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Basel-II reglugerðartillögurnar: Tálsýn eða töfralausn?
An academic response to Basel II
Jón Daníelsson, Paul Embrechts, Charles Goodhart, Con Keating, Felix Muennich,
Olivier Renault and Huyn Song Shin

In this paper, the authors argue that the Basel Committee for Banking Supervision, in its Basel II proposals,
has failed to address many of the key deficiencies of the global financial regulatory system and even created
the potential for new sources of instability. The main arguments for this view are as follows: First, the proposed
regulations fail to consider the fact that risk is endogenous. Second, the Basel Committee has chosen poor qual-
ity measures of risk when better risk measures are available. Third, heavy reliance on credit rating agencies for
the standard approach to credit risk is misguided as they have been shown to provide conflicting and inconsis-
tent forecasts of individual clients’ trustworthiness. Fourth, operational risk modelling is not possible given
current databases and technology even if a meaningful definition of this risk were to be provided by Basel.
Fifth, financial regulation is inherently procyclical. Our view is that this set of proposals will, overall, exacer-
bate this tendency significantly. Insofar as the purpose of financial regulation is to reduce the likelihood of sys-
tem crisis, these proposals will actually tend to negate, not promote, this useful purpose.
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Þýðing fjármálastöðugleika fyrir efnahagslífið
Financial Stability and the Macroeconomy
Frederic S. Mishkin

This paper surveys the causes and macroeconomic consequences of financial instability. It emphasizes the key
role of asymmetric information in causing financial instability and explores several recent instances of finan-
cial crises in industrial and emerging market countries. The paper then discusses the appropriate macroeco-
nomic policies to reduce the risk of financial instability and to promote recovery from financial crises, if they
have occurred. It argues that Central Banks should be just as concerned with financial stability as with price
stability. It emphasizes that financial stability is by no means incompatible with the goal of price stability. In
fact, price stability can promote financial stability since it leads to longer-duration debt contracts and a sounder
currency. 
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Nóbelsverðlaunin í hagfræði árið 2002
Mannlegt atferli og tilraunahagfræði
The Nobel Prize for Economics in 2002: Foundations of Behavioural and
Experimental Economics
An article from the Nobel Foundation’s website (www.nobel.se)

Until recently, economics was widely regarded as a non-experimental science that had to rely on observation
of real-world economies rather than controlled laboratory experiments. Many commentators also found restric-
tive the common assumption of a homo oeconomicus motivated by self-interest and capable of making rational
decisions. But research in economics has taken off in new directions. A large and growing body of scientific
work is now devoted to the empirical testing and modification of traditional postulates in economics, in par-
ticular those of unbounded rationality, pure self-interest, and complete self-control. The Nobel laureates in
2002, Daniel Kahneman and Vernon Smith, are pioneers in these two new fields: behavioural economics and
experimental economics.
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