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This article is aimed at revealing the concept and main
aspects of accountability of financial market supervision
institutions for their activities. The subject of the present
article covers the key aspects of accountability for the
supervision of activities of the insurance market in the
Republic of Lithuania. As widely known the supervision
model of the financial market in the Republic of Lithuamia
has been changed — specialised financial market supervision
was replaced by the consolidated market supervision. The
article identifies the major problems of accountability for
the supervision of insurance activities under different
supervision activity models.
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In modern financial markets, there is no absolute
model of legal regulation of supervision, which could
be considered to be the benchmark. Therefore, one
could fully agree with the opinion that the belief that
an ideal financial market supervision system exists is
an illusion [8].

However, such position does not negate the neces-
sity to assess the existing models of legal regulation of
financial market supervision because that is the only
way to substantiate scientifically the adequacy of one
of the models or elements thereof for a particular le-
gal system.

Thus, the legal institute of accountability for per-
formed supervision activities is one of the instruments
that enable to assess not only the efficiency of performed
supervision activities but also the advantages and disad-
vantages of a particular supervision model as well.

When the financial market supervision mod-
el changed in the Republic of Lithuania in 2012, the
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procedure of accountability for per-
formed supervision activities was re-
vised as well. The present study is
aimed at assessing scientifically the
changes in accountability for the su-
pervision activity and the existing ma-
jor problems in the field of insurance
supervision and offering solutions to
these problems.

The study of such nature could be
helpful in resolving the issues related
to accountability of other public ad-
ministration entities for the activities
performed by them as well.

Concept of accountability

for financial market supervision

Accountability is a process where
the entity is obliged, having regard to
certain criteria, to account to another
person for performed activities and ad-
opted decisions and to assume respon-
sibility for any mistakes made and dam-
age caused [5, p. 167]. The traditional
concept of accountability is comprised
of the following two elements: the in-
spection of an accountable entity’s ac-
tivities and the implementation of this
entity’s accountability for improper ac-
tivities, for which it is held liable.

It has been commonly agreed that
accountability has the following four
functions: 1) ensures public supervision
of activities; 2) ensures the legitimacy of
activities; 3) ensures fairness in public
sector administration; 4) improves the
performance of supervision activities
[10, p. 15].

The accountability of a financial
market supervisory institution may be
divided into different types accord-
ing to whom this institution is account-
able, what it is accountable for, and

what kind of accountability procedure is
applicable.

In a narrow sense, the accountability
of an institution is perceived as report-
ing for performed activities to the entity,
which appoints members of that institu-
tion [13, p. 53]. The general rule is that
the entity, which appoints and dismisses
the members of the supervisory institu-
tion, is the person which needs account-
ability most in order to adopt one or an-
other decision. However, this function
is often implemented in respect of oth-
er entities as well. Accountability could
be divided into different types according
to the entity, to which a financial market
supervisory institution must report [11]:

1. Accountability to the parliament.
As, in the majority of countries, par-
liaments not only determine the objec-
tives and limits of activities of a super-
visory institution but also participate
in establishing the supervisory institu-
tion, the supervisory institution must re-
port to this branch of government for
all actions performed. Since the time
that the legislative branch has start-
ed to formulate objectives for supervi-
sory institutions, the need has arisen to
report to the parliament for works per-
formed. In most countries, where a su-
pervisory institution is accountable to
the parliament, the accountability pro-
cedure is implemented through parlia-
mentary committees. Accountability to
the parliament also provides appropri-
ate preconditions for changing the legal
regulation. Accountability to the parlia-
ment may manifest itself in the follow-
ing ways: 1) submission of regular re-
ports; 2) replying to ad hoc enquiries by
the parliament members; 3) submission
of proposals regarding new legal acts; 4)
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submission of information on the use of
funds; 5) submission of an audit report;

2. Accountability to the executive
branch. Supervisory institutions often
operate within the jurisdiction of the ex-
ecutive branch because this branch is
usually responsible for the implemen-
tation of financial market policy; there-
fore, the existence of accountability of
a supervisory institution to the execu-
tive branch is a prerequisite for ensur-
ing efficient supervision. In some coun-
tries, the ministry of finance is assigned
the duty to carry out the supervision of
the supervisory institution. In some cas-
es, the representative of the executive
branch, usually, the minister of finance
is a non-standing member of the finan-
cial supervisory institution. However, it
is believed that such form of account-
ability should be limited because the su-
pervisory institution may lose its inde-
pendence. Besides, the executive branch
usually participates in the appointment
of members of the supervisory institu-
tion. Accountability to the executive
branch may manifest itself in the follow-
ing ways: 1) submission of regular activ-
ity reports; 2) submission of information
on market development; 3) submission
of proposals regarding the adoption of
new legal acts of the Government;

3. Accountability to the judiciary.
The possibility of persons to lodge com-
plaints against actions of public admin-
istration institutions must be ensured in
each and every democratic state. Thus,
courts evaluate the validity and confor-
mity of the decisions adopted by the in-
stitution to the set objectives;

4. Accountability to market partici-
pants and the public. This is done by sub-
mitting periodic reports on performed

activities and market status. In addi-
tion, before implementing particular le-
gal regulation, the market participants
are consulted as well. Accountability to
market participants usually manifests it-
self in the following ways: 1) consulta-
tions regarding the adoption of new legal
acts; 2) provision of information on the
website; 3) submission of annual market
reviews; 4) preparation of press confer-
ences, etc. Accountability to consumers
manifests itself through: 1) drafting of
annual reports on the market situation;
2) consumer education on the insurance
services; 3) handling of consumer com-
plaints and disputes with financial mar-
ket participants.

In procedural terms, accountability
may be carried out before or during the
performance of actions or after the per-
formance of actions or the adoption of
decisions [5, p. 169]:

1. Accountability before the perfor-
mance of actions (a priori or ex ante).
It manifests itself through the procedure
for the appointment of members of the
supervisory institution, participation in
the preparation of draft laws, initiating
discussions related to the legal regula-
tion, etc.;

2. Accountability after the perfor-
mance of actions or the adoption of deci-
sions (a posteriori or ex post) manifests
itself through submission of statements
and reports on performed activities.

The limits of accountability of the
institution are defined by the objec-
tives established for this institution. The
objectives established for the institu-
tion provide an answer to the question
what the institution is accountable for.
Therefore, the objectives must be clear
and adequately disclosed.
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Accountability itself presupposes
that there exist certain standards or ob-
jectives that allow for the assessment
of performed activities or adopted de-
cisions. In other words, accountability
means the duty to comply with certain
requirements. The more complex the ac-
tivities are, the harder it is to determine
clear requirements on the conduct and
results [5, p. 168]. Accountability can
be assessed only by linking it to the ob-
jectives set for the institution that are
clearly disclosed. If accountability is not
linked with the objectives set for the in-
stitution, it manifests itself in practice
only as the description of the process
(the number of completed inspections
and applied sanctions, etc.) [3, p. 162].

Meanwhile, specifically for the
supervision of insurance activities,
L. Savage distinguishes two main objec-
tives [12, p. 10]. First of all, the super-
vision of insurance activities is aimed
at ensuring that insurers have funds to
pay out the required benefits. And it is
also sought to supervise the treatment
of policyholders and insured persons by
insurers, which are a stronger party to
the insurance contract. In S. K. Mathur’s
opinion, the main objective of market
supervision is to promote competition
on the market and increase market effi-
ciency [9].

It is claimed in the documents re-
leased by the International Association
of Insurance Supervisors that reliable
insurance activities are necessary in or-
der to maintain an effective, secure, fair
and stable insurance market and pro-
mote competition and market growth
[4]. The Organisation for Economic Co-
operation and Development (OECD) in-
dicate that the main objectives of the

supervision of insurance activities are
ensuring the stability of the insurance
market and the protection of consumer
interests and the economic stability of
the whole country [16].

Having evaluated the legislation of
the majority of the OECD countries, J.
Vollbrecht [17, p. 9] stated that the most
common objective set for the supervi-
sion of insurance activities is the protec-
tion of insured persons.

M. Bagheri and C. Nakajima claim
that the objectives of the supervision of
insurance activities are often similar,
and the largest differences occur in the
scope, nature, quality and structure of
the regulation [1, p. 510].

In the opinion of others, the objec-
tives of the majority of financial super-
visory institutions are, in principle, in-
adequately formulated; therefore, it is
difficult to evaluate the implementa-
tion thereof and thus, the problem of ac-
countability is faced. Ch. A. E. Goodhart
proposes to establish the following three
main objectives of financial market su-
pervision: to protect the market against
collapse, to promote competitiveness
and market efficiency, and to ensure
consumer protection [3, p. 153—154].

Thus, it is noteworthy that the vari-
ety of objectives set for the supervision
of insurance activity is broad. However,
only those objectives set for the supervi-
sory institution that are clearly defined
can influence the efficient accountability
procedure of the supervisory institution.
And, on the contrary, general objectives
such as «insurance market efficiency»
of the system, if there is no disclosure
of the contents thereof, make the ac-
countability procedure very complicat-
ed because it is hard to evaluate whether
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the institution has reached the objec-
tives set for it. In this case, an account-
ing object is unable to properly account
for performed activities and the entity,
to which it must account, does not have
any clear criteria on how to assess these
activities.

Implementation of accountability
for the supervision of insurance
activities in the Republic of Lithuania

The European Union directives do
not regulate all issues related to the su-
pervision of insurance activities. There
are certain fields of the regulation of su-
pervision, such as the organisation of
supervision activities, the regulation of
which is exclusively a matter of internal
affairs of a Member State.

Until 2012, the supervision of in-
surance activities in the Republic of
Lithuania had been performed by the
Insurance Supervisory Commission
formed by the Government. The main
objective set for the supervision of in-
surance activities performed by the
Insurance Supervisory Commission was
to ensure the credibility, efficiency, se-
curity and stability of the insurance sys-
tem and the protection of the interests
and rights of policyholders, insured per-
sons, beneficiaries and injured third per-
sons, for the implementation of which
the Insurance Supervisory Commission
had to account to the Government [6].

The accountability of the institution
was implemented by submitting, twice a
year, a report on the implementation of
the main objective, the performance of
the functions, and the status of the insur-
ance system [6].

The problem of accountability for
the supervision of insurance activities

became particularly relevant after the
unexpected bankruptcy of one insur-
ance undertaking in 2005, when the
Government was not duly informed
about the pending risk of insolvency of
one of the market participants.

It was admitted that the main rea-
son for inadequate accountability was
the fact that the applicable legal acts had
not provided for urgent submission of
information on the status of the insur-
ance system. Therefore, the legal regu-
lation was revised [6].

Furthermore, the amendments to
the legal acts proposing to legalise the
participation of the Seimas in the for-
mation of the Insurance Supervisory
Commission and establish the account-
ability of the Supervisory Commission
to the Seimas, i.e. the entity which es-
tablishes the objectives of the activities
of this supervisory institution, were ini-
tiated at the Seimas [2]. Such initiative
was determined by the importance of the
insurance market for Lithuania’s econ-
omy and the fact that the Statute of the
Seimas did not provide for any proce-
dure of accountability to the Seimas for
institutions, in the formation of which
the Seimas was not involved [14].

Meanwhile, having regard to the cri-
teria of adequate accountability of fi-
nancial market supervisory institutions
formulated in scientific studies, the de-
ficiencies in accountability for the su-
pervision of insurance activities in
Lithuania could have been the follow-
ing: 1) the absence of accountability
to the Seimas; 2) the absence of a spe-
cialised court, to which decisions of
the Insurance Supervisory Commission
could be complained against; 3) the ab-
sence of specialised judges who would
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handle only the issues related to the le-
gality of decisions of the Insurance
Supervisory Commission; 4) the ab-
sence of legalised regular discussions
with the minister of finance about the
status of supervision; 5) the absence
of preliminary discussion of new legal
acts with market participants; 6) the ab-
sence of discussion of the provisions
of new legal acts with the public [11,
p. 105-107].

However, the problem related to the
implementation of accountability men-
tioned in subsequent studies that the ob-
jectives established for insurance supervi-
sion in the legislation were indefinite and
their contents were not disclosed [18].

The Supreme Administrative Court
of Lithuania has noted the importance
of the implementation of the objectives
established for the supervision of in-
surance activities, which are sought in
performing accountability as well [15].
When evaluating the aforementioned
case of the bankruptcy of one insurance
undertaking, it was stated that the annu-
al report of the Insurance Supervisory
Commission did not contain any insur-
ance market analysis, the disclosure of
problems and evaluation of potential
outcomes of such problems. The court
concluded that the duty to submit in-
formation on the status of the insurance
system assigned to the Chairman of the
Insurance Supervisory Commission is
one of the measures to achieve the objec-
tives provided in the Law on Insurance
as well. Therefore, a proper report on the
status of the insurance system should in-
clude not only information about the in-
tervention measures applied to a partic-
ular undertaking engaged in insurance
activities but also a detailed analysis of

the status of the entire insurance sys-
tem. An analysis should be carried out
in order to perform the functions of the
Insurance Supervisory Commission, i.e.
to ensure the credibility, efficiency, se-
curity and stability of the insurance sys-
tem. The current status of the insurance
system during a particular period can be
assessed only on the basis of a detailed
analysis.

Moreover, in its ruling [15], the
Supreme Administrative Court of
Lithuania also revealed such category of
the objective established for the supervi-
sion of insurance activities as the “status
of the insurance system”, which had not
been entrenched in the provisions of the
legal acts and this hampered the proper
implementation of accountability as the
achievement of the objectives set for the
institution.

Thus, the legal regulation applicable
in Lithuania until 2012 provided for the
objectives of the supervision of insur-
ance activities but they were not clear-
ly defined. As there were no clear guide-
lines as to what the institution has to be
accountable for, accountability could
have been treated only as a simple de-
scription of the supervisory activity, for
the assessment of which there were no
distinct criteria set.

Meanwhile, the cases where the
evaluation of insurance activities and
the disclosure of the objectives set for
supervision take place only in court pro-
ceedings should be evaluated negative-
ly because accountability is, first of all,
implemented before the entity, which
forms a supervisory institution or sets
objectives for it.

It is noteworthy that some of the
problems related to accountability for
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the supervision of insurance activities
were dealt with in 2012, when the new,
consolidated financial market supervi-
sion model was legalised and the perfor-
mance of all financial market supervi-
sion functions was assigned to the Bank
of Lithuania [7].

Currently, the applicable legal acts
provide that the Seimas appoints, for a
term of five years, and dismisses, be-
fore the end of the term, the Chairman
of the Board of Directors of the Bank
of Lithuania, upon the proposal of the
President of the Republic. The Chairman
of the Board of Directors of the Bank of
Lithuania submits, twice a year, reports
on the implementation of the main ob-
jective, the status of the financial market
and the performance of functions [7] to
the Seimas.

These amendments to the legal acts,
under which accountability for finan-
cial market supervision is performed to
the Seimas, improved the accountability
procedure, where reports are submitted
to the entity, which forms a supervisory
institution and is authorised to establish
the objectives for the activities of an ac-
countable entity and influence the limits
of its competence in carrying out the su-
pervisory activities.

However, when amending the appli-
cable legal acts, the objectives that were
previously set for the supervision of in-
surance activities were eliminated, and
this hampers even more the implemen-
tation of accountability for the supervi-
sion of insurance activities.

At present, the applicable legal acts
provide that the main objective of the
Bank of Lithuania is to maintain price
stability. Meanwhile, one of the func-
tions of the Bank of Lithuania, which

helps focussing on the achievement
of the main objective of the Bank of
Lithuania, is the performance of finan-
cial market supervision [7].

It is obvious that such legal regula-
tion, which establishes objectives, in-
tended for financial market (including
the insurance market) supervision only
abstractly and indirectly, is insufficient
and does not provide any preconditions
for the proper implementation of ac-
countability for financial market super-
vision. At present, the Bank of Lithuania
does not have any clear guidelines as to
the direction in which the supervision
activity should be carried out, which
would allow for subsequent initiation of
potential deficiencies of the legal reg-
ulation. Besides, this hinders the work
of the entity which is entrusted with the
evaluation of supervisory activities (in
the given case — the Seimas), and may
lead to subjective and politically moti-
vated evaluations of performed supervi-
sory activities, which can encumber the
implementation of the main objective
set for the Bank of Lithuania as well.

Thus, the regulation of the supervi-
sion of the insurance market as one of
the financial markets applicable since
2012, where the objectives set for this
specific supervisory activity are not de-
fined, does not provide adequate pre-
conditions for the implementation of ac-
countability for performed supervisory
activities.

It should be additionally noted that
the wording of the Law on Insurance,
which will enter into force in 2014, will
entrench the objective of the supervi-
sion of insurance activities that fully
conforms to the objective entrenched in
the wording of the Law effective until
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2012, which was deemed to be indefi-
nite, i.e. to ensure the reliability, effi-
ciency, security and stability of the in-
surance system and the protection of the
interests and rights of policyholders, in-
sured persons, beneficiaries and insured
third persons [6].

Such legal regulation, where the ob-
jective set for the supervision of insur-
ance activities disappears from and reap-
pears in the provisions of the applicable
legal acts during a short-term period from
2012 until 2014 should be deemed as the
instability of the legislature, which di-
rectly and negatively influences not only
the performance of the supervision of in-
surance activities but also the process of
accountability for these activities.

To sum up the conducted study, it
should be concluded that the basic pre-
condition for the proper implementation
of accountability for the supervision of
insurance activities is the legal regula-
tion, which not only determines the en-
tity, to which the institutions accounts to
for performed activities, or the report-
ing procedures but also the detailed ob-
jectives set for the supervision of insur-
ance activities by disclosing the content
of these objectives.

Conclusions

1. The objectives set for the super-
visory institution, which are clearly de-
fined, cause the accountability proce-
dure to be efficient. And, on the contrary,
general objectives such as the efficien-
cy of the system, without the disclosure
of contents, tend to make the account-
ability procedure very complicated be-
cause it is hard to assess whether the in-
stitution has already achieved the set
objectives.

2. The legal regulation, which had
been applicable in Lithuania until 2012,
provided for the objectives of the super-
vision of insurance activities but they
were not clearly defined. In the absence
of clear guidelines on what the institu-
tion should account for, accountabili-
ty could be treated only as a simple de-
scription of the supervisory activity, for
the assessment of which there had been
no distinct criteria set.

3. The regulation determining the
supervision of the insurance market as
one of the financial markets since 2012,
where the objectives set for this specif-
ic supervisory activity are not defined,
does not provide adequate precondi-
tions for the implementation of ac-
countability for performed superviso-
ry activities.

4. Such legal regulation, where the
objective set for the supervision of in-
surance activities disappears from and
reappears in the provisions of the ap-
plicable legal acts during a short-term
period from 2012 until 2014 should be
deemed as the instability of the legisla-
ture, which directly and negatively in-
fluences not only the performance of the
supervision of insurance activities but
also the process of accountability for
these activities.

5. The basic precondition for the
proper implementation of accountabili-
ty for the supervision of insurance ac-
tivities is the legal regulation, which
not only determines the entity, to which
the institutions accounts to for per-
formed activities, or the reporting pro-
cedures but also the detailed objectives
set for the supervision of insurance ac-
tivities by disclosing the content of these
objectives.
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Kininckac T., JleBsitHikoBaiite €. CrpaxoBuii Harsan y JIuTsi:
aJMiHiCTPaTUBHO-NPABOBUIi MOIJISII HA acHeKT iHCTUTYUiiiHOI BinmoBi-
AJBHOCTI.

Lo cmammio cnpsamMo8aHo HA GUSHAYEHHs KOHYenyii ma OCHOBHUX ACNEeKmie 8i0-
NOBIOANLHOCMI HALTIADOBUX THCMUMYYIl (IHAHCOB020 PUHKY 30 CBOK OislbHICMb.
Tpeomemom cmammi 06pano KiOU08i acnekmu 8i0N08IOAIbHOCMIE 3a Ha2A0 3a Oi-
SIbHICMIO HA cMpaxoeomy purky 6 Jlumoecwkiil Pecnyoniyi. 3aeanvrosioomo, wo 6
JIumoscwkitl Pecnyoniyi mooens na2isidy 3a (iHAHCO8UM PUHKOM OY10 3MIHEHO. che-
YianbHUll Ha2nA0 3a IHAHCOBUM PUHKOM OYI0 3AMIHEHO KOHCONIO08AHUM PUHKOBUM
Haensioom. Cmamms UBHAUAE 20JI08HI NPOOILEMU BIONOBIOATLHOCIMIE 3a 30ilICHEHH S
HA2A0y 3a CMpaxosor OiAIbHICMb 8i0N0BIOHO 00 PI3HUX MoOenell Ha2nsaoy.

Ku11040Bi cJi0Ba: BianoBinaubHiCTh, GiHAHCOBUIN HAINIAN, CTPAXOBUH HAIVIAA.

Kununckac T., [deBsaTHukoBaiite E. CrpaxoBoii nagzop B Jlutse:
aIMMHUCTPATHUBHO-NIPABOBOI B3I/l HA ACHEKT MHCTHUTYUHOHAJILHOM
OTBETCTBEHHOCTH.

DOma cmamvs nanpagiena ma onpeoeneHue KOHYenyuu U OCHOGHbIX ACHEKMOg
OMBEMCMBEHHOCU ~ HAO30PHBIX — UHCMUmMYYUti — (PUHAHCOB020 — pbIHKA 34
cgolo  Oesimenvrocmo. [Ipedmemom cmamvu  u3dpamvl Kiioyegvle ACNEKIMbl
OMBEMCMBEHHOCU 34 HAO30p 3d OeAMeIbHOCMbIO HA CMPAX08OM DUbIHKE
JIumosckoul Pecnyonuxe. Obweuszsecmno, umo 6 Jlumosckoii Pecnybnuke mooens
Haozopa 3a QUHAHCOBLIM DLIHKOM Oblld UBMEHEHA: CNeyuanrbHblll Hao30p 34
@uHanco8viM PLIHKOM ObLT 3aMEHEeH KOHCOTUOUPOBAHHBIM PLIHOUHBIM HAO30POM.
Cmamusa onpedensiem 2naguvie npooneMvl 0MEEeMCMEEHHOCMU 3a OCYujecmeienue
HA030pa 3a CMpaxoeotl 0esimenbHOCHbIO @ COOMEEMCMEUN C PASTUYHBIMU MOOETAMU
Haozopa.

Ki1roueBble cjioBa: OTBETCTBEHHOCTh, (DMHAHCOBBII HAA30D, CTPAXOBOM HA30D.

Cmamms naoitiwna 0o peoaxyii 07.06.2013
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AnminicTparuBHe npaBo i npouec. — Ne 3(5). —2013.



