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Value added of Financial Sector RIA

To clarify the objectives of a regulatory proposal;

To think about impact of a regulatory proposal;

To identify and assess alternative options to achieve the policy goal;

To make the regulatory solution as close as possible to the intended 
effect;

To open the regulatory process to stakeholders involved;

To make the regulatory process as transparent as possible;

Are benefits justified by costs?



When is RIA needed

RIA should be conducted as early as possible

Regulatory interventionRegulatory intervention

• Simplification; 

• Cutting red tape; 

• Transparency; 

• Alternative regulations; 
• Compliance & 
enforcement. 

Principle of proportionate analysis



RIA steps
 

Steps of a RIA 
 

1. Identification of the problem;  
 
2. Definition of the objective and the intended effect; 

 
3. Identification and definition of options; 

 
4. Impact analysis of options identified; 

 
5. Identification of enforcement, sanctions and monitoring for 

each option; 
 

6. Comparison of the options; 
 
7. Outline policy monitoring and evaluation. 
 
8. Consultation with stakeholders is an integral part of RIA and 

should take place throughout the process.  
 

RIA is a highly iterative process



RIA steps: problem identification

Description of 

• policy context; 

• problem faced;

• why now?

Check list for problem definition (EC Guidelines)

To delineate the extent of the problem;

To identify the key players/affected population;

To establish causes;

Is the problem in the Union’s remit to act?



RIA steps: definition of the objective and the intended effect

Objective should be defined:  

clearly, concisely, and specifically

Rationale for regulatory intervention also for no action

Check list (EC Guidelines)

Specific;

Measurable;

Accepted;

Realistic;

Time-dependent.



RIA steps: identification and definition of options

‘Do nothing’ option; 

Alternative options;

Screening process criteria (EC Guidelines)
Effectiveness: the extent to which options can be expected to 

achieve the objective(s) of the proposal;

Efficiency: the extent to which objectives can be achieved for a 
given level of resources/at minor cost; 

Consistency: the extent to which options are likely to limit trade-
offs across impact domains (economic, environmental, etc.).



RIA steps: impact analysis of identified options

Costs and benefits should be quantified and monetized; 

Most used analytical techniques: 

Cost-Benefit Analysis
All of the relevant costs and benefits, including indirect costs and benefits, 
are taken into account. The general principle is that a regulation/policy 
initiative is desirable if the benefits are greater than the costs

Sensitivity Analysis
It assesses how the outcome of a regulatory proposal/policy initiative is 
likely to be affected when the value of one variable or factor is changed. 

Scenario Analysis
It involves assessing and comparing the likely outcomes of a regulatory 
proposal/policy initiative when the values of a number of variables or 
factors are changed simultaneously. 



RIA steps: identification of enforcement, sanctions and monitoring 

Each regulatory option needs also provisions about:

how it should be enforced in order to ensure compliance;

which sanctions should be envisaged in case of non compliance;

which procedures have to be put in place in order to monitor the 
compliance of each option. 

Monitoring arrangements can affect 
the choice of the selected option



RIA steps: comparison of the options 

Relevant impacts from each option; 

Positive and negative impacts.

Findings 
(aggregate, disaggregate)

Options should be compared and, where 
possible and appropriate, a preferred 

option should be identified



RIA steps: outline policy monitoring and evaluation 

The retained option has been identified and chosen;

More detailed monitoring arrangements are likely to be figured out 
(from a more operational viewpoint).



RIA steps: consultation with stakeholders 

Milestone of RIA process and of high-quality regulation;

Consultation is crucial in order to:

• Gather opinions and information from interested 
parties
• Surface possible unintended consequences resulting 
from regulatory proposals;
• Get greater buy-in to proposed regulation;
• Ensure that proposed regulation is practically workable 
and legitimate from stakeholders’ point of view;
• Enhance transparency of regulatory process.



Monitoring and evaluation 

• Periodical (ex-post) impact assessment; on it periodically (regulation 
from a dynamic perspective);

• “Sunset provisions”: a  the time a regulation is made, a specific date 
is set on which that regulation will expire unless it is re-made. 



Thanks for your attention!
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1. Introduction 
 

Regulatory Impact Assessment (here in after RIA) is the process of 
systematic analysis of the likely impacts of a proposed intervention by 
regulatory authorities as well as the range of alternative options. 
 

At EU level and both across Europe and world-wide the use of RIA 
has been spreading. This is due to the evidence that better regulation 
results in economic growth of a country by making regulatory 
environment more enabling for doing business.  
 
 
 
 

2. Purpose of the handbook and main sources 
 

Drawing from international practice, the purpose of this handbook 
is to outline how to perform an economic RIA on the financial sector: 
what value added it can bring, when it is needed and which phases it 
consists of.  
 
 

This paper is mainly based on the following RIA guideline sources: 
 

 EU: European Commission, Impact Assessment Guidelines1, 
http://ec.europa.eu/enterprise/regulation/better_regulation/impact_assessment/index.htm; 

 Ireland: Department of the Taoiseach, RIA Guidelines, 
http://www.betterregulation.ie/;  

 UK: Better Regulation Executive, Regulatory Impact Assessment 
Guidance, http://www.cabinetoffice.gov.uk/regulation/ria/. 

                                                 
1 Release of 15 June 2005 with 15 March 2006 update.. 
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3. Regulation management: a circular process to fulfill 
 

In order to get a high-quality regulation, international practice has 
codified a kind of circular process that should to be followed so as to 
keep the existing regulatory framework in place as effectively as possible 
in terms of the intended effects being addressed. 

 
Regulatory Impact Assessment is the ex-ante process that needs to 

be performed before taking a given regulatory action. This is dealt with in 
Section 6. 

 
Once the regulatory action has been carried out, implementation 

phase follows. During this phase, in fact, monitoring and assessment 
arrangements set out within the ex-ante RIA will be implemented. 
Actually a sort of RIA is undertaken but, unlike the RIA executed at the 
beginning of regulatory action, this consists in an ex-post impact 
assessment also called evaluation (see Section 7).  
 
 
Figure 1: Stages of regulation management 
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4. Value added of Financial Sector RIA 
 

The RIA process is a very helpful tool providing value added in the 
following regards: 

 To clarify the objectives of a regulatory proposal; 
 To think of impact of a regulatory proposal; 
 To identify and assess alternative options for achieving the policy 
goal; 

 To make the regulatory choice as stick as possible to the intended 
effect; 

 To open the regulatory process to as many stakeholders affected by 
the draft regulation as possible in order to establish a meaningful 
and wide consultation process; 

 To make the regulatory process as transparent as possible; 
 To determine whether or not benefits are justified by costs.  

 
 

5. When is RIA needed 
 

RIA should be conducted as early as possible and before the 
regulatory choice has been made. 
 

In the earliest stages of policy development, RIA is a key tool for 
policy analysis, helping policy makers to understand the case for 
regulatory intervention.  
 

In this regards, regulatory action should be taken into account 
provided that evidence-based findings show that policy change 
implementation would bring potential net benefits2 as compared with the 
existing/baseline framework.  
 

The potential benefits of (new) regulation are the improvements in 
market outcomes compared with differently regulated market which may 
be detrimental for various groups (e.g. consumers, firms, the economic 
system as a whole)3. 
 
 
                                                 
2  Benefits also encompass cost savings. 
3 Oxera, A framework for assessing the benefits of financial regulation, September 2006. 
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Regulatory intervention is not only meant to introduce new rules sic et 
simpliciter. The panel of possible options available to drive towards high-
quality regulation is the following4: 

• Simplification; 
• Cutting red tape; 
• Transparency and communication; 
• Alternatives to regulation; 
• Compliance and enforcement. 

 
 

With regard to the depth and scope of the RIA, the principle of 
proportionate analysis has to be applied, meaning that the more 
significant a regulatory intervention is likely to be, the greater effort of 
appraisal will be required. 
 

In Ireland, depending on the impact magnitude of a regulation, it is 
envisaged a Screening RIA for relatively low impact cases or a Full RIA if 
more extensive and detailed evaluation has to be applied. 
 

In the UK, the RIA process is composed of three phases according to 
the workflow of regulatory process: 
 

• Initial RIA: to be prepared as soon as a policy idea rises; 
• Partial RIA: it is built on the initial RIA, produced prior to the 

consultation step and bound to accompany the consultation paper; 
• Full/final RIA: this document is based on background information 

contained in partial RIA and also fed by the feedback got from the 
consultation phase.  

 
 
 
 
 
 
 
 

                                                 
4  OECD-UE, Conference on Regulatory Impact Assessment, Ankara, April 2006.  
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6. The RIA process 
 

Although there is not a unique model of RIA used internationally, 
international best practice shows that the RIA process has similarities in 
the main phases that are comprised and principles applying to each RIA 
step. 

 
It should be underlined that this section deals with each step of 

RIA process for illustrative purposes. In fact, the RIA process should not 
be regarded as a linear one, and once “step x” has been accomplished, it 
is done once and for all and you can move on to the following step. 
Rather than being a step by step process, RIA is a highly iterative 
process. The more that RIA process goes through following stages the 
more likely that previous steps need to be fine tuned accordingly.  
 
 Having said this, the box 1 illustrates the key analytical steps to be 
followed for performing a RIA: 
 
 Box 1 
 

Steps of a RIA 
 

1. Identification of the problem;  
 
2. Definition of the objective and the intended effect; 

 
3. Identification and definition of options; 

 
4. Impact analysis of options identified; 

 
5. Identification of enforcement, sanctions and monitoring for 

each option; 
 

6. Comparison of the options; 
 
7. Outline policy monitoring and evaluation. 
 
8. Consultation with stakeholders is an integral part of RIA and 

should take place throughout the process.  
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6.1. Identification of the problem 
 
 As first step, a background to the issue should be laid down by 
describing the policy context, the problem being faced and explaining 
why it needs to be addressed now.  
 

The problem at stake should be identified and described as clearly 
as possible. 

 
As a benchmark, EC RIA Guidelines set out a sort of check list for 

problem definition: 
 

• Delineate the extent of the problem; 
• Identify the key players/affected populations; 
• Establish the causes; 
• Is the problem in the Union’s remit to act? 

 
 
 

6.2. Definition of the objective and the intended effect 
 
 The definition of the objective(s) represents a crucial step since it 
helps understand clearly what a future regulatory action is supposed to 
achieve. Objective should be defined clearly, concisely and specifically. 
As additional option, the objective setting could be enriched with the 
expected timescale of its achievement. 
 
 In this section the rationale for regulatory authority 
intervention (see Box 2) should also be declared by describing the 
impact on the current situation if no regulatory action is taken.  
 
 As set by EC RIA Guidelines and also shared by international 
experience, objectives should be: 

• Specific: objectives should be precise and clear enough not to be 
open to varying interpretations. They must be understood similarly 
by all.  

• Measurable: objectives should define a desired future state in 
measurable terms, so that it is possible to verify whether the 
objective has been achieved or not. Such objectives are either 
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quantified or based on a combination of description and scoring 
scales.  

• Accepted: if objectives and target levels are to influence behavior, 
they must be accepted by all those expected to take responsibility 
for achieving them.  

• Realistic: objectives and target levels should be ambitious – setting 
an objective that only reflects the current level of achievement is 
not useful – but they should also be realistic so that those 
responsible see them as meaningful.  

• Time-dependent: Objectives and target levels remain vague if they 
are not related to a fixed date or time period.  

 
 

 Box 2 
 

Rationale for regulatory authority intervention5

 

• Describe any drivers for action such as type of regulation;  
• Describe the impact on the current situation if there is no 

regulatory authority intervention. This will be the 'do nothing' 
option;  

• Considering the 'do nothing' option will help you quantify the 
magnitude of the situation. You can then design a proportionate 
policy to address it.  

• You must describe why you think the situation will not be 
resolved of its own accord, and why regulatory authority needs to 
intervene;  

• You may be trying to prevent a particular situation from arising in 
the future. Estimate the likelihood of this happening if the 
government does not intervene and the scale of the impact if it did 
happen.  

• Explain if the issue is expected to continue at the same rate or get 
worse and whether it could cause harm. 

 
 

In some cases, it may be useful to think of objectives at different 
levels if regulatory process implications justify that.  
 

                                                 
5 Some concepts are dawn from  
http://www.cabinetoffice.gov.uk/regulation/ria/ria_guidance/index.asp. 
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Should this happen, the three-level hierarchy of objectives set out by 
EC RIA Guidelines could be considered for reference6: 

 
 General objectives: these are the overall goals of a policy and are 

expressed in terms of its outcome or ultimate impact. If successful, 
the intervention should at least induce change in the direction of 
the general objective (knowing that reaching high-level objectives 
will usually depend on other factors). Progress towards general 
objectives will often be measured by global indicators.  
Example:  

General objective = Prevent rural depopulation.  

Indicator = Rate of economic growth in rural areas  
 
 Specific objectives: these are the immediate objectives of the 

policy –the targets that first need to be reached in order for the 
General Objectives to be achieved. They are expressed in terms of 
the direct and short-term effects of the policy  
Example:  

Specific objective = Encourage economic activity in rural areas  

Indicator = Number of new enterprises setting up in rural areas  
 
 Operational objectives: the Operational Objectives are normally 

expressed in terms of outputs – goods or services that the 
intervention should produce. The achievement of these objectives 
(or deliverables) is usually under the direct control of those 
managing the intervention and thus can be directly verified.  
Example:  

Operational objective = Provide financial assistance to projects promoting new 
enterprises in rural areas  

Indicator = Number of projects receiving financial assistance  

 

Objective definition is really a case in point of how deeply iterative 
the RIA process is. At the beginning, it is just possible to define the 
general objective since one cannot identify, for instance, operational ones 
until the policy options have been analyzed. Once that the various options 
at stake have been thoroughly analyzed and compared it is possible to 
have a clearer idea on how to do that. At this stage, therefore, your 
operational objectives can be fine-tuned accordingly taking also into 

                                                 
6 Source: http://ec.europa.eu/enterprise/regulation/better_regulation/impact_assessment/index.htm. 
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account that they may be affected by the type of measure eventually 
proposed (e.g. binding or not).  

 
 

6.3. Identification and definition of options 
 

 
Once the context and objective(s) have been properly identified and 

defined, the next step in the RIA process consists in identifying 
regulatory options to be taken into account as most likely to achieve the 
objective policy stated above.  

 
The wider the range of options the better, especially in the early stages 

of the RIA process. 
 
First of all, the “do nothing” option, already mentioned in Box 2, 

should be included among the options under consideration. This gives a 
baseline to compare other options that propose alternative regulatory 
implications to not acting stance. 

 
The number of alternative options can vary from case to case. Should 

a long list of options be considered, a screening process to come up with 
a shortlist of most promising ones is suggested by EC RIA Guidelines. 
The criteria of the screening process are the following7:  

 

• Effectiveness: the extent to which options can be expected to 
achieve the objectives of the proposal; 

• Efficiency: the extent to which objectives can be achieved for a 
given level of resources/at minor cost (cost-effectiveness); 

• Consistency: the extent to which options are likely to limit trade-
offs across the various impact domains (economic one and others if 
any). 

 

                                                 
7 Source: http://ec.europa.eu/enterprise/regulation/better_regulation/impact_assessment/index.htm. 
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6.4. Impact analysis of options identified 
 

Once the options have been outlined, the ‘do nothing’ option 
included, the related impacts in terms of costs and benefits should be 
identified and described.  

 
The exercise of documenting and analyzing costs and benefits should 

be proportionate to the likely impact of proposals.  
 
Since it is often difficult to quantify precisely and in advance the exact 

amount of costs and benefits, the assessment of a range of possible 
outcomes and the order of magnitude could also be considered. 

 
As good practice, it is advisable to spell out and test any assumptions 

as well as provide references to any data sources or methodologies used. 
 
Costs and benefits should be quantified and monetized wherever 

possible. 
 
The most used analytical techniques needed to carry out RIA are the 

following8: 
 
• Cost-Benefit Analysis: Cost-benefit analysis (CBA) is an 

analytical technique that can be used to examine the costs and 
benefits of a proposed regulation or public policy initiative. All of 
the relevant costs and benefits, including indirect costs and 
benefits, are taken into account. The general principle of cost-
benefit analysis is that a regulation/policy initiative is desirable if 
the benefits are greater than the costs. 

• Sensitivity Analysis: Sensitivity analysis is an analytical technique 
that assesses how the outcome of a regulatory proposal/policy 
initiative is likely to be affected when the value of one variable or 
factor is changed. 

• Scenario Analysis: Scenario analysis is an analytical technique 
that can be useful where there are a number of uncertainties or 
risks associated with a particular regulatory proposal/policy 
initiative. It involves assessing and comparing the likely outcomes 
of a regulatory proposal/policy initiative when the values of a 
number of variables or factors are changed simultaneously. 

                                                 
8Source: http://www.betterregulation.ie/
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With regard to the type of impact to focus on, international practice 

mainly deals with three impacts: economic, environmental and social. As 
already stated in Section 2, this handbook and its related knowledge 
transfer program pay attention to the economic impact assessment on the 
financial sector. 

 
 
Depending on the regulatory proposals, it may happen that some of 

them bring costs/benefits over a period of time. In this case, the 
assessment should be represented both as annual impact (referring to the 
full year when the regulatory proposal becomes fully effective) and as 
multi-annual impact, by working out and displaying the overall (net) 
present value after having applied an appropriate discount factor9 to 
quantitative outcomes over the considered time span (usually of 5 to 10 
years). For a broad classification of costs and benefits, see Box 3.  

 
 
 Box 3 
 

Types of costs and benefits 
 

• Tangible costs and benefits: those which can be monetized;  
• Intangible costs and benefits: those which cannot be monetized. It 

is preferable to record them in qualitative terms given that even 
such information set could be helpful for the general assessment;  

• Direct costs and benefits: those produced directly by the regulation 
enacted;  

• Indirect costs and benefits: those produced as a result of second-
round effects by the regulation enacted; 

• One-off costs and benefits: those taking place only once (usually 
over a year);  

• Ongoing (or structural) costs and benefits: those occurring over a 
multi-year time horizon (within the analyzed time span).  

 
 
 

                                                 
9 Zero coupon bond yield curve would be the most suitable tool to this purpose, government bonds 
would be a good second best.  
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6.5. Identification of enforcement, sanctions and monitoring 
for each option 
 

Each regulatory option needs also provisions about: 
• how it should be enforced in order to ensure compliance; 
• which sanctions should be envisaged in case of non 

compliance; 
• which procedures have to be put in place in order to monitor 

the compliance of each option.   
 
As enforcement measures mainly generate additional costs, it is 

important that such measures are designed effectively so as to minimize 
the related burden. 

 
In fact, monitoring arrangements pertaining to each identified option 

have also to be defined and analyzed in order to have an overall picture of 
what each option implies and to make a proper comparison among 
various alternatives. It has to be said that monitoring arrangements can 
affect themselves the choice of the selected option. For instance option A 
could be much more difficult to monitor and enforce that option 2 so that, 
other thing being equal, option 2 can be preferred. 

 
 

6.6. Comparison of the options 
 
After having analyzed the relevant (quantitative and qualitative) 

impacts stemming from each option, the following step is to compare 
these findings in order to provide policy analysis with full support.   

 
For each option the positive and negative impacts should be displayed. 

Where feasible results can be represented both aggregated and 
disaggregated.  

 
Options, then, should be compared and, where possible and 

appropriate, a preferred option should be identified.  
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6.7. Outline policy monitoring and evaluation  
 

Once the retained option has been identified and chosen, much 
more detailed monitoring (and evaluation) arrangements will probably 
have to be figured out.  

 
So, whilst arrangements described in section 6.5 are met rather 

globally, at this stage the task is carried out under a more operational 
approach. 

 
As clearly set in the EC RIA Guidelines this step requires that core 

progress indicators for the key objectives of the possible intervention be 
identified, that a broad outline of possible monitoring and evaluation 
arrangements be provided.  

 
 

6.8. Consultation with stakeholders10  
 
Consultation process represents a milestone of RIA process and finally 

of delivering better regulation.  
 
Institute of International Finance (IIF) has recently codified how 

important dialogue between regulators and market participants is in order 
to design effective regulation for financial sector (see Box 4). 

 
The main reasons why consultation with stakeholders is crucial are the 

following: 
 

• to gather opinions and information from interested parties; 
• to surface possible unintended consequences resulting from 

regulatory proposals; 
• to get greater buy-in to proposed regulation; 
• to ensure that proposed regulation is practically workable and 

legitimate from the point of view of stakeholders; 
• to enhance transparency of regulatory process.   

 

                                                 
10 For consultation process, see in particular EU: European Commission, Impact Assessment 
Guidelines. 
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Consultation can be either informal or formal. The earlier the 
consultation gets started the better is. Early planning is a key element 
for a successful consultation.  

 
Consultation has to be proportionate to the likely impact of the 

proposal. 
 
Consultation plan should contain the following items: 

• objective of the consultation(s); 
• elements of the impact assessment for which consultation is 

necessary; 
• target groups; 
• appropriate consultation tool(s); 
• appropriate time for consultation(s). 

 
 
Among the wide array of consultative tools are included consultative 

committees, expert groups, open hearings, ad hoc meetings, consultation 
via Internet, questionnaires, focus groups, seminars/workshops, working 
groups comprising both regulators and market participants, etc.  

 
The two documents below can be further reference background 

material on how the consultation process can be undertaken: 
 
• European Commission, General principles and minimum standards 

for consultation of interested parties by the Commission; 
• Better Regulation Executive, Code of Practice on Consultation. 
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 Box 4 
 

Maintaining a meaningful legislative dialogue is essential 
for both industry and regulators. 

 
«Financial regulation is a product of the legislative process, but the pace 
of innovation in financial markets contrasts with the generally deliberate 
pace of change in legislation. Legislators, industry, and regulators alike 
are thus often frustrated by outdated or ill-adapted legislation. An 
effective, timely legislative process is therefore an integral component of 
effective and efficient regulation. From the IIF perspective, three related 
aspects of the legislative process are important. 
 
First, the legislative framework must permit regulation to change as the 
global financial system changes. Consideration of these changes must 
include a process of review of existing legislation aimed at removing 
elements that are outdated or have lost their effectiveness. 
 
Second, regulators and firms should work closely with legislators to 
ensure appropriate demarcation between those elements of the regulatory 
framework that are best addressed directly by legislation and those best 
left to regulatory and supervisory processes. This will require open, 
transparent discussion among firms, regulators, and legislators. (The 
“Lamfalussy Process” in the EU and the delegation of details to 
implementing rules in the US go a substantial way in this direction). 
 
Third, legislators should clearly articulate objectives at the 
commencement of the legislative process. There must be an opportunity 
at that stage for constructive dialogue on strategic priorities as to how 
these objectives can most effectively be achieved, and this dialogue must 
include legislators, regulators, the industry, and other stakeholders. This 
dialogue must always consider whether it is clear that there has been a 
failure of the market or activity or conduct in the industry that is 
threatening to the public interest and for which no other public policy 
response is likely to be effective.» 

 
International Institute of Finance, Strategic Dialogue on Effective Regulation, 

December 2006, p. 13. 
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7. Monitoring and evaluation 
 
Once regulation is put in place, is also crucial to perform impact 
assessment on it periodically. In fact, existing regulation should be 
considered under a dynamic perspective so that it should be reviewed to 
establish the actual cost-benefit trade off and whether it is achieving its 
intended effects. 
 
One way in which this can be undertaken is to envisage for new 
regulations “sunset provisions”. Sunsetting is when, at the time a 
regulation is made, a specific date is set on which that regulation will 
expire unless it is re-made. This ensures that a regulation is formally 
reviewed by a deadline to assess whether or not it is still need. There 
could be the case for the regulation to be improved, reduce or even 
revoked11. 
 
 

 
 
 

                                                 
11  Department of the Taoiseach, Regulating better, January 2004. 
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