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The Problem




What went wrong

4 ) 4 )
MACRO FINANCIAL
Very low interest SYSTEM
rates and abundant . el d
ST xcessive leverage an
liquidity risk taking, under-
\ J/ pricing of risk and
overvaluation of assets

Conditions

present for a
perfect storm

04/05/2010 4




What went wrong

* Excessive optimism, risk taking and leverage — with
poor governance and risk management

* Poor liquidity management but widespread
dependence on volatile funding models

* Insufficient capital for the risks taken, and not
enough buffers to weather sustained stress

* Supervision unprepared - focus on being market
friendly, inadequate attention on systemic risks

* Untested crisis management systems
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Where were the failures

Financial system

Private Institutions Authorities

* Identification, assessmentand °* Regulation -
management of risks - - Supervision -
inadequate * Resolution -

« Plain bad assets !
* Built-in incentives -
inappropriate
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The Reform Agenda




Build a safer
financial system
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..with
sufficient
dynamism
and
Innovatio

..to finance
solid and
stable
growth.




“Many player
coordination

04/05/2010

S -- requires effective

National

Authorities

SSBs
(Standard
Setting
Bodies)
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ho does wha
process

G20 * Drives regulatory reform agenda
FSB * Coordinates development of
(inancial secior standards

Standard Setters * Develop sector specific standards

BIS * Ilosts and [unds related
N 1 committees
A ta}:lOl:lta. * Implement standards
uctnoritaes
IMF » Assess implementation of

standards
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Converging Memberships

FSB | BCB

{ N 4 N
ORIGINALMEMBERS ORIGINALMEMBERS
Australia, Canada, France , Belgium, Canada, France ,

Germany, Hong Kong SAR, Germany, [taly, Japan,
Italy, Japan, Netherlands, Luxembourg, Netherlands,
Spain, Sweden, Switzerland, Singapore, Switzerland, UK,
UK, USA, EC USA
\, v \, v
( h ([ NEWADDITIONS )
NEW ADDITIONS Argentina, Australia, Brazil,
Argentina, Brazil, China, India, China, Hong Kong SAR, India,
Indonesia, Korea, Mexico, Indonesia, Korea, Mexico,
Russia, Saudi Arabia, South Russia, Saudi Arabia,
Africa, Spain, Turkey Singapore, South Africa, Spain,
Turkey
\, v \, v
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A new partner - the FSB

Membership

* Finance ministries, supervisory
agencies, central banks, standard
setting bodies (SSBs), IFIs

Objectives

* coordinate at the international
level the work of national financial
authorities and international SSBs
in order to develop and promote
the implementation of effective
regulatory, supervisory and other
financial sector policies.

* address vulnerabilities, in
collaboration with the IFIs,
affecting financial systems in the
interest of global financial stability

- T
Ad-hoc groups: (i) Cross-border
Crisis Management, (ii) Non-

cooperative jurisdictions, (iii)
Compensation




How to view the reform agenda

Reform agenda is largely bank centric
Much less proposed or achieved for non-banks
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Micro-prudential - more agreement on firm level regulation
Macro-prudential - many systemic issues still unresolved

Short-term action - in place or to be implemented by year-end
Medium-term action - to be implemented by 2012
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What has been agreed so far

Bank Capital

+ Higher capital

International
Cooperation

for certain risky
assets Bank Liquidity
» Effective end + Guidance issued

2010 on Liquidity

Risk
* In process of

being
implemented
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* Supervisory
colleges for
large
international

banks

* Being
implemented

Risk Managemen

—

* Guidance on
Compensation
limits

* In place from
July 2009

14




o
mﬂ_—_-%:m% —

-

What is being considered (banks)

Enhanced capital
requirements

* More, better quality and harmonized
* Countercyclical buffers
 Leverage ratio

Conservative loan loss High quality liquidity
provisioning that requirements; incentives to
anticipates future losses use stable funding sources
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What is the likely impact on banks

While quantitative impact studies are
still being conducted, it is expected that:

Business
Capital levels Costs of Effectswill modelsand
and liquidity doing vary by the way
buffers will business country and gIO]Dal .
increase could go up by business  banking is
models conducted

could change
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at is provin
Addressing Systemic risk (TITF)

Defining the
regulatory
perimeter
* Through levies or
:éis)ron udherl Offset fiscal Identifying
cost of systemically
institution important
failures , institutions
Systemic
Risk
Regulator
Measures to
Living wills reduce the
* Living w s
* Limit size and scope of Measures )lf)z(f)'?:ili:llll'z . Ijlig}'le.r capital and
institutions liquidity surcharges on
* Improve failure resolution to reduce top of existing buffers
regimes, national and cross border the .COSt of » Financial taxes or levies
* Strengthen market infrastructure failure $ Pim'it si‘ze and scope of
Institutions
04/05/2010
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Non-banks

Credit rating
agencies (CRAs)

Improve
performance

\. J

( )

Remove
conflicts of
interest

\. J
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Hedge Funds

Strengthen
registration

L,

.

N\

International

accounting
standards

r

and reporting

Convergence

\

J

7

Incorporating

stability
concerns

N\
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What are the key risks

Uncertainty may breed pushback; recovery may cause complacency
“Go it alone’ national approaches inconsistent with international efforts

Delays

* Inreaching agreemenlt in cerlain key areas (TITF, resolulion)
* In national implemenltation once agreement is reached

Balance between stability and growth

Inadequate attention to supervision

Banks safer..but not financial system

04/05/2010
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What is the role of the IMF

+ Participate in FSB and
SSB discussions

Help
design

* Assess overall impact
reforms

of reforms

+ Keep members
informed of new rules

Help
implement
agreed

proposals Build members’

capacity to adopt new
rules through TA

Assess
implementation
of reforms

* Check quality and
consistency through
modernized FSAP and

ROSC programs
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4 N
Proposals for
( ) effective cross- ( )
Methodology to border resolution
assess deposit Proposals for
insurance schemes \. 7 financial taxation
(withIADI)
" A " A
4 Y 4 N
Ident1ﬁcat101:1 o Assessing the overall
SIMIs (Systemically impact of the
Important Markets reforI:n proposals
and Institutions ) .
(with FSB and BIS) (with FSB and BCBS)
M W, \, A
4 Y 4 N
Modernized FSAP Early Warning
and ROSC Exercise (with FSB)
processes (with the and G2o Mutual
World Bank) Assessment Process
M A M A
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What should be done

* Pragmatic approach - avoid the perfect being the
enemy of the good - Get it right but get it done !

* Priorities to be achieved by end 2010

Regulation Supervision

* (1) specify capital and liquidity ratios and timetable * adopt and

* (2) agree on minimal toolkit for TI'TF move to tenets
. ]iving wills of high' qua]ity
s safer market infrastructure for derivatives supervision
. role of systemic capital charges / levies vs.

direct restrictions on size & scope
*  (3) practical framework to facilitate resolution

04/05/2010

Governance

+ adopt and move
to high quality
corporate
governance for
financial
institutions
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G-20: Reports of the WG 1 (Enhancing Sound Regulation and
Strengthening Transparency) / WG 2 (Reinforcin? International
Cooperation and Promoting Integrity in Financial Markets); Leader’s
statement, April 2009.

FSB: Reports on ‘Enhancing Market and Institutional Resilience’ 2008
and Update, 2009

BIS: Statement of Central Bank Governors and Heads of Supervision, 7
Sept 2009

SSG: (Senior Supervisors Group): Report and Update, 2008/09

IMF: Board Notes on Turmoil (Mar 2008) and Lessons from the Crisis
(Feb 2009)

Others: Geneva Report, Turner Report, Larossiere Report, US
Regulatory Reform proposals

SSBs: IOSCO (Hedge Funds Oversight Report, Code of Conduct for
Credit Ratings Agencies); Basel Committee (July 2009 Revisions to
Basel II and Dec 2009 Capital and Liquidity proposals)
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