to assess the costs of renewing the database as compared with the benefits. The first update took place in March 2014.


    The challenge for the ESRB is how to make policy use of the risk dashboard. It is not sufficient to simply publish and disseminate the document, it is crucial to also make use of it. This depends partly on the ESRB Secretariat itself which presents its systemic risk outlook to the General Board at the beginning of every General Board meeting, including as a synthesis of contributions received from other institutional players, such as the ECB and the three European Supervisory Authorities (ESAs). It also depends on some work that is still in progress, and is only now starting to become more concrete, on how to link signals from the risk dashboard to policy questions.


    3The political economy of data


    Allow me to finish with a couple of personal reflections.


    No matter how important particular data are, it is crucial that policy-makers are ready to take decisions on a first-principles basis even without them. I have often found that a request for more statistical evidence – in a situation in which it is obvious that this would be very laborious, would encounter strong resistance and would possibly not be completely conclusive – is an indirect way of expressing a fully-fledged negative vote by way of postponement. It goes without saying that if systemic risks emerge that jeopardise the orderly functioning of the economy, policy-makers must be prepared to take necessary preventive and mitigating actions on the basis of existing data. As the French say, le mieux est l’ennemi du bien (the best is the enemy of the good).


    
      
        1 Head of Secretariat, European Systemic Risk Board.

      

    

  


  
    Comments


    Steffen Kern1


    Banking union has been one of the central projects of the EU’s single market policy over recent years, and ensuring that regulators and supervisors in the banking union have state-of-the-art analysis at their disposal will continue to be a key concern in the coming years.


    As a discussant, let me try to contribute to the presentations on this panel by providing a non-bank view on banking union statistics. The European Securities and Markets Authority (ESMA) is the authority for securities markets, market infrastructures and institutional investors in the EU. In addition to tasks related to regulation, supervision and supervisory convergence, ESMA has a mandate to monitor and assess trends, risks, and vulnerabilities in the markets and in the financial system overall. Our priorities regarding data and statistics are conditioned by this specific remit. Given the strong degree of interconnectedness of banking with the financial markets under our remit, I hope our views can add colour to the important discussion on this panel.


    But let me first say a few words on the excellent presentations by Micheline Casey, Janez Fabijan and Martin Spolc.


    Challenges for statistics in the banking union


    The speakers have made a number of crucial points which – I very much agree– will be decisive for the future success of authorities in improving our macro and micro analysis. Let me highlight just three areas which, I believe, will be particularly pressing going forward:


    •Data integration: Working towards integrated data systems is a key ingredient for a comprehensive view of the risks in the banking union and other parts of the financial system. As Micheline Casey pointed out, our business is becoming increasingly data-driven, and the challenges we are facing in terms of data collection, management, governance and analysis are of an exponential nature. Well-defined, integrated systems for data management should be considered a vital precondition for both micro and macro supervisory tasks, and for bringing both dimensions together.


    •Data culture: Micheline Casey rightly points out that there is a need to explain the pervasiveness and criticality of data and data technology, and that our organisations are aware of our data strategies. Let me add to this important point that this culture also entails prioritising and specifying the questions to be addressed. Micro and macro supervisors will be most effective if their working hypotheses can be translated into data requirements, data structure and, finally, into empirical verification.


    •Data harmonisation: Janez Fabijan and Martin Spolc make an important point about integrating data across jurisdictions and authorities in the EU. Overcoming data fragmentation in the EU certainly represents a vital challenge. As highlighted by Janez Fabijan, common taxonomies are an essential precondition for this work, and, certainly, in the world of securities markets, taxonomies that are comprehensive and continuously updated are key for us to succeed in our task. One prominent example is reports on all over-the-counter (OTC) derivatives to trade repositories (TRs). To be able to have micro and macro knowledge of the positions held by financial parties is currently one of our main goals, derived from the G20 policy agenda. Given the wide variety of financial actors, products, and underlyings, globally harmonised legal entity identifiers (LEIs), unique transaction identifiers common to all TRs and unique product identifiers (UPIs)2 will mark quantum leaps for risk analysis in the EU and beyond, once implemented.


    In addressing these three and a number of other key challenges, Micheline Casey, Janez Fabijan, and Martin Spolc have identified key themes of data and statistics initiatives in response to the financial crisis. Importantly, these themes are shared concerns in the EU and the United States and among many of our colleagues in national and international authorities around the world.


    The non-bank perspective


    Let me briefly highlight three concrete issues which are of particular concern from my non-bank perspective. My starting point is the strong degree of interconnectedness of the EU banking sector with non-bank financial institutions, including through key markets and infrastructures. This interconnectedness is, of course, of particular relevance from the macro perspective, especially for the analysis of market, systemic and macro-prudential risks. And my points naturally relate to the key thoughts outlined by the three panel speakers.


    Data and statistics naturally play a crucial role in dealing with this strong degree of interconnectedness. Most importantly,


    •Connecting data across markets: Most importantly, our statistical work needs to be aligned with the reality of the strong degree of interconnectedness of the banking sector with non-bank activities. We are only at an early stage of understanding these complex channels of interaction. Matching up our data statistics from the banking sector with key non-bank activities, such as derivatives exposures, collateral postings with CCPs and other market participants, or exposures to large institutional investors, will be an important, albeit challenging task. Especially considering that this matching will ultimately need to be performed for ongoing surveillance of activities and exposures. The ad hoc studies that we at ESMA have undertaken in cooperation with the European Systemic Risk Board (ESRB) on, for example, the credit default swap (CDS) market and its network structure or securities financing transactions (SFTs) and the market for cash and non-cash collateral suggest that the transition from ad hoc to ongoing monitoring in matching these data will be a challenging task.


    •Connecting data across institutions: Directly following on from my first point, banking and non-bank financial institution statistics need to be aligned and analysed across a wide variety of host institutions. This is a particularly pertinent issue in the EU, where financial market data are collected for regulatory and supervisory purposes across a wide range of institutions at national and EU level – at least 67 national and EU authorities3 are currently involved in this work, many of which command data unique to their respective remits and jurisdictions.


    Creating fully integrated data systems in such an environment may prove a disproportionately costly undertaking. Working towards an efficient network of data hubs may be a more pragmatic approach, and at ESMA we are currently establishing structures comprising data warehouses, exchange platforms and access rights for, for example, transaction-level data on derivatives as collected by TRs in the EU. We realise, of course, that we may not achieve a uniform approach to data systems, so our strategy for managing proprietary data ranges from integrated EU-level databases (credit rating agency (CRA) data, position-level derivatives data), via network structures, as in the case of derivatives transactions or alternative investment funds, to completely decentralised supervisory data collection at Member State level, as for trading venue transactions.


    Under this pragmatic approach, providing appropriate levels of exchange of and access to data between the authorities involved will play an even more prominent role in future. Especially when it comes to analysis and research, we are cooperating closely with the European Supervisory Authorities (ESAs), and the ESRB represents an ideal forum at EU level for pursuing ever-closer cooperation on statistics, research, and risk monitoring.


    •Connecting data types: Finally, we need to be aware that, looking ahead, we will be confronted with an ever-greater heterogeneity of data and statistics. Making sense of this heterogeneity in the light of our task of assessing and monitoring financial market risks will be a key challenge going forward. Already today, the range of types, sources, and qualities of financial market statistics is vast. For example, ESMA’s data mandates include the register of and supervisory data on CRAs, a central public register containing data on alternative investment fund managers (AIFMs), and aggregate OTC derivatives data in order to construct position matrices that allow us to measure systemic and non-linear risks, and we are establishing a register around structured financial products. On top of this come numerous commercial databases from a variety of providers and vendors. The volume of data collected is growing exponentially, and the diversity of data types is set to increase further, driven, not least, by technological progress.


    Thus, technology is now allowing us to develop tools for collecting and analysing non-quantitative information that we have to incorporate in our databases and analysis. Non-numerical micro-supervisory data has already been mentioned in our discussion. To incorporate this non-numerical knowledge in our databases will be challenging, and our colleagues at the European Banking Authority (EBA) are developing guidelines for the use of this information. Important progress is currently also being made at the Securities and Exchange Commission (SEC) where tools for big data text mining are being developed to facilitate effective institutional supervision. Finally, big data collected outside the financial market supervisory system, e.g. on global news and events, may in future be useful for our understanding of systemic risks in finance and the interrelation with variables exogenous to the system (such as political, economic, social, or geo-strategic events).


    Conclusion


    Bringing together micro and macro perspectives on banking union has been recognised by the speakers on this panel as a key task for data and statistics strategies of regulatory and supervisory authorities in the EU and beyond. Providing links to data, statistics and analysis on non-bank financial activities, including securities markets infrastructure and institutional investors, may be considered a complementary target on the way to achieving a comprehensive assessment of micro- and macro-prudential risks in the banking industry and the financial system at large. Effectively connecting regulatory and supervisory statistics across markets, institutions and data types can serve to fundamentally improve financial market supervision as a whole.


    
      
        1 Chief Economist and Head of Financial Stability, European Securities and Markets Authority.

      


      
        2 Feasibility study on approaches to aggregate OTC derivatives data, Financial Stability Board, 19 September 2014.

      


      
        3 This is the number of authorities represented on the General Board of the ESRB. (See European Commission, “Report from the Commission to the European Parliament and the Council on the mission and organisation of the European Systemic Risk Board (ESRB)”, Brussels, 8 August 2014, COM(2014) 508 final, p. 5.).

      

    

  


  
    Discussion summary


    Hans Buurmans (European Banking Federation) started his introduction with a short video to stress the importance of all relevant parties being committed to great ideas. He recognised the ECB’s willingness to coordinate and communicate with the banking industry, as well as the banks’ willingness to take part in the banking union in spite of the many challenges that lie ahead.


    Martin Špolc (European Commission) emphasised the importance of effective coordination and close cooperation between different authorities in charge of macro-prudential supervision. He pointed out the core challenges for data needs from a macro- and micro-prudential perspective originating from the establishment of the banking union. As regards the macro-prudential perspective, Mr Špolc discussed the data needs supporting effective interaction between the national authorities and the ECB. Data collected by the various authorities responsible for macro- and micro-prudential supervision should be exchanged effectively. In addition, he stressed the need for data to cover the whole Single Market, beyond the banking union, to allow for the assessment of spill-over effects and to ensure a smooth future enlargement of the SSM. In this respect, it is essential to enhance cooperation with the European Commission and EU authorities, in particular the European Banking Authority and the European Systemic Risk Board. In the context of the micro perspective, he stressed the importance of data accessibility and the capacity of the Single Resolution Board to analyse data.


    Janez Fabijan (Banka Slovenije) looked at how consistent statistics can support efficient policy decision-making, favouring a pragmatic (rather than a model-based) approach. Consistency between macro- and micro-level data forms the basis of an efficient decision support system. The harmonisation of definitions is important, as is the approach adopted to collect the data. This should be fully integrated between the statistical and supervisory domains, ensuring that data are collected only once, and should allow for the most granular information possible. Based on the experience of Banka Slovenije, he showed how using a fully consistent and comprehensive set of information from these two levels enables unusual or extreme behaviour and the underlying reasons to be quickly detected, with the ultimate goal of ensuring a better allocation of funds to the real economy, economic growth and employment. He concluded by emphasising the key role of credit registers in providing comprehensive information, including rating data, on a loan-by-loan basis.


    Micheline Casey (Federal Reserve Board) provided some insights from a Federal Reserve Board perspective on the increasing need for micro, third-party and unstructured data, as well as for integration with more traditional macroeconomic, survey or financial institution data. She said that data governance and data management at the Federal Reserve had to be reviewed after the financial crisis. Connecting the dots and understanding the interrelationships in a global picture became essential, and agility in building relationships, robust data integration and data processes across domains became increasingly important. New types of data, such as micro-level data, third-party data (available from vendors) or unstructured data, need to be combined with more traditional types. This requires new and more advanced analytical and infrastructure tools in order to achieve more agility in collecting and processing data. MsCasey emphasised the need to think more strategically with regard to how to exchange and make data available effectively to end users. She also stressed the importance of transforming organisational cultures in order to support changes to the current approaches and to develop common practices, data architectures, data dictionaries and other data standards.


    Francesco Mazzaferro (European Systemic Risk Board), the first discussant, presented the main challenges that decision-making bodies face when a limited amount of information is available. He emphasised the importance of taking forward-looking decisions despite having a very limited amount of data and striking the right balance between statistical data and actual market insights. He also encouraged institutions to be ready to take responsibility when important decisions must be taken, and he explained that central banks have often done this. MrMazzaferro then explained that the rules by which the market functions need to be fully understood, in order to collect the best possible data for a few robust indicators with the best forward-looking capacity. He also stressed how crucial it is to make the best use of available information, as given the large amount of information already available, there is a risk of this not being properly used or analysed by policy-makers.


    Steffen Kern (European Securities and Markets Authority) highlighted, as the discussant for the three speakers, the common points of all the presentations. He emphasised the importance of data harmonisation, since the lack of harmonised micro data could adversely influence decisions on financial stability. As regards data integration, he noted that micro- and macro-prudential perspectives are very different domains and that it is encouraging to see such a strong commitment among the audience to linking and sharing these data. He also mentioned non-bank statistics and their relevance for macro- and micro-prudential analysis of the banking union owing to banking sector exposure to non-banking activities (for example through derivatives markets and the close relationship with the shadow banking sector). He stressed the importance of integrating and connecting all the relevant data from different institutions and various market activities in a more pragmatic way. MrKern concluded by talking about ESMA’s experience of data management and data integration.


    Hans Buurmans concluded the discussion by complimenting regulators and supervisors for looking for cost efficiency and synergies by limiting reporting burdens and ad hoc requests. He stressed the importance of clear coordination and communication between regulators and banks to ensure that all parties are aware of the common goal. He then reminded the audience that the banking sector must be given a sufficient amount of time for planning and executing the implementation of new regulations.
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    4Communicating statistics to meet user requirements and manage market expectations


    Introductory remarks


    Aurel Schubert


    Welcome to the fourth session of the Statistics Conference. It is an established tradition for the Statistics Conference to have three sessions focusing on producing and using statistics and one session on communicating statistics.


    As we all know, and as we have already heard today, the work of statisticians, as producers of statistics, is complex, multifaceted and very demanding. A lot of effort is required to produce good new statistics, which are up to date, reliable, accurate, timely, and of the best possible quality. However, we also need to communicate statistics in the best possible way to a vast and very diverse audience, making sure that the underlying message is correctly understood and properly reflected in market expectations.


    It should not be forgotten that the production of statistics entails a burden on reporting agents, that the process is expensive and paid for by the society, and that the outcome is a public good which should be shared with the public. Statistics should therefore be communicated in a way that takes into account the knowledge, skills and needs of the respective audiences. This is why there cannot be only one single approach to communication, and why various and diverse channels should be explored. In my more than 18 years in statistics, I have written many statistical press releases, even more in-depth articles, prepared and held many press conferences and press briefings, given media interviews and made presentations to a wide variety of audiences. This is part and parcel of producing central bank statistics.


    Communicating the statistics we produce is certainly an important part of our work, but another equally important aspect is communicating the limits of the data, explaining both the uses of and the gaps in the available information.


    It is my pleasure to chair a discussion today on our experiences and our views on how communication should, on one hand, meet user requirements and, on the other hand, manage market expectations. This sounds like a simple task for a communication strategy, but most of us are well aware that this is not the case, and we will hear from our speakers today that it is far from easy to achieve but is a key factor for successfully communicating with our audience.


    Let me begin by introducing the first presenter, Christine Graeff, ECB Director General Communications & Language Services. Before joining the ECB, MsGraeff worked as Partner and Managing Director in the Brunswick Group, a business communications firm, setting up Brunswick’s Frankfurt office and leading the Financial Services team.


    In her presentation, Ms Graeff will highlight how communication has become an instrument of monetary policy, and discuss how statistics also became a communication channel. For this reason, the way statistics are presented is becoming more and more crucial. Ms Graeff stresses how the quality of a presentation can determine success or failure. However, one should not forget that good communication may not be the same for a central bank as for other organisations. In this respect, the ECB has its own approach and is working on improving it even further.


    The next presentation is by Huw Pill, chief European economist at Goldman Sachs and co-head of the Economics team in Europe. Mr Pill serves on the Macro Research Operating Committee. Before joining Goldman Sachs as a managing director in August 2011, he worked at the ECB, where he was Deputy Director General of Research and Head of the Monetary Policy Stance Division. Previously, he has worked at the Bank of England and at Harvard University.


    In his presentation, Mr Pill addresses the role of communication and statistics in the context of the banking union and highlights how statistics should help to stabilise expectations and improve the legitimacy and efficacy of policy actions. The communication strategy should be aimed at achieving transparency, clarity and accountability of the policy actions. However, these communication objectives also entail potential trade-offs between, for example, transparency and clarity, or between transparency and honesty on one side and effectiveness on the other side. Another important aspect of communication relates to managing feedback effects and market responses in an effective way in order to build and maintain credibility.


    The final presenter is Walter Radermacher, Director General of Eurostat. Before joining Eurostat, Mr Radermacher served from 2006 to 2008 as President of the Federal Statistical Office in Germany and as Federal Returning Officer. He was Vice-President of the Federal Statistical Office from 2003 to 2006. He is a lifelong statistician and is now at the helm of the European Statistical System (ESS), which brings together the national statistical institutes. The ESS is the “other statistical tower” of Europe, alongside the ESCB’s statistical system, which is led by the ECB.


    In his presentation, Mr Radermacher addresses two important aspects of communication – literacy and confidence. In this respect, the recent introduction of the new European Statistical Accounts (ESA 2010) highlighted the importance of proper communication and the challenge for statisticians to build up the necessary literacy in the public so that the message we communicate is correctly understood. In order to do so, it is crucial to address the various audiences with the right means. Another important aspect of communication concerns the need to coordinate various communication initiatives; in the case of ESA2010, coordination efforts were required across countries. Last, but clearly not least, a key element is the availability of proper figures that can sufficiently fuel the communication engine.


    I am also honoured to introduce our discussants:


    Brian Blackstone from the Frankfurt office of The Wall Street Journal (since2009) will be discussing the papers of Ms Graeff, Mr Radermacher and MrPill. Mr Blackstone writes about the ECB. The areas he covers include monetary policy, the European economy and the ECB’s response to the debt crisis in southern Europe. Previously, Mr Blackstone covered the Federal Reserve in Washington during the financial crisis. He is highly qualified to tell us how things appear from a journalist’s perspective.


    Hans-Helmut Kotz, Senior Fellow at the Center for Financial Studies (CFS) since2010, Program Director of CFS’s and Goethe University’sSAFE Policy Center in Frankfurt, and a professor at Harvard University, will be discussing the papers of Ms Graeff, Mr Radermacher and Mr Pill. Before joining the CFS, Professor Kotz was a Member of the Executive Board of the Deutsche Bundesbank (2002-2010), in charge of Financial Stability, Markets and Statistics, and a member of committees of the Bank for International Settlements, the Financial Stability Board and the OECD, where he was chair of the Financial Markets Committee. He was also the Deutsche Bundesbank deputy at the G7 and the G20.

  


  
    The figures tell the story


    Christine Graeff1


    1Introduction


    Statistics are, without doubt, one of the pillars of good monetary policy. How could the Governing Council make responsible decisions month on month without accurate data on the economic situation and monetary aggregates? To the layperson, the topic may at first seem rather dry, but, in truth, statistics come straight from the hustle and bustle of everyday life. They show how many people are gainfully employed, whether they can afford washing machines, cars and houses, and how easily businesses can access credit in order to create jobs. In short, they show how the economy is doing, and how scarce or plentiful money and credit are. Statistics, in this regard, are the eyes and ears of monetary policy.


    Baron Lamfalussy described just how crucial statistics are for monetary policy when he said “nothing is more important for monetary policy than good statistics.” Seen in this light, I believe enormous progress has been made. The ECB’s two-pillar approach has an extremely sound database to fall back on. When it comes to statistics for economic analysis and the development of money and credit aggregates, there are now virtually no blank spots left.


    However, Lamfalussy also recognised that the crucial importance of statistics lies not just in providing a basis for decision-making, but also in communicating with the general public. He said: “When monetary policy measures cannot be justified and explained through statistical data, the measures will not be understood, and the executing institution will lose credibility.”


    It is this second aspect – the role of statistics in the communication of monetary policy – that I would like to discuss with you today. Central bank communication requirements are changing rapidly, and this also holds true in terms of the role of statistics.


    2Communication as an instrument of monetary policy


    Mario Draghi, the President of the ECB, said recently “Today, central bank communication is right at the heart of monetary policy. It is actually a monetary policy tool in itself. Even for those with little interest in central banking, it is difficult to avoid the pronouncements of one or the other of us in the newspaper.”


    Only two decades ago, the world’s biggest central bank, the Federal Reserve, kept its interest rate decisions secret. In those days, the Chairman of the Board of Governors made a show of consciously keeping his assessments opaque. That would be unthinkable today. Constructive ambiguity is a stylistic device that has become the exception. The impact on markets and the real economy is too serious if the central bank is misunderstood. Managing expectations as precisely as possible – forward guidance – has become an important instrument. In future, central banks will become even more transparent by publishing accounts of their proceedings.


    Statistics will take on a larger role in the communication of monetary policy decisions. Figures and data form the foundations of the decisions and – if used properly– they can be a powerful channel of communication.


    A look back to the beginnings of the graphic representation of statistics shows how influential and effective they can be in this respect. The difference between a “data cemetery” and a well-designed statistical presentation of data can make the difference between success and failure, and sometimes even between life and death.


    3Effective communication


    3.1Going back to the origin


    Research shows that the human brain is much faster at understanding data graphics than rows of figures. Therefore, to achieve the best impact, statistics should not be presented in a dry manner.


    When the young nurse Florence Nightingale went to care for British wounded in the Crimean War in 1854, she was horrified by the fact that many more soldiers were dying of infection and disease than from their actual injuries. Nightingale was not just a humanitarian; she was intelligent and mathematically trained. She counted the number of deaths and kept a record. But all of that would probably not have been enough to change anything if she had not been a gifted graphic designer as well. And that without a computer programme in sight.
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    This almost modern conversion of her statistics into images later helped her, after having returned to England, to realise her dream of better care in hospitals. She succeeded in persuading the Government to launch an investigation that marks the start of modern nursing and gave impetus to better sanitary conditions in the British army.


    I am, of course, aware that within the guild of statisticians there is, so to speak, a natural reticence towards the preparation and presentation of data. It is argued that it is too easy to slip into the realm of interpretation, which would compromise the objectivity and, therefore, the quality of the data. This penchant for, or should I say love of, accuracy is not an obstacle to communication, but an opportunity for its enrichment.


    3.2Moving to more recent times


    Accuracy casts a new light on things. This might seem eccentric to some, but it is not. Sometimes the statistician’s sharp eye and an equally courageous presentation of the figures give rise to a completely new story. A good example of this is the work of the Swedish statistician and health economist Hans Rosling. Rosling has set himself the goal of re-contextualising freely available data. He takes raw data as a starting point for a new and, as he claims, more appropriate representation of reality. We should not be too quick to condemn this as a renunciation of objectivity: the “unadulterated” raw data are still available to everyone. The solid foundations of the data as a starting point for analysis are not weakened.


    But even a more subtle and neutral approach, which is perhaps easier to reconcile with the requirements of a central bank, can produce astonishing results.


    3.3The experience of the Federal Reserve Bank of New York


    For me, one of the world leaders in this respect at the moment is the Federal Reserve Bank of New York. Three years ago, it started to redesign the way it presents statistics. To do this, the Bank employed Donna Wong, who had previously been responsible for graphic representations at the New York Times and later at the Wall Street Journal.


    Opening the portal of the Federal Reserve Bank of New York is itself enough to make you want to explore further. Let me illustrate this with a few examples.
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    With just a few clicks, even the layperson can find interesting data about, for example, the development of house prices in his/her immediate neighbourhood. You can find out in an instant how the market has developed in a particular area, or as compared with other areas, or how incomes have changed in relation to these developments. It is then possible to see just how affordable a house is for people there. An example of statistical products accompanied by graphic presentations from the website of the Federal Reserve Bank of New York is shown in Figure 3.
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    Don’t get me wrong. I am not saying that a central bank should compete with commercial websites for attention. But where our data are also of interest to the general public – as is very often the case – an intuitive and user-friendly presentation creates an excellent opportunity to come into direct contact with citizens. Moreover, we should not underestimate the fact that experts– that is analysts, academics and journalists – are also interested in graphic representations that are meaningful and easy to understand. And when they are appealingly designed and easy to find, much will have been gained.


    My favourite example of a successful presentation of large amounts of data is one with animation from the Federal Reserve’s website. For all of its lower districts (some 300 ZIP code areas), the Federal Reserve collects data on the frequency of payment defaults and forced sales (foreclosures). For the past seven years, this comes to over 50,000 monthly values. Compressed into a table, this vast ocean of data would be difficult to digest, but a short film can better reveal the fever curve of the crisis. A picture is worth a thousand words, as the saying goes. Good statistics are sometimes worth more than a thousand pictures. And well-designed graphics do not necessarily imply big budgets, but rather lots of thinking and sharing of ideas and perspectives.


    4Conclusions


    We don’t have to search on the other side of the Atlantic to find good examples of progress in graphic presentation. A similar process has already started here. At the ECB, there are some very promising approaches. Colleagues in Directorate General Statistics are working on a new app that will be fed with data directly from our Statistical Data Warehouse and present graphics on mobile devices. A particularly user-friendly application will be an internet site to visualise euro area statistics. Some of you may have already seen the “our statistics” site at the presentation during the coffee break.


    Statistics have always been and will always be a key requirement for monetary policy. They lay the ground for all important decisions and help to clarify and to demonstrate what the reasons for monetary policy decisions are. More recently, communication itself has become an instrument of monetary policy. This is changing the demands made on the presentation of statistics, turning statistics into a channel of communication in their own right.


    To conclude, let me quote Florence Nightingale: “To understand God’s thoughts we must study statistics, for these are the measure of His purpose”.


    
      
        1 Director General Communications & Language Services, European Central Bank.

      

    

  


  
    Communicating statistics in the context of banking union – a macro user’s perspective


    Jan Kozak1 and Huw Pill2


    1The benefits of banking union3


    Dysfunction in European financial markets lies at the heart of the 2007-13 euro area economic and financial crises.4 Given the bank-centric nature of the continental European financial sector, the banking system has served as both an important source and a significant amplifier of the shocks that have destabilised the euro area throughout this period.5


    To address the euro area’s current malaise, as well as to build a more stable and workable new regime for the future, three challenges need to be met: (1) the stability, resilience and efficiency of the European banking sector as a whole must be improved; (2) area-wide markets must be reactivated and reintegrated, so as to ensure a more uniform availability and pricing of credit (and other financial services) across the euro area; and (3) legacy balance sheet problems at banks need to be dealt with thoroughly, so that banks can move forward unencumbered by the mistakes of the past.6


    The European authorities have presented “banking union” as the solution to these challenges. Banking union has several dimensions: a Single Supervisory Mechanism (SSM) at the ECB, a Single Resolution Mechanism (SRM) to deal with failing banks, more transparent and uniform application of state aid rules to government support for the banking sector, and a clearer definition under the Bank Recovery and Resolution Directive (BRRD) of when and how the authorities can intervene to support troubled banks.7


    To illustrate the benefits of banking union, consider the possible implications of the SSM for the euro area banking sector. Unifying responsibility for bank supervision at the ECB offers scope both (1) to raise the average quality of supervision (e.g. by spreading best practice and/or breaking the capture of regulators by “national champions”), and (2) to ensure common application of standards and rules across euro area countries (e.g. by imposing common definitions of non-performing loans), thereby establishing a level playing field to enhance competition among banks. Moreover, the recently completed ECB/European Banking Authority (EBA) comprehensive assessment of euro area bank balance sheets (consisting of an asset quality review and stress test exercise) has served to clarify the extent of legacy programmes and allow them to be addressed.


    Thus far, the reaction of market pricing and financing to the announcement and implementation of banking union has largely been positive. Funding access and costs for peripheral banks have improved significantly over the past year, as has their ability to raise private capital. It is to the credit of those building the banking union at the ECB (and elsewhere) that such credibility has been established from scratch so quickly. In general, markets remain sceptical of the ability of European authorities – at both supranational and national levels – to create a more workable monetary union. But the creation of banking union appears to be an exception. Accumulation of such credibility means that there is a lot for the new SSM to live up to in a potentially difficult market and economic environment.


    2The contribution of statistics (and their communication) to banking union


    To meet these high expectations, the SSM needs the necessary raw materials for policy-making: well-qualified staff, an efficient decision-making process and, above all, the required data. If we are to have “evidence-based policy-making”, then we must have the evidence. And quantitative evidence relies on the collection of data and the construction of policy-relevant statistics.


    Other contributions to this volume describe the impressive progress made in creating a granular framework for data collection at the level of individual institutions. And, as has been demonstrated elsewhere, ample scope exists for synergies with the construction of statistics underlying macro-prudential policies and monetary analysis.


    Assuming that the relevant information is available in a timely and comprehensive manner, the issue addressed in this paper is how it should be presented to external audiences. We aim to provide the perspective of financial market participants analysing the euro area economy and financial system from a macro standpoint.


    Communication can be a very important channel supporting the transmission of central bank policy decisions. Recent experience in the monetary policy domain– e.g. President Draghi’s “whatever it takes” intervention in July 2012 – provides ample evidence in this direction. Effective communication can help to stabilise expectations and improve both the legitimacy and efficacy of policy actions.


    Communication supports policy through several channels, notably by improving the transparency, accountability and clarity of central bank actions. Through these channels, communication can improve the effectiveness of policy.


    One should not confuse means with ends: in our view, the contribution made to policy effectiveness is the appropriate criterion on which to judge the quality of central bank communication. We are sceptical of arguments that assign specific transmission channels a value in and of themselves. For example, we do not share the view that transparency is a “moral imperative”, which should take precedence over other potential channels or (still less) the underlying goal of ensuring that policy objectives are met efficiently.


    On the basis of this approach, the remainder of this paper develops two arguments.


    First, we suggest that the impressive efforts underway to collect supervisory data on banks’ balance sheets – a necessary input to the policy process – should be complemented by efforts to develop statistics that provide a convincing real-time assessment of the effectiveness (and thus success) of these policies – the output of the process. For most macro observers, it is reassurance about outcomes that is key.


    Second, we argue that trade-offs exist among the various channels by which communication can influence policy effectiveness. The quality of central bank communication largely reflects how well these trade-offs are managed. We illustrate this point by exploring the interactions between transparency and clarity in communicating policy decisions and their rationale.


    3Communicating outcomes matters


    Nothing succeeds like success. The credibility (and thereby the effectiveness) of economic policies is bolstered if their success can be readily demonstrated. Market participants’ response to a credible signal of success creates a virtuous feedback loop: for example, depositors do not make runs on sound banks.


    Demonstrating success means being explicit about the objective of policy and providing timely statistical information to allow policy performance to be judged easily and in real time.


    This insight lies at the heart of inflation targeting regimes for monetary policy (and, in the ECB’s case, underpins its definition of price stability). Having a clear, published, quantitative target for a specific inflation measure allows policy analysis to be focused and ensures that policy-makers are held to account. The credibility of monetary policy has been bolstered as a result. Empirical studies demonstrate that the stability of observed inflation and inflation expectations has (thus far) been higher in inflation targeting regimes than in the preceding, typically more discretionary, monetary policy frameworks.8


    Statistical considerations played an important role in the design of such inflation objectives. Issues such as the measurement bias in inflation indicators, the independence of the institutions producing the statistical series, the coverage of the series across countries and activities, and the timeliness of publication all influenced the design of the target.9


    Can this broadly successful experience be translated into the context of banking union? Supervisory and macro-prudential policies aim at maintaining financial stability. But offering a quantitative definition of financial stability is more challenging than designing an inflation target to characterise monetary policy’s price stability objective. Perhaps illustrating the point, Charles Goodhart – a leading scholar on such issues – has made reference to practitioners defining financial stability as “the absence of financial instability”.10


    Yet this merely shifts rather than addresses the problem. How to define financial instability? This is an equally challenging task. Financial instability is episodic in nature and non-linear in character. It is multi-dimensional. Characterising financial (in)stability in terms of a single statistical indicator is much more difficult than using an inflation measure to define price stability.


    Nevertheless, reaping the credibility benefits stemming from communication requires efforts in this direction. Particularly from the perspective of a macro observer in financial markets, reassurance is sought that financial instability is distant (permitting us to maintain our usual focus on traditional macro analysis, at least for the present). A “data dump” of (for example) balance sheet, profitability and pricing information cannot provide this reassurance: how should we interpret it? Rather a reliable, synthetic, summary real-time indicator is required.


    Building on work in the academic literature,11 we have used the price of bank credit default swaps to construct measures of the probability of systemic financial tensions. Moreover, we have related these measures to macro-financial variables and explored whether they offer early signals of forthcoming financial tensions. These efforts are reflected in Chart 20.
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    This is not the place to enter into the technical details of how our indicators are constructed. And even a cursory inspection of our results gives many reasons for caution when considering whether they can be seen as a reliable measure of financial stability. But while our and others’ efforts in this direction remain preliminary and incomplete, we nonetheless view attempts to construct summary statistical measures as an important complement to the ongoing collection of underlying supervisory information. It is only through progress in this direction that policy credibility can be signalled to the wider, non-specialist community.


    4Managing trade-offs among different channels of communication


    To illustrate the need to manage potential trade-offs among the various channels through which communication initiatives can support policy effectiveness, we explore the relationship between transparency and clarity.12


    Any policy framework has two aspects: (1) internal analysis and discussion of the available data, leading to policy decisions, and (2) presentation of those policy decisions and their rationale to external audiences (e.g. the general public, market participants, etc.). A natural definition of the transparency of the policy process is the extent to which the external presentation of decisions corresponds to the internal preparation of those decisions. Full transparency entails that the former perfectly replicates the latter (Chart 21).13
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    But internal analysis is necessarily complex, perhaps especially in the often detailed and controversial discussions surrounding financial stability and bank supervision. The information to be assessed is voluminous and complicated. Moreover, successful policy-making requires a healthy confrontation of different views and arguments that tests the robustness of individual decisions.


    In this context, it is (almost) inevitable that providing all the underlying information, as well as the minutiae of how it is analysed and assessed, will come at some cost in terms of the clarity with which the final policy decision is presented to the public. Full transparency therefore hinders genuine clarity. Central bank communication in general – and the construction and presentation of statistics in particular – needs to manage the resulting trade-off.


    With this in mind, in the external presentation of policy decisions there is a need to simplify the complexities of the underlying decision-making so as to make the presented rationale for policy decisions digestible and clear to outside audiences. The nature of that simplification will have to be tailored to each target audience. Even when users express the desire (in principle) to have “all the information”, in general they will (in practice) lack the technical capacity to process the volume of internal information and analysis underlying decisions.14 Some filtering and organisation to simplify – and thereby clarify – the policy message is always needed. Nowhere is this more apparent than in the presentation of data and statistical information.


    Yet the danger exists that efforts to create a simple policy message out of the underlying internal analysis will degenerate into the formulation of a simplistic external communication. By nature, a simplistic message – while probably clear in itself – is likely to be misleading. It may provide false reassurance if complacent, or threaten to destabilise expectations if alarmist.


    Managing the trade-off between transparency and clarity requires policy communication to be simple, but not simplistic. Given the potential power of signalling and feedback effects, the choice of how to filter and organise communication so as to achieve this balance is itself a crucial policy decision.


    Recent experience with the publication of the ECB’s comprehensive assessment of euro area bank balance sheets illustrates some of these issues. For each of the roughly 120 banks that were part of the exercise, more than 12,000 pieces of information were published. Simple arithmetic dictates that the release of stress test results entailed publication of around one and a half million individual data points.


    This was certainly an impressive (and important) exercise in transparency. Many of our colleagues who focus on the “bottom-up” analysis of individual banks benefitted over the subsequent weeks from the extraordinarily rich set of information that was made available.


    But for the (more casual) macro observer, this volume of data was simply indigestible. Attempting to draw conclusions from a data set of 1.5 million observations in the course of a Sunday afternoon may lead us in directions other than those the policy-makers intended. Transparency may have come at the expense of clarity – at least for the macro audience – on this occasion.


    5Concluding remarks: form should follow substance


    In the monetary policy domain, communication has been shown to play a key role in enhancing the effectiveness of policy measures. It is unsurprising that this issue has again arisen upon the ECB’s assumption of new supervisory and macro-prudential responsibilities in the context of banking union. Communication of statistical information and data underlying bank supervision and financial stability analysis are central to this debate.


    We are sceptical that communication constitutes an independent channel of policy transmission. In our view, the design and presentation of statistics and data needs to be fully embedded in the overall policy framework. Communication of statistics should be understood as an amplifier of well-designed policies, rather than a substitute for them. However well communicated, a bad policy choice is still a bad policy choice.


    Communication needs to be the catalyst for positive, stabilising feedback from market participants, financial institutions and the general public. To achieve this, communication needs to support both the predictability and the credibility of policy decisions: you need to “say what you do” and “do what you say”.


    But the most important issue remains making the right policy choice. For all the potential benefits of the communication of statistics and policy choices, it is crucial that statistics prompt analysis that leads to the correct decision. In the end, form must follow substance – not lead it.


    References


    Bernanke, B.S., Laubach, T., Mishkin, F.S. and Posen, A.S. (2001), Inflation targeting: Lessons from the international experience, Princeton University Press.


    Blinder, A.S, Ehrmann, M., Fratzscher, M., De Haan, J. and Jansen, D-J. (2008), “Central bank communication and monetary policy: A survey of theory and evidence”, Journal of Economic Literature, Vol. 46, No 4, pp. 910-45.


    Giannone, D., Lenza, M., Pill, H. and Reichlin, L. (2011), “Monetary policy and financial stability”, in Claessens, S., Evanoff, D.D., Kaufman, G.G. and Kodres L.E. (eds.), Macro-prudential regulatory policies: The new road to financial stability? World Scientific, pp. 103-120.


    Goodhart, C.A.E. (2004), “Some new directions for financial stability?”, Per Jacobsson lecture, University of Zurich.


    Issing, O. (2003), Background studies for the ECB’s evaluation of its monetary policy strategy, European Central Bank, Frankfurt am Main.


    Pill, H. (2014), “Banking union: Challenges and consequences”, in Allen, F., Carletti, E. and Gray, J. (eds.), Bearing the losses from bank and sovereign default in the Eurozone, European University Institute, Florence, pp. 129-142.


    Pill, H. and Reichlin, L. (2014), “Exceptional policies for exceptional times: The ECB’s response to the rolling crises of the euro area”, CEPR Discussion Paper, No 10193.


    Segoviano, M. and Goodhart, C.A.E. (2009), “Banking stability measures”, IMF Working Paper, No 09/4.


    Winkler, B. (2000), “Which kind of transparency? On the need for clarity in monetary policy-making”, ECB Working Paper Series, No 26, ECB, Frankfurt am Main.


    
      
        1 PhD candidate in economics at the University of Chicago. He was an intern in the Goldman Sachs European economics team in the summer of 2014.

      


      
        2 Chief European Economist, Goldman Sachs.

      


      
        3 This paper was prepared for the seventh ECB statistics conference “Towards the banking union: opportunities and challenges for statistics” held in Frankfurt am Main on 15October2014. The views expressed in this paper are those of the authors and do not necessarily reflect the views of Goldman Sachs.

      


      
        4 See, for example, the description in Giannone et al. (2011).

      


      
        5 Pill and Reichlin (2014) provide a narrative of the recent financial crises, highlighting the important role played by banks both (i) following the failure of Lehman Brothers in 2008 (when concerns about bank counterparty credit risk led to a seizing up of the interbank money market), and (ii) in the context of the 2011-12 sovereign debt crisis (when the vicious interaction between sovereign and bank balance sheets posed existential risks to the euro area).

      


      
        6 See Pill (2014) for a longer discussion of these issues.

      


      
        7 Other elements originally defined as part of the banking union – notably a common area-wide deposit insurance scheme – appear, at least at this stage, stillborn.

      


      
        8 That said, this conclusion may be challenged by recent data and the threat of deflationary dynamics in some parts of the world (potentially including the euro area). For the earlier (more benign) period, see the empirical evidence provided by Bernanke et al. (2001).

      


      
        9 See Issing (2003), especially Chapters 2 and 3.

      


      
        10 See Goodhart (2004).

      


      
        11 See, for example, Segoviano and Goodhart (2009).

      


      
        12 For a richer analysis of the multiple potential trade-offs in this domain, see the discussion in Winkler (2000), upon which this section heavily draws.

      


      
        13 In the context of bank supervision, this implies that full transparency is not consistent with respect to the confidentiality of information provided by individual institutions. That represents another interesting trade-off.

      


      
        14 Despite the availability of modern technology, which has significantly eased and facilitated the management and analysis of “big data”.

      

    

  


  
    Literacy and confidence – the communication challenge of ESA 2010


    Walter Radermacher1


    As a starting point in thinking about communication, I might, as a German, turn to Habermas and the importance of language and communication. My starting point is that statistics is a language: it has grammar, syntax, semantics – all of which are features of a language. It allows us to talk about and deal with the features of a complex reality. Without statistics, we would not be able to have a debate about complex phenomena.


    In fact, you could say that statisticians are in a similar situation to climate researchers. Everybody believes that he/she understands the weather, that it is a simple and concrete concept in which, for example, temperature is measured with a thermometer, but climate is an abstract concept, just as inflation and GDP are abstract concepts in statistics.


    Therefore, when talking about statistics, we need a language, and my title highlights two concepts that go together – literacy and confidence. The more statistically literate your audience is, the easier you will find communication with that audience, but if your audience is not statistically literate, you will have to look at building confidence in the data that are used.
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    So what does this complexity mean in statistics? In statistics – in particular at the macro level – we can distinguish between data, accounting systems, indicator sets and high-level, composite indicators. And we find that communication difficulties increase the higher you go up this pyramid.


    At the lowest level – data – communication is easy. Everyone understands the number of school leavers or the price of a cup of coffee. Accounting systems are much more difficult to communicate. For instance, when you want to talk about or make use of national accounts, you really need to understand the language. Communication becomes even more difficult when we look at indicator sets, such as those used for the macroeconomic imbalance procedure or the excessive deficit procedure, or at composite indicators, such as the inflation rate, which is constructed from a large number of individual price measurements.


    One example of this is that it was extremely difficult after the introduction of the euro to communicate the inflation rate to the general public: they simply did not believe that it was as low as we said. There was a widely held perception that what we were calculating was totally wrong.


    This is a question of literacy and confidence. And there are problems to solve in both areas.


    ESA 2010


    The European System of Accounts provides the rulebook for macroeconomic bookkeeping in the EU. ESA 2010 is the latest version of the rulebook, following on from ESA 1995. It represents a major change in national accounts methodology, of a type that only occurs every 15 years or so, and is based on a worldwide standard, the System of National Accounts (2008 SNA). We are now entering the final phase of 15 years of discussion and preparation.


    Technically, everything is fine. If you know the language of national accounts and are part of the statistics community, then you will know that ESA 2010 is based on an international standard and 15 years of hard work, and you will have no doubt that it is a major improvement in the macroeconomic framework.


    The question is how to communicate this to citizens so that they also believe it is an improvement. You can’t just say that it is an international standard or that we can compare ourselves with the United States. The general public will ask if this is really relevant to them and their concerns.


    Evidence-based decision-making


    In our communication efforts, we were confronted with a number of problems, one of which is particularly important in the EU – evidence-based decision-making.


    Evidence-based decision-making is used more and more in Europe, and is having a wide impact on the political sphere in areas such as the EU budget, structural funds and the excessive deficit procedure. In fact, in many areas of EU policy there is an extremely close link between evidence and decision, and there are even examples of evidence being used in place of decision-making – for example, pay rises for certain groups might be mechanically linked to a particular inflation index.


    This linkage brings us to Goodhart’s law – “when a measure becomes a target, it ceases to be a good measure” – and to the starting point of a potential feedback loop– decision-based evidence-making – which can lead to a lack of confidence among citizens if they perceive the statistics not as policy-relevant but as policy-driven.


    It was in part for this reason that one of the key principles that we followed in our communication was that the communication should clearly come from Eurostat and our national partners in the European Statistical System (ESS), and not from the political level – the President of the Commission and the Commissioners. The aim was to keep our communication technical and to clearly show the separation between the evidence and the decision-making.


    The communication challenges


    Here we come back to the original two challenges – literacy and confidence.


    In the area of literacy, we needed to address not only the complexity of ESA 2010 itself, but also the fact that other changes were introduced at the same time. For instance, there were major statistical revisions to sources and the implementation of agreed guidelines stemming from work on harmonisation in the context of gross national income (GNI) and its use in determining EU budget contributions.


    Confidence was equally important. The starting point here was that, particularly in the media, there was a perception that the change was not purely statistically motivated, but that the increase in GDP was designed to drive down the debt and deficit ratios. This is a very dangerous perception which, if unchallenged, could call into question the credibility of the switch to ESA 2010.


    Diversity of target audiences


    Looking at the diversity of target audiences, we have those who are statistically literate and who understand the changes and their origins (statisticians, professionals, think tanks, economists, etc.); those who need to interpret the results (decision-makers and administrators); and the media, who we want to properly understand the changes in order to communicate them to our final audience – the general public.


    For professionals and decision-makers, communication was relatively straightforward and made use of a range of common tools, such as our website, background material, training courses, conferences, webinars and seminars.


    The most difficult audience was the media. The media, of course, want to tell a story, and in this context there was huge interest in one particular aspect of the changes – the inclusion of some parts of the illegal economy in GDP figures. This was in fact a marginal element of the change, and not even one due to ESA2010, but the media loved this story, which led to many misunderstandings and even some (deliberate) misrepresentations. Much time was invested in trying to make the facts clear. However, the myth is “out there” and some groups within civil society link it further to an “antipathy towards growth” – the notion that GDP is not measuring what it is supposed to measure (well-being) and is therefore bad. The “sex and drugs and statistics” issue just serves to reinforce this misconception.


    Only time will tell if we have succeeded in meeting the communication challenge, but it was not an easy task.


    The campaign – standard tools


    We started with a technical briefing in January 2014, at which we outlined the forthcoming changes, provided an initial estimate of their likely size, and explained the reasons for making the change.


    In the final publication before the changeover, and in each relevant news release, there was a text box announcing the change and providing links to the detailed information available on our website. The final quarterly GDP news release compiled under ESA 95 included a one-page annex providing an overview of the changes and, again, links to the website.


    Then, in mid-October, the first GDP news release under ESA 2010 was published. This release presented a comparison of annual data according to both ESA 95 and ESA 2010, quantifying and explaining the differences. It was accompanied by a technical press briefing.


    On 21 October, the regular biannual news release on government debt and deficit figures was published using data compiled under ESA 2010 for the first time. Again there was an accompanying press briefing, at which a detailed quantification and explanation of the changes was presented.


    The campaign – support actions


    But we also made use of other channels of communication.


    All answers to relevant media questions were accompanied by standard statements repeating the same message over and over again (purpose, main features and main impact of the changes). We created and maintained a media-friendly FAQ section on the website, in which we attempted to tackle the main myths pro-actively. And, based on our media monitoring, statements on particular issues were sent pre-emptively to all journalists on our mailing list.


    Our campaign used social media as well, with regular tweets and a weekly series of short video clips on YouTube featuring Walter Radermacher and outside authorities talking about the changes.


    
      
        1 Director General, Eurostat.
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    Communicating statistics: It’s more than numbers


    Hans-Helmut Kotz1


    To justify its existence as a practical subject, statistics must ultimately influence people’s decisions. It can only do this if statisticians succeed in communicating their findings to the decision makers.


    B.H. Mahon, 1988


    1Introduction: facts, facts, facts?


    Over the last couple of years, in the wake of the Great Financial Crisis, European nation states, sharing a common currency, have been intensively engaged in shoring up the infrastructure of their Economic and Monetary Union (EMU). Morphing at the end of 2009, more than a year after its eruption, into a partial (peripheral) European debt crisis, the GFC has made unequivocally clear that EMU is “incomplete” (Paul de Grauwe). Spreads between government bond yields were as wide and volatile as if EMU were a fixed exchange-rate system, and a badly working one at that. For numerous reasons (including turf wars), institutional learning is generally pathological and exhaustingly slow (Hall, 1989). This also held true for the debate on a common supervisory structure in EMU (or the EU), re-launched in mid-2012, around Banking Union and, more specifically, the Single Supervisory Mechanism. Its swift implementation in November 2014 would not have been conceivable without a foregoing accident on a massive scale.


    In fact, all the arguments in favour of a supra-nationalisation of banking supervision had been largely discounted by the prevailing consensus only a few years previously. Moreover, those arguments were, of course, not flawed or erroneous at first sight (for an excellent discussion, see, e.g., Houben, 2008). At the time, facts (or data) where just read differently. The potential failure of a number of cross-border banks was understood as a low probability event and still as manageable within existing arrangements (memoranda of understanding, colleges of supervisors etc.). This set-up has proven to be wanting. The same facts are now re-framed and re-interpreted.


    This is where Statistics comes in – and this is also why investing some effort in pondering the subject of communicating statistics is such a pertinent endeavour. The ECB’s DG Statistics is to be congratulated for having chosen this engaging topic for its seventh biennial statistics conference. Personally, I am grateful to organisers for having invited me, since this has given me the opportunity to pre-read the three excellent contributions to the panel’s topic – as well as to return to an issue and a literature which have, in fact, fascinated me since my student days. After some brief comments on the presentations by Christine Graeff, Huw Pill and Walter Rademacher, I will list some open issues and end with three practical (and unsolicited) suggestions. But, given that our panel addresses a rather philosophical (or conceptual) topic, let me start with a couple of general remarks.


    2…“skilful use of words, tables and pictures”


    Since time immemorial, statistics (and statisticians) has (have) been seen in a largely supporting role: collecting data and developing the tools to make sense of these numbers (Alain Desrosières, 1992). Statistics, as a mere instrument, was often separated from substance and had a largely input- or service-oriented role. Hence, its ultimate purpose was client-defined.


    And the first client was, of course, the Prince or the State – statistics originally standing for “studies of the state”. This was, for example, the perspective of the Göttingen School’s Staatskunde, all-encompassing in scope and largely qualitative in approach (Diekmann, 2014, p. 94). From a different angle, England’s “political arithmetic” was observational, quantifying and focused on regularities – a precursor to understanding average or population behaviour – statistical regularities, in short – from the perspective of Adolphe Quetelet’s homme moyen (average man) (as developed in his Physique Sociale 1835, see Alain Desrosières, 1992, pp. 94-99). The early English statisticians, foremost their first, John Graunt (in his Political Observations of 1662) as well as Sir William Petty (the author of Political Arithmetick), were more focused: data collectors as well as interpreters. There was no immediate purpose attached to their research efforts, i.e. sampling and pondering interferences from these numbers (probabilities). Nonetheless, Graunt’s tabulations of births and deaths in London proved, of course, decisive in creating, amongst other things, a whole new industry: insurance (see the marvellous account of Peter Bernstein, 1996, pp. 74-95).


    Thus, l’art pour l’art, finding its purpose mainly in itself, is only rarely a sufficient condition for an academic discipline. Statistics has always also been a Staatswissenschaft, in German speaking countries the old notion for an encompassing analysis of all things public (from law, to Nationalökonomie/Volkswirtschaftslehre (economics) to statistics). Statistics was therefore always about supporting decisions (policy formation implementation as well as evaluation), also often with an evidence-based approach from early on.


    Quite obviously this also implied framing or influencing decisions. And it inevitably included communication – in this particular case: “…the skilful use of words, tables and pictures” (Mahon, 1977, p. 298). As a consequence, there is ample literature on how to (or how not to) tell a statistician’s story, present the findings. And there are also long-standing complaints amongst statisticians– they are loath to get their message across. Ultimately, statistics is a language with its own, evolving grammar (see, amongst others, Arney, 1979, or Boroto and Zahn, 1989), and getting into speaking terms with one’s target audience often requires quite some translational effort. Unfortunately, this presentation of statistical information is often really badly done (Wainer, 1984). At the same time, given that this is a recurring debate amongst statisticians, numerous laudable and very practical efforts at improving communications have been made (see, in particular, Ehrenberg, 1977, on how to construct tables, or Edward Tufte on how to design telling graphs in, for example, his magisterial 1983 work The Visual Display of Quantitative Information).


    This communicating part – or, if you like, the marketing dimension – has often not been taken as seriously as it should have been; not, at least, if statisticians/statistics want(s) to have an impact. Of course, it would be interesting to understand why this is the case. In other domains, purposeful communication is rather uncontroversial; for example, when it comes to issues of (private or, less so, public) health. Designing preventive strategies to cope with diseases does not need much justification. Consequently, improving ways to get one’s message across, which ultimately means, of course, that the target audience acts accordingly, are actively pursued and fostered in a number of disciplines. In those areas, the emphasis is on application or implementation. In the case of cardiovascular disease – “the major cause of death in adults in Europe” – for example, it is generally accepted that “practical prevention will only be achieved through dynamic partnerships between the medical profession, Government, voluntary bodies, teaching institutions, insurance companies and paramedical bodies” (Graham and Clavel, 2003, p. 217).


    However, such universal agreement on preventive measures in matters of financial stability does not exist. This might have something to do with the objective pursued, which is not at all well-defined. It might also be connected with the side-effects of the tools used to promote financial stability, which inevitably come with opportunity costs, i.e. losses for some (politically significant) market participants, and impact different interest groups differentially. That is why the dynamic partnership to which Graham and Clavel refer is so difficult to create. The stubborn resistance of major parts of the financial industry – understandable and legitimate from their perspective – testifies to this. This is more about the political in “political arithmetic”, or about political economics.


    But, even at the stage before the purely presentational and the subsequent interpretative part, there is substantial room for improvement. While this might sound trivial, it sheds light on foundational issues for statistics as a discipline: “considering aims and objectives requires thinking about the nature of statistics itself … something that has never been properly resolved, agreed on, and then communicated” (Wild, 1994, p. 163). According to Christopher Wild (and, amongst others, Frederick Mosteller and Donald Marquardt), statistics should aim for a “wider view”, including the whole process of inquiry, not only its number-crunching or service part.


    As far as the provision of the public good of financial stability is concerned, this ideally entails statisticians being involved in the research design process, in methodological issues (data collection, data summaries – the eponymous “statistics”) and in policy implementation and evaluation. It also entails thinking about how to make the knowledge created intelligible to a wider audience, given that “the purpose of data analysis is to facilitate human understanding of data” (Wild 1994, p. 168).


    Understanding – readability – by necessity requires theoretical or analytical frames. Ways of reading and communicating have to be tailored to the respective audience. In our particular case, this includes, of course, the respective industry and private market participants. But the communication task is made much more challenging by the fact that the audience also includes the general public, given that decisions on financial stability issues have a large policy impact and therefore are often subject to political debate, as they should in democratic societies.


    3Communication, an indispensable policy tool


    This is exactly where Christine Graeff begins her excellent contribution to this panel. It puts central bank communication (with diverse audiences) at the front and centre of the debate. Referring to monetary policy, which became over time, as she documents, ever more data-driven and thus, almost by necessity, communicative, she highlights that making policies understandable has become a core tool of central bank policy for more than a decade now. Long gone are the days when central banks could be – mainly correctly – portrayed as temples, jealously guarding secrets (see Blinder, 2004, or, for an early exposition, Winkler, 2000). In particular at the zero-lower bound of nominal rates, where the standard interest rate policy instrument is of largely no avail, “forward guidance” becomes an indispensable tool, both independently and as an additional channel of influence on the economy.


    By analogy, Christine Graeff extends this argument to the new – pace: economic historians: old – task central banks are charged with: micro- and macro-prudential regulation of the banking industry.2 She convincingly explains why communication is of the essence in the financial stability domain also. And she emphasises a particular case – the information needs of private households faced with the challenges of their (in most cases) most important investment decision: to buy a house or to continue renting. Christine Graeff, approvingly, refers to a website of the Federal Reserve Bank of New York, lauding its user-friendliness. She also highlights the importance of telling the statistical story to one’s audience in a readable or decipherable way as well as, one would assume, actionable. This is the statistician in a translator and enabler role, as referred to before. However, while we largely agree, we do not concur with her larger claim: namely, that the data basically tell their own story.


    Huw Pill, in his comments, does not agree either. He shares, as we do, many of the points with Christine Graeff, and he focusses his remarks on the pertinence of communication for achieving the objectives of banking union. Huw Pill highlights the four reasons why communication has become an indispensable ingredient of modern monetary policy (as well as modern supervisory activities). Transparency reduces uncertainty, thereby improving the implementation of monetary policy. It enhances effectiveness. And it also allows proper accountability. This also fits well, as Huw Pill goes on to argue, with the ultimate objectives of Europe’s banking union: fostering a resilient and efficient environment for intermediation in a deeply integrated European financial industry. As a welcome (almost intended) side-effect, this is also conducive to the monetary transmission mechanism.


    Huw Pill, however, also emphasises three critical issues: given that the ultimate goal is largely defined ex negativo, it is difficult to specify the effectiveness. But here, with financial stability, the purpose is to be roughly right. Regarding the tasks that financial stability communication is charged with, there are a number of snags (“trade-offs”): full transparency might entail too much complexity – four-handed economists – at the price of clarity and simplicity. The latter being a virtue in communication with larger audiences. Moreover, with substantial uncertainty in markets, prone to go awry at times, acknowledging the potential for self-fulfilling prophecies is a sensible policy. Hence, central banks might, given circumstances, mince their words. Huw Pill concludes by insisting on the positive role effective communication can play by (a) ensuring predictability (“say what you [will] do [contingent upon]”) and (b) providing credibility (“do what you say [unless contingencies force your hand]”). I largely agree (my modifiers are added in brackets). In particular, I concur with Huw Pill’s view that communication is not an independent channel for financial policy. To convince the representative market participant (Quetelet’s homme moyen of sorts), central banks have to put their money where their words are. But communication is a clarifier as well as an amplifier – no mean roles at all.


    Walter Radermacher, in his presentation, elaborated on another important case: the implementation of ESA 2010, the revised procedures to produce data on national income, spending, financial flows and stocks. This substantial and obligatory change was based on the changed System of National Accounts of 2008, an independently developed, worldwide standard. Walter Radermacher focused, in particular, on the communication challenges, arising especially from two barriers: complexity (hence the difficulty of understanding) and suspicion (about non-statistical reasons for “fumbling” around with measurement instruments). Moreover, the target audience was broken up into three distinct groups: professional data users (including policy-making institutions), the media, and the general public. While professionals (as well as clients in administrations) proved to be an uncomplicated target group, this did not hold true for the media. They are, as Walter Rademacher pointed out, in the business of story-telling and simplifying. And some are also vulnerable to over-simplification or probing for all sorts of conspiracies. Given the competitive pressures under which, in particular, the classical print media work, scandalisation/personalisation have become an almost self-evident survival strategy. Walter Rademacher, rather sceptically, referred to work of the great philosopher Jürgen Habermas on the deliberative capacities of the public sphere – hopes (as entertained in Habermas’ 1962 work Strukturwandel der Öffentlichkeit (The Structural Transformation of the Public Sphere)) that have largely been dashed.


    While this is beyond the scope of my brief remarks, what I found particularly interesting was the approach taken by Walter Rademacher and his colleagues at Eurostat to face these challenges – campaigns, directed at specific audiences, including the use of social media. This is very old-fashioned in its focus on enlightenment – and all the more convincing as a result. But they also face up to client-specific challenges to get their message across to the receiver.


    4Facts don’t (and can’t) tell their own story


    There is ample room for improvement in presenting data (and facts) in a more telling and readable way. And the statistics profession has, at various points in time, taken up the issue. In particular, Edward Tufte has made very valuable propositions with regard to graphical presentations; as has Andrew Ehrenberg on how to support numeracy, or data literacy, with proper tables. Howard Wainer, in, for example, How to display data badly (Wainer, 1984), has also done the profession an enormous favour by “categorizing methods of bad data display” (ibid, p. 137; my emphasis). Unfortunately, and against his proclaimed intentions, his advice is still too often followed.


    However, while proper tabulation and graphing are of substantial importance, they are not sufficient on their own. Statistics cannot avoid issues of substance – or a consistent way of reading the data. As Alfred Marshall was fond of saying: facts don’t tell their own story. They have to be interpreted in the light of a theory. Therefore, statistics cannot shy away from analytical moulds. To be legible, statistics must make reference to stories, ways of interpreting or making sense of numbers. The run-up to the Great Financial Crisis – as it was called ex post – is one of many cases in point. Just consider the following two graphs, showing the spreads between secured or collateralised lending in short-term inter-bank money markets before the crisis broke in the summer of 2007 over the subsequent half decade.


    Chart 23 shows spreads for unsecured interbank lending. We focus on the phase around August 2007, when spreads suddenly widened out substantially, as compared to their previous history, between 2002 and August 2007. Of course, this was small fry indeed relative to what happened later on, in particular in the wake of developments around Lehman and AIG. But in mid-summer 2007 actors were, of course, not in the know about what they were to face later on. For them, Chart 23 was truncated at the shaded area. But they had to act, nonetheless, on the basis of their reading of available real-time data and the theories to make sense of them. The ECB chose to implement a policy of full-allotment at a fixed rate, adding substantially more liquidity to the system than was required from a benchmark perspective (i.e. the system’s needs as arising from demand for cash and reserves). While this policy had quite some shock value at the time (in August 2007), it was of course dwarfed by what was to follow (see now Chart24, to the right, of Sept 2008).
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    Initially, for perfectly legitimate reasons, policy-makers’ responses were almost contradictory. Some authorities, with reference to, amongst others, Stiglitz, Grossman and Weiss, insisted on letting the market sort it out (“finding a separating equilibrium”). Hence they stayed on the side-line, which was also a way of dealing with pertinent issues of moral hazard (“teaching them a lesson”). However, early on the ECB read what was happening as a run à la Diamond-Dybvig, although not happening in the retail space this time, but in the wholesale domain (Kotz, 2008). The latter interpretation only became conventional after some time. With ex post knowledge, policy-makers might have behaved differently. But they were not blessed with hindsight – they never are. The movie is simply not running backwards.


    Moreover, contemporaneously, sceptics with regard to the evolution of housing or structured credit markets were in a tiny minority indeed. Whilst I, personally, sided with them, finding observations and arguments of Robert Shiller (and Carl Case) in 2004 (on house prices in some regions of the United States), Raghu Rajan in 2005 (on systemic issues with regard to credit derivatives) and Nouriel Roubini (establishing the link between structured products, home prices and potential macro risks) convincing, there were not too many who shared similar perspectives.


    Here’s the point. The same data, not only the new facts, were deciphered rather differently by a large majority of perfectly respectable economists. (More importantly, investors put their money in a continuation of prevailing trends.) It should be obvious on whom policy-makers will make their bets. After the fact, it is, of course, gratuitous to show that those firmly held beliefs were erroneous. The real question is: “why did so many people make so many ex post bad decisions?” (Foote et al., 2012). Or how did these dominating “distorted beliefs” – what Robert Shiller called three decades ago “social fads” – arise in the first place? Why do they do so on an almost regular basis?


    This is where statistics could play a decisive role. It should have the courage of a “wider view” (Wild 1994). Christopher Wild emphasises that the investigative process has to be understood holistically. Beginning at the beginning: the research question. It would be too narrow a view to understand statistics only in a serving role or supporting capacity, collecting and delivering the data (which data?) for the serious analysts to take up the baton and do the important work. Unfortunately, such an understanding is still deeply engrained in the institutional set-up of a number of organisations. It is inappropriate for the tasks at hand, and it underutilises what statistics can and, indeed, should deliver.


    5Practical suggestions, completely unsolicited


    Verstehen ist eine zweistellige Relation. (Understanding is a two-way relationship.)


    Jürgen Habermas, 1963


    Data, as well as their interpretation, inevitably have a public-good dimension. Statisticians are in the old-fashioned business of contributing to enlightenment, nurturing public discourse. Communicating – making oneself understandable – is the crux of this task. As Jürgen Habermas once wrote: “Understanding is a two-way relationship.” Consequently, the sender of a message has to take into account the intended receiver’s capacity to absorb information. And, to repeat, statisticians do serve different audiences. This “requires a willingness [to use] the consumer’s language and [respect] the consumer’s epistemology” (Boroto and Zahn, 1989, p. 72).


    In conclusion, I would like to focus on a particular clientele – students just embarking on becoming acquainted with numbers and their reading. Obviously, access to data is of the essence; and access means both availability of numbers and availability of devices to gauge what those observations might tell us.


    This endeavour is all-encompassing in scope. But it can be illustrated nicely with the topic at hand – monetary policy and financial stability. The ECB offers, through its very useful Statistical Data Warehouse, a wealth of data with substantial granularity in terms of issues treated. In fact, for the newbie, this treasure trove is often overwhelming. Hence, a suggestion would be to simplify access and reduce hurdles. One option could be to provide data on different levels, with users graduating to higher levels over time. The unsolicited suggestion I am making is to create a first-step platform, including ways of portraying the observations in a telling way.


    Secondly, observations can and, indeed, should be seen from different angles. On the ECB’s statistics’ webpage, this might take the form of regular (concise) articles on what one can do with numbers, showcasing tools and methods of interpretation. Communicating in this case would entail enabling – providing users with tools to handle (manipulate, as it were) the data. Preferably, this would revolve around current issues of monetary or financial stability policy, always at an applied level and possibly using open-source programs (R, for example) to do the numbers.


    Whilst both propositions might be judged as too narrow in focus, I wholeheartedly concur with Christopher Wild that we should not miss the opportunity to whet students’ appetite early on. But the ECB’s statistical platform can (and should) also be attractive for interested laypersons. If data provision were matched with concise articles on tools and ways of interpreting numbers, this could substantially contribute to an interested public’s capacity to judge.


    A third aspect would be interesting to ponder: private households are being expected to take care of the risk they face themselves to an ever larger degree. Becoming “risk savvy” (Gigerenzer, 2013) is therefore indispensable. Statistics could contribute to this – not only by showing the numbers (with long-term averages as anchoring devices or points of reference) but also by putting those numbers into historical and analytical contexts.3


    To conclude: communication is an essential tool of policy making. With regard to statistics, it has to be more than just publishing “the facts”. Those can be read rather differently. Hence, public authorities should, in addition to making data available, also enhance interpretative accessibility. Actually, to prevent group think from developing, it would be better if the tools provided and perspectives rendered were eclectic. Our knowledge is of too fragile a nature to disregard the critics.
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    Discussion summary


    aurelSchubert (European Central Bank) introduced the topic of the session by saying that good statistics, which are up to date, reliable, accurate, timely and of the highest quality, need to be communicated in the best possible way to a vast and very diverse audience, making sure that the underlying message meets the user requirements and, at the same time, is reflected in the best way in market expectations. He noted that as statistics are a public good, they should be shared with the public and communicated in a way that fits the knowledge, skills and needs of different audiences. He also indicated that good communication should describe the limits of the statistical data; hence, the usefulness of data and the gaps in the available information should be communicated together.


    Christine Graeff (European Central Bank) highlighted the role of communication in general and as an instrument of monetary policy in particular. Her presentation stressed the importance of statistics and the need to put data in the right context. Statistics – the eyes and ears of monetary policy – are essential for monetary policy and are therefore becoming ever more crucial. The need to justify and explain decisions to a diverse audience should also be considered as part of an effective communication strategy, which should provide the public with the tools to properly understand the message and should be used to manage expectations as precisely as possible. Data should be presented clearly, and the approaches used should bring them to life. The way data are presented can determine the success or failure of communication: for a central bank, a communication failure would mean a loss of credibility. Ms Graeff concluded by noting that central bank communication strategies have changed significantly over the past 20 years and that the ECB has its own approach, which it is working on improving even further.


    Huw Pill (Goldman Sachs) offered the perspective of a user of statistics in financial markets. He focused more narrowly on communication issues related to the banking union. His presentation emphasised that communication is not an independent channel of policy transmission, but rather a complement to, and amplifier of, policy decisions. Communication needs to be part of an effective policy framework, rather than an operation that runs in parallel with the decision-making process. The banking union is an important and successful project aimed at underpinning a robust, resilient and efficient European banking sector. He noted that communication should support the effectiveness of policy actions by enhancing their transparency, clarity and accountability. There are, however, potential trade-offs between these channels (for example, between transparency and clarity, or between honesty and impact). The quality of central bank communication is in large part governed by the skill with which these trade-offs are managed. From a practitioner’s perspective, another important aspect of communication relates to its influence on feedback effects and market responses. Successful communication needs to create and maintain policy predictability and credibility.


    Walter Radermacher (Eurostat) addressed two important aspects of communication, namely literacy and confidence, and referred to the specific case of the release of the new macroeconomic figures based on the European System of Accounts (ESA2010). He highlighted the importance of proper communication – briefly mentioning Jürgen Habermas’ theory of communicative action based on language and communication – and the challenge for statisticians to build the necessary literacy in the public so that the information is correctly understood. He stressed that the key element is the availability of figures that can sufficiently fuel the communication engine. MrRadermacher then mentioned the communication activities and coordinated efforts with all Member States’ national institutes of statistics which were required for the introduction of ESA2010. He mentioned how important it is to choose different communication channels and approaches depending on the literacy level of the target audience (e.g. experts, decision-makers, the public and the media), indicating that the public and the media are the most difficult audience to deal with.


    In the discussion, Brian Blackstone (Wall Street Journal, Frankfurt office) and Hans-Helmut Kotz (Center for Financial Studies, Goethe University Frankfurt, and Center for European Studies, Harvard University) discussed the papers presented by Ms Graeff, MrPill and Mr Radermacher.


    In the discussion on Ms Graeff’s presentation, Mr Blackstone, as a consumer of statistics on economic developments and central banking, pointed out how complex central bank communication has become, especially in recent years. He recalled the types of indicator that the Chairman of the US Federal Reserve used to look at in the 1980s for information on the behaviour of the US economy. In more recent years, in contrast, owing to the unconventional times, policy-makers have had different needs and faced different challenges in trying to communicate with the financial markets. Mr Blackstone explained the importance for journalists of understanding what central banks look at and which indicators central banks and policy-makers consider relevant. The financial markets greatly value clear communication based on specific indicators. He then mentioned the importance for central bank communication of not surprising the financial markets or the media, instead providing a sort of guide to what they consider important when determining unconventional monetary policy measures.


    Mr Kotz, the second discussant, first addressed MrRadermacher’s presentation. Hereferred to the extensive work done by Jürgen Habermas on communication issues, in particular the impact of communication statements on an audience. Mr Kotz also referred to what the mathematician Kelvin said concerning numbers and knowledge: “When you can measure what you talk about and can express it in numbers, you know something about it, but when you cannot measure it, when you cannot express it in numbers, your knowledge is unsatisfactory.” He noted that communication has become increasingly important in the context of monetary policy. However, with reference to the independence of communication mentioned by MrRadermacher, he stressed that communication cannot be an independent device or instrument, especially in the domain of financial stability, which is particularly complex. He then moved on to Ms Graeff’s presentation and agreed with her that the diversity of the audience is a key element to be considered when designing an effective communication policy, which should target various audiences and not only market experts. Mr Kotz also agreed with Mr Pill about the importance of honesty, effectiveness and transparency in communication and the fact that communication is crucial for reducing uncertainty and explaining actions. He concluded with a remark by Alfred Marshall (“facts do not tell their own story”) and emphasised that theory is needed as well as explanations, as people need to understand why particular policy decisions are taken, as highlighted by Ms Graeff.


    Carlos Sánchez Muñoz (European Central Bank) referred to the statements by Mr Pill and Mr Radermacher about the way in which statistics are presented. He asked whether there was a way for them to converge towards a common message, since Mr Pill indicated that statistics should go together with monetary policy when communicating policy measures, while Mr Radermacher emphasised the independence of communication and the evidence (statistical data) provided.


    PerNymand-Andersen (European Central Bank) asked Mr Pill about his views on central banking transparency and clarity in the context of the ECB’s forward guidance as a tool for anchoring inflation expectations in the medium term, and about the expected publication of the deliberations of the Governing Council. He asked which other tools Mr Pill would suggest to provide more clarity to themarket.


    MrPill started by answering the second question, stressing the importance for a central bank of “doing what you say and saying what you do”. As regards Mr Blackstone’s comment on complicated policy in a complex environment and the difficulty of being clear about complicated issues, he pointed out that there must be an attempt to make the message simple but not simplistic, as a simplistic message may entail a loss of information, as well as credibility. Transparency and clarity are not absolute values: effective communication has to manage the trade-off between the two.


    In response to the first question, he said that statisticians should be independent in producing information. On the other hand, policy-making and the production and communication of statistics need to be consistent and seen as part of the whole process. They should complement each another without endangering the independence of either those producing statistics or those taking policy decisions.


    Mr Radermacher agreed with and supported the explanation given by Mr Pill.


    MsGraeff first addressed the comments by Mr Blackstone. She stressed that central bank communication is indeed very complex, saying that she understood the media and the markets’ desire for messages from the ECB which are not too complicated and based on a few clear indicators. However, given the trade-off mentioned by Mr Pill between clarity and the risk of being simplistic, central bank communication should maintain a constructive ambiguity. On the comments by MrKotz, she said that the accounts of the Governing Council meetings will help to understand the policy decisions, although the challenge of the communication policy will be the question of how to report a useful discussion in the ECB’s Governing Council without the risk of it being perceived as a disagreement.
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    CONCLUDING REMARKS BY DANIÈLE NOUY


    Danièle Nouy1


    Ladies and gentlemen,


    Let me warmly thank you for your attendance at, and valuable contributions to, the seventh ECB statistics conference. Please allow me to make a few concluding remarks before the end of this successful event. It has been my pleasure to participate in this conference for the first time as Chair of the Supervisory Board and I greatly appreciate this opportunity to address such a distinguished audience.


    Banking union: challenges and opportunities


    The banking union constitutes a milestone in the reinforcement of the institutional framework in the euro area. It will be the driver for achieving one of the main objectives since the beginning of the financial crisis: boosting the confidence of citizens and markets in the resilience of the banks under our supervision. And statistics (data) will play a crucial role in achieving this aim.


    Confidence in the banking system arises from a positive perception of its robustness, but our senses cannot directly assess this robustness. In order to assess how sound a bank, or a banking system, is, we need data, we need statistics.


    I have stated on a number of occasions that European banks are much better than markets perceive. The failure to provide full transparency of banking institutions has been one driver of this misperception.


    Pillar 3 of the Basel Accord aims to encourage market discipline by developing a set of disclosure requirements to allow market participants to assess key pieces of information on the capital adequacy of institutions. Hence, there is already information publicly available that should help to improve transparency. Nevertheless, currently it is not yet possible to access this information in a quick and harmonised way. This makes it difficult for the markets to compare the health of banks, and reduces the efficiency of market discipline.


    Lack of transparency is also due to very quick changes in the complexity of the world. In the last two decades we have witnessed a technological shock that has dramatically increased the complexity of the world, especially in the financial system. Interactions between financial agents have become much more global and frequent. The possibilities generated by vastly increased computational power allow us to make very difficult calculations in a short time, thereby contributing to the creation of complex financial instruments. The oversight of the financial sector requires, more than ever, accurate data with high frequency and quick availability.


    Banks themselves are also suffering from the lack of transparency, not only because of the misperception in the markets, but also because of the unsatisfactory coordination of national initiatives to improve the situation. Banking institutions active at European level face the problem of having to comply with an increasing panoply of regulations and, more specifically in the statistical field, different reporting requirements and definitions of concepts. The European Banking Authority (EBA) has already started to work on the harmonisation of data requirements and definitions for supervisory reporting. But banks do not only compile supervisory information: harmonisation of data requirements should include other domains, like monetary policy, national accounts and market operations.


    We face very relevant challenges, and the banking union shall serve as a catalyst for achieving the necessary improvements. There is no doubt that the integration in one institution, the ECB, of different domains related to the euro area banking system paves the way for enhancing the statistical function within the European banking system. Nevertheless, the ECB and the EBA should collaborate to achieve a modern reporting environment for banks, increasing the availability and quality of both public and confidential data, while helping to alleviate the reporting burden.


    Summary of the conference contents


    So statisticians have a very challenging task on the horizon, but let me express my confidence in their success. Statisticians know what they have to do; this conference has clearly showed it.


    The presenters have successfully analysed the challenges we are facing, and have included very relevant proposals.


    In this context, there is a question that has been repeatedly addressed in the presentations: integration in its many aspects. You have had the opportunity to hear the experience of some European countries that are heading towards an integrated statistical approach, where collection, production and dissemination of data is centralised and performed indistinctly of the final information purpose.


    You have heard and discussed ideas like the use of micro data or the design of multipurpose reporting frameworks. This approach should help increase the reliability of information and the overall efficiency of the statistical process, while reducing the burden for reporting institutions. Thus it seems clear that integration is a win-win solution; statisticians should continue to work on it.


    You also had the opportunity, during the third session, to discuss how the micro and the macro perspectives interact. Although there are different perspectives from which we need to analyse banks (e.g. macro-prudential, micro-prudential and monetary), they all concern the same underlying reality: banks and their business. This idea links again with the previous concepts related to integration, which should ensure that the different sets of information we analyse, depending on the perspective, are consistent.


    Learning from the experience of the Federal Reserve has been a very valuable and inspiring added value of the conference. The Fed is facing similar challenges to those we have within the banking union, and we have seen that it is working on solutions based on similar ideas to those presented by European authorities. In this respect, I would like to highlight three of the proposed ideas: the concept of transforming the data culture; the idea of developing best practices for data governance and management; and the need for global communities to address our common challenges.


    The last topic of the conference concerned communication. Data is information and information exists to be communicated. But the communication of statistics can be a very complex and delicate issue, as the experience with the new standards for national accounts shows. Statistics need to be communicated to a variety of audiences, not all of which have the technical background to fully understand them. If we manage to create good data, but fail to communicate their meaning, the ultimate objective of statistics – but also of supervision – might, at least partly, fail.


    Conclusions


    The world is rapidly evolving and the banking system is quickly adapting to this evolution. Data (statistics) are the basic material for assessing these changes. If statistical practices do not evolve at the same speed, we will find ourselves unable to properly analyse reality.


    This conference has shown some of the recent developments that different authorities have applied in order to enhance their capacity to create statistics. It has been made clear that we need accurate and timely data to analyse the reality of the banking system. Only holistic strategies, across countries and domains of interest, will enable us to really improve our current status. We have to overcome silos, in data collection and data banks, but also in minds, and create an integrated picture.


    There are at the moment a number of activities aimed at enhancing such statistical integration. I have already mentioned the EBA, which has harmonised supervisory data collection among EU countries. But that is not the only European development. Currently there are working groups trying to further harmonise reporting requirements for banks (e.g. by creating a European reporting framework), or to create a common statistical dictionary of financial concepts.


    And there are other initiatives at a more international level aiming to enhance the use of standards in statistics, some of them well-known for many years, like the United Nations System of National Accounts or the initiative by the Financial Stability Board.


    Integration, harmonisation and standardisation are necessary, although not sufficient, conditions for achieving a fully satisfactory degree of transparency in the banking system. We also need to properly disseminate and communicate the data. In this regard, creating a common repository (“European Hub”) for publicly available data could be a relatively simple task with a very important and positive impact.


    At this moment, the statistical world is facing many challenges and there are still many things to do. The banking union shall serve as a catalyst for the very relevant improvements we all expect.


    I recently wrote that I cannot promise that the ECB can once and for all eliminate the risk of another financial crisis. But the ECB is equipped to minimise this risk. And statistics play a crucial role here. Remember that the inability to correctly measure and analyse the risks associated with banking activity was one of the reasons for the current financial crisis. Developing and communicating accurate and timely statistics is essential in order to avoid the repetition of this failure in the future. For that reason, all of us – institutions and individuals involved in the banking statistical process, reporters, regulators, statisticians and supervisors – share a common responsibility towards society. Let’s keep on working on the construction of a more solid foundation for the future of the financial system.


    
      
        1 Chair of the Supervisory Board of the ECB.
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