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and multiple gearing; fit and proper requirements; and unregulated group entities, which are 
interrelated (Skipper, 2000). 

 
Recently,  significant  attention  has  been  focused  on  the  structural  aspects  of  financial 
regulation, particularly the desirability of unified regulatory agencies—that is, agencies that 
supervise two or more of the traditional financial services sectors (i.e., banking, insurance 
and securities). The primary reason has been the trend towards financial convergence or 
blurring of product lines, and the rise of financial conglomerates, hence the need for more 
effective modes to supervise them. Smaller countries are also seeking ways to achieve 
economies  of  scale  in  regulation  through  better  management  of  regulatory  resources 
(particularly personnel) and infrastructure support (Mwenda and Fleming, 2001). 

 
The debate on financial supervisory structure focuses on  two issues: sectoral approach 
versus functional approach, and the single financial supervisor model (FSA)  versus multi- 
financial  authorities model  (FMA).  However,  in  the  context  of  increasing  financial 
convergence or conglomeration, the first  issue seems to  have become moot because the 
relevance  of  the  sectoral  approach  rests  precisely  on  the  separability  of  the  banking, 
securities and insurance markets. This is confirmed by the adoption  or consideration of 
various models (“pure” or “mixed”) of the functional supervisory approach in an increasing 
number of countries (Masciandaro, 2003). Table 9 presents a summary of the pros and cons 
of integrating financial  sector  supervision, which  Čihák and Podpiera (2006) discuss in 
greater detail. 

 
 

Table 9: Summary of Pros and Cons of Integrating Financial Sector Supervision 
 

Potential Pros Potential Cons 
Easier to achieve efficiency in supervising 
financial conglomerates 

If objectives not clearly specified, may be less 
effective than sectoral supervisors 

Possible economies of scale Possible diseconomies of scale if too large an 
organization that is difficult to manage 

Possibly improved accountability If objectives not clearly communicated, possibility 
to extend moral hazard problems across the 
whole financial sector 

Easier to eliminate duplicities, turf wars Process of integration may lead to politically or 
special interest motivated changes in supervisory 
framework 

Easier to ensure level playing field across market 
segments 
Source: Čihák and Podpiera (2006), Table 3. 

Process of integration, if not managed properly, 
may lead to loss of key staff or to other problems 
 

 
The global trend towards integrating financial regulation can be viewed as a trend towards 
restructuring regulatory agencies along functional lines, particularly with regard to prudential 
regulation  (Carmichael,  2002).  At  least  46  countries  had  adopted  unified  or  integrated 
supervision by 2002,  with around half of them creating a single regulator for the entire 
financial sector and the other half merging two of the main supervisory authorities (Table 
10).7 

 
 
 
 
 
 
 
 
 
 

7  Carmichael (2006; in Corbett, 2007) differentiates integrated agencies from unified ones. Integrated 
agencies supervise all types of financial institution and activity in one agency, although they may be 
limited in terms of the aspects of business that they cover. On the other hand, a unified agency is one 
that covers prudential regulation and “conduct-of-business” supervision. 
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