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Olena Mykolenko (Ukraine), Hanna Strokovych (Ukraine)

INSTITUTIONAL ADAPTATION
TO ABRUPT CHANGES DURING
AND FOLLOWING THE
FINANCIAL CRISIS

Abstract

The aim of the study is to investigate substantial bases and mechanisms for institutional
changes that facilitate the adjustment of an economic system to abrupt changes. To
achieve this objective, comparative analysis is carried out in order to disclose differ-
ent approaches to crisis management and resolution regimes following the financial
imbalances in Denmark, Sweden, and the USA that represent three different models of
institutional adaptation. Thus, the paper reflects on the multifaceted phenomenon of
institutional change, evaluating the theoretical background, which is further adjusted
to the concept of institutional adaptation. In turn, the concept of institutional adapta-
tion is developed from crisis management and post-crisis financial policies’ perspec-
tive. Built on various resolution procedures, the main mechanisms behind institutional
adaptation are highlighted: extension (extended authorities of traditional institutions
that have been empowered with additional functions); limited creation (newly-created
institutions with restricted opportunity to exercise their discretion); redeployment
(utilized and redeployed traditional effective institutions in order to implement new
resolution schemes); modified formation (newly-formed institutions that have been
modified and adjusted); grafting (grafting the new appropriate elements onto statu-
tory institutional frameworks); transfer (transfer of practices from other domains and
markets), and rebuilding (rebuilding functional competences). It is proved that even
though policy-makers draw on institutions and logic of actions originally established
and developed before the need to respond to new circumstances, they adjust and rede-
sign them to fit and produce a renewed action plan.

institutions, institutional adaptation, financial crisis,
Denmark, Sweden, USA

Keywords

JEL Classification  Bs2, G28,N20

INTRODUCTION

The evolution of economic systems objectively results in a new rela-
tionship between endogenous and exogenous factors influencing the
economic development through deeper integration and globalization.
This requires permanent institutional change to adjust all components
and subsystems to a renewable complex environment. Comparative
political economists have revolved the discussion about the process
of institutional changes, especially those undertaken in response to
the opening of markets through deeper integration and globalization
(Campbell, 2004; Campbell & Pedersen, 2007; Crouch, 2005). The au-
thors take up these issues with reference to the most recent financial
crisis that has had the impact on leading decision-makers and further
financial policies.

The paper doesn’t investigate offered explanations and reasons for the
financial crisis, but focuses on a series of measures adopted by gov-
ernments and central banks in response to the looming threat. The
paper differentiates a variety of approaches to conceptualizing institu-
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tional adaptation and discusses recent theories based on the various views of institutional change, and
theories emphasizing the role of economic agents in these processes. Theoretical explanations for the
mechanisms behind institutional adaptation are also considered (Crouch, 2005; Streeck & Thelen, 2005;
Carstensen, 2017). In order to make the theory of institutional change more holistic, complementar-
ity that conveys the stability of some sets of interconnected institutions is considered (Deeg & Jackson,
2012). Finally, deep theoretical analysis gives the opportunity to develop the concept of institutional
adaptation and design its logic through institutional change.

Further, the paper discusses several case studies that describe different measures adopted during and
following the financial crisis to resolve ailing financial companies. These cases focus mostly on the rel-
evant reform strategies, including financial policies, macroeconomic policies with regard to the initial
institutional conditions. Three countries have been selected, first of all, to explain different approaches
to institutional change, and, secondly, to emphasize the importance of adaptations that have been im-
plemented by policy-makers from the onset of the crisis. This paper focuses on application of different
institutional mechanisms and makes more detailed comparison of bank crisis management and post-
crisis financial policies (Allen & Moessner, 2010; Andersen et al., 2014; Baily et al., 2017). Thus, the aim
of the study is to investigate substantial bases and mechanisms for institutional change that facilitate the
adjustment of an economic system to abrupt endogenous and exogenous changes.

The paper proceeds as follows. Section 1 presents the theoretical background on institutional change.
Section 2 gives a comparative study - a brief overview of institutional change in Denmark, Sweden, and
the USA in the context of crisis management and post-crisis financial regulation. Section 3 discusses the
empirical results last section concludes.

1. THEORETICAL
BACKGROUND AND

other ways of obtaining economic power (Amable,
2003). In this case, contending interest groups re-
gard the power as an opportunity to change insti-

LITERATURE REVIEW

There are many opinions on the notion of insti-
tutional change with respective mechanisms that
should be disclosed. This concept is the starting
point of the study. Chandler, Williamson and their
followers believe that institutional change reflects
a functional response to changes in a technical
environment within which enterprises run their
businesses. Therefore, the more functionally effi-
cient and effective institutions are, the faster they
become sustainable and prevailing (Williamson,
1985). Meyer and his colleagues note that it is like-
ly the result of economic actors seeking legitimacy
from their peers within a related field; they adhere
to principles and practices that are deemed appro-
priate and legitimate (Meyer et al., 1997). However,
this theory is based on the concept that doesn’t
have thorough theoretical background when it re-
fers to developing countries. The alternative view
regards institutional change as driven largely by
conflicts and struggles for control and redistribu-
tion of valued resources, principal markets and

tutions so as to fit their purposes and needs. Thus,
the relationship between state and economy is
without doubt of significant interest to the study.

Some representatives of institutional theory who
support the approach of different varieties of capi-
talism note that institution establishment may
occur through recombination or redistribution
of institutional principles and practices in a new
and creative way. Or it can be blending of new
modified elements into the existing institutional
arrangements (Crouch, 2005). These mechanisms
can be realized on the basis of residues (crystals) of
preceding models, which agents can use to build
up a new institutional structure that will serve
their interests and needs.

The theory of institutional change is more holistic
when it considers complementarity. And this sug-
gests that close relationship between institutions
often gives rise to different perspectives. Firstly,
economic agents can block institutional change
considering indirect influence of new rules on
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their professional occupation and prospects in
related fields. And, secondly, it causes consistent
change of other institutions since economic agents
endeavor to maintain or improve their current
positions.

Streeck and Thelen (2005) suggest five mechanisms
for institutional change, taking into account the ex-
isting gaps between intentions and outcomes of im-
plemented reforms: layering, replacement (displace-
ment), drift, conversion and exhaustion. The first
two mechanisms are built on the assessment of alter-
native strategies in conjunction with the goal settings.
Under layering and displacement, economic agents
expect that their interests would be better served
by new institutional principles and practices. These
mechanisms can be implemented when economic
agents are active in local politics, and government of-
ficials affirm their intention to act. Unlike the pre-
ceding mechanisms, drift constitutes gradual chang-
es in a stable environment within which institutions
operate. In this case, institutions are adapted to both
larger scale and new conditions that extend or alter
their functions. Conversion is a process when formal
institutions are redirected to new current objectives
and functions. Finally, exhaustion means that insti-
tutions are no longer able to generate income so as to
ensure their existence; or institution functioning is
impossible as it accumulates many economic and so-
cial problems. Further, Mahoney and Thelen (2010)
have made the contribution to the analysis of incre-
mental changes grounded in a power-distributional
view of institutions that emphasizes persisted strug-
gle; however, they don’t draw much attention to an
institutional complementarity. The need to incorpo-
rate it into the study has facilitated the development
of several perspectives.

Firstly, scientists have drawn the conclusion that
the real economy is institutionally complicat-
ed and comprised mainly of mixed institutions.
Secondly, scholars have unfolded the discussion
on complementarity as a mechanism for function-
ing institutions that compensate for a lack of other
institutions. But also it goes to prove its effective-
ness when balancing up an opportunistic behavior
of economic actors (Crouch, 2005, 2015; Campbell
& Pedersen, 2007).

The literature review proves that evolutionary or
gradual changes of institutions have a significant
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implication for any institutional process. However,
this analysis focuses on deliberate institutional
reforms that anticipate deep imbalances in a sys-
tem and make it restored and revamped shortly.
In other words, the study focuses on sweeping
changes that enable policy-makers to prevent any
system from collapse or tremendous disruption.
And respective institutional mechanisms consid-
ered earlier are very significant for understand-
ing this phenomenon. The author concludes that
its implementation features economic agents who
have a big amount of influence over a whole in-
stitutional process. In the context of institutional
theory, Carstensen (2017) suggests the concept of
bricolage for understanding how policy-makers
create new institutional setup through re-order-
ing of the existing institutional elements.

Thus, institutional adaptation constitutes the
agent-centered institutional change, triggered by
coordinated and concerted response (behavior)
from economic agents aimed at counteracting the
risk of a serious disturbance. And one key issue
that has to be considered is the concept of subjec-
tivity of an economic system stemmed from iden-
tity, reproduction and realization of economic
agents within the entrenched value-oriented insti-
tutional frameworks. In other words, institutions
facilitate the behavior, which is the result of self-
replication and self-realization of economic agents
within the prevailing entrenched values and views.
All in all, the logic of institutional adaptation
through institutional change can be presented in
Figure 1.

The notion encourages us to develop a new insight
into the institutional dynamics and investigate
how economic systems adapt to abrupt chang-
es. Institutional change undertaken in different
countries during and following the financial crisis
is the vivid example of how policy-makers, along
with other economic agents, have created financial
stability; how new laws have been implemented,
adjusted, and balanced against economic growth
and other crucial factors; how new institutional
setup within the existing context has been created
through agent-centered institutional change.

The concept of institutional adaptation reveals a
prominent role of both state and influential eco-
nomic agents in these processes. However, built on
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Figure 1. The logic of institutional adaptation through concerted institutional change

the experience of bank crisis management and res- 2.1. Special resolution regimes

olution procedures in Denmark, Sweden, and the
United States, the author concludes that all who
actively engage in a comprehensive dialogue to
solve the current issues are partially constrained
in their decisions. The outstanding institutional
process is influenced by state interaction with oth-
er operating agents with regard to legal interests
that they pursue. Interest-based negotiations are
increasingly commonplace as a favorable institu-
tional environment could potentially open up new
scopes for a number of vested interests (Bell, 2011,
p. 898). In addition, more often than not policy-
making process involves an activity of policy en-
trepreneurs who rely on their competences, ex-
pertise and invest both time and resources in the
knowledge that standards or procedures will be-
come more prudent and appropriate. The contri-
bution of active policy entrepreneurs to a growing
consensus around resolution matters is widely rec-
ognized in the literature (Mattli & Woods, 2009).

2. RESULTS

The following sections examine different resolu-
tion regimes and schemes to illustrate the diver-
sity of mechanisms for institutional changes.

in Denmark

Special resolution regimes are invented to avoid
traditional corporate approach to bank cri-
sis, namely bankruptcy and bailout of creditors.
Regarding a primary objective of corporate bank-
ruptcy, which is to support creditors when a debtor
is already insolvent, the new bank resolution pol-
icies aim to provide financial stability at the ex-
pense of senior creditors, shareholders and, to a
certain extent, depositors (Marinc & Vlahu, 2012).

Policy-makers, drawing on institutions and
principles that had been developed before the
disruption, came to the conclusion that adapta-
tions were necessary from the onset of the crisis.
Respective institutions proved unable to address
new circumstances and have been subsequently
adjusted. The problems became increasingly ap-
parent with the failure of Roskilde Bank in the
summer of 2008 (IMF, 2014). And the first two
bank packages were tailored shortly to tackle the
urgent financial issues. The initial substantial
public intervention in the form of funding guar-
antees and capital injections following the crisis
had the adverse effect on the Danish financial
system. Shortly after moving to a new scheme,
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a recapitalization scheme was introduced in or-
der to give the scope for selling bonds to the gov-
ernment. On balance, fifty banks and mortgage
lenders applied for capital amounted to EUR 8.2
billion by the closing date. And soon the govern-
ment drew the conclusion about the crying needs
for corrections to moral hazard incentives so as to
avoid a drastic economic downturn (Campbell &
Hall, 2014). As a result, several pivotal resolution
tools have been designed.

One of the most essential tools in this context is
restructuring (recapitalizing) a company through
write-down of claims from shareholders or through
converting unsecured debts into equity (FSB, 2013).
Another crucial resolution tool is a “bridge bank”
(subsidiary of the Financial Stability Company)
created as a temporary institution to work out an
urgent solution. This mechanism suggests that a
financial institution which currently doesn’t meet
solvency requirements takes needed amount of
time to find suitable acquirers (with compensation
given by the Financial Stability Company). And
the other decision is winding up the affected bank
with an official transfer of the distressed bank’s
assets and the part of its liabilities to subsidiaries
for new bank establishment (FSB, 2013). One more
scheme (Bank Package III) has been constructed
to preserve healthy assets of the failing institution.
In order for this to work, resolution authorities got
the opportunity to split all assets of the distressed
bank into two parts so that “sick” assets are placed
in a special entity to be liquidated; healthy assets
are offered to other banks interested in taking over
(Carstensen, 2013). Bank Package III has empow-
ered the authorities to resolve more effectively a
number of small and medium-size distressed firms
at minimum cost to taxpayers.

Special resolution regime is not just a market-ori-
ented approach, but rather constitutes the insti-
tutionalization of a new state role. A certain in-
stitutional framework (Bank Package I and Bank
Package II) had been already designed before the
crisis, but it was not purely implemented. To come
up with a serious challenge, the government has
created and implemented new mechanisms. A
new-found resolution regime allows the authori-
ties to resolve distressed banks in a way that mini-
mizes public sector support by imposing losses on
private creditors and owners of financial institu-
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tions. It aims to ensure the continuity of credit in-
stitution’s systemically important functions with-
out making use of public funds. According to the
logic of new bills, the financial sector, but not the
public sector, covers the losses. That influences
behavior of all market agents, including financial
institutions which have to be more responsible,
as well as creditors which have to be more pru-
dent. As a result, all of these institutions have been
worked out over four years in five pieces of legisla-
tion — “Bank Packages” (Woll, 2014).

A robust institutional framework is of paramount
importance to efficient crisis management and
bank resolution procedures in Denmark. Firstly,
the government involves the relevant organiza-
tions (agencies) in allocation of tasks and respon-
sibilities. Secondly, it contributes to establishment
of coordination mechanism as an integral part of
solving banking crisis that constitutes the institu-
tionalization of traditional cooperation between
the banking sector and the state in crisis and post-
crisis period (Carstensen, 2013). Thirdly, the expe-
rience of Denmark proves an adaptive potential
of institutions that might have been developed in
one context and reused and redeployed in a very
different context. One prominent example is the
Guarantee Fund for Depositors that, on the one
hand, seeks to promote public confidence to de-
positors and, on the other hand, takes part in reso-
lution processes due to the current legislation. The
latter provides three distinct roles for this agency
in resolution matters.

2.2. Crisis management in Sweden

Sweden fell into recession in the third quarter of
2008. Drawing on experience and lending prac-
tices learned from the early 1990s banking crisis,
the Swedish government has actively intervened in
the financial system (Jockem, 2010). Initially, the
Riksbank (Sweden’s central bank) signed a swap
agreement with both the US Federal Reserve (FR)
and the European Central Bank (ECB) to provide
the financial system with the sufficient US dollar
liquidity and liquidity in euros to meet the banks’
crisis demand for foreign currency liquidity. Before
crisis, Swedish financial institutions, especially
banking companies, have relied heavily on borrow-
ing and lending across European countries, mostly
in US dollars and euros (Bryant et al., 2012).
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Shortly afterwards the government established
a credit facility. According to the program, the
Riksbank allotted loans amounted to USD 73.3 bil-
lion between October 2008 and March 2010 (Hansen
et al,, 2011). Overall, the bank allotted a total of
SEK 958,5 billion in loans with maturities up to 12
months. But, according to the borrowing require-
ments, only 16 credit institutions were eligible to
become monetary counterparties. To fulfill the in-
creased demand for liquidity from other financial
institutions, the Riksbank expanded the range of
eligible assets in refinancing and payment system, as
well as the list of eligible counterparties. Despite the
significant capital injections into the industry, the
Swedish monetary base increased the least compared
to other central banks as a result of actions taken by
the Riksbank, which absorbed the surplus liquidity
through fine-tuning operations and issuance of debt
certificates (Minegishi & Cournede, 2010).

Sweden adopted a stabilization plan which has been
a mix of government expenditure on infrastructure,
public employment and a kind of fiscal policies. The
country has implemented two stimulus packages in
the knowledge of potential risks related to a slump
in export demand which the economy had already
experienced before 2007. To avoid the perils, the gov-
ernment program covered tax reduction and interest
rates cuts due to the existing fiscal space, created in
pre-crisis period (Miller et al., 2011). Although the
Swedish fiscal institutional frameworks have been
widely praised, Boije and Kainelainen (2012) con-
clude that political commitment and stability inher-
ent in the Sweden economy matter more.

At the beginning of 2009, another package was
offered to Swedish banks for recapitalization. It
provided for the guarantee in respect of bank
debt (Sveriges Riksbank, 2010). In order for this
to work, the special Stability Fund was set up as a
part of introduced financial program. Financing
is supposed to be provided by the financial servic-
es industry itself. To this end, the Stability Fund
is financed ex ante and all proceeds will cover fi-
nancing support measures in the future (Schich &
Kim, 2010). If a need exceeds the size of the fund,
the National Debt Office will grant the Stability
Fund unlimited credit. The Fund in the context of
resolution will be used before the deposit insur-
ance fund, and the latter will be applied only in
the final stage of procedure.

Overall, the resilience of the financial system
has been improved by strengthening the insti-
tutional frameworks for regulation and supervi-
sion, mainly due to a high responsibility of the
government for measures taken, as well as in-
creased cooperation. To ensure close dialogue, the
Financial Stability Council comprises representa-
tives from the Ministry of Finance, the Financial
Supervisory Authority, the Swedish National Debt
Office and the Riksbank (OECD, 2015). This pro-
vides the possibilities to make concerted efforts for
responding to a looming crisis.

In addition, macroprudential measures have been
implemented with regard to the peculiarities of
the financial system. Since 2009, the government
has adopted more stringent rules to improve the
financial system, and the banking system in par-
ticular. The Swedish wholesale funding banking
sector is still highly concentrated to date with
four banks accounting for more than 70 percent
of lending market. As a result, systemically im-
portant banks are required to hold capital buf-
fer on top of Basel III minimum requirements
(OECD, 2017). There are also some additional
capital and liquidity requirements for Swedish
systemic banks. The latter have been designed
especially to counteract household debt accumu-
lation with regard to a surge in both debts and
dwelling prices over the past decades (Andersen
et al., 2014). The data and statistics illustrate that
credit to households has been relatively stable over
the last decade with 7-7.5% y-o-y change in 2016
(OECD, 2017). In general, the financial system
survived the crisis quite safely, spurring the econ-
omy to faster growth.

2.3. Special resolution regime
in the USA

Seven years after the financial crisis, the US econ-
omy has recovered and surpassed its pre-crisis
peak by 10 percent. Economic growth is projected
to continue at an annual pace of about 2 percent
that is above the level in Denmark and below the
level in Sweden (Figure 2).

Housing was without doubt at the heart of the last
financial crisis. Its leverage has fallen off since the
beginning of the turmoil. Due to loan write-offs
and imposed spending limits, household balance

159



Investment Management and Financial Innovations, Volume 15, Issue 1, 2018

Source: Authors’ calculations based on OECD Economic Surveys: Sweden (OECD, 2017).
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Figure 2. Real GDP in Sweden, Denmark, and the United States

sheets have been put in a more stringent position
than prior to the crisis. Spending restraints, by far,
impede a successive increase of household debt.
As a result, household net worth in USA has risen
as a share of disposable income and accounts for
about 600 percent of gross disposable income that
is above the levels in both Sweden and Denmark
(OECD, 2016).

Nevertheless, from the late 2007, the market head-
ed to the recession, and soon afterwards the US
Federal Economic Stimulus Act was endorsed. It
offered tax rebates to lower- and middle-income
Americans, tax cuts to business and increased
limits for mortgage purchases (Wanna et al., 2015).
But these measures didn’t tackle the main financial
problems. The bankruptcy of Lehman Brothers in
September 2008 triggered legislative initiatives,
and Troubled Asset Relief Program (TARP) was
introduced. Firstly, it empowered the Treasury
to spend up to USD 700 billion to support taint-
ed asset-backed mortgage securities. In particu-
lar, Federal National Mortgage Association and
Federal Home Mortgage Corporation received
USD 126 billion from the government as they
guaranteed nearly the half of country’s mortgages
(Lavelle, 2013).

Another instrument for dealing with ailing finan-
cial firms - bailouts with taxpayer funds - was
used in the case of American International Group
(AIG). A concern for the safety of other system-
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atically important banks or investment firms
and the failure of private crisis management en-
forced the government to provide a USD 85 billion
loan in exchange for a 79.9 percent equity stake
in the company. This bailout totally amounted to
USD 182 billion by March 2009 (Campbell, 2011).

A third approach to the resolution has been em-
ployed in the following cases. Merrill Lynch was
sold to the Bank of America, Bear Stearns was
merged with JP Morgan Chase, Washington
Mutual of Seattle was sold to JP Morgan
Chase through the Federal Deposit Insurance
Corporation (FDIC) as a receiver. The FDIC, along
with the bank’s primary regulator, determines
when a bank is insolvent and takes it over. The first
responsibility of this agency is to protect insured
depositors up to USD 250,000. Then it manages
the rest of failed bank’s assets.

Along with conventional insolvency measures, the
crisis compelled both the legislature and the ex-
ecutive to alter traditional approaches. As a result,
in June 2009, the Administration issued a White
Paper describing measures for regulatory reforms.
On July 21, 2010, the President signed a bill that
has been implemented in the USA as the Dodd-
Frank Act (DFA). The DFA comprises “resolution
procedure” to resolve (dismantle) a big company,
including systemically important financial insti-
tution (SIFI), if its bankruptcy brings high risks
to the system.
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The DFA from the beginning constitutes an im-
portant step towards implementation of key attri-
butes of a sound financial system that monitor so-
called “systemic risk” (Woolley & Ziegler, 2011).
First of all, the DFA extended the FDIC’s authority
to resolve ailing firms beyond commercial banks,
including entire bank holding companies and all
SIFIs. The law also created a new fund to operate
these firms - an Orderly Liquidation Authority
(OLA) and an Orderly Liquidation Fund (OLF)
which is set up by collecting risk-based assessment
fees from eligible financial companies (FSB, 2013).
According to the strategy, the FDIC will establish
a ‘bridge’ financial company, to which the assets
and only some liabilities would be transferred
from the old one (Klein, 2017). OLA is consid-
ered as one of the most vulnerable portions of the
Dodd-Frank Act to date and the bankruptcy code
is still the first option for a failing financial firm,
leaving OLA as a last resort.

Butin someareas, the DFA has made areal progress
when created a new Financial Stability Oversight
Council (FSOC) to supervise the financial system
and ensure enhanced level of regulation for the
largest financial institutions. This agency is com-
posed largely of existing regulatory agencies and
responsible for macroprudential regulation. FSOC
is empowered to subject any non-bank financial
institution to a detailed review if the latter could
bring disruption to a system. It is difficult to over-
estimate the role of this agency for financial sta-
bility as non-bank financial institutions account
for more than 70 percent of the US financial sec-
tor assets and more often than not pose a systemic
threat. In addition, all financial firms have moved
increasingly into multiple parts of modern finan-
cial services industry - commercial banking, se-
curities brokerage, investment banking, mortgage
lending, and their own proprietary. Despite the
fact that FSOC provides regulators with a surveil-
lance mechanism, it still lacks authority to carry
out its coordination. It is even not empowered to
force regulators to work in conjunction with joint
rules when there is a growing need for new institu-
tions (Baily et al., 2017).

A widely approved provision of the DFA concerns
the creation of the Consumer Financial Protection
Bureau (CFPB) which aims to deal with consum-
er lending practices and their spillover effects

(Katalina & Bianco, 2013). Creating a new agency
enables regulators to set clear rules and monitor
compliance of financial products with standards,
whereby removing misleading financial products
from the marketplace. The bureau is an institu-
tion that had been widely discussed and designed
prior to the crisis and then implemented as the
legislation progressed (Katalina & Bianco, 2013).
The Bureau has engaged both bank and non-bank
lenders, consumers, and policy-makers in tackling
a wide range of crucial issues. At the same time,
the agency’s opportunity to exercise discretion
in their decisions is still restricted. In addition,
the CFPB goals often ran counter to the objects
of some of the most entrenched vested interests
in the finance sector, particularly the American
Banking Association (Baily et al., 2017).

3. DISCUSSION

Since the last financial crisis hit, all countries have
embarked on a series of sweeping reforms to re-
spond appropriately to new circumstances. There
are some lessons from the implementation of the
laws; there are corrections and adjustments aimed
at improving the outcomes as well. The empirical
evidences prove that institutional adaptation con-
stitutes more than just passing a crucial set of re-
forms. Preceded events show that even a predict-
able and preannounced regime for resolving any
situation needs prudent new steps toward ending a
highly problematic time. Even the best regulatory
regime is incapable of preventing all widespread
imbalances and crisis. And the latter reveals all
weaknesses in the financial system, its regulatory
and institutional structure that calls for urgent re-
forms to enhance and make it resilient, as well as
adaptable to the external shocks. When countries
confronted with the insolvency of big financial
institutions, they employed resolution schemes
available at the time and had the option: to bail
out failing banks or other companies, thereby us-
ing taxpayers’ funds, or let ailing institutions fail
under conventional bankruptcy legislation result-
ing in systemic problems and disruptions, or sup-
port (finding) another institution to buy a failing
firm. After all, the government officials sought to
find a third alternative to existing strategies. In
the course of the crisis, it became clear that the
initial assumptions to a certain extent were incor-
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rect. This enabled policy-makers to embark on a
new path of adaptation. Thus, three different mod-
els of institutional adaptation that have been de-
signed from crisis management and post-crisis fi-
nancial policies’ perspective are identified.

1. The Dodd-Frank legislation in the USA consti-
tutes a rather ambitious attempt to adapt the ex-
isting structure of important financial and regu-
latory institutions primarily to major shocks. The
DFA is an endeavor to institutionalize a new fail-
ure resolution regime that seeks to ensure that
losses resulting from imprudent decisions of man-
agers will be offset by equity and debt holders of
a company. In this sense, the Dodd-Frank legisla-
tion is designed to increase financial stability and
prevent future devastation from financial stress
events. However, the financial regulatory architec-
ture still remains fragmented and not enough re-
built than it could be, since the periods of “normal’
marginal adaptation are interrupted by more in-
frequent and atypical periods of ‘non-linear’ poli-
cy changes” (Howlett & Migone, 2011, p. 54). The
outstanding political process in the USA has pro-
duced the outcome that can be explained by a new
form of two-tier politics. Since the officials in their
decisions have had to balance grass-roots advoca-
cy organizations with the most powerful interest
groups in the country (Woolley & Ziegler, 2011).
For instance, American Bankers Association,
along with the US Chamber of Commerce, on
the one hand, expressed qualified support and fa-
vored macroprudential regulation in the USA. On
the other hand, they blocked the proposals of non-
governmental organizations for improvements in
regulatory policy.

Nevertheless, the new SPOE approach makes a
big difference to the preceding resolution scheme
and has more than compensated for a lack of in-
frastructure for resolving the economic crisis. On
the one hand, it ensures that losses will be borne
by shareholders and creditors, whereby encourag-
ing market discipline and reducing moral hazard
related to government bailouts. On the other hand,
the government has expanded the market for in-
stitutions in order to build up institutional struc-
ture for adapting the system to abrupt changes.

2. The special resolution regimes in Denmark, first
of all, provide authorities with a big range of pow-
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ers to support on a timely basis ailing financial
companies. But in practice, more often than not,
the authorities have not been very consistent in
using their temporary resolution procedures. The
Danish experience is rich in plenty of examples
how the government had to avoid employing de-
signed scheme under the pressure of international
capital markets (for instance, “dowry-scheme”)
due to a significant openness of the economy and
banking system’s foreign exposures. Otherwise
that could undermine financial stability. Thus,
newly-formed institutions under different “Bank
Packages” have been continually modified and
adjusted in order to apply them efficiently. In the
course of resolution procedures, the government
also considers binding commitments of the fi-
nancial system. For instance, the banking sector,
which accounts for two-thirds of the financial sec-
tor, has the binding ties and agreements with other
sectors at regional level (construction and farm-
ers businesses). So any resolution scheme has been
addressed with regard to the business interests of
related industries.

In contrast to the USA, the Danish government has
attached a lot of importance to reorganization and
redeployment of existing institutional elements in
the context of post-crisis financial regulation. Due
to this mechanism, the Danish Guarantee Fund,
in line with the Financial Stability Company re-
created from a liquidation company, has become
the part of the Danish Resolution Scheme and de-
rives resources from ex ante financing (IMF, 2014).
However, the primary function of the fund is to
cover losses of depositor — up to a certain amount
- if a financial institution becomes subject to a
winding-up. Thus, the authorities have placed
much reliance on the existing institutions to uti-
lize their professional expertise and experience.

The final implementation of a new regulatory policy
is seen as laying the basis for the key differentiator
between the Danish special resolution regime and
the resolution regime in the USA. In the Danish
case, it was first tested when Amagerbanken, the
fifth largest Denmark’s bank, underwent financial
problems and was reorganized in February 2011.
In addition, that was the first European scheme
whereby creditors suffered hair-cuts on their in-
vestment (Bloomberg, 2011). This approach con-
trasts with the one implemented in the USA. The
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government officials will test the new institutional
configuration when signs of distress come about
in the wake of a new crisis.

3. Sweden took absolutely different course. The
government did not just bail out financial compa-
nies in the attempt to take over the bad debts. Still
other emergency measures were appropriately ad-
opted. Those comprised adaptation of deposit in-
surance program, extension of collateral arrange-
ments, orderly recapitalization, as well as resolu-
tion of financial institutions dealing with possible
insolvency (Bryant et al., 2012). And from the on-
set of the crisis, the Swedish authorities have placed
much reliance on the preceding experience and
the expertise in post-crisis resolution policy. First
of all, built on the key characteristics of the finan-
cial system, they identified major risks for the sta-
bility at that time. With regard to the benefits and
risks, incremental adjustments have been required
to influence Sweden’s external vulnerability to fi-
nancial shocks originated abroad of magnitude
similar to Denmark’s scope. As a result, the crisis

response actions included the early arrangements
with the US FR and the ECB (Bryant et al., 2012).
These crucial arrangements were complemented
by the Swedish National Debt Office (SNDO) and
its crisis management. Since 2008, the SNDO has
been given new powers as a supporting authority
under the new law (Government Support to Credit
Institutions Act). The most significant part of its
package during the crisis was the guarantee pro-
gram for newly issued debt amounted to 10 per-
cent of GDP at peak times.

But the most important merit of the government
officials’ work was the catalyzing of cooperative
behavior in order to manage urgent financial is-
sues (Allen & Moessner, 2010). That made it possi-
ble to introduce and implement a multitude of re-
forms. A first set of reforms entailed adjustments
fostering the crisis lending programs. A second
group of reforms (“crisis management”) aimed at
adjustments eased regulatory constraints on the
accounting practices and behavior of insurance
companies (Bryant et al., 2012).

CONCLUSION

The empirical cases for crisis management and resolution regimes originated in Denmark, Sweden, and
the USA prove that institutions do matter. While there is no single solution to the institutional change
as such, this article attempts to highlight different mechanisms behind institutional adaptation that
have been applied by the government officials to counteract imbalances and disruptions stemmed from
the most recent financial crisis.

The empirical lessons hold that institutional adaptation constitutes the agent-centered institutional change,
triggered by coordinated and concerted response (behavior) from both governments and economic agents
aimed at counteracting the risk of serious imbalances in an economic system. The paper suggests that these
changes depend heavily on the existing institutional setup, the presence of institutional complementarities,
and the potential for interaction and cooperation between government and contending interest groups. So
far the government has played even more active role than other organizations in managing the crisis, con-
sidering the scope of its support to large financial firms. The cases with special resolution schemes directed
at the financial stability prove that economic systems in the course of institutional adaptation have become
quite subjectivized. Precisely because regulatory reforms have been designed and implemented with regard
to the impact of a reforming system on the activity of systematically important companies. It is also con-
firmed that resolution mechanism takes account of inherent characteristics of the financial sector and its
exposure to vulnerability of international markets, and of larger firms operating in those markets.

A complete account of actions taken during the crisis to adapt a system would need additional evaluation. The
authors cannot feasibly discuss all of them here. Instead, the central ones have been identified to highlight
the main mechanisms behind institutional adaptation and show different models through crisis manage-
ment and post-crisis financial policies’ perspective. Institutional adaptation takes different forms. As argued
above, the special resolution regimes found in Denmark and the United States haven’t entailed fundamental
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changes in the existing institutional setup, but instead have been implemented to develop it while grafting
the new elements onto traditional approaches, as well as granting supervisors (agencies) needed authority to
deal with a number of ailing financial companies. This is the premise underlying the practice on rebuilding
functional competences in some aspect of governmental activity. Transfer of practices from other domains
and markets, as well as utilization of existing institutions that proved to be effective in resolving the previous
crisis, are the key mechanisms behind institutional adaptation applied by the government in Sweden.
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