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Abstract—The impact assessment in its various forms has The sub-sample of EIA is the climate change impact
recently become a very important part of policy-mgk and gssessment [4].
legislation in many different countries. Regulatompact assessment

(RIA) is yet another set of analytical methods dgptl in the
legislation of the European Union, of many devetbpgeuntries as
well as in many developing ones such as Mexico,aykh and
Philippines. The aim of this paper is to providetteeoretical
background for economic models in regulatory impassessment
and an overview of their application especially tre financial
market in the Czech Republic. We found out an igade
application of these models, what makes room fahér research in
this field.
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I.  INTRODUCTION

HE impact assessment in its various forms has tigcen
become a very important part of policy-making and

legislation in many different countries. The impassessment
is usually defined as a set of methods designedatuate the
scope and intensity of a certain group of probleAsong
other areas, it is very often used in the publictee to
evaluate different situations, regulatory acts aoticies as
detailed in [10].

As far as the environmental law and regulation e t
European Union (EU) is concerned, the impact ass&ssis
very well developed. All member states of the Elg¢ an
specified situations required to carry out emvironmental
impact assessment (EIA), in which is well described in [1].
EIA is also applied in the United States, Canadastralia,
and New Zealand, and in emerging economies, inctuttidia
[2]. EIA often employs methods such as environmensk
mapping, life cycle analysis, environmental
assessment, multi-agent system, linear programaridigagro-
environmental indicators [3], complemented by dustefit or
multi-criteria analysis.
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Regulatory impact assessment (RIA) is yet another set of
analytical methods deployed in the legislation &f, Enany
developed countries as well as in many developimesde.qg.
Mexico, Malaysia, and Philippines), as discussed[5h
Among the RIA methods prevails cost-benefit analysiulti-
criteria analysis, qualitative description of ristedated with
baseline alternative (if regulation is not adoptf&]) Recent
trend in RIA methods is the deployment of composite
indicators [7]. RIA evaluates usually economic, iabcand

impacpnwronmental impacts of the legislative or nonid&give act

in question.

Among other, minor, specific sub-sets of impact
assessments, can be named sagal impact assessment [2],
[8], health impact assessment [9], or corruption impact
ssessment [10].

The paper continues as follows. Section 2 introduite
MAC concept as an alternative to RIA. In Sectionws
provide background information on the Czech finahci
market. The third part provides an overview of waldwide
private equity market and key players. Section dlyaes the
application of RIA in the Czech financial marketnd&lly, in
Section 5 we conclude the paper.

1. THE MAC QUESTIONS CONCEPT AS AN ALTERNATIVE
TORIA?

Before discussing application of RIA at the Czeiclarficial
market, we will introduce the “MAC” questions coptdn
regulation theory as developed by [24] and [25]. eWh
intending regulation of any industry and entitygukators
should ask the following six fundamental questiogisted to

impacfateriality, Accountability and Credibility of inteled

regulatory rules (therefore the acronym MAC):

1. Materiality in this concept refers to significanad
regulated entities on the market (for more detail o
competitive policy see, for instance, [11], [22] [@3])
and the regulator should ask these questions:

* Are activities of a regulated entity material and
significant on the relevant market?

» Does this future regulated entity play a significan
role on the relevant market?

2. Accountability stands for a possibility to defirand
detect regulated entities, what is not always easy,
however. In other words, this part of the MAC capice
investigates if the regulated entity is accountdblethe
regulator. The relevant questions are as follows:

* Is the regulated entity accountable?
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¢ Can the regulator easily describe and define
regulated entity?

3. Credibility is related to a success or failufesonilar
regulations or regulations on similar markets. Key
guestions to be answered are:

¢ Were similar regulations successful?

a Since the fall of communism in 1989, the Czech Répu
has stabilized its economy, built up institutiomsl ahe legal
underpinnings of a market economy, and achievethisiable
economic growth up to the year of 2008. While mgtgbal
financial institutions have been significantly affed by the
2008/2009 financial upheaval, the Czech financigtem

e Does any app]icab|e best_practice regu|atioﬁemained isolated from the global turbulence. Tames hold

exist?

for the Czech banking sector that survived theiscnsainly

Under the MAC concept, effective regulation regsirefor the three following reasons. Firstly, Czech ksameld a

positive answers to at least five out of six questi However,
none of global financial market regulations fulftile MAC
concept (i.e. costs of the regulation outweighbiegefits). As
a result, efforts on global financial market regjola usually
spur financial upheavals rather than prevent thedviom
future crises. We can list several examples. Faasel Il rules
made provision of mortgages more profitable for Ksan
compared to the Basel | capital accord. As a redbk
subprime mortgage crisis came in 2008. Second,|Bada
not require any capital cushion against purchasgh-tated
government bonds into bank portfolios. Thus banlerew
motivated to hold government bonds that were peeckias
risk-free. However, the 2010-2011 sovereign crisisved it
was a mistake.

A third example of regulatory failure regulationneprises
the financial private equity regulation fulfils. Ado
Materiality, private equity business seems to ksgimficant
in a global scale. We estimate that private eqbitginess
amounted to USD 2.6 trillion as of the end of 20it0ess than
2% of total global financial assets under managér(fégure
1), so itis not a significant market share. Af\twountability,
the term private equity encompasses many formausinkess,
what makes the scope of the regulation difficultcapture.
Moreover, private equity firms are usually non-sparent and
do not produce publicly available reports. As taedbility,
regulation of financial markets does not seem tcetfigient
when considering both Basel capital accords (Basahd
Basel Il) in the field of banking industry.

R Hedge funds
ere L%

0.8%

o

Privateequty.

Fig. 1 Global assets managed by financial instingi
as of 31 December of 2010 (total = $157 trillion)
Source: Authors based on The City UK (2011)
Note: SWF = Sovereign Wealth Funds, ETF = Excharegied
funds

[ll. THE CZECH FINANCIAL MARKET
A. History of the Czech financial market

minimum amount of risky assets such as subprimdgages
or collateralized debt obligations (CDO). Secontlig Czech
banks focus on a traditional banking business “ditppoan”
model and report high liquidity and capital buffersast but
not least, TOP Czech banks were bail-outed by theckt
government in late 1990s and early 2000s [19].

B. Sructure of the Czech financial market

The Czech financial market ranks to bank-orientgstesns
meaning that banks are the most important chaoenélihding
both companies and households (similar systembdedound,
for instance, in Germany and Japan). Figure 1 tepic
structure of the Czech financial market as of 3Xkdbeber
2010 and demonstrates the significance of the Chaadking
sector that comprises both deposits and buildimnga with
a 69% total market share.

Currencyin
circulation

Placementof 9:6%
insurance
companies’
technical reserves
10.0%

Supplementary.
pension insurance
including state
contribution
5.8%

Collective
investments
6.6%

Fig. 2 Structure of the Czech financial market fa8loDecember
2010 (total = CZK 3.7 trillion)
Source: Authors based on MFCR (2011)

Figure 1 shows development of the Czech financitket
in the 2006-2010 period. As of 31 December 201Mkba
deposits amounted CZK 2.5 trillion (approx. USD 120
million); from that deposits worth CZK 430 billiomere
placed in building societies discussed later irs {haper. On
the other hand, pension fund industry and insuresezors
are still relatively undeveloped, what is a typiéaature of
Central European countries [27].
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4,000

TABLE |

BUILDING SAVINGS IN EUROPE(2009)

3,500 I I M Currency in circulation
I Number of
3,000 l congtruction Loan/deposit  Number of
Placement of insurance Country savings contracts ratio inhabitans Penetration

2 2500 companies’ technical

§ , reserves Germany 30,109,800 79.6% 82,268,000 36.6%

E 2 000 Supplementary pension Czech Republic 4,926,183 64.4% 10,334,000 47.7%

g 2 ; B -

3] 'c’;srftr:g‘stei;’:'“d'”g state Austria 5,096,658 94.4% 8,315,000 61.3%
1,500  Collective investments Slovakia 1,011,753 100.8% 5,397,000 18.7%
1,000 Croatia 330,165 70.5% 4,436,000 7.4%

L Hungary 590,820 11.6% 10,056,000 5.9%

500 m Deposits in banks
(including bulding savings) Romania 254,639 11.5% 21,547,000 1.2%
0 Belgium 7,060 1151.2% 10,626,000 0.1%
2004 2005 2006 2007 2008 2009 2010 Total 42,327,078 79.9% 152,979,000 36.6%

Fig. 2 Development of the Czech financial marketie 2006-
2010 period
Source: Authors based on MFCR (2011) and MFCR (R008

We should also note that the Czech Republic haevits
currency (Czech koruna, “CzK”), therefore currenay
circulation worth CZK 358 billion as of the end @D10
comprises predominantly CZK rather than other awies
such EUR or USD. Not surprisingly, the amount ofrency
in circulation increased by 13% in 2008 (Figure @hat

might be attributed to a change in Czech households

preferences towards to safe and liquid instrumdoting the
global crisis (so called “flight to safety” in finaial theory).

IV. THE APPLICATION OFRIA IN THE CZECH FINANCIAL
MARKET

A. General information

As mentioned, the Czech financial market is a bank-

oriented system indicating a high role of bank stdy which
ranks to the most regulated sectors. Since thelCRepublic
has been a member of the EU since 2004, RIA omfdiah
market regulation is usually provided usually oa #U level
than on the national level. As a result, EU di@tsi are
frequently transposed to the Czech law without RIA
particular regulation, so only few RIAs have beeepared in
the Czech financial industry. Therefore in the deling part
we will discuss two RIAs on changes in Buildingsviggs
Act in years 2010 and 2011.

B.  Basicsof building savings

Building savings are similar to banking productsdely
used in Europe and in a lesser extent in counsigh as
China, India, Kazakhstan, New Zealand or Vietnarb].[1
Building savings enjoy state support in Europe alsd in the
Czech Republic. Building savings was formed and exists in
order to help finance better housing for as many people as
possible, under conditions which are stable and at the same
time mor e favourable than with other common products on the
market” (ACSS [1], p.2).

Source: The European Society of Building Societies

Building societies play an important role in theeCha
financial market with more than 4.5 million clienégsd an
approx. 11.5 % market share and collected depeogitsh
CZK 430 billion as of the end of 2010 up from CZHKO0L
billion in 2000 (Figure 4).
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M Volume of deposits

Source: ACSS (2010)

C. RIA on changesin the Buildings Savings Act in 2010

The 2010 sovereign crisis has pushed governmeatsdr
the world to make budget cuts in order to maingaiblic debt
sustainable (for more details on the global crisise [20],
[21], [27] or [29]). The same story happened in theech
Republic, where government decided to reform bogdi
savings and the Ministry of Finance of the Czeclpudic
prepared a RIA on proposed changes in The BuildB&ysngs
Act [16].

The RIA fulfilled all standard requirements set Ggech
and EU law and focused on the following three ntapics:

1. Change in state support of building savings (5as)

2. New tax imposed on interest income from building

savings (2 options)

3. Limits on building and bridge loans (4 options).

All options included a cost-benefit analysis andcdssed
impacts on interested parties with primary focus state
budget. Along with standard practice, the RIA rectended
to decision makers the most viable option for evepyc.
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D. RIAon changesinthe Buildings Savings Act in 2011

The Ministry of Finance of the Czech Republic conéd in
reforming the building savings market in the yeb2@11 and
issued another RIA [18]. Again, the RIA has fu#il all
standard requirements set by Czech and EU lawdmnlt dith

two

1.

2

topics only:
Introduction of limits on the use of building sagi(5
options)

. Product approach and enlargement of providers

building savings also to banks (5 options).

As in the previous RIA, all options were properhaltyzed
and best solutions have been recommended to decisio
makers.

The impact assessment in its various forms hasntigce [17]

V. CONCLUSION

become a very important part of policy-making asgislation
in many different countries. RIA is yet another gt

analytical methods deployed in the legislationha European [19]
Union, of many developed countries as well as innyna

developing ones such as Mexico, Malaysia and Riifigs. In

this

paper we provided a theoretical backgroundefmmomic

models in regulatory impact assessment and an ieverof
their application in the Czech Republic. We focusedRIAs
on changes in the Buildings Savings Act in the 22001,

that were done

exceptional, however. In general we found out adéyuate
application of RIA on the Czech financial markehavmakes
room for further research in this field.
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