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Hedge Funds News, April 2019 
Dear members and friends,  
 
In April 2018, the European Systemic Risk Board 
(ESRB) published a set of recommendations to address 
liquidity and leverage risk in investment funds (the 
ESRB recommendations).  
 
The ESRB’s ‘Recommendation C’ requests that ESMA, in 
order to promote supervisory convergence, “develop 
guidance on the practice to be followed by managers for 
the stress testing of liquidity risk for individual AIFs and UCITS”.  
 
Furthermore the ESRB recommendations set out: 
 
“The guidance issued on liquidity stress testing by ESMA should include, 
but not be limited to: 
 
(a) the design of liquidity stress testing scenarios; 
 
(b) the liquidity stress test policy, including internal use of liquidity stress 
test results; 
 
(c) considerations for the asset and liability sides of investment fund 
balance sheets; and 
 
(d) the timing and frequency for individual funds to conduct the liquidity 
stress tests. 
Such guidance should be based on the stress testing requirements set out 
in Directive 2011/61/EU and how market participants carry out stress 
testing”. 

http://www.hedge-funds-association.com/


P a g e  | 2 

International Association of Hedge Funds Professionals (IAHFP)                                                                                                       

These draft Guidelines set out the criteria for managers’ LST programmes, 
in doing so fulfilling the above ESRB recommendations.  
 
ESMA has produced a set of fourteen (principles-based) draft Guidelines 
for managers to fulfil when executing LST on their funds. 
 
Broadly, these Guidelines set out that LST should: be tailored towards the 
individual fund, reflect the most applicable risks to a fund, be sufficiently 
extreme or unfavourable (yet plausible), sufficiently model how a manager 
is likely to act in times of stressed market conditions, and be embedded 
into the fund’s risk management framework.  
 
One Guideline applies to depositaries, outlining how they should fulfil their 
obligations regarding LST.  
 
The Guidelines are reinforced via a number of sections providing 
explanatory considerations for managers, to assist their compliance with 
the Guidelines. 
 
In publishing draft Guidelines for managers, ESMA is also seeking to 
promote convergence in the way the NCAs supervise LST across the 
European Union. 
 
Stakeholder’s views are also sought on ESMA’s overall approach, which is 
to develop a set of Guidelines for managers of UCITS and AIFs to follow, 
with explanatory considerations accompanying these.  
 
The document also contains Guidelines for depositaries. 
 
To read the paper: 
https://www.esma.europa.eu/sites/default/files/library/esma34-39-
784_esma_guidelines_on_liquidity_stress_testing_in_ucits_and_aifs.pd
f 
 

 
 
 
 
 
 
 
 

https://www.esma.europa.eu/sites/default/files/library/esma34-39-784_esma_guidelines_on_liquidity_stress_testing_in_ucits_and_aifs.pdf
https://www.esma.europa.eu/sites/default/files/library/esma34-39-784_esma_guidelines_on_liquidity_stress_testing_in_ucits_and_aifs.pdf
https://www.esma.europa.eu/sites/default/files/library/esma34-39-784_esma_guidelines_on_liquidity_stress_testing_in_ucits_and_aifs.pdf
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PCAOB Staff Provides Guidance in Advance of CAM Effective 
Dates 
 

 
 

The Public Company Accounting Oversight Board has released three staff 
guidance documents developed to support implementation of the new 
critical audit matter (CAM) requirements.   
 
Auditors will soon be required to communicate CAMs in the auditor’s 
report under the standard, AS 3101, The Auditor’s Report on an Audit of 
Financial Statements When the Auditor Expresses an Unqualified Opinion.  
 
The staff guidance consists of the following:  
 
(1) a high-level overview of CAM requirements: 
https://pcaobus.org/Standards/Documents/Implementation-of-Critical-
Audit-Matters-The-Basics.pdf 
 

  
 
(2) thematic observations that arose from the Office of the Chief Auditor’s 
review of audit firms’ CAM methodologies: 
https://pcaobus.org/Standards/Documents/Implementation-of-Critical-
Audit-Matters-Review-Audit-Methodologies.pdf 
  

https://pcaobus.org/Standards/Documents/Implementation-of-Critical-Audit-Matters-The-Basics.pdf
https://pcaobus.org/Standards/Documents/Implementation-of-Critical-Audit-Matters-The-Basics.pdf
https://pcaobus.org/Standards/Documents/Implementation-of-Critical-Audit-Matters-Review-Audit-Methodologies.pdf
https://pcaobus.org/Standards/Documents/Implementation-of-Critical-Audit-Matters-Review-Audit-Methodologies.pdf


P a g e  | 4 

International Association of Hedge Funds Professionals (IAHFP)                                                                                                       

  
 
(3) a deeper dive on the determination of CAMs: 
https://pcaobus.org/Standards/Documents/Implementation-of-Critical-
Audit-Matters-Deeper-Dive.pdf 
 

   
 

https://pcaobus.org/Standards/Documents/Implementation-of-Critical-Audit-Matters-Deeper-Dive.pdf
https://pcaobus.org/Standards/Documents/Implementation-of-Critical-Audit-Matters-Deeper-Dive.pdf
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While these documents primarily offer insights for auditors, the high-level 
overview—“The Basics”—may also be of interest to preparers, audit 
committees, and investors.  
 
“The Board is committed to supporting effective implementation of CAMs, 
which are intended to make the auditor's report more relevant to investors 
and other financial statement users,” said Chairman William D. Duhnke.  
“The staff’s guidance is just one way in which the Board is providing 
proactive, timely, and useful information on CAMs to auditors and other 
interested parties.” 
 
These documents were informed by discussions with auditors regarding 
their experiences conducting dry runs of CAMs with their audit clients, the 
staff’s review of methodologies submitted by 10 U.S. audit firms that 
collectively audit approximately 85% of large accelerated filers, and other 
outreach efforts.  The Board and staff will continue to monitor CAM 
implementation and determine if further guidance is needed. 
 
The first phase of CAM implementation is effective for audits of large 
accelerated filers for fiscal years ending on or after June 30, 2019.   
 
The second phase, which impacts audits of all other companies to which 
the requirements apply, is effective for fiscal years ending on or after 
December 15, 2020.  
 
As outlined on the new auditor’s report implementation page (at: 

https://pcaobus.org/Standards/Implementation-PCAOB-Standards-
rules/Pages/new-auditors-report.aspx), the PCAOB is utilizing a variety of 
avenues to provide useful information, resources, and training to auditors 
and other stakeholders on the new standard, placing a particular emphasis 
on how auditors are preparing to identify and communicate CAMs.   
 
These efforts include, but are not limited to: promoting awareness and 
providing direction through staff guidance, webinars, and external 
engagement.   
 

 
 
 

 
 
 

https://pcaobus.org/Standards/Implementation-PCAOB-Standards-rules/Pages/new-auditors-report.aspx
https://pcaobus.org/Standards/Implementation-PCAOB-Standards-rules/Pages/new-auditors-report.aspx
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The future of money and payments 
Agustín Carstens, General Manager of the BIS, at the Central Bank of 
Ireland, 2019 Whitaker Lecture, Dublin. 
 

 
 

 The bitcoin hype is over but attempts to create new forms of money or to 
engineer new ways to pay still appear almost weekly.  
 
Central banks have entered the fray, with about 70 percent either exploring 
or experimenting with so-called central bank digital currencies (CBDCs). 
 
A CBDC would allow ordinary people and businesses to make payments 
electronically using money issued by the central bank.  
 
But what are the consequences of such a system? How would it differ from 
what we have now?  
 
As money and payments form the backbone of the financial system, central 
banks need to understand the full consequences of opening up the 
monetary system for major surgery.  
 
Hence, central banks are treading cautiously, and only a very few central 
banks think it is likely that they will issue a CBDC. 
 
To read more: 
https://www.bis.org/speeches/sp190322.pdf 
 

 
 
 

https://www.bis.org/speeches/sp190322.pdf
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Federal Reserve System publishes annual financial statements 
 

 
 
The Federal Reserve System has released the 2018 combined annual 
audited financial statements for the Federal Reserve Banks, as well as 
statements for the 12 individual Federal Reserve Banks and the Board of 
Governors.  
 
An independent public accounting firm engaged by the Board has issued 
unqualified opinions on the financial statements and on the Board's and 
the Bank's internal controls over financial reporting.  
 
The audited financial statements provide information about the assets, 
liabilities, and earnings of the Reserve Banks and the Board as of 
December 31, 2018. 
 
The Federal Reserve Banks' 2018 earnings were approximately $63.1 
billion, representing a decrease of $17.6 billion from 2017.  
 
The Reserve Banks provided for remittances to the U.S. Treasury of $65.3 
billion in 2018, including two lump-sum payments totaling approximately 
$3.2 billion that were necessary to reduce the aggregate Reserve Bank 
capital surplus to $6.8 billion as required by the Bipartisan Budget Act of 
2018 and the Economic Growth, Regulatory Relief, and Consumer 
Protection Act.  
 
Interest income on securities acquired through open market operations 
totaled $112.3 billion, a decrease of $1.3 billion from the previous year.  
 
Interest expense on depository institutions' reserve balances during the 
year was $38.5 billion, an increase of $12.6 billion from the previous year. 
Interest expense on securities sold under agreements to repurchase was 
$4.6 billion, an increase of $1.2 billion from the previous year.  
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Reserve Bank operating expenses were $7.0 billion, including assessments 
of $2.0 billion for Board expenses, currency costs, and the operations of 
the Bureau of Consumer Financial Protection. 
 
Total Reserve Bank assets as of December 31, 2018, were approximately 
$4.1 trillion, a decrease of $392.1 billion from the previous year.  
 
Total Reserve Bank assets were composed primarily of $4.0 trillion of U.S. 
Treasury securities and federal agency and government-sponsored 
enterprise mortgage-backed securities acquired through open market 
operations.  
 
The Federal Reserve Bank of New York provides additional detailed 
information about open market operations and securities holdings on an 
ongoing basis on its website at: 
www.newyorkfed.org/markets/pomo_landing.html 
 
During 2018, all remaining securities held by Maiden Lane LLC, a variable 
interest entity created to support the Federal Reserve's response to the 
2008 financial crisis, were sold.  
 
The net proceeds were distributed to the Federal Reserve Bank of New 
York and on November 1, 2018, Maiden Lane was dissolved. 
 
The Board engages KPMG LLP, an independent public accounting firm, to 
conduct annual audits of these financial statements in accordance with 
auditing standards issued by the American Institute of Certified Public 
Accountants, the Public Company Accounting Oversight Board, and, for 
the Board of Governors audit only, the Generally Accepted Government 
Auditing Standards.  
 
The public accounting firm also conducts audits of internal controls over 
financial reporting for the 12 individual Federal Reserve Banks and the 
Board of Governors. 
 
The Federal Reserve System financial statements are available on the 
Federal Reserve Board's website at 
https://www.federalreserve.gov/aboutthefed/audited-annual-financial-
statements.htm 
 
 
 

 
 

http://www.newyorkfed.org/markets/pomo_landing.html
https://www.federalreserve.gov/aboutthefed/audited-annual-financial-statements.htm
https://www.federalreserve.gov/aboutthefed/audited-annual-financial-statements.htm
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FSB letter to ISDA about derivative contract robustness to risks 
of interest rate benchmark discontinuation 
 

 
 

This letter from the Co-chairs of the FSB’s Official Sector Steering Group 
(OSSG) encourages the International Swaps and Derivatives Association 
(ISDA) to continue its work on derivatives contractual robustness to risks 
of interest rate determination.  
 
The letter raises three important issues that the OSSG believes ISDA is 
moving to address: 
 
- the addition of other trigger events; 
 
- the timing for an ISDA consultation on U.S. dollar (USD) LIBOR and 

certain other key Interbank Offered Rates IBORs; 
 
- the governance and transparency necessary as ISDA makes its final 

decisions. 
 
The letter encourages ISDA to ask for market opinion on the events that 
would trigger a move to the spread-adjusted fallback rate for derivatives 
referencing IBORs.  
 
Triggers that would only take effect on the date on which LIBOR 
permanently or indefinitely stopped publication could leave those with 
LIBOR-referencing contracts still exposed to a number of risks.  
 
The OSSG also understands that ISDA intends to consult on USD LIBOR, 
CDOR, HIBOR and SOR in early 2019, and the OSSG strongly supports 
this.  
 
The OSSG Co-chairs also encourage ISDA to consult on the key technical 
details that ISDA’s Board Benchmark Committee will need to decide on 
before implementation can begin. 
 
The FSB and member authorities through the OSSG are working to 
implement and monitor the recommendations of the 2014 FSB report 
Reforming Major Interest Rate Benchmarks. 
 
Since July 2016, ISDA has undertaken work, at the request of the OSSG, to 
strengthen the robustness of derivatives markets to the discontinuation of 
widely-used interest rate benchmarks.  
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The OSSG engages regularly with ISDA and other stakeholders with a view 
to their taking action to enhance contractual robustness in derivatives 
products and cash products, such as loans, mortgages and floating rate 
notes. 
 
To read more: 
http://www.fsb.org/wp-content/uploads/P150319.pdf 
 

 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

http://www.fsb.org/wp-content/uploads/P150319.pdf
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EIOPA publishes Discussion Paper on Systemic Risk and 
Macroprudential Policy in Insurance 
 

 
 

The European Insurance and Occupational Pensions Authority (EIOPA) 
published its Discussion Paper on "Systemic Risk and Macroprudential 
Policy in Insurance" 
 
This Discussion Paper builds on the series of previously published three 
papers that laid down its policy stance, namely on "Systemic risk and 
macroprudential policy in insurance", "Solvency II tools with 
macroprudential impact", and "Other potential macroprudential tools and 
measures to enhance the current framework".  
 
All Papers aim at contributing to the debate on systemic risk and macro-
prudential policy in insurance ensuring the reflection of the specific nature 
of the insurance business. 
 
In developing its policy stance, EIOPA followed a systematic approach 
addressing the following questions in a sequential way: 
 
- Does insurance create or amplify systemic risk? 
 
- If yes, what are the tools already existing in the Solvency II framework, 

and how do they contribute to mitigate the sources of systemic risk? 
 
- Are other tools needed, and, if yes, which ones could be promoted?  
 
EIOPA aims at turning the work done into a specific policy proposal for 
additional macroprudential tools or measures, where relevant and possible 
as part of the Solvency II Review – you may visit: 

https://eiopa.europa.eu/Publications/Requests%20for%20advice/RH_SR
Annex%20-%20CfA%202020%20SII%20review.pdf 
 
For this purpose, and in order to gather the views of stakeholders, EIOPA 
is publishing this Discussion Paper on systemic risk and macroprudential 
policy in insurance, paying special attention to potential new tools and 
measures, particularly to the tools that are part of the recent European 
Commission's Call for Advice to EIOPA in relation to the Solvency II 
Review. 
 

https://eiopa.europa.eu/Publications/Requests%20for%20advice/RH_SRAnnex%20-%20CfA%202020%20SII%20review.pdf
https://eiopa.europa.eu/Publications/Requests%20for%20advice/RH_SRAnnex%20-%20CfA%202020%20SII%20review.pdf
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The Discussion Paper is open for comments until 30 April 2019 and can be 
viewed at: https://eiopa.europa.eu/Publications/Administrative/2019-03-
29%20DiscussionPaperSystemicRiskMarcoprudentialPolicyInsurance.pdf 
 

 
 

 
 

 
 
 
 
 

https://eiopa.europa.eu/Publications/Administrative/2019-03-29%20DiscussionPaperSystemicRiskMarcoprudentialPolicyInsurance.pdf
https://eiopa.europa.eu/Publications/Administrative/2019-03-29%20DiscussionPaperSystemicRiskMarcoprudentialPolicyInsurance.pdf
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Financial Stability Institute 20th anniversary conference:  
“A cross-sectoral reflection on the past, and looking ahead to the 
future” - Basel, Switzerland 
 

 
 

The BIS's Financial Stability Institute (FSI) celebrated its 20th anniversary 
with 259 guests from 78 institutions at a special conference consisting of 
six panels and two keynote/special addresses.  
 
Speakers included current and former Governors of central banks, heads of 
supervisory authorities, chairs of international regulatory forums and 
senior officials from the public and private sectors.  
 
According to Agustín Carstens: “The FSI is an important part of the BIS 
agenda. Over the past decades, the BIS has had to reinvent itself several 
times in order to continue meeting the needs of central banks and financial 
sector authorities worldwide. A significant example of this was the creation 
of the FSI 20 years ago with the mandate to assist central banks and 
supervisors in improving and strengthening their financial systems. Today, 
that mandate remains valid, and the FSI will continue to provide critical 
support to the BIS's core mission of serving central banks in their pursuit 
of financial stability.” 
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The videos: 
https://www.bis.org/fsi/events/fsi_20th_anniv_conf_190312.htm 
 

 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.bis.org/fsi/events/fsi_20th_anniv_conf_190312.htm
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Interpol reviews its rules for the international exchange of 
criminal data 
A legal framework that allows police worldwide to share details on crimes 
and criminals effectively in line with international standards 
 

 
 

Interpol has launched a review of its Rules on the Processing of Data (RPD) 
to ensure they continue to meet the needs of international police 
cooperation in a digital world. 
 
The RPD are the only existing legal instrument with a global scope 
regulating the international exchange of criminal data.  
 
The RPD enable 194 countries to share data via INTERPOL's Information 
System in line with international standards, including the rights to privacy 
and data protection. 
 
The INTERPOL Working Group on the Processing of Information held its 
first meeting on 20 and 21 March in Lyon, France, to lay the groundwork 
for its review of the RPD over the coming years.  
 
Delegates from 36 countries in Africa, the Americas, Asia and Europe took 
part in meeting along with legal experts and national practitioners in the 
area of international police cooperation. 
 
With international policing practices and technologies evolving rapidly, the 
purpose of the review is to ensure the RPD meet countries’ needs and keep 
pace with developments − such as big data technologies, open-source 
intelligence, the increasing interconnectivity of systems, and the use of 
data for crime prevention purposes such as screening of travellers − while 
ensuring individuals’ rights and privacy are respected.  
 

The current RPD were adopted by INTERPOL’s member countries during 
the General Assembly meeting in 2011 and went into force the following 
year.  
 
But INTERPOL has a long history in the area of data protection due to its 
role of coordinating the exchange of data through its police information 
systems. The review is part of a process of continuous reassessment of the 
Organization’s regulations, policies and procedures. 
During the meeting, the Working Group reviewed the current set of RPD 
and were briefed on strategic projects under development which could 
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potentially affect how INTERPOL and its member countries share and use 
data. 
 
The Working Group will report on the progress of its review of the RPD at 
the INTERPOL General Assembly in October in Santiago, Chile. 
 
More about Interpol’s legal documents: 
https://www.interpol.int/Who-we-are/Legal-framework/Legal-documents 
 

 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.interpol.int/Who-we-are/Legal-framework/Legal-documents
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FSB publishes directory of crypto-assets regulators 
 

 
 

The Financial Stability Board (FSB) published a Crypto-assets regulators 
directory. The purpose of the directory is to provide information on the 
relevant regulators and other authorities in FSB jurisdictions and 
international bodies who are dealing with crypto-asset issues, and the 
aspects covered by them. The directory has been delivered to the G20 
Finance Ministers and Central Bank Governors meeting on 11-12 April 
2019. 
 
The publication of the directory is part of ongoing work by the FSB and 
standard-setting bodies on crypto-assets. In October 2018 the FSB released 
a report, Crypto-asset markets: Potential channels for future financial 
stability implications. The report concluded that crypto-assets do not pose 
a material risk to global financial stability at this time. However, vigilant 
monitoring is needed in light of the speed of market developments. 
 
As that report noted, crypto-assets also raise several broader policy issues, 
such as the need for consumer and investor protection; strong market 
integrity protocols; anti-money laundering and combating the financing of 
terrorism (AML/CFT) regulation and supervision, including 
implementation of international sanctions; regulatory measures to prevent 
tax evasion; the need to avoid circumvention of capital controls; and 
concerns relating to the facilitation of illegal securities offerings. These 
risks are the subject of work at national and international levels. 
 
The FSB undertakes regular monitoring of the financial stability 
implications of developments in crypto-assets using a framework 
developed in collaboration with the Committee on Payments and Market 
Infrastructures. The framework is described in the July 2018 report, 
Crypto-assets: Report to the G20 on the work of the FSB and standard-
setting bodies. 
 
The FSB coordinates at the international level the work of national 
financial authorities and international standard-setting bodies and 
develops and promotes the implementation of effective regulatory, 
supervisory, and other financial sector policies in the interest of financial 
stability.  
 
It brings together national authorities responsible for financial stability in 
24 countries and jurisdictions, international financial institutions, sector-
specific international groupings of regulators and supervisors, and 
committees of central bank experts. The FSB also conducts outreach with 
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approximately 70 other jurisdictions through its six Regional Consultative 
Groups. 
 

 
 
The FSB is chaired by Randal K. Quarles, Vice Chairman for Supervision, 
US Federal Reserve; its Vice Chair is Klaas Knot, President, De 
Nederlandsche Bank. The FSB Secretariat is located in Basel, Switzerland, 
and hosted by the Bank for International Settlements. 
The crypto-assets regulators directory: 
http://www.fsb.org/wp-content/uploads/P050419.pdf 
 

http://www.fsb.org/wp-content/uploads/P050419.pdf
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Fostering Closer Supervisory Communication 
Governor Michelle W. Bowman, at the Conference of State Bank 
Supervisors, Washington, D.C. 
 

 
 

Thank you to the Conference of State Bank Supervisors (CSBS) for this 
opportunity to share my perspective and some of my goals as a Federal 
Reserve Board governor on issues of interest to you and many in your 
states. 
 
I emphasize that word "perspective" because the view from Washington 
can be very different from how things look in your states and communities.  
 
No one knows that better than I do, of course, because not so long ago, I 
was sitting where you are, enjoying the dinner provided by CSBS and 
hearing the perspective from Washington.  
 
I'm still enjoying the dinner tonight, but find I am now, so to speak, also on 
the menu.  
 
And in this position, as part of the Federal Reserve but also still deeply 
rooted in my experience as a community banker and state regulator, I'll 
offer my thoughts on forging a closer relationship and strengthening 
communication between the Board of Governors and state banking 
commissioners. 
 
First, to establish some context, let me say a few words about the Fed's role 
and perspective on supervising community banks.  
 
The lion's share of community banks are those with total assets of $500 
million or less, with the Fed defining the sector as those with up to $10 
billion in assets.  
 
The Federal Reserve directly supervises 731 state-chartered community 
banks, which is only a small share of the number of state-chartered banks 
overseen by CSBS members.  
The fact that this is only a small share of the total might sound to some 
people like the Federal Reserve has only a small role in community 
banking.  
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But it's important to remember that the Fed is the primary federal 
supervisor responsible for all bank and thrift holding companies, a total of 
3,912.  
 
This includes the vast majority of all community banking organizations.  
 
The Fed also influences the supervision of all community and regional 
banks by developing both safety and soundness and consumer rules to 
implement laws passed by Congress, applicable to insured depositories and 
their holding companies.  
 
Typically this is done in collaboration with other federal agencies and after 
seeking the public's input.  
 
I mention Congress and these other agencies to emphasize that the Fed 
shares responsibility for writing and implementing federal regulations for 
community banks. 
 
Now, let me describe my role. In addition to my broader responsibilities in 
supervision and regulation, I am Chair of the Board's Smaller Regional and 
Community Banking subcommittee, which oversees our work in this area.  
 
I am also the Chair of the Board's committee tasked with oversight of our 
rulemaking and supervision on consumer issues. 
 
I also participate in carrying out the Federal Reserve's other 
responsibilities, such as conducting monetary policy and overseeing the 
payment system.  
 
But it's fair to say that my background in community banking was an 
important reason I was chosen and confirmed by Congress as the first 
person to fulfill a new requirement that at least one governor have primary 
experience working in or supervising community banks.  
 
My background and commitment to community banking is also some 
important context for what I have to say about the Fed's interests in 
improving communication with the members of CSBS. 
 
I mentioned a moment ago that the perspective in Washington, and from 
the Board, can be different from the view from your position as banking 
commissioners, and that is certainly true.  
But one thing I have learned, since joining the Board in November, is that 
my fellow governors, along with the staff at the Board, share your view, as I 
do, about the vital importance of community banking and the essential role 
community banks play in our financial system. 
 



P a g e  | 21 

International Association of Hedge Funds Professionals (IAHFP)                                                                                                       

Community banks are frequently the economic engines supporting and 
driving the economies of many communities, especially in rural areas.  
 
In these communities, they are the primary providers of financial services 
for individuals and small businesses, and a source of financial advice and 
civic leadership.  
 
They play an indispensable role in areas not served by larger institutions 
and in other communities of all different sizes, from urban to rural, serving 
a range of customers, including some that are sometimes not as high a 
priority for larger banks. 
 
I think it is important to note, and too often overlooked, that the vast 
majority of community banks managed their risks well in the years leading 
up to and during the financial crisis and were not the source of the 
excessive risk taking that caused the crisis.  
 
For this reason among others, the Federal Reserve has been engaged in an 
active effort to tailor regulations, including those issued in the wake of the 
financial crisis, to appropriately reflect the potential risk that an institution 
might pose to financial stability. 
 
I am pleased to see some evidence we are making progress. Last year's 
CSBS survey found that community banks reported a decrease in 
regulatory costs in 2017. 
 
This was the first reduction in burden reported since the survey began in 
2014.  
 
The decline was attributed to the implementation of changes stemming 
from the recent review by the banking agencies under the EGRPRA, the 
Economic Growth and Regulatory Paperwork Reduction Act of 1996.  
 
There has been progress in tailoring regulations that affect community 
banks, and I believe more progress lies ahead as we implement the changes 
that Congress included in S. 2155 and explore additional opportunities to 
reduce burden while maintaining the resiliency and strength of smaller 
banks. 
 
Before I go further, let me give a brief assessment of how community banks 
are faring. This might seem like an issue that is primarily of interest to 
community bankers and regulators, but I don't look at it that way at all.  
 
One of my most important responsibilities now is voting on the monetary 
policy decisions of the Federal Open Market Committee, and that requires 
me to closely and constantly monitor the health of the U.S. economy.  
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And when community banks are the source for more than half of all 
lending to small businesses, which together account for two-thirds of 
private sector job creation, then the health of community banking has a big 
influence on the health of the U.S. economy. 
 
Since the financial crisis, the health of the community-banking sector has 
improved significantly. Over those years and today, the large majority of 
community banks have maintained sound levels of capital.  
 
Although the number of community banks in the United States continues 
to fall due to consolidation, overall the sector continues to post strong 
earnings, which, in turn, contribute to maintaining healthy capital 
positions.  
 
One measure of this strong financial position is that no community banks 
failed in 2018.  
 
The shared responsibility we have as financial supervisors to ensure the 
ongoing viability of community banks requires cooperation and 
coordination. We must continue to ensure that the institutions we 
supervise are proactively managing their risks to remain strong.  
 
It's our job to identify emerging risks to community banks and to ensure 
bankers are identifying and managing their risks appropriately.  
 
We want to ensure that loans are underwritten prudently and that bankers 
are actively managing the concentrations of credit risk in their portfolios. 
 
We welcome the strong lending growth that many community banks are 
experiencing, which is fueling job creation and sustaining our economic 
expansion, which in July will become the longest in U.S. history.  
 
But strong lending growth must be supported by prudent, well-managed 
funding plans in order to manage the risk that strains on liquidity may 
arise more quickly than is sometimes anticipated. 
 
Now, let me turn back to my main theme today, which is fostering better 
communication between CSBS and state banking commissioners and the 
Board of Governors. Improved communication is a top priority for me for 
several reasons. 
 
First, it is very much my approach to government service, and leadership in 
particular, to do a lot of listening. A wise person once said that the most 
effective leaders do more listening than talking.  
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When I became Kansas' State Bank Commissioner, I started a twice-yearly 
series of roundtables with the chief executives of banks across the state.  
 
It was an excellent way for me to better understand the issues that were 
impacting bankers in a way that was less formal than when banks comment 
on rules and less fraught than the supervisory process.  
 
Sure, it took time away from the office, from consultation with the 
legislature, and the deadlines all of us have faced. In my case, considering 
the size of Kansas, it was also time away from home and family.  
 
However, I don't have to tell those of you who have also found a lot of merit 
in such tours that it is an enormous advantage to find out what is on the 
minds of those in the field. 
 
The second, very straightforward reason to foster better communication 
with all of you is that the nature of financial regulation and supervision in 
the United States argues strongly for better coordination.  
 
To a much greater extent than in other nations, in the United States 
financial oversight is divided between the federal government and 
subnational authorities--the states.  
 
At the federal level, responsibility is further divided between different 
agencies, such as the Fed, the FDIC, the Office of Comptroller of the 
Currency, and the National Credit Union Administration. This system 
evolved over time, and as things stand, there are some advantages to this 
specialization.  
 
But this division of labor may, at times, inhibit information sharing, and as 
a general principle, better communication can help overcome this 
challenge. 
 
More specifically, better communication and information sharing between 
state banking commissioners and the Federal Reserve can further improve 
the early identification and resolution of emerging issues at community 
banks. Harnessing and sharing these sometimes divergent views can serve 
to strengthen a financial regulatory system that shares responsibility 
among many state and federal agencies.  
 
Better communication and information sharing will benefit both you and 
the Federal Reserve, but my motivation is that the Fed has much to gain 
here.  
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Because states are responsible for chartering and co-supervising the large 
majority of community banks, they can provide a broader perspective into 
local community banking issues and trends. 
 
Let me pause here for a moment and say that improving communication 
doesn't necessarily mean that the Federal Reserve and the CSBS members 
will always agree. We won't, and perhaps we shouldn't.  
 
A diversity of views can be a strength. A robust discussion requires a 
thorough analysis of differing views, which leads to a more informed 
understanding of issues. This healthy give and take is the fourth reason for 
better communication: It leads to better outcomes. 
 
I will cite one example that I know is on the minds of many of you--the 
rulemaking process the agencies are currently engaged in on the 
community bank leverage ratio (CBLR).  
 
Here is an excellent example of where it makes good sense to consult 
closely. I know you have a lot of knowledge and expertise to bring to bear 
on this issue, which helps explain why Congress has required the agencies 
to consult with the states.  
 
As you know, the Fed and the other agencies are now gathering and 
evaluating comments on the CBLR and getting feedback on this 
interagency proposal.  
 
So, now is a good time to re-engage. I am committed to re-engaging with 
you on the interagency proposal and ways we might be able to improve it. I 
am eager to hear your thoughts. 
 
I have one more reason for better communication, but first I will give you 
an idea of what I have in mind for that consultation.  
 
The formal means by which CSBS and others comment on a rulemaking is 
important, but I think we would also all benefit from more informal, and 
more frequent contact.  
 
If you have an issue, if you have something to say, just pick up the phone. It 
is also my intention to be on the road a lot, visiting Federal Reserve 
Districts and talking to bankers, consumers, and community groups. When 
I come to your state, I hope to see you, and I promise to make time to talk. 
 
My final reason for better communication brings me back to a point I made 
at the outset: the United States needs a strong community-banking sector.  
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We need strong community banks because they help support strong 
communities. Strong communities are the building blocks of a strong 
nation.  
 
They provide safety, education and economic opportunities, and help 
define the values we hold dear. Community banks are vital to the success of 
communities.  
 
They help us save and plan for a better future. The credit they extend helps 
preserve farming as a way of life for American families, and provides the 
means for small businesses to start and to thrive, which is so important to 
the health of communities. 
 
This is not an abstract notion for me. As a community banker, I have seen 
how access to credit and support from a financial institution with deep 
roots in a community can make a direct and immediate difference in 
people's lives.  
 
I continued to feel that way when I did the job you do, as a state banking 
commissioner, helping ensure that families and communities have access 
to financial services that are so important to their success.  
 
I enjoyed being a community banker, and I hope you know I've enjoyed 
working closely with all of you as a banking commissioner, and I now look 
forward to building a stronger partnership between all of you and the 
Federal Reserve Board. 
 
Thank you for the opportunity to speak to you today. I hope to see you soon 
in your states, and I wish you a productive and enjoyable visit to 
Washington. 
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Annual Report 
 

 
 

The Annual Report describes the tasks and activities of the European 
System of Central Banks (ESCB) and reports on the Eurosystem’s 
monetary policy.  
 
It is usually published in April of the following year and is presented by one 
of the ECB’s Executive Board members to the European Parliament at a 
public hearing.  
 
The Annual Report includes the Annual Accounts of the ECB. These are 
also published as a separate document several weeks before the Annual 
Report. 
 
According to Mario Draghi, while the economic expansion in the euro area 
continued in 2018, the economy experienced a loss of growth momentum. 
Growth decelerated from 2.5% in 2017 to 1.8% in 2018 as a series of 
headwinds emerged over the course of the year. A significant weakening of 
world trade, coupled with a number of country and sector-specific factors, 
weighed on the external sector and manufacturing in particular. 
 
The domestic economy nonetheless remained relatively resilient, buoyed 
by a continuing recovery in the labour market. Employment has increased 
by 10 million people since the trough in mid-2013 and the unemployment 
rate fell to 7.8% in December, the lowest rate since October 2008. Strong 
labour market dynamics translated into steady and broad-based wage 
growth, which reached 2.2% in the last quarter. Rising employment and 
wages in turn helped underpin consumer spending. 
 
Headline inflation increased relative to the previous year, averaging 1.7% 
over 2018, although this mostly reflected higher energy prices. Measures of 
underlying inflation moved broadly sideways throughout the year. 
However, the outlook for domestic demand, the labour market and wage 
growth gave us confidence that inflation would continue to converge 
towards our objective over the medium term. 
 
As a result, the Governing Council anticipated in June 2018 reducing the 
monthly pace of net purchases under the asset purchase programme (APP) 
to €15 billion from September and – subject to incoming data confirming 
its medium-term inflation outlook – ending net purchases in December. At 
the same time, the Governing Council communicated that it expected the 
key ECB interest rates to remain at their present levels at least through the 



P a g e  | 27 

International Association of Hedge Funds Professionals (IAHFP)                                                                                                       

summer of 2019 and in any case for as long as necessary to ensure that the 
evolution of inflation remained aligned with expectations of a sustained 
adjustment path. 
 
In December, the Governing Council reviewed the economic outlook and 
concluded that the June assessment remained broadly accurate. On that 
basis, it ended net asset purchases under the APP and confirmed the 
enhanced forward guidance on the path of interest rates. In parallel, it 
confirmed the need for continued significant monetary policy stimulus to 
support the further build-up of domestic price pressures and headline 
inflation developments over the medium term. 
 
That stimulus would be provided by forward guidance on key interest rates, 
reinforced by reinvestments of the maturing principal payments of the 
sizeable stock of assets acquired under the APP. The Governing Council 
conveyed that such reinvestments would continue for an extended period 
of time past the date when key interest rates rise, and in any case for as 
long as necessary to maintain favourable liquidity conditions and an ample 
degree of monetary accommodation. 
 
The Governing Council also confirmed that, in any event, it stood ready to 
adjust all of its instruments, as appropriate, to ensure that inflation 
continued to move towards our aim in a sustained manner. 
 
The continued domestic recovery and micro- and macroprudential actions 
also helped support financial sector resilience in 2018. The aggregate 
Common Equity Tier 1 ratio of significant institutions reached 14.2% at the 
end of the third quarter of 2018. Outstanding non-performing loans 
(NPLs) declined by €94 billion in the first three quarters of 2018, and euro 
area significant institutions’ aggregate NPL ratio stood at 4.2%, down from 
5.2% a year earlier. 
 
Risk-taking in parts of the financial and real estate markets contributed to 
mild signs of overstretched valuations in some areas, with marked cross-
country differences, while risks continued to grow in the non-bank 
financial sector. In this environment, macroprudential measures were 
implemented in euro area countries to mitigate systemic risks: during 2018 
the ECB assessed 103 notifications of macroprudential policy decisions by 
national authorities. 
 
The ECB continued to support the benchmark reform in the euro area, 
developing a new money market reference rate during 2018. The ECB 
published the methodology for the euro short-term rate (€STR) in June 
2018 after it received broad support in two public consultations. The €STR 
is based on average daily volumes of approximately €32 billion as traded 
by around 32 banks. The private sector working group on euro risk-free 
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rates recommended the €STR as the replacement for EONIA in September 
2018. The €STR will be available in October 2019, following a period of 
thorough internal testing by the Eurosystem. 
 
2018 also marked a significant step forward in euro payments. In 
November, the Eurosystem launched the TARGET Instant Payment 
Settlement (TIPS) service, which offers instant payments around the clock 
in less than ten seconds. 
 
As shown by the December Eurobarometer, support for the euro in 2018 
rose to 75%. The ECB continued its efforts to connect with euro area 
citizens and to improve its accountability and transparency by engaging 
with the European Parliament, but also by expanding our “Youth 
Dialogues” and by fostering the use of our website, social media and Visitor 
Centre. 
 
Turning to the coming year, substantial monetary policy stimulus remains 
essential to ensure the continued build-up of domestic price pressures over 
the medium term. In view of the persistence of uncertainties related to 
geopolitical factors, the threat of protectionism and vulnerabilities in 
emerging markets, the conduct of monetary policy in the euro area will 
continue to require patience, prudence and persistence. 
 
To read it: 
https://www.ecb.europa.eu/pub/annual/html/ar2018~d08cb4c623.en.ht
ml#toc4 
 

 
 
 
 
 
 
 

 
 
 
 
 

https://www.ecb.europa.eu/pub/annual/html/ar2018~d08cb4c623.en.html#toc4
https://www.ecb.europa.eu/pub/annual/html/ar2018~d08cb4c623.en.html#toc4
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Management’s Discussion and Analysis of the SEC: Remarks at 
the “SEC Speaks” Conference  

Jay Clayton, chair the U.S. Securities and Exchange Commission 
The SEC Speaks in 2019, Washington D.C. 
 

 
 

 
 

Thank you, Stephanie [Avakian], for that kind introduction. 
 
Disclosure and the concepts of materiality, comparability, flexibility, 
efficiency and responsibility have been, and continue to be, the bedrock 
principles that make our public capital markets the most fair and efficient 
markets in the world.  
 
Today, I will take a page from our disclosure rulebook and give you a look 
at the Securities and Exchange Commission (“SEC”) through the “eyes of 
management,” similar to what public companies do in the “Management’s 
Discussion and Analysis,” or “MD&A” section of their SEC filings. In other 
words, I am going to be eating some of our own cooking. 
 
First, some “cautionary” language: 
 
- the following discussion and analysis is intended to help you better 

understand the SEC, but you should also consider this discussion in 
conjunction with our four year strategic plan and our annual report for 
fiscal year 2018; 

 
- some of the statements in this discussion are forward-looking 

statements and, as such, are subject to risks and uncertainties—actual 
results will almost certainly vary, and could vary materially; and 

 
- my words are my own and do not necessarily reflect the views of my 

fellow Commissioners or the SEC staff. 

 
Overview 
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At the SEC we have a three-part mission:  
 
(1) to protect investors,  
 
(2) to maintain fair, orderly, and efficient markets, and  
 
(3) to facilitate capital formation.  
 
Each tenet of our mission is critical and drives the actions we take. Among 
other things, we oversee:  
 
(1) over $97 trillion in securities trading annually on U.S. equity markets;  
 
(2) the disclosures of approximately 4,400 exchange-listed public 
companies with an approximate aggregate market capitalization of $34 
trillion; and  
 
(3) the activities of over 27,000 registered entities and self-regulatory 
organizations.  
 
These registered entities and registrants include, among others, investment 
advisers, broker-dealers, transfer agents, securities exchanges, clearing 
agencies, mutual funds and exchange-traded funds (“ETFs”), and employ 
almost one million people in the United States. 
 
We could not do this without our most important resource—our human 
capital.  
 
Our workforce of about 4,500 people is located in Washington and across 
our 11 regional offices. We have no employees stationed permanently 
outside the United States. 
 
This is a remarkable and talented group. Continuing the tradition of this 
event, I ask that every current member of the SEC staff please stand. Now, 
would alumni of the SEC please join them in standing. Thank you for 
everything you do, or have done, for the agency. 
 

Factors and Trends Affecting Our Results of Operations 
 
As it is the case with companies, our work has been, and we expect it to 
continue to be, affected by a number of factors that may cause actual 
“results” to differ from what we set forth to do, including our anticipated 
rulemaking agenda. 
 
In our case, these factors include: 
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- Our ability to retain and recruit talented staff. 
 
- Our ability to invest in technology, and staff with expertise to employ 

that technology, in order to oversee the increasingly complex markets 
we regulate and the companies we review. Unfortunately, we live in a 
world where bad actors are constantly attempting to find ways to enter 
or disrupt systems that contain valuable information or that are critical 
to market function, including our own systems. 

 
- The need to divert resources to respond to major or unexpected events, 

changes in the regulatory landscape or congressional mandates. 
 
- The potential effects of the United Kingdom’s exit from the European 

Union, or “Brexit,” and other events beyond our control on our capital 
markets. 

 
- Our ability to assess and improve how we deal with risks—both internal 

risks to the SEC, in an effort coordinated by our new Chief Risk Officer 
Gabe Benincasa, and external risks affecting the U.S. capital markets, 
in an effort coordinated by Jeff Dinwoodie, our new Senior Counsel and 
Policy Advisor for Market and Activities-Based Risk. Note the use of the 
word “coordinated.” These risk identification, assessment and 
management activities are large group projects involving the energy 
and talents of dozens, and in some cases hundreds, of people across the 
SEC. 

 

Results of Operations, Liquidity and Capital Resources 
 
Let’s turn to the factors that drive our results. Here is where public 
companies generally include a table with their consolidated statements of 
operations as of the end of their three most recent fiscal years, or two most 
recent fiscal years in the case of emerging growth companies or smaller 
reporting companies.  
 
Like public companies, the SEC prepares annual financial statements and 
notes to the financial statements that are independently audited by an 
outside audit organization.  
 
In our case, the auditor is not an audit firm registered with the Public 
Company Accounting Oversight Board, or PCAOB. The law instead 
prescribes that our audit be performed by an expert government auditing 
agency independent from us, the Government Accountability Office, which 
conducts its audits in accordance with generally accepted government 
auditing standards.  
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Also, like public companies, the effectiveness of our internal controls over 
financial reporting undergoes an annual self-assessment by SEC 
management and an annual audit by our independent auditor.  
 
In November, 45 days after the end of our fiscal year, the SEC publishes an 
Annual Financial Report that includes our annual financial statements, our 
auditor’s opinion, and the results of these internal control assessments. 
 
Our Annual Financial Report once again received the Certificate of 
Excellence in Accountability Reporting from the Association of 
Government Accountants—the 13th year in a row the SEC has received this 
award. 
 
Since the SEC’s financial statements are already reported in detail 
annually, I thought it might be more illuminating to take a step back and 
give you a sense of how our budget has changed over the last five years. 
 

Fiscal Year 2018 Compared to Fiscal Year 2013 
 
Employee pay and benefits was our largest expenditure in fiscal years 2018 
and 2013. This is not surprising given that our human capital is by far our 
most important asset. Technology expenditures have increased in total 
dollars and as a percentage of the total budget over the last five years.  
 
This is a direct result of our commitment to maintaining and upgrading our 
information technology systems and enhancing the agency’s cybersecurity 
and risk management.  
 
Leasing expenditures have remained constant over the last five years, while 
travel and all other expenses have decreased in total dollars and as a 
percentage of the total budget over the same period. 
 

Fiscal 2019 Expenditures 
 
For fiscal year 2019, our current fiscal year, employee pay and benefits is 
expected to continue to account for a significant portion of our 
appropriation.  
 
As a result of a hiring freeze, Commission staffing is down more than 400 
authorized positions compared to fiscal year 2016.  
 
To ensure we can continue to meet our mission objectives, the resources 
Congress provided the agency for fiscal year 2019 will allow us to lift the 
hiring freeze and add 100 much-needed positions. This would put our 
staffing level on par with where we were five years ago. 
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Accomplishments 
 
Now I will take a few minutes to highlight some of our accomplishments in 
fiscal year 2018. 
 
I would be remiss if I did not note that a vast majority of the work of the 
SEC staff goes unheralded by our public agenda, but is critical to the 
efficient functioning of our capital markets.  
 
The staff reviews tens of thousands of issuer filings and disclosures. They 
provide informal guidance and respond daily to questions from investors, 
issuers and other market participants.  
 
They collaborate with domestic and international counterparts to address 
issues related to events such as Brexit and the implementation of the 
European Union’s General Data Protection Regulation, or GDPR.  
 
Our investigative, litigation and examination teams work tenaciously to 
enforce compliance with our securities laws.  
 
These efforts are a key component of the success of America’s capital 
markets. 
 
Take the recent victory in Lorenzo v. SEC in the Supreme Court—a decision 
that will have a significant impact on our continued ability to bring charges 
against those involved in the dissemination of misstatements, including in 
our private markets.  
 
Although the final result of the staff’s work is very public—just look at the 
countless law firm memos and articles about the decision—what you do not 
see is the intellectual capital contributed by the talented attorneys in our 
Office of the General Counsel and Division of Enforcement who worked to 
achieve this success. 
 

Our Rulemaking Agenda 
 
Shifting to our rulemaking agenda, previously I noted that the near-term 
Regulatory Flexibility Act agenda would be streamlined to increase 
transparency and accountability to the public and Congress, as well as to 
provide greater clarity to our staff, by including only initiatives the agency 
could reasonably expect to complete over the next 12 months.  
 
During fiscal year 2018, the Commission advanced 23 of the 26 rules on 
the near-term agenda, a good result on both a percentage basis (88 
percent) and an absolute basis. 
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In addition, the Commission responded to major events and changes in the 
broader regulatory landscape by advancing several other initiatives not in 
the original agenda. 
 
To be sure, statistics—such as an 88 percent completion rate—often fail to 
tell more than a narrow story.  
 
Main Street investors—the market participants we have at the forefront of 
our minds—will not assess our work by the number or percentage of rules 
and initiatives we complete, but rather will be looking at what our efforts 
substantively do for them.  
 
In MD&A speak, they are our owners and we want to use our resources to 
drive long term outcomes for them. 
 
So, let me give you a few examples. The Division of Corporation Finance is 
leading a number of regulatory actions to encourage capital formation.  
 
This is important because encouraging capital formation in our public 
markets provides a broader and more attractive set of investment 
opportunities to Main Street investors.  
 
In fiscal year 2018, the Commission adopted amendments to the “smaller 
reporting company” definition that expanded the number of companies 
that can qualify for certain existing scaled disclosure requirements, and 
proposed amendments to financial disclosures to encourage guaranteed 
debt offerings to be conducted on a registered rather than a private basis. 
 
The Division of Investment Management is leading a long-term project to 
explore modernization of the design, delivery and content of fund 
disclosures and other information for the benefit of investors.  
 
In 2018, over 100 million individuals representing over 57 million 
households, or almost 45 percent of U.S. households, owned funds 
(generally ETFs or open ended mutual funds). 
 
In June 2018, the Commission issued a request for comment on enhancing 
disclosures by mutual funds, ETFs and other types of investment 
companies to improve the investor experience and to help investors make 
more informed investment decisions. 
 
Initiatives like this are an important part of how the Commission can serve 
investors in the 21st century. 
 
The Division of Trading and Markets led several initiatives in fiscal year 
2018 to increase transparency about market activities.  
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For example, in July 2018, the Commission adopted amendments that 
enhance the transparency requirements governing alternative trading 
systems, commonly known as “ATSs.” 
 
This initiative is a key part of our efforts to ensure fair and efficient 
markets, particularly those with significant Main Street investor 
participation. 
 
One final effort from our fiscal year 2018 that I want to highlight is the 
joint work by the Divisions of Investment Management and Trading and 
Markets to enhance and clarify the standards of conduct and mandated 
disclosures for our two principal types of financial professionals—broker-
dealers and investment advisers. 
 
My view is these standards should reflect what retail investors would 
reasonably expect of these financial professionals, while preserving 
investor choice in:  
 
(1) the type of professional with whom they want to work;  
 
(2) the nature and scope of services they receive; and  
 
(3) how they want to pay for them. Completing our standards of conduct 
rulemaking is a top priority for me. 
 

Enforcing the Federal Securities Laws 
 
Apart from rulemaking, the interests of long-term Main Street investors 
also require capital markets that are vigorously policed for fraud and other 
misconduct.  
 
The ongoing efforts by our Division of Enforcement to deter misconduct 
and punish securities law violators are critical to safeguarding millions of 
investors and instilling confidence in the integrity of our markets.  
 
The nature and quality of the SEC’s enforcement actions during the last 
year speak volumes to the hard work of the women and men of the agency. 
 
Co-Directors, Stephanie Avakian and Steven Peikin noted in the 
Enforcement Annual Report that our success is best judged both 
quantitatively and qualitatively and over various periods of time. 
In my opinion, by any measure, Enforcement has been successful during 
fiscal year 2018. 
 
In the digital assets space, for example, the Division of Enforcement has 
brought cases that demonstrate that there is a path to compliance with the 
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federal securities laws going forward, even where issuers have conducted 
an illegal unregistered offering of digital asset securities.  
 
This path includes appropriate disclosures to investors so they can make a 
more informed decision as to whether to seek reimbursement or continue 
to hold their tokens. 
 
Additionally, in my view, protecting retail investors means, whenever 
possible, putting money back in their pockets when they are harmed by 
violations of the federal securities laws.  
 
In fiscal year 2018, the Commission returned $794 million to harmed 
investors.  
 
Here, I will call out for commendation the Division’s approach to the too 
widespread practice of investment advisers placing retail investors in 
higher cost share classes of mutual funds—when the same funds were 
available to those investors at lower cost—without adequately disclosing 
the practice or with disclosure that was inconsistent with the advisers’ 
actual practices.  
 
In a little over a year, the Division’s approach will result in the return of 
over $125 million to retail investors. 
 
Importantly, the resulting savings to retail investors from moving to the 
lower cost share classes will continue for years to come. We remain 
committed to this important Main Street investor-focused part of our work, 
and we expect to continue our efforts to return funds to harmed investors 
as promptly as practicable. 
 

Examining SEC-Registered Entities 
 
Our examination program, executed by the Office of Compliance 
Inspections and Examinations (“OCIE”), is another key area where our 
work directly protects the interests of Main Street investors.  
 
In December 2018, OCIE published its 2019 Examination Priorities, which 
reflected a continued focus on the SEC’s commitment to protecting retail 
investors, including seniors and those saving for retirement. 
 
In particular, OCIE has looked closely at products and services offered to 
retail investors, the disclosures they receive about those investments and 
the financial services professionals who serve them.  
 
OCIE has also focused its attention on several other areas that present 
heightened risks, including:  
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(1) compliance and risks in critical market infrastructure, such as 
exchanges and clearing agencies;  
 
(2) digital assets, including cryptocurrencies, coins and tokens; and  
 
(3) cybersecurity. 
 

Outreach and Education 
 
Turning to outreach, the SEC promotes informed investment decision-
making through education initiatives aimed at providing Main Street 
investors with a better understanding of our capital markets and the 
opportunities and risks associated with the array of investment choices 
presented to them.  
 
The Office of Investor Education and Advocacy (“OIEA”) spearheads these 
efforts, and participation extends throughout our divisions and offices. 
 
This morning we launched a campaign designed to empower investors to 
take control of their financial future by encouraging them to go to 
Investor.gov to get answers to their saving and investing questions.  
 
In connection with those efforts, I released the first of several videos in a 
new series, “Notes from the Chairman.” These videos are based on my 
experiences traveling the country and meeting with Main Street investors, 
who often ask me for my top tips on investing. 
 
Over the past year, SEC staff, my fellow Commissioners and I have engaged 
directly with Main Street investors from around the country through town 
halls, outreach tours, new digital tools, and other methods.  
 
In a first-of-its-kind event, on June 13, 2018, the full Commission and SEC 
leadership met with more than 400 members of the public during an 
investor town hall at the Georgia State University College of Law in 
Atlanta, Georgia.  
 
This event, organized by the SEC’s Office of the Investor Advocate and the 
Atlanta Regional Office, marked the first time the full Commission met 
with Main Street investors outside of Washington, D.C. Since then, there 
were additional roundtable meetings with retail investors in Houston, 
Miami, Washington, D.C., Philadelphia, Denver, and Baltimore. 
 
In addition, the Commission recently acquired a powerful voice for small 
businesses and their investors—our first Advocate for Small Business 
Capital Formation, Martha Miller. 
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Martha brings a wealth of experience and passion to the role and will be a 
proponent for American businesses and their investors.  
 
Martha has hit the ground running in building the office and already 
hosted her first public event in Kansas City, Missouri a couple of weeks 
ago. She will be speaking later today and providing insight into her office’s 
roadmap for serving small businesses, including traveling to areas that 
traditionally have received less attention from investors. 
 

Economic Analysis and Retrospective Review of Commission 
Rules 
 
None of the efforts by our policymaking divisions and offices discussed 
above would be possible without the work of the economists in the Division 
of Economic and Risk Analysis (“DERA”). 
 
I have noted that the SEC is committed to performing rigorous economic 
analysis of our rules and has done so in each of the rulemaking initiatives I 
have described above.  
 
However, effective rulemaking does not end with rule adoption. Our 
Strategic Plan calls for reviewing Commission rules retrospectively to 
identify outdated rules that might not be functioning as intended in 
modern markets. 
 

Conclusion 
 
To conclude, and as you can surely tell from my narrative, every single 
significant accomplishment was driven by our people—the 4,500 women 
and men that everyday demonstrate their commitment to Main Street 
investors. I thank you for everything you do. 
 

 
 
 
 
 
 
 



P a g e  | 39 

International Association of Hedge Funds Professionals (IAHFP)                                                                                                       

The Joint Committee of the European Supervisory Authorities 
(ESAs) – EBA, EIOPA and ESMA – published the 2018 Annual 
Report. 
 

 
 

Consumer protection and financial innovation matters were once again a 
key priority for the Joint Committee over the last year, where in particular 
the ESAs continued their joint efforts in assessing the potential benefits 
and risks for consumers and financial institutions related to the 
developments in financial technology.  
 
The Report also highlights the ESAs' continued efforts in overseeing 
market developments and cross-sectoral risks, including those posed by 
Brexit. 
 
In the area of anti-money laundering and countering the financing of 
terrorism (AML/CFT), the ESAs enhanced their focus on ensuring 
consistent application of AML/CFT rules across the EU and improving 
standards of AML/CFT supervision. 
 
To read more: 
https://www.esma.europa.eu/sites/default/files/library/jc_2019_19_joint
_committee_annual_report_2018_0.pdf 
 
https://www.esma.europa.eu/sites/default/files/library/msp_ar2018_and
_wp2019.pdf 
 

 
 
 
 
 

 
 
 
 
 

https://www.esma.europa.eu/sites/default/files/library/jc_2019_19_joint_committee_annual_report_2018_0.pdf
https://www.esma.europa.eu/sites/default/files/library/jc_2019_19_joint_committee_annual_report_2018_0.pdf
https://www.esma.europa.eu/sites/default/files/library/msp_ar2018_and_wp2019.pdf
https://www.esma.europa.eu/sites/default/files/library/msp_ar2018_and_wp2019.pdf
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Will debt be reduced? 
Jon Nicolaisen, Deputy Governor of Norges Bank (Central Bank of 
Norway), at the Norwegian Academy of Science and Letters, Oslo.  
 

 
 

  
 

Why do we have debt? 
 

Nearly 50 years ago, on 23 December 1969, Phillips Petroleum informed 
the Norwegian authorities of a major oil discovery on the Norwegian shelf.  
 
When it came time to develop the shelf, the Norwegian government 
decided to invest through direct ownership, financing its direct investment 
in oil activities with foreign borrowing.  
 
Between 1973 and 1979, Norway's public debt soared, and Norway's 
current account deficit climbed to more than 10 percent of GDP. 
 
The project was risky. Up until 1972, oil prices had hovered around USD 2 
per barrel. The cost of producing Middle Eastern oil was a fraction of this, 
while production costs in the North Sea were far higher.  
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Even so, the Norwegian authorities took a chance and started to develop 
the North Sea with borrowed capital. Today, it is safe to say that this 
decision was a good one. 
 
Why do we borrow? The fundamental reason is that borrowing - credit - 
makes it possible to bring forward consumption and investment.  
 
Credit enabled Norway to finance its investment in the oil sector. Credit 
enables consumers to buy a home early in the life cycle rather than waiting 
until middle age.  
 
Credit can be used to finance education, a car and a place to live while we 
are young and enables us to enjoy the benefits while earning money to pay 
for them.  
 
Over the past century, a modern financial system has evolved that provides 
ample access to credit. A well-developed credit market is an important part 
of a well-functioning economy. 
 
There is another side of the coin: Once we have incurred a debt, it remains 
with us.  
 
The debt must be repaid - with interest. We might say that while credit is 
an unvarnished good, debt is a necessary evil. Paying for bread already 
eaten can be tough. 
 
When we borrow money, we draw up a repayment plan with the bank. 
Implicit in this plan are a number of expectations - regarding our future 
earnings, net worth and interest rates.  
 
If these expectations pan out, the plan succeeds. We arrive at the desired 
outcome. And many times, the future turns out even better than expected.  
 
In recent decades, house prices have risen and with them our wealth.  
 
Income growth in Norway has been high and has benefited nearly 
everyone. At the same time, interest rates have fallen to historically low 
levels. This has made a high debt burden easier to bear. 
 
In forming our expectations, we often look in the rear-view mirror. As 
anyone knows who has driven a car, mirrors are important. But if you only 
look back in the mirror, you will land in the ditch.  
 
That is also the way it is with expectations. If we become overly concerned 
with past events, we may miss signals about what lies ahead. 
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So the question we must ask is: is household debt in Norway based on 
unrealistic expectations? Will debt be reduced? 
 

How did we get here?  
 
Debt takes various forms. An important distinction is made between public 
and private debt. 
 
Norway's public debt is low at present and its assets in the Government 
Pension Fund Global (GPFG) are substantial. The return on the Fund is a 
source of large annual government revenues.  
 
This year, transfers from the Fund account for one sixth of central 
government spending. On the other hand, private debt is high, both from a 
historical perspective and relative to other countries. 
 

 
 
Chart 1: Record-high private debt 
 
This chart shows private debt in Norway relative to GDP all the way back to 
1830, a period of nearly two centuries. We see that debt has multiplied. The 
average debt of households is more than twice their disposable income. 
This debt comprises mostly residential mortgages. For those under age 40, 
average debt is well over three times their income. 
 
How did we get here? 
Over the past 150 years, something has happened to the Norwegian 
national character.  
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In Ibsen's A Doll's House, Helmer says: "There can be no freedom or 
beauty about a home life that depends on borrowing and debt." Helmer 
was probably harsh, even for his time.  
 
Even then it was fairly inconceivable for most people to finance a home 
purchase without taking out a substantial mortgage.  
 
Today we have few scruples left, and we have never borrowed as much as 
we do now. 
 
The striking pattern in the chart applies to more countries than Norway.  
 
This pattern is described in detail in the well-known book about financial 
crises by the American professors Reinhart and Rogoff, This Time Is 
Different. 
 
Debt levels fluctuate substantially over time, but the cycle is very long.  
 
It may take several generations of debt accumulation before a sudden 
adjustment takes place - usually owing to some economic shock.  
 
According to Reinhart and Rogoff, crises generally occur when most people 
stop expecting them - often because one factor or another leads many to 
assume that economic mechanisms have changed.  
 
But they seldom have. The adjustment comes, and usually out of the blue. 
 
In Norway, such major corrections have only occurred twice over the past 
120 years.  
 
The first time was after the Wall Street crash in October 1929. The 
deleveraging that followed is known as the Great Depression.  
 
The second time we experienced a correction, but on a substantially 
smaller scale, was during the banking crisis around 1990.  
 
The backdrop was the fall in the oil price in 1986 and the sharp jump in 
interest rates in Europe following German reunification.  
 
Those of us born before 1970 clearly remember the banking crisis and drop 
in house prices in the early 1990s. That is a lesson that nonetheless is 
gradually withering away. 
 
To read more: 
https://www.bis.org/review/r190410c.htm 
 

https://www.bis.org/review/r190410c.htm
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The slides:  
https://www.bis.org/review/r190409c_slides.pdf 
 

 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.bis.org/review/r190409c_slides.pdf
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Consolidated Basel Framework 
 

 
 

The Basel Committee on Banking Supervision launched a new section of its 
website (https://www.bis.org/basel_framework/) that sets out a 
consolidated version of its global standards for the regulation and 
supervision of banks.  
 
The consolidated framework aims to improve the accessibility of the Basel 
Committee's standards and to promote consistent global interpretation and 
implementation. 
 
The framework has been published initially in draft form, together with a 
consultative document to gather feedback on the website and on various 
proposed technical amendments to the standards. 
 
Basel standards are currently published on the Committee's section of the 
website of the Bank for International Settlements (BIS), as a series of pdf 
documents.  
 
These publications may replace prior standards, amend existing standards 
or introduce new ones.  
 
But the current publication format, combined with the expanded scope of 
the Basel Framework in recent years, make it difficult for website users to 
find the standards that are currently in force, or track how the framework 
has developed over time and will develop in the future.  
 
The Consolidated Basel Framework that has been launched today 
addresses these issues. 
 
The publication of the standards in the new format of the consolidated 
framework has focused on reorganising existing requirements.  
 
There was no intention to introduce new requirements or otherwise amend 
the standards previously agreed and published by the Basel Committee.  
 
In preparing the framework, the Basel Committee has taken the 
opportunity to simplify the standards where possible, clarify provisions 
known to cause confusion, integrate answers to frequently asked questions 
(FAQs) and delete redundant review clauses and other outdated 
provisions. 
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The preparation of the standards in the new format did, however, reveal 
some inconsistencies between Basel requirements as well as ambiguities 
that need to be addressed through policy changes.  
 
Such policy changes, which are not substantial but which cannot be 
resolved unambiguously based on the current text, would normally be 
subject to consultation as technical amendments.  
 
The Committee considers it to be most efficient to consult on all such 
changes together in the context of the launch of the consolidated 
framework.  
 
The proposed changes have been incorporated into the draft version of the 
consolidated framework, together with various new FAQs. 
 
As the technical amendments proposed in the consultative document are 
not substantial in nature and, in the Committee's view, contribute to a 
more coherent prudential framework, the Committee will encourage its 
members to implement the final requirements as soon as possible, and no 
later than 1 January 2022. 
 
The Committee welcomes comments on the two questions set out in the 
consultative document. Comments should be uploaded at: 
https://www.bis.org/bcbs/commentupload.htm?cdpath=/bcbs/publ/d462
.htm by Friday 9 August 2019.  
 
All comments will be published on the Bank for International Settlements 
website unless a respondent specifically requests confidential treatment.  
 
To read more: https://www.bis.org/bcbs/publ/d462.pdf 
 

 
 
 
 
 
 

 
 
 
 

https://www.bis.org/bcbs/publ/d462.pdf
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Solvency II, Proportionality in insurance supervision 
 

 
 

For three years now, the principle of proportionality has been applied to 
insurers subject to Solvency II. It will be placed under scrutiny in the 
overall review of the 2020 regulatory framework. 
 
Since the implementation of the European supervisory regime Solvency II 
in 2016 and the transposition of the Directive on the activities and 
supervision of institutions for occupational retirement provision (IORP II) 
into national law, the proportionality principle (see info box "Principle of 
proportionality") has played a central role in regulation and supervision.  
 

Definition, principle of proportionality 
 
The proportionality principle is a general principle that cuts across all areas 
of insurance supervisory law. It determines the extent to which supervisory 
requirements must be met in individual cases, namely in relation to the 
risk. The risk profile of the individual undertaking concerned is therefore 
to be used as a yardstick. 
 
In Germany, the principle of proportionality was set down in section 296 of 
the Insurance Supervision Act (Versicherungsaufsichtsgesetz – VAG), 
which requires BaFin to apply the supervisory requirements in a manner 
that is appropriate to the nature, scale and complexity of the risks 
associated with the activities of the supervised undertakings. 
 
On the basis of the current European regulations, insurance undertakings 
cannot be exempted from regulatory requirements per se unless statutory 
exceptions apply.  
 
Proportionality does not mean that the tightening of requirements under 
the new regime will be reversed. Although the effort for implementation 
with regard to individual requirements can be adjusted so that it 
approaches zero, it cannot be reduced to zero.  
 
Moreover, the principle of proportionality works in both directions: just as 
a lower risk profile can result in exemptions from requirements, a more 
pronounced risk profile will lead to tighter implementation requirements.  
 
The rationale is that the more principle-based approach of Solvency II and 
the IORP II Directive (see info box “Principle-based approach and rule-
based requirements") opens up new room for manoeuvre not only for 
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insurance undertakings and institutions for occupational retirement 
provision (IORPs), but also for BaFin.  
 
The principle of proportionality makes it possible to implement principle-
based supervisory requirements in a flexible way and in line with the risk 
situation of the insurance undertaking concerned.  
 

Definition, principle-based approach and rule-based 
requirements 
 
The principle-based approach merely sets out a supervisory objective. It 
does not stipulate a specific implementation path. However, under 
Solvency II and IORP II, there are still rule-based requirements which 
provide no leeway in implementation, either to undertakings or to 
supervisors. These rule-based requirements cannot be fulfilled on a 
proportional basis. 
 
Rather, in the case of rule-based requirements, the legislators must enforce 
the principle of proportionality by explicitly providing for certain 
simplifications and exemptions which may be applied if specified 
conditions are met.  
 
An example is the simplifications expressly provided for undertakings that 
calculate their solvency capital requirement (SCR) based on the standard 
formula. 
 
Although (or because) this type of regulation offers room for manoeuvre, 
the proportionality principle remains a critical issue for many insurers and 
IORPs.  
 
This is mostly due to the fact that its application is not easy to understand 
in practice.  
 
Since a key aspect of principle-based supervision is that there are no ready-
made solutions or checklists, company-specific approaches must be used to 
fill in the supervisory framework.  
 
In contrast to the old supervisory regimes, there is therefore no uniform 
solution that would apply equally to all supervised undertakings.  
 
Rather, the individual circumstances must be examined in each case in 
order to find tailor-made solutions that are appropriate to the 
undertaking’s risk situation.  
At the beginning, this puts an extra burden on undertakings and creates 
uncertainty, but this can be removed by risk-sensitive internal concepts 
and communication with the supervisory authority.  
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The additional effort is worthwhile if the undertakings concerned are then 
able to implement a number of tailor-made solutions. 
 
It is particularly important for small and medium-sized insurance 
undertakings to tackle the proportionality principle in a pro-active manner: 
Solvency II often poses a challenge for them, because the regulatory 
framework regulates certain areas more intensively and requirements are 
more demanding in terms of content than under Solvency I.  
 
The initial implementation in particular placed a great burden on the 
undertakings and put a strain on their capacity.  
 
For these insurance undertakings, however, the proportionality principle is 
a necessary corrective and all the more important if they want to reduce 
their burden under Solvency II. 
 

Initial experience in dealing with the principle under Solvency II 
 
Surveys by industry associations show that the majority of insurance 
undertakings are currently dissatisfied with how BaFin applies the 
proportionality principle and see a need for improvement.  
 
Criticism focuses, among other things, on the extensive reporting 
requirements under Solvency II and the – from the industry’s perspective 
– unsatisfactory solution applied to exempt undertakings from their 
quarterly reporting obligations.  
 
The undertakings mainly refer to cost-benefit considerations when they 
complain about the lack of proportionality, whereas from the supervisory 
point of view it is actually a matter of ensuring a risk-based approach.  
 
Lower risks do allow the requirements to be implemented in ways that are 
less complex and therefore less burdensome. However, this does not mean 
that the principle of proportionality could turn the Solvency II regime into 
a free ride.  
 
Due to the significantly increased overall requirements under Solvency II, 
even undertakings whose risk situation justifies an implementation that 
requires only a minimum of effort will inevitably face higher costs than was 
the case under the old Solvency I regime. 
 
Despite all criticism, experience in dealing with the principle of 
proportionality shows that, together, supervisors, industry representatives 
and undertakings can work out solutions. 
 

Capital adequacy requirements: pillar 1 of Solvency II 
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The market-consistent valuation of technical provisions provided for under 
Solvency II can pose a major challenge for undertakings. This applies in 
particular to contracts with long-term guarantees, which are typical in life 
and health insurance.  
 
The relevant legislation does not prescribe any method for calculating the 
provisions. Rather, the undertakings themselves must choose a method 
that reflects the risks arising from their contracts.  
 
This is in keeping with the nature of proportionality: the undertaking may 
use a simplified calculation method as long as it still adequately captures 
the risks arising from the undertaking’s obligations. This is very important 
in practice.  
 
As an example, many health insurers use methods for the valuation of their 
provisions that are much less complex than in life insurance. This is 
possible because the specific risks arising from health insurance 
obligations can be described using a simpler system of assumptions. 
 
The calculation of the SCR can also be very complex. For undertakings that 
do not use an internal model, legislation provides for a standardised 
calculation using the standard formula.  
 
Naturally, the scope for applying the principle of proportionality is smaller 
here. In order to facilitate the calculation of the standard formula, 
simplifications are permitted for certain risk modules.  
 
In practice, these are used in particular to calculate the counterparty 
default risk. Simplified calculations for underwriting risks in life and health 
insurance, on the other hand, are used relatively infrequently, mainly 
because they are rarely needed.  
 
As part of the current review of the SCR standard formula calculation, 
BaFin has successfully advocated for the inclusion of further 
simplifications.  
 
These usefully extend the existing simplifications and refer, for example, to 
the application of the look-through principle in the calculation of market 
risks and catastrophe risks. This is a good starting point, but it should not 
end there.  
 
BaFin therefore welcomes the fact that, in the Solvency II review, the 
European Insurance and Occupational Pensions Authority (EIOPA) is 
examining how the complexity of the standard formula calculation can be 
further reduced. 
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In BaFin’s opinion, however, neither the simplifications that are currently 
permitted nor those that will be possible in the future can be allowed to 
result in methods that no longer adequately reflect the undertaking’s risks.  
 
Sensibly, the legislation therefore makes the application of simplifications 
subject to certain conditions.  
 
Discussions with the industry have repeatedly shown that the undertakings 
need more specific criteria defining the scope available to them.  
 
In order to support the application of the proportionality principle in 
practice, BaFin published an interpretative decision in November 2018. 
This contains clarifications on how undertakings should verify that the 
methods used to calculate their provisions are appropriate.  
 
Among other things, the interpretative decision addresses the term "error", 
which plays a central role in assessing the appropriateness of the method. 
 

Governance requirements: pillar 2 of Solvency II 
 
Many of the rules on governance are principle-based, and as a result the 
principle of proportionality is often applicable. 
 
An issue which keeps recurring in discussions with the industry is that of 
the written policies provided for under Solvency II and further specified in 
requirements from BaFin. 
 
Many undertakings ask that these requirements be streamlined. They 
argue that the requirements unnecessarily tighten the policies and lead to 
excessive bureaucracy. 
 
The particular importance of the written policies is stems from the fact that 
undertakings define in them the structure of their system of governance; 
they are thus a means for self-regulation.  
 
The purpose of the policies is to establish processes and procedures and to 
transfer and define tasks, powers, responsibilities and competences.  
The policies ensure that managers and employees act in accordance with 
the specified requirements and rules. In this respect, they not only contain 
supervisory requirements, but also guide the undertaking’s management 
systems. 
 
BaFin is currently reviewing the requirements set out in Circular 02/2017 
(VA) – Minimum Requirements under Supervisory Law on the System of 
Governance of Insurance Undertakings (Aufsichtsrechtliche 
Mindestanforderungen an die Geschäftsorganisation von 
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Versicherungsunternehmen – MaGo ). In particular, the requirements 
regarding risk management policies are to be streamlined. 
 
Irrespective of this review, BaFin is already using the existing leeway to 
interpret the requirements relating to the policies in the undertakings’ 
favour. The MaGo, for example, applies a narrow definition of policies.  
 
The circular only provides general information on the contents of the 
policies in order to allow undertakings the greatest possible freedom.  
 
This means that undertakings can decide for themselves what they want to 
include in their policies, notwithstanding any minimum content.  
 
They can streamline their policies and lay down further rules in work 
instructions.  
 
Pursuant to section 23 (3) of the VAG, the approval of the management 
board at the time of initial implementation and in the event of significant 
changes, as well as for the annual review, is generally only required for 
policies referring to requirements on risk management, the internal control 
system, internal audit and, if applicable, the outsourcing of functions and 
activities. 
 
The annual review of the policies should be proportional to the 
undertaking’s risks, which means that in some circumstances it can be very 
simple and unbureaucratic. It is up to the undertakings to determine the 
method, scope and level of detail that is appropriate to their risk profile.  
 
If an undertaking with a less pronounced risk profile finds that there is no 
need for adjustment because, for example, business units and systems have 
not changed, a management board memo may be sufficient to meet the 
supervisory requirement. 
 
In the case of other mandatory policies, such as those on fit and proper 
requirements, remuneration and the product approval process (see expert 
article on the BaFin website dated 2 March 2018), insurance undertakings 
must determine in a risk-oriented manner the extent to which the 
management is involved and the intervals at which the reviews are carried 
out. However, the policies must be reviewed regularly, at least every three 
years. 
 

Reporting requirements: pillar 3 of Solvency II 
 
The narrative reports (see expert articles on the BaFin website dated 4 
March 2017 and 9 March 2018) that insurers must submit to BaFin include 
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the own risk and solvency assessment (ORSA), the regular supervisory 
report (RSR) and the solvency and financial condition report (SFCR).  
 
In addition, undertakings must submit quantitative data in a structured 
form (quantitative reporting templates – QRTs) on a quarterly and annual 
basis. 
 
In addition to the quantitative reports that, as part of microprudential 
supervision, serve as a basis for the supervision of individual undertakings, 
undertakings also submit to BaFin extensive quantitative information 
(reports on financial stability and for statistical purposes) that is required 
by the European Central Bank.  
 
BaFin receives these reports and forwards them directly to the ECB. This 
way, there is only one reporting channel for the undertakings. BaFin has no 
influence on the scope of these reporting strands. 
 
The industry criticises the narrative reporting for the fact that both the 
SFCR and the RSR must be submitted even though there are many 
overlaps, and that the benefits derived from these reports are 
disproportionate to the efforts involved.  
 
Another point of criticism is the conditions under which undertakings can 
be exempted from the quarterly reporting requirement. 
 
However, the fact that reporting requirements are rule-based requirements 
and are therefore not subject to the principle of proportionality is often 
overlooked in the debate.  
 
Simplifications are provided for in quantitative reporting only to the extent 
and under the conditions explicitly laid down in section 45 of the VAG.  
 
This means that BaFin can only allow simplifications for quarterly 
reporting and individual item reporting. However, the proportionality 
concept is also taken into account in quantitative reporting, since several 
reporting templates are only required if the undertaking exceeds certain 
threshold values. 
 

Narrative reporting 
 
The supervisory authority only has room for manoeuvre with the respect to 
the submission frequency of the RSRs. It may require undertakings to 
submit their reports annually, every two years or every three years.  
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BaFin takes a risk-based approach and determines the frequency of 
submission depending on the undertakings’ market significance and 
quality.  
 
For example, small, low-risk undertakings in which no major shortcomings 
in meeting the quantitative and qualitative supervisory requirements were 
observed only have to submit an RSR every three years.  
 
However, in the years in which no RSR is submitted, all undertakings must 
prepare a report on any major changes in the areas to which the RSR 
relates (“change report”). BaFin is bound by this requirement under 
European law.  
 
The contents to be included in the RSR and SFCR are specified in detail in 
the Solvency II Directive. Deviations from this are therefore not permitted. 
 

Quantitative reporting requirements and possibilities for 
exemption 
 
At solo level, quantitative reporting in principle includes 70 annual 
reporting templates and 12 quarterly templates. 
 
At group level, there is a total of 48 annual reporting templates and eight 
quarterly templates. 
 
The scope of reporting also depends in part on the type of business the 
undertaking conducts. No undertaking is required to submit all reporting 
templates. 
 
At solo level, up to eight of the quarterly reports and seven annual reports 
can be omitted upon request, while the submission of six or seven reports 
can be dispensed with at group level.  
 
BaFin may grant these simplifications for a maximum of 20 percent of the 
German life and non-life insurance market. This and other aspects of 
exemption are governed by section 45 of the VAG, in which the statutory 
EU requirements are implemented. 
 
Small undertakings should be given priority when considering the 
possibility of granting a simplification. BaFin approves exemptions from 
the submission requirement to the extent that they are legally possible and 
reasonable from a supervisory point of view.  
 
BaFin works on the premise that, within the percentage limitation, all 
eligible undertakings should in principle benefit from all simplifications, to 
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the extent that this is justifiable from a supervisory point of view taking 
into account the risk situation of the individual undertaking.  
 
The annual examination as to whether the exemption can be granted 
(again) is carried out ex officio. 
 
Regrettably, many undertakings which could, in BaFin’s view, be eligible 
for exemptions do not make use of this possibility. This reluctance is also 
due to the fact that the exemptions BaFin can grant are only for one year.  
 
Under the current legal situation, the supervisory authorities are required 
to review annually whether they can continue to grant an exemption.  
 
This is in particular due to the qualitative conditions for applying the 
proportionality principle. This rather cumbersome procedure could be 
made much more flexible, which BaFin will advocate at European level. 
 

How are undertakings dealing with the principle? 
 
From BaFin's standpoint, insurers use their scope for proportionality 
rather cautiously. This may be due to the legal uncertainty that exists.  
 
BaFin is also aware that there are legislative grey areas within this scope 
and that there may also be variations within these grey areas.  
 
However, the potential for risk-adequate exemptions and simplifications is 
often not realised. 
 
The problems in applying the proportionality principle have only become 
apparent since Solvency II entered into force. The industry and BaFin are 
still gathering practical experience.  
 
Close professional cooperation and communication is therefore all the 
more important. Undertakings should not shy away from dialogue with 
BaFin. 
 
The determination of the risk profile is the primary basis for the 
application of the proportionality principle.  
 
The first step is for insurers to determine their own risk profile. In doing 
so, they must comply with the regulatory requirements.  
 
Under Solvency II, they must – cumulatively – take account of the nature, 
scale and complexity of the risks they are, or could be, exposed to. For 
IORPs, the scale of activities is also a relevant criterion. 
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There are no specific parameters as to how the individual criteria translate 
into the structure of the risk profile, i.e. which types of risks lead to a 
higher or lower risk profile, for example.  
 
The size of an undertaking can also be an indicator for determining the risk 
profile, but it must not be the only one. 
 

The principle also applies to the use of supervisory powers 
 
BaFin must also gear its administrative actions towards the principle of 
proportionality. It must use the existing scope for discretion down to the 
level of each insurer through proportional application of the law and 
ensure equal treatment of comparable situations.  
 
The objective is not to apply the principle-based rules as strictly as 
possible, but rather to apply them in line with the risk profile of the 
undertaking concerned.  
 
BaFin may not impose disproportionate requirements. It is therefore 
sometimes difficult to determine general requirements and simplifications 
that are, at the same time, as specific as possible and are suitable for all 
undertakings. 
 
BaFin’s supervisory review process must also follow a risk-based approach. 
BaFin verifies that the undertakings comply with the relevant laws when 
applying the proportionality principle and encourages them to make full 
use of the leeway provided by law. 
 

Solvency II review 
 
Together with other parts of the regulatory framework, the application of 
the principle of proportionality by the European supervisory authorities is 
being reviewed. BaFin will address issues identified in the application of 
the proportionality principle at national level.  
 
It will work to ensure that the principle can be applied more flexibly so that 
it can provide appropriate relief, especially for lower-risk insurance 
undertakings.  
 
However, it is important that the Solvency II principle, according to which 
all requirements in principle apply to all undertakings subject to Solvency 
II, is maintained. 
 
In the course of the Solvency II Review, BaFin will also advocate further 
simplifications in the calculation of the SCR with the standard formula.  
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It is conceivable to introduce simplifications for risk sub-modules whose 
contribution to the overall SCR of an undertaking is not of material 
importance, provided the normal calculation would be disproportionately 
costly because of this low materiality. 
 
BaFin’s aim is to further strengthen the proportionality concept in 
reporting as a whole. In revising supervisory reporting, BaFin also aims to 
redesign the narrative reports.  
 
For example, the SFCR should not only be tailored to supervisory 
requirements, but also to the information needs of the other addressees, 
including in particular the general public.  
 
In addition, the requirements for the various reports should be clarified in 
terms of content in order to avoid any impression that various reporting 
templates require the same information. 
 
With regard to quantitative reporting, BaFin advocates improving the 
quality of certain reporting templates and assessing the possibility of 
reducing the number of templates.  
 
BaFin also aims to make it easier for undertakings to obtain permission for 
submitting simplified reports by making it easier for supervisors to grant 
reporting simplifications and exemptions. 
 

IORP II Directive 
 
The set of criteria for the application of the proportionality principle also 
includes the criterion “size of activities" for IORPs.  
 
In some provisions, the terms "size" and "internal organisation" are also 
used as reference points for proportionality. Due to the special business 
model of IORPs, these three new features were particularly highlighted for 
these institutions.  
 
Their inclusion in the set of criteria is due to the fact that the provisions of 
the IORP II Directive were transposed verbatim.  
 
The fact that the size of activities is also highlighted does not mean that 
this criterion takes precedence over all other considerations.  
 
Rather, the decision on what is proportional can only be made in 
conjunction with the other criteria. 
 
As regards the requirements for the governance of IORPs, BaFin is 
currently preparing a circular which will – among other things – explain 
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BaFin’s interpretation of the proportionality principle in relation to the 
new criteria in more detail and will also contain information explaining 
these criteria. The circular is aimed at assisting IORPs in applying the 
principle. 
 

Summary 
 
From BaFin's point of view, the principle of proportionality has so far 
proved largely successful. However, it should always be examined whether 
the actual application of the principle needs to be optimised in specific 
areas. This applies not only to proportionality, but also to other aspects of 
the principle-based Solvency II regime. 
 
It is undisputed that the issues relating to the application of the principle of 
proportionality have not yet been clarified conclusively.  
 
BaFin and the industry are already engaged in a productive dialogue on 
new ideas for solutions. Neither the supervisory authority nor the industry 
should shy away from any extra effort that might be required, as this is a 
good investment to achieve appropriate solutions for all stakeholders.  
 
Reliable solutions create legal certainty and make the principle more 
tangible and suitable for practical application. 
 
Even though IORPs may raise issues which so far have not been raised by 
other undertakings subject to Solvency II, they will nevertheless profit 
from the experience gained to date.  
 
BaFin relies on maintaining a constructive dialogue with the industry in 
order to find solutions that everyone can agree on. 
 
Author: Anna Faßbender, BaFin Division for Risk Management and 
Governance incl. ORSA (Qualitative) 
 
You may visit: 
https://www.bafin.de/SharedDocs/Veroeffentlichungen/EN/Fachartikel/
2019/fa_bj_1903_Proportionalitaetsprinzip_en.html 
 

 
 
 
 
 
 

https://www.bafin.de/SharedDocs/Veroeffentlichungen/EN/Fachartikel/2019/fa_bj_1903_Proportionalitaetsprinzip_en.html
https://www.bafin.de/SharedDocs/Veroeffentlichungen/EN/Fachartikel/2019/fa_bj_1903_Proportionalitaetsprinzip_en.html
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Federal Reserve Board publishes transcripts of more than 50 
interviews with former policymakers and former senior staff that 
chronicle nearly half a century of Federal Reserve history 
 

 
 

 The Federal Reserve Board on Friday published transcripts of more than 
50 interviews with former policymakers and former senior staff that 
chronicle nearly half a century of Federal Reserve history. 
 
The interviews, including with former chairs Paul A. Volcker, Alan 
Greenspan, and Janet L. Yellen, provide personal recollections of 
important economic, monetary policy, and regulatory developments. They 
also provide impressions of life and culture at the Federal Reserve Board. 
 
The interviews are available on the history section of the Board's website 
at: 
https://www.federalreserve.gov/aboutthefed/centennial/federal-reserve-
oral-history-interviews.htm 
 

 
 
 

https://www.federalreserve.gov/aboutthefed/centennial/federal-reserve-oral-history-interviews.htm
https://www.federalreserve.gov/aboutthefed/centennial/federal-reserve-oral-history-interviews.htm
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A New Horizon 
Speech by Mr Mark Carney, Governor of the Bank of England, at the 
European Commission Conference "A global approach to sustainable 
finance", Brussels. 
 

 
 
A New Horizon? 
 
A few years ago, I spoke of the Tragedy of the Horizon – how the 
catastrophic impacts of climate change will be felt beyond the traditional 
horizons of most banks, investors and financial policymakers, imposing 
costs on future generations that the current one has no direct incentives to 
fix. 
 
Once climate change becomes a clear and present danger to financial 
stability it could already be too late to stabilise the atmosphere at two 
degrees. 
 
The paradox is that risks will ultimately be minimised if the transition to a 
low-carbon economy begins early and follows a predictable path.  
 
But for markets to anticipate and smooth the transition to a 2-degree 
world, they need the right information, proper risk management, and 
coherent, credible public policy frameworks. 
 
Today, catalysed by the COP21 Paris Agreement, and national policies such 
as the UK Government’s Clean Growth Strategy, some of these elements 
are coming into place, creating a potential path to break the Tragedy of the 
Horizon.  
 
But the task is large, the window of opportunity is short, and the stakes are 
existential. 
 
In pursuit of that New Horizon, let me briefly discuss progress and 
prospects in three critical areas - reporting, risk and return.  
 
To read more: 
https://www.bis.org/review/r190322a.pdf 

https://www.bis.org/review/r190322a.pdf
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Disclaimer 
 
The Association tries to enhance public access to information about risk and 
compliance management.  
 
Our goal is to keep this information timely and accurate. If errors are brought to 
our attention, we will try to correct them. 
 
This information: 
 
- is of a general nature only and is not intended to address the specific 
circumstances of any particular individual or entity; 
 
- should not be relied on in the particular context of enforcement or similar 
regulatory action; 
 
- is not necessarily comprehensive, complete, or up to date; 
 
- is sometimes linked to external sites over which the Association has no 
control and for which the Association assumes no responsibility; 
 
- is not professional or legal advice (if you need specific advice, you should 
always consult a suitably qualified professional); 
 
- is in no way constitutive of an interpretative document; 
 
- does not prejudge the position that the relevant authorities might decide 
to take on the same matters if developments, including Court rulings, were to 
lead it to revise some of the views expressed here; 
 
- does not prejudge the interpretation that the Courts might place on the 
matters at issue. 
 
Please note that it cannot be guaranteed that these information and documents 
exactly reproduce officially adopted texts.  
 
It is our goal to minimize disruption caused by technical errors. However, some 
data or information may have been created or structured in files or formats that 
are not error-free and we cannot guarantee that our service will not be 
interrupted or otherwise affected by such problems.  
 
The Association accepts no responsibility with regard to such problems incurred 
as a result of using this site or any linked external sites.     
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International Association of Hedge Funds Professionals (IAHFP) 
 

 
 

At every stage of your career, our community provides training, 
certification programs, resources, updates, networking and services you 
can use. 
 
1. Membership – Become a standard, premium or lifetime member. 
You may visit:  
https://www.hedge-funds-association.com/HowToBecomeMember.html 
 
2. Monthly Updates – Visit the Reading Room of the association at: 
https://www.hedge-funds-association.com/Reading_Room.htm 
 
3. Training and Certification – You may visit:  
https://www.hedge-funds-
association.com/Distance_Learning_and_Certification.htm 
 
 
 
 

https://www.hedge-funds-association.com/HowToBecomeMember.html
https://www.hedge-funds-association.com/Reading_Room.htm
https://www.hedge-funds-association.com/Distance_Learning_and_Certification.htm
https://www.hedge-funds-association.com/Distance_Learning_and_Certification.htm

