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Hedge Funds News, June 2018 
Dear members and friends,  
 
Wesley Bricker, Chief Accountant, gave a very interesting 
presentation to the Institute of Chartered Accountants in 
England and Wales. The title was “The intersection of 
financial reporting and innovation”. This is what he said: 
 

Introduction 
 
Thank you, Robert [Hodgkinson] for the kind introduction. Thank you, 
also, to the Institute of Chartered Accountants in England and Wales 
(“ICAEW”) for sponsoring this event. I am delighted to be in London and 
with you this afternoon. 
 
London continues to be recognized as one of the world’s leading 
international financial centers, along with New York and other highly 
globally connected cities. Whether in London or New York or my childhood 
town of Chambersburg, Pennsylvania, people in every walk of life are 
affected by financial reporting, the cornerstone on which our process of 
capital allocation is built. 
 
An effective capital allocation process is critical to a healthy economy that 
promotes productivity, encourages innovation, and provides an efficient 
market for the purchase and sale of securities and the obtaining and 
granting of credit. 
 
Such an efficient allocation process would not be possible without financial 
disclosures, because adequate and high-quality information helps investors 
to judge the opportunities and risks of investment choices accurately. 
Good accounting and auditing may not readily grab the general public’s 
attention, but they are essential to our livelihoods. Whether a long-term 
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Main Street investor, investment professional, or retiree, individuals make 
investment decisions—or rely on others to make decisions for them—based 
in part on audited financial statements.  
 
Recent business failures suggest we all benefit when we learn from and 
strengthen our system of business and financial reporting that underpins 
decision making within our financial markets. 
 
High-quality financial reporting starts with companies. In companies 
subject to U.S. federal securities laws, management is required to keep and 
maintain books and records in reasonable detail. 
 
From those books and records, management prepares financial statements 
according to a general purpose financial reporting framework, so that the 
reporting is comparable, verifiable, timely, and understandable by 
investors and others.  
 
If the starting point of the financial reporting process does not begin with 
management using high-quality financial information for its preparation of 
financial statements, then what could result are increased risks and costs in 
each subsequent phase of financial reporting. 
 
When required, an annual audit or interim period review performed by an 
independent auditor provides investors with confidence that a company’s 
financial statements are presented in accordance with the financial 
reporting framework.  
 
The strength of financial reporting—and of our capital markets—depends 
on thorough and objective audits performed by auditors who are ethical, 
independent, skeptical, and who apply the diligence necessary to meet 
professional and regulatory standards. 
 
When an audit committee is effective, each of management’s and the 
auditor’s functions is strengthened. The collective goal of all participants in 
the financial reporting architecture must be for the information to be 
reliable, the first time it is provided to investors. 
 
It is in this context that the ICAEW, along with my fellow regulators and 
other leaders, serve such an important role.  
 
Founded by farsighted accountants in 1880, ICAEW is a world leading 
professional membership organization that promotes, develops and 
supports chartered accountants worldwide.  
You serve alongside and in collaboration with other professional 
organizations, such as the American Institute of Certified Public 
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Accountants, in advancing financial reporting by providing qualifications 
and professional development; sharing knowledge, insight and technical 
expertise; and protecting the quality and integrity of the accountancy and 
finance profession. 
 
And so, it is a privilege to speak to you this afternoon in the Chartered 
Accountants’ Hall about an appropriately tailored topic for this audience: 
the intersection of financial reporting and innovation. 
 
I also acknowledge the importance of the discussion occurring in the U.K. 
about the role and relevance of financial reporting and the accountancy 
profession, with a recent report on Carillion published by select 
committees of the U.K. Parliament. 
 
Among many other points to prompt discussion, the report offers 
recommendations relating to strengthening the external audit. The 
recommendations should stimulate critical dialogue and root-cause 
analyses covering each phase of financial reporting (that is, preparation, 
audit, delivery, and use), with possible solutions examined in the first 
instance according to their impact on the advancement of quality of 
audited financial statements upon which investors (and lenders) rely. 
Investor (and lender) trust, including in the numbers, impacts the extent 
and level of their participation in the financial markets.  
 
Of course, there are other necessary considerations for sensible solutions, 
such as an assessment of the costs, benefits, and consequences (both 
intended and not) to the right expectations of investors and others. 
 
Before I continue, let me remind you that the views expressed today are my 
own and not necessarily those of the U.S. Securities and Exchange 
Commission (“Commission”), the individual Commissioners, or other 
colleagues on the Commission staff. 
 
Let me also express a word of gratitude to the entire OCA team for their 
work in providing advice to the Commission regarding accounting and 
auditing matters arising in the administration of the U.S. federal securities 
laws. I want to also acknowledge Emily Fitts for her valuable assistance in 
preparing me to make today's remarks. 
 
Also in the spirit of acknowledgment, let me mention the valuable 
assistance of Ying Compton in preparing three charts that depict the 
overall financial reporting structure that frame the reference to the phases 
of the financial reporting system in the U.S. The charts are available under 
the OCA section of the SEC’s website. 
 



P a g e  | 4 

________________________________________________________________________ 
International Association of Hedge Funds Professionals (IAHFP)                                                                                                       

Our markets: highly connected global investing 
 
Technology and trade have made our world considerably smaller. Issuers 
operate in a global market and seek capital globally. In fact, today in the 
United States, more than ever before American investors are investing 
directly in the securities of foreign private issuers and companies based 
outside the United States and registered in non-U.S. jurisdictions.  
 
At the end of 2016, U.S. investors have invested $9.9 trillion (of which U.S. 
mutual funds have invested over $4.3 trillion, and U.S. pension funds have 
invested over $1.3 trillion) in equity and debt securities listed in non-U.S. 
jurisdictions. 
 
Also, as of the end of 2016, according to one industry ranking of the world’s 
largest asset managers, U.S.-based asset managers occupy the top four 
positions and eight out of the top 10 slots. 
 
This global capital market presents both opportunities and challenges to 
the securities regulators in executing their mandates to protect investors; 
maintain fair, orderly and efficient markets; and facilitate capital 
formation.  
 
The possibilities include greater competition among markets. Also, 
investors may diversify their portfolio risk across borders more effectively 
and at less cost. And, companies may seek the lowest price of capital 
wherever it might be. 
 
Of course, with greater opportunities come greater challenges. The same 
technologies that allow retail investors to look abroad for investment 
opportunities also allow fraudsters to look across borders for victims. 
Additionally, some of the risks that a globalizing capital market poses are 
not necessarily different from the risks the Commission faces domestically. 
 

Financial reporting information in our markets 
 
Fundamentally an investor (or investment advisor) is trying to decide 
whether a particular investment is likely to be worth more or less in the 
future than it is now. The decision-makers are not limited to the 
information contained within financial statements when making 
investment decisions. They use other types of information (in no particular 
order of significance) as well, such as: 
 
- Company reputation, strategic direction, and goals; 
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- Company developments, outlook, and position in the marketplace, such 
as management changes, product introductions, and acquisitions; 

 
- Company stock performance; and 
 
- Risks to which the company is exposed and industry outlook. 
 
As my illustrative list suggests, many investors consider, and absorb, 
information from a wide variety of sources for investment decision-
making. 
 

Those involved in financial reporting 
 
Even though decision-makers rely on information other than the financial 
statements, audited financial statements are a vital element of the overall 
information architecture that underpins our capital markets. The quality 
and quantity of the available financial statement information in an 
economy influence the efficiency of resource allocation and the cost of 
capital. 
 
We, in OCA, developed three renditions[8] of an overview of organizations 
involved in the structure of financial reporting in the U.S. markets to help 
visualize and thereby understand the necessarily complicated system. The 
versions, of course, also contribute to an analysis of less-obvious aspects. 
For example, they help identify the multiple points of oversight, review, 
and advice that both preserve and advance general purpose financial 
reporting. 
 
I encourage each of the organizations involved in the overall structure to 
consider how they might use the financial reporting information (or other 
information) to identify ways on an ongoing basis to prevent failures and 
add value for investors including by asking what we can do today to 
support the financial reporting of tomorrow, such as: 
 
- How can we bolster coordination and collaboration among the 

organizations involved in financial reporting? 
 
- What can we learn from previous financial reporting failures to 

evaluate whether and how each organization could more effectively 
contribute to the prevention of reoccurrences/future failures? 

 
- What more could be done to understand and coordinate technological 

issues (and the technology languages used) within and across each 
phase of the financial reporting structure? 
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- What information should be provided in the financial statements to 
meet the needs of investors, lenders, and other creditors, even as the 
context of demographics, technology, and market structures change? 

 
- Can more be done to help identify expectations and minimize 

expectation gaps, both globally and variations within particular 
markets? 

 
What are expectations gaps? 
 
Having just mentioned expectations gaps, let me discuss the topic further. 
Expectations are normative. An expectations gap is typically referred to as 
a difference between the levels of expected performance such as the 
differences in expectation between what some investors might expect from 
general purpose financial statements and what some accountants might be 
able to communicate within those same financial statements.  
 
The information in financial statements may also be of interest to other 
groups who are non-capital providers, but the information is not designed 
to meet their objectives. 
 
The sources of expectations gaps are varied. For example, the sources may 
be in the design of the standards, their application by accountants or 
auditors, or invalid expectations. The expectations of investors and others 
reflect the realities that multiple groups of stakeholders have differing and 
competing informational needs and desired outcomes.  
 
The complexity of expectations only increase when accounting or audit 
standards are used across the diverse business, legal, social, cultural, and 
political environments in our world. These are the realities that should be 
at the forefront of identifying and managing expectations. 
 
So with the framing of expectations gaps in mind, I would like to discuss 
next several of the conceptual underpinnings of general purpose financial 
reporting that provide further context to the charts. I aim to contribute to 
the broader awareness that can help minimize expectations gaps over time. 
Any similarity to the financial reporting conceptual frameworks is 
intentional. 
 
Whom do the standard setters consider when developing general purpose 
financial reporting? 
 
General purpose financial reporting is a core element of the disclosure of 
business and financial information to investors. Its objective identifies the 
decision makers.  
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The objective is “to provide financial information about the reporting entity 
that is useful to existing and potential investors, lenders, and other 
creditors in making decisions about providing resources to the entity.” 
 
While other parties, such as those charged with governance, regulators, 
and members of the public other than investors, lenders, and other 
creditors, also may find general purpose financial reports useful; those 
reports are not primarily directed toward these other parties. 
 
Special purpose financial reports, by contrast, are prepared using a 
particular framework to address specific needs of specific users who intend 
to use it which can include, among other things, aiding members of a board 
or regulatory supervision team. They have more specific purposes and uses 
than general purpose financial reports. 
 
I make the distinction between general and special purpose objectives to 
emphasize the value of keeping and maintaining general purpose financial 
reporting free from other objectives.  
 
Standard-setters for general purpose financial reporting are concerned 
with, among other things, the qualities of information that relate to broad 
classes of investment and credit decision makers rather than to particular 
ones. 
 
When formulating standards for general purpose financial reporting, the 
IASB and the FASB do not seek to influence the outcome of investor capital 
allocation decisions or actions taken by management; instead, the boards’ 
design standards that provide better information to inform those decisions 
and actions.  
 
The alternative, whereby standards are designed to privilege specific 
objectives, economic activities, financial products, or market participants, 
could diminish confidence in the accuracy or quality of reported 
information, which could thereby impair capital formation, and in turn, 
negatively impact economic activity.  
 
Again, by keeping general and special purpose financial reporting 
objectives distinct, without merging the two, each can serve best their 
respective purposes and minimize expectations gaps among the parties 
involved. 
 
As I have mentioned, the need for information on which to base 
investment, credit and similar decisions underpins the objectives of 
financial reporting. Each decision maker judges what accounting 
information is useful, and that judgment is influenced by factors such as, 
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the decisions to be made, the methods of decision making to be used, the 
information already possessed or obtainable from other sources, and the 
decision maker’s capacity (alone or with professional help) to process the 
information. 
 
And yet, the baseline is broad, comprising needs of investors and 
investment advisers. That is, the optimal information for one user will not 
be optimal for another.  
 
Consequently, management with responsibility for making decisions and 
judgments about how to prepare information – and standard setters with 
responsibility for establishing standards to guide management’s decisions -
- must try to find the balancing point among many different users.  
 
This work of preparing information (or writing standards for preparation 
of information) is one of walking a fine line between preparing (or 
requiring) disclosure of too much or too little information for inclusion in 
general purpose financial information. This point arises in particular 
because information does not come to the preparer and user without costs 
or benefits, both direct and indirect. 
 
This suggests the importance of financial literacy 
 
Similarly, because information is not useful to a person who cannot 
understand it, financial education and literacy among all members of the 
financial reporting structure is critical. It also reinforces the importance of 
considerations regarding the relevance of accounting information 
regarding the capacity of information to influence investment decisions. 
 
Information provided by general purpose financial reporting should be 
comprehensible to those with a reasonable understanding of business and 
economic activities who are willing to study the information with 
reasonable diligence. 
 
This is to say that financial information is a tool and, like most tools, is of 
direct help to those who are able and willing to use it. 
 
And, so what does general purpose financial reporting not address? 
 
No matter how well we succeed in addressing the continued advancement 
of general purpose financial reporting, there will inevitably be limitations. 
 
For example, it is highly unlikely that we could ever produce a balance 
sheet from which an investor could read off a figure and say: “that is what 
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my shares are worth.” This is because the market capitalization of a 
company depends on a mixture of information.  
For example, if the shares of a company are being bought by a group that is 
determined to secure a controlling interest, the price of its shares can rise 
above what the value of the net assets on the balance sheet would suggest.  
 
Similarly, the liquidation of a large block of shares can drive the market 
price down below what might be expected from an analysis of even the best 
of financial information. 
 
These expectations and any gaps are best addressed when the best 
thinking is shared 
 
The involvement of everyone in the financial reporting structure in 
supporting the work of the accounting and audit standard-setters is 
critical. In doing so, standard-setters can maintain a long-range vision, 
mission, and strategic goals that are consistent with continued 
advancement of general purpose financial reporting. 
 
Additionally, the collaboration of everyone involved in the financial 
reporting structure should transcend geographies. In my view, it is 
essential to continue a policy of ongoing coordination and collaboration on 
national and international standards, practices, and needs so that the best 
thinking is identified, shared with each other, and can prompt action. In 
the same sense, we also should redouble our efforts for coordination within 
and across each phase of the financial reporting system – preparation, 
audit, delivery, and use. 
 
These steps will allow us to continue to advance quality in financial 
reporting. 
 

Critical Role of Audit Regulators and Audit Standard-Setters 
 
Still, there is a second phase of the overall structure of financial reporting: 
the audit. When it comes to advancing audit quality and related 
expectations, prevention (as a complement to detection) is a worthy 
investment so that investors receive reliable financial information the first 
time.  
 
It is critical that all key stakeholders, including the audit standard-setters 
and audit regulators, assist in the advancement of audit quality. 
 
One crucial preventive measure is the development of high-quality audit 
standards, which aid, but can never wholly replace, the role of decision 
making and judgment by auditors.  
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Both local and international audit, assurance, ethics, and education 
standards (“audit-related standards”) are relevant to the U.S. and its 
capital markets participants. 
 
The quality of international audit-related standards, for example, is 
relevant to U.S. investors and asset managers that hold or manage foreign 
equity and long-term debt securities. 
 
The quality of international audit-related standards is also relevant to U.S. 
based multi-national companies. For example, in many cases, U.S.-based 
multi-national companies have local country statutory and other reporting 
obligations in jurisdictions outside of the U.S. that are met by the audit 
reports from audit firms that applied international audit-related standards 
as a starting point for the execution of the consolidated audit.  
 
Moreover, the U.S. based audit team may also use the results of the 
statutory audits as part of their audit risk assessment for the audit of the 
consolidated financial statements. 
 
Many U.S. accounting firms are members of various global networks that 
incorporate international audit-related standards as part of a common 
audit methodology, training, and governance, with an aim to increase the 
consistency of audit execution and reduce the risk of audit failure. 
 
Additionally, the U.S. accounting profession through the American 
Institute of Certified Public Accountants Auditing Standards Board (ASB) 
has a strategic objective to converge its standards with those of the IAASB 
for audits that are not conducted using the PCAOB standards. 
 
The standards of the ASB may be used in conducting governmental and 
pension plan audits, as well as audits of individual entities with SEC filing 
obligations, such as in the following instances: 
 
- Examination engagements under the Custody Rule; 
 
- Review and audit engagements under Regulation Crowdfunding; and 
 
- Audit engagements under Regulation A. 
 
High-quality audit standards make audits—and the work of audit 
committees and others that oversee the audits of companies on behalf of 
investors—considerably more effective. 
 
And so, we all have an interest in the accountability and inclusiveness of 
the international audit-related standard-setters. 
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Role of Monitoring Group in advancing international audit-related 
standards 
 
Given the importance of international standards to the expectations of the 
U.S. and its capital markets participants, the importance of the Monitoring 
Group, and the risk of fragmentation, I was honored to be asked to serve as 
an IOSCO representative to the Monitoring Group.  
 
I look forward to this new role and advancing our shared goal of fostering 
quality judgments and decision making by auditors through high quality 
international audit-related standards. 
 
Last year, the Monitoring Group issued a consultation paper on 
strengthening the governance and oversight of the international audit-
related standard-setting boards in the public interest.  
 
I look forward to working with the other Monitoring Group members to 
find a way forward on the potential changes to the structure through an 
inclusive discussion about the issues and choices. 
 
The Monitoring Group’s work is important to the oversight of the 
development of international audit-related standards, in part since 
international audit standards are not binding of their own accord.  
 
The standards are advisory, but these standards can and do affect audits by 
obtaining general acceptance among practitioners, by influencing the 
content of binding standards adopted by local jurisdictions, or by being 
used in part or whole as binding, local standards. 
 
Role of the PCAOB in protecting investors through audit oversight 
 
I want to pause here to touch on advancements at the PCAOB. Earlier this 
year, SEC Chairman Clayton and I congratulated incoming PCAOB 
Chairman Bill Duhnke and Board Member Kathleen Hamm, as they began 
to serve in those roles as the PCAOB continues its vital mission to promote 
investor protection through oversight of audits. 
 
Then, in February, Jay Brown joined as a new board member, and Jim 
Kaiser followed in March. Finally, in April, with the arrival of Duane 
DesParte, the five member board became complete. 
 
Collectively, their backgrounds span the entire spectrum of the financial 
reporting process and include public company preparer, auditor, 
governance, investor, and oversight experience.  
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This breadth of knowledge will help advance the board as a body with fresh 
and diverse thinking.  
 
More importantly, each board member has affirmed his or her 
commitment to promoting audit quality and, in so doing, to protecting 
investors and furthering the public interest in the preparation of 
informative, accurate, and independent audit reports. 
 
While the continuity of the PCAOB's core activities remains one of the 
Board’s highest priorities, they are focused simultaneously on defining the 
pillars of the Board's vision, strategy, and operational plans for the next 
five years. 
 
Notably, the Board has decided to reach both within and beyond its own 
four walls for input into what strategic direction to take to improve audit 
quality through surveys, interviews, and other outreach.  
 
The Board is demonstrating a belief, which I also hold, that consistent and 
meaningful engagement with key constituencies is critical to effectively 
shaping the PCAOB’s future direction. 
 

Critical role of auditors 
 
The quality of an auditor’s interim reviews and annual audits are also 
crucial to meeting investor expectations. Auditing is about confidence and 
trust in financial information.  
 
Trust in the audit is nurtured as the profession consistently delivers audit 
quality and value to audit committees and the investing public. Trust can 
be nurtured or broken—it is neither static nor assumed. 
 
The audit profession continues to evolve and, as a recent IFIAR survey 
suggested, deficiencies cited in regulatory inspections remain high but are 
decreasing. 
 
The audit profession must continue to focus, and in some respect do more 
to meet expectations. 
 
In previous remarks, I have discussed the role of audit firm governance and 
culture in continuing to advance the quality of annual audits and interim 
period reviews. 
Audit firm governance serves a vital purpose in maintaining an effective, 
proportionate firm-wide (enterprise) risk management system, as a 
framework to anticipate and mitigate the risk of breakdowns and failures. 
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Auditor choice 
 
Audit quality is a touchstone to our capital markets. Secondary to audit 
quality, there are also considerations regarding whether with increased 
concentration of audit firms there may be a lack of choice among audit 
firms. While the number of available firms remains higher in the private 
company, not-for-profit, and governmental sectors, the same is not true in 
the public company markets.  
 
These issues mostly go beyond the scope of my remarks today and are 
evolving, particularly in the U.K. While acknowledging the importance of 
scale so that audit firms can audit the largest public companies, I also 
believe analyzing sensible ways to foster the growth of smaller firms is also 
worth considering.  
 
For example, would collaborations across firms of all sizes on people 
development, methodologies, and technology build capacity and 
competitiveness among audit firms of all sizes in the public company 
markets, thereby increasing auditor choice for audit committees? 
Collaboration is just one approach in an evolving discussion, of which I am 
sure there are many questions. 
 
The integrity with which auditors, as well as all other stakeholders in the 
financial reporting process, execute their responsibilities is foundational to 
the enduring confidence of the investing public in our capital markets, and 
maintaining the confidence of investors is vital.  
 
The counterpart to this point is that even in meeting the rightfully high 
expectations and needs of investors, lenders, and other creditors, audits 
are not capable of providing absolute assurance—a guarantee—of the 
integrity of management’s financial statements or the viability and 
soundness of a business model.  
 
It is essential for all of us to fully understand what audited financial 
statements can provide and not suggest that audited financial statements 
provide investors with more information than such statements are 
designed to provide. 
 
Auditors of tomorrow 
 
We must also keep an eye on the talent required to sustain the role and 
relevance of the audit. In this room, some of you went through college with 
limited or no exposure to computers. Others of you, how can we forget, 
learned computers using punched cards. Then there is also among us the 
first generation who had to buy a personal computer for college.  
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Moreover, today, even my six-year-old son is adept at using a smartphone 
to send me emails. 
 
Today’s students – tomorrow’s investors – are going to require faster, more 
timely dissemination of quality information, on a global basis. Tomorrow, 
in fact, may be here now.  
 
In that regard, audit firms and others should consider the impact of 
technological developments to this ever-changing profession.  
 
For example: 
 
- While audit firms hire some of the brightest graduates, are the audit 

firms planning sufficiently for retention and succession planning so 
that the skillsets needed for a changing profession are available at the 
right time in the future? 

 
- What mechanisms are in place to promote sufficient technical 

expertise, including within critical quality control functions such as a 
national office? 

 
- What is the best way to reward auditors for high-quality work? 
 
- How will the audit profession identify and find ways to respond to the 

quickly changing needs of investors and the technologies they use? 
 
These are illustrative questions. I believe the profession’s ability to attract 
and retain the best and brightest talent will continue to be impacted by 
how well leaders identify solutions that inspire the best candidates to 
invest in a career of adding trust and integrity to the financial information 
that underpins the world’s capital markets. 
 
Addressing these questions requires all stakeholders—including 
academics—to take an active role. For example, as I said in another forum 
last year, the research that accounting academics perform has made (and 
will continue to make) significant contributions to the accounting and 
reporting practice. 
 
Additionally, academics help foster the necessary skills that the auditors of 
tomorrow will need, and help determine how audit firms can attract and 
retain the best professionals.  
 
The most useful academic research, in my opinion, identifies solutions to 
problems, more than just suggesting a problem itself. 
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Even as we work to safeguard the public’s confidence in financial reporting, 
we must also position ourselves and future generations of accountants, 
auditors, standard setters, and regulators to innovatively identify and solve 
the challenging and complex issues facing investors. 
 
It is critical for the livelihood of the profession for all members of the 
profession to take an active role in defining the profession’s future. 
 

Conclusion 
 
Let me close. It has been my pleasure to speak with you today. In our time 
together, I have provided thoughts on how we can continue to give 
investors quality financial information for their use in making informed 
investment decisions. 
 
The financial reporting system’s strength is the result of the shared and 
weighty responsibility of all stakeholders in providing investors the right 
financial information the first time. 
 
We are witnessing a whole succession of technological innovations, but 
none of them will do away with the need for integrity in the individual or 
the ability to think. 
 
Thank you. 
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21st century cash - central banking, technological innovation and 
digital currencies 
 
Fabio Panetta, Deputy Governor of the Bank of Italy, at the SUERF/BAFFI 
CAREFIN Centre Conference "Do we need central bank digital currencies? 
Economics, technology and psychology", Bocconi University, Milan. 
 

 
 

1. Introduction 
 
It is a great pleasure to be here. The topic of this conference speaks to the 
heart of some of the most challenging questions for central banks today: 
how is the digital revolution affecting the financial system? What is the 
impact on consumers, the economy and on central banks themselves? 
 
These are complex questions, related to the consequences of the fourth 
industrial revolution in our society, within which central bank digital 
currencies (CBDC in short) might one day play an important part. 
 
I will not attempt to provide comprehensive answers to all of these 
questions.  
 
Rather, I will focus on some general issues related to the digital 
transformation of our society, the pros and cons of digital cash (as a means 
of payment and store of value) and, before concluding, recall some of the 
open issues regarding CBDCs. 
 

2. The digital transformation of society 
 
Technological progress is fostering the digital representation of many of 
our daily activities.  
 
For example, the use of physical letters and postcards has been dwarfed by 
emails and digital photos, with the estimated number of letter-like items 
sent worldwide in one year roughly equal to the number of 
emails sent in a single day. 
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Instant messaging apps such as QQ and WhatsApp allow their estimated 
three billion users to have digital conversations across the globe. 
 
The process of digitization reflects increasing demand for immediacy by 
individuals, and is transforming our behaviour, our culture and 
the structure of the economy.  
 
Digitization has also been prominent in the financial system. For example, 
the dematerialization of financial assets has been instrumental in the 
emergence of electronic trading platforms.  
 
Online banking, the digital representation of brick-and-mortar bank 
branches, has gained in popularity since its introduction in the 1990s. The 
advent of digitization is particularly evident in the payment system. 
 
Until not long ago retail payments could only be made with cash or 
cheques. But these days who uses cheques anymore? Digital innovation in 
payments has gone even further, with payment tools available directly 
through an app on a smartphone or even by simply using a smartwatch. 
 
The issuance of CBDCs – a digital version of cash – could accordingly be 
seen as a natural consequence of the broader process of digitization of the 
financial system.  
 
In a world where securities and contracts are dematerialized and traded 
electronically, where payments are made with smartphones and 
investment advice is provided by computers, why should cash be only 
physical? Is the central bank missing out on the benefits of innovation by 
not issuing a CBDC? 
 
Crypto-assets (or virtual currencies as they were called before it was 
realized that they cannot perform the functions of money) are sometimes 
associated with digital currency.  
 
Let me emphasize, though it is redundant for this audience, that CBDCs 
have nothing to do with crypto-assets such as Bitcoin. In fact – just like 
banknotes – a CBDC would be a liability of the central bank and would be 
backed by its assets.  
 
It would be supported by the credibility of the central bank and, ultimately, 
by the rule of law.  
 
Crypto-assets, on the other hand, are a liability belonging to nobody: there 
is no asset that backs them up and no clear governance structure that can 
guarantee trust.  
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For these reasons, the value of a CBDC would not suffer from the excessive 
volatility that affects crypto-assets. 
 
To read more: 
https://www.bis.org/review/r180607c.pdf 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.bis.org/review/r180607c.pdf
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GDPR-inspired phishing scams 
 

 
 
The arrival of the new EU General Data Protection Regulation (GDPR) has 
gifted scammers with a new hook for sending phishing emails. 
 
Many internet users are now receiving emails from organisations that they 
have online dealings with, explaining the new regulations and asking them 
for permission to carry on storing their information. 
 
Scammers have taken advantage of this to send fake GDPR-themed emails 
in an attempt to spread malware or steal personal data. 
 
Apple customers, for example, have been sent a link advising users that 
their accounts had been “limited” due to unusual activity and then asking 
them to update their security information. 
 
Users are then directed to a fraudulent webpage where they are asked to 
input security information. Once this has been completed, users are then 
directed back to a legitimate Apple web page. 
 
The scammers also used Advanced Encryption Standard (AES) protocols 
when directing users to the page controlled by them, bypassing anti-
phishing tools embedded in some antivirus software. 
 
GDPR came into effect on 25th May 2018, so the scammers had a short 
window in which to use GDPR as cover for their activities. 
 
The NCSC has published phishing guidance and you can also read the 
GDPR security outcomes that have been developed by the NCSC and the 
Information Commissioners Office (ICO).  
 
The ICO is the UK's supervisory authority for the GDPR and has published 
a lot of helpful guidance on its website.  
 
To read more: 
https://www.ncsc.gov.uk/phishing 
 

 

 

https://www.ncsc.gov.uk/phishing
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SEC Obtains Emergency Order Halting Fraudulent Coin Offering 
Scheme 
Charges “Blockchain Evangelist” Behind Alleged Scam 
 

 
 
The Securities and Exchange Commission announced it has obtained a 
court order halting an ongoing fraud involving an initial coin offering (ICO) 
that raised as much as $21 million from investors in and outside the U.S.   
 
The court also approved an emergency asset freeze and the appointment of 
a receiver for Titanium Blockchain Infrastructure Services Inc., the firm 
behind the alleged scheme. 
 
An SEC complaint unsealed charges that Titanium President Michael Alan 
Stollery, a/k/a Michael Stollaire, a self-described “blockchain evangelist,” 
lied about business relationships with the Federal Reserve and dozens of 
well-known firms, including PayPal, Verizon, Boeing, and The Walt Disney 
Company.   
 
The complaint alleges that Titanium’s website contained fabricated 
testimonials from corporate customers and that Stollaire publicly – and 
fraudulently –claimed to have relationships with numerous corporate 
clients.   
 
The complaint alleges that Stollaire promoted the ICO through videos and 
social media and compared it to investing in “Intel or Google.”  
 
“This ICO was based on a social media marketing blitz that allegedly 
deceived investors with purely fictional claims of business prospects,” said 
Robert A. Cohen, Chief of the SEC Enforcement Division’s Cyber Unit.  
“Having filed multiple cases involving allegedly fraudulent ICOs, we again 
encourage investors to be especially cautious when considering these as 
investments.”  
 
The SEC’s Office of Investor Education and Advocacy has issued an 
Investor Bulletin on initial coin offerings and a mock ICO website to 
educate investors.   
 
You may visit: https://www.investor.gov/additional-resources/news-
alerts/alerts-bulletins/investor-bulletin-initial-coin-offerings 
 

https://www.investor.gov/additional-resources/news-alerts/alerts-bulletins/investor-bulletin-initial-coin-offerings
https://www.investor.gov/additional-resources/news-alerts/alerts-bulletins/investor-bulletin-initial-coin-offerings
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Also:  
https://www.sec.gov/news/press-release/2018-88 
 
The SEC’s complaint, filed on May 22 in federal district court in Los 
Angeles, charges Stollaire and Titanium with violating the antifraud and 
registration provisions of the federal securities laws.  The complaint 
charges another Stollaire company, EHI Internetwork and Systems 
Management Inc., with violating the antifraud provisions.   
 
The complaint seeks preliminary and permanent injunctions, return of 
allegedly ill-gotten gains plus interest and penalties, and a bar against 
Stollaire to prohibit him from participating in offering digital securities in 
the future.   
 
Following the court’s entry of a temporary restraining order against them, 
Stollaire and his companies consented to the entry of a preliminary 
injunction and the appointment of a permanent receiver over Titanium.   
 
The SEC’s investigation, which is continuing, is being conducted by David 
S. Brown and supervised by Joseph G. Sansone and Diana K. Tani of the 
SEC’s Market Abuse Unit in coordination with supervision by Mr. Cohen.   
 
Assisting the investigation is Morgan Ward Doran of the Cyber Unit and 
Roberto Grasso of the Los Angeles Regional Office.  The litigation is being 
conducted by David VanHavermaat and supervised by Amy Jane Longo of 
the Los Angeles Regional Office. 
 
 

 

 

 

 

 

 

 

 

 

 

https://www.sec.gov/news/press-release/2018-88
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A Report to the President on Supporting the Growth and 
Sustainment of the Nation's Cybersecurity Workforce: 
Building the Foundation for a More Secure American Future 
 

Transmitted by The Secretary of Commerce and The Secretary of 
Homeland Security 
 

 
 

Executive Summary  
 
This report responds to the May 11, 2017, Executive Order on 
Strengthening the Cybersecurity of Federal Networks and Critical 
Infrastructure.  
 
That order directs the Secretary of Commerce and the Secretary of 
Homeland Security to:  
 
1) Assess the scope and sufficiency of efforts to educate and train the 
American cybersecurity workforce of the future, including cybersecurity-
related education curricula, training, and apprenticeship programs, from 
primary through higher education; and  
 
2) Provide a report to the President with findings and recommendations 
regarding how to support the growth and sustainment of the Nation's 
cybersecurity workforce in both the public and private sectors.  
 
Other departments and agencies, industry, academia, and others in the 
private and public sectors contributed helpful information and views. 
Previous studies were reviewed to provide additional context.  
 
Basic characteristics of the cybersecurity workforce1 include:  
 
• The majority of U.S. critical infrastructure is owned and operated by 
private companies, making its cybersecurity workforce vital.  
 
• The federal government depends heavily on its cybersecurity workforce, 
supplemented by contractors.  
 
• There are an estimated 299,000 active openings for cybersecurity-related 
jobs in the United States as of August 2017. Globally, projections suggest a 
cybersecurity workforce shortage of 1.8 million by 2022.  
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• Positions needing to be filled range from entry-level jobs attainable with 
minimal credentials to roles where successful performance is most 
knowledge-dependent and require advanced academic degrees, multiple 
certifications, and lengthy on-the-job technical, managerial, and business 
experience.  
 
• In many instances, employers need workers with specialized knowledge 
or skills for specific sectors along with cybersecurity competencies.  
 
• Competition for qualified cybersecurity workers is intense across all 
sectors.  
 
• In comparison to the national workforce, minorities and women are 
underrepresented among those working in cybersecurity.  
 
• Veterans represent an available and underutilized workforce supply.  
 
• Pay for cybersecurity positions tends to be above the average levels for 
other positions in many parts of the economy, but in some areas—
including thefederal government—cybersecurity pay is below the level 
needed to attract the necessary talent. 
 
To read more: 
https://www.nist.gov/sites/default/files/documents/2018/05/10/eo_wf_r
eport_to_potus.pdf 
 
 
 

 

 

 

 

 

 

 

 

 

 

https://www.nist.gov/sites/default/files/documents/2018/05/10/eo_wf_report_to_potus.pdf
https://www.nist.gov/sites/default/files/documents/2018/05/10/eo_wf_report_to_potus.pdf


P a g e  | 24 

________________________________________________________________________ 
International Association of Hedge Funds Professionals (IAHFP)                                                                                                       

The provision of financial services in Ireland and from Ireland 
after Brexit 
Ed Sibley, Deputy Governor (Prudential Regulation) of the Central Bank of 
Ireland, at the Institute of International and European Affairs, Dublin. 
 

 
 
With thanks to Cormac Staunton, Ellen Ryan, Gina Fitzgerald, Martin 
Moloney and Cian Murphy. I would like to start by thanking the IIEA for 
inviting me to speak here today. 
 
In my remarks today, I will address the impact of Brexit on the Irish 
financial services system and on financial services firms, both those 
currently supervised by the Central Bank of Ireland and those seeking to 
relocate business here.    
 
I will not dwell on the economic risks of Brexit; not because these are 
unimportant, when clearly they are, but because they have been well 
flagged in other Central Bank speeches and publications. 
 
While there is still considerable uncertainty, it is clear that Brexit will have 
broad, fundamental impacts, and will substantively alter the functioning of 
the UK, Irish, and European financial systems. We, at the Central Bank, 
while hoping for the best, are continuing to prepare for plausible worst-
case scenarios, including a 'hard Brexit'.   
 
This involves ensuring that existing Irish firms understand and are 
planning for the impact that Brexit will have on their businesses; and 
engaging with those firms that are executing plans to move to Ireland, or 
firms changing their business models in Ireland. 
 
There are many asymmetries associated with Brexit.  For example, there 
are asymmetries in the relative importance of Brexit to the current 
members of the EU, with the UK, obviously, and Ireland the most affected. 
There are, consequently, asymmetries in the incentives that those affected 
by Brexit have, and consequently the decisions that they are making.   
 
There are even asymmetries associated with the proposed transitional 
arrangements. The arrangements are still, ultimately, dependent on a 
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political agreement on the terms of the UK's withdrawal from the EU; with 
'nothing agreed until everything is agreed'.   
 
The different incentives and backstops in place in the UK compared to the 
EU27, should the transitional arrangements not be ratified, result in the 
UK and EU27 regulatory authorities having to take somewhat different 
approaches.  
 
Therefore, while we will continue to take a pragmatic approach, which I 
will outline in a moment, our approach has to recognise that it is still 
plausible that there will be a "hard Brexit" less than year from now.    
 
The Central Bank's vision for the Irish financial system is that it is well-
managed, well-regulated, and sustainably serves the needs of the economy 
and consumers over the long term.  
 
Given the international nature of financial markets and the increasingly 
international aspects of the Irish financial services sector, we also have a 
responsibility to consider the broader impacts of the financial system in co-
operation with our European peers.   
 
Being part of this complex European financial services ecosystem, the 
Central Bank plays an active role in the European framework of regulation 
and supervision. Within that framework, we operate a robust and effective 
approach to supervision. All of which is relevant to the approach we are 
taking to Brexit. 
 
Whilst many conversations about Brexit and the Irish financial services 
system to date have focused on which firms may (or may not) be coming 
here, what is more important is what Brexit means for the Irish financial 
system as a whole - and what such a shock can mean for the functioning of 
the wider European financial ecosystem. We also should be mindful that 
not all sectors of the financial system will be affected in the same way.  
 
Brexit presents both short-term risks - where a hard or chaotic Brexit may 
have detrimental "cliff effects" for the Irish economy and the financial 
services system that serves it - and longer-term risks for the post-Brexit 
Irish, European and global system. 
 
Financial services firms, both those that are operating in Ireland already 
and those that are thinking of operating in Ireland in the future, need to 
understand these risks, need to understand what the Central Bank expects 
from them, and need to be mitigating these risks.  
Finally, Brexit will have a significant effect on financial services regulation 
in Europe, both in terms of how policy is developed, and also on how we 
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oversee the financial services sector in a new reality where the UK is likely 
to be outside of the European system but still a very important player in 
global financial markets.   
 
Indeed, this is a key point.  London is a truly global financial services 
centre operating within, and serving a very material amount of the 
financial services needs of, the EU.  While undoubtedly the role of London 
and its interconnections with the EU will change post Brexit, it is critically 
important for the EU economy and all its citizens that it continues to have 
a financial services system that delivers within the EU, but also has deep 
global connectivity beyond it, including with London.     
 

Risks to the Irish financial services system 
 
The single market 'passport' enables a financial services firm authorised in 
its 'Home' Member State to exercise its right under the relevant single 
market Directive to provide services in another ('Host') Member State 
either by establishing a branch (known as freedom of establishment) or 
providing such services on a cross-border basis (known as freedom of 
services), without the need for separate authorisation in the host Member 
State.  
 
In a Brexit context, UK firms may no longer be able to avail of the financial 
services passport to offer their services into Ireland (and the EEA) and 
similarly, Irish firms may no longer be able to passport their business into 
the UK on a freedom of services or establishment basis. 
 
The likely loss of passporting rights between the UK and the EU27 
therefore presents a material risk for Irish firms that depend on a 
European passport for the cross border provision of financial services into 
the UK, and may affect competition and product availability for sectors in 
Ireland, with inevitable knock-on implications for consumers.  
 

Banks  
 
For the Irish banking sector, the potential implications include, amongst 
others, negative impacts on profitability and asset quality from the 
expected slowdown in UK and Irish economic growth.  
 
In addition, direct credit exposures from lending to the UK retail market 
are vulnerable to a UK slowdown.  
The impact of sterling weakness and declining economic growth may also 
impact the repayment ability of Irish Corporates and SME exporters.   
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From a structural perspective, the loss of the passport is relatively less 
concerning from an Irish retail banking perspective, vis-à-vis other sectors. 
The largest Irish retail banks tend to access the UK market via subsidiaries, 
which they can continue to do post Brexit, and the provision of banking 
services through passporting to the Irish economy and citizens is relatively 
small.  
 
However, new businesses entering Ireland as a response to Brexit will 
mean a significant transformation of the Irish banking landscape, with a 
material growth in its size and complexity.  
 

Insurance  
 
The Irish insurance sector has significant international linkages. Most of 
this is written by UK and Gibraltar-based insurance firms.  This is perhaps 
unsurprising given the similarities in legal frameworks and the absence of a 
language barrier between both jurisdictions.  
 
At the end-2015, firms from the UK and Gibraltar accounted for c.60% 
(€1.8bn) of non-life business written in Ireland through branches or 
freedom of services (equating to c.11% of the total non-life market) and 
c.96% (€2.5bn) of life insurance business written in Ireland through 
branches or freedom of services.  
 
These interactions between the insurance industry in Ireland and the UK 
include the sale of insurance products, financial arrangements such as 
cross border reinsurance, and the use of outsourced service providers. 
 
This cross-border business has been an important channel in improving 
the provision of insurance to Irish businesses and consumers, some of it 
quite specialist in nature.  The cross-border model works well, in both 
directions, when provided by firms that are financially resilient, well 
managed, with a solid business strategy and are knowledgeable about the 
Irish insurance market.    
 
The potential loss of EU authorisation will affect the ability of UK and 
Gibraltar-based insurance undertakings to continue performing certain 
obligations for EU policyholders (and vice versa) and will impact the 
service continuity of contracts concluded before the UK leaves the EU.  
 
Without action, there are risks that UK and Gibraltar-based insurers 
passporting into Ireland will lose their ability to continue to provide 
insurance cover, including collecting premiums, making mid-term 
alterations and negotiating and settling claims on any outstanding 
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insurance contracts - ranging from long-term life insurance policies to 
annual motor insurance contracts - taken out prior to the UK's departure 
from the EU.  
 
The larger firms typically have activated plans to obtain licences in the 
EU27. However, there are some providers, often offering relatively niche 
products or serving niche markets, where the cost of setting up and 
running a new EU subsidiary may be prohibitive. In addition to the 
contract continuity risk, there are clear risks of reduced competition and a 
reduction in customer choice. 
 
The Central Bank continues to take a proactive, risk-based approach to 
ensuring affected firms have credible plans to address these Brexit risks.  
We are also engaging directly with the firms, with EIOPA, and with the UK 
Authorities.  We have sight of credible plans to ensure continuity of service 
for more than 90% of the life and non-life markets.  Nonetheless, there 
remain tail risks of some smaller providers not being sufficiently proactive 
or organised, which may affect the provision of services post Brexit. 
 

Markets  
 
In fund management, UK fund managers could lose the right to manage 
Irish authorised funds under the passporting regime. Such funds could also 
lose the power to delegate investment management and risk management 
functions to UK authorised entities.  
 
Brexit is also going to impact on how financial institutions interact with 
each other. New regulations brought in since the crisis have sought to 
increase transparency and reduce risks in the securities and derivatives 
markets.  
 
The effect of this is that more firms are required to clear and settle their 
securities and derivatives with Central Counterparties (CCPs) and Central 
Securities Depositories (CSDs).  
 
However, much of this essential financial market infrastructure, including 
as it relates to Ireland, is currently located in the UK. For example, the 
London Clearing House (LCH) is one of the world's largest CCPs. LCH 
dominates the clearing of over-the-counter interest rate swaps, with over 
95 per cent of the market, and regularly clears in excess of $1 trillion 
notional per day. 
 
If UK CCPs are not recognised under EU regulations after Brexit, firms 
engaging in, for example, interest-rate swap transactions would be unable 
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to clear them in the UK. This issue is compounded by the lack of sufficient 
substitute capacity elsewhere. This will affect any EU firm that is using 
interest-rate swaps to mitigate the risk of interest-rate changes, elevating 
financial stability risks and, again, potentially reducing consumer choices.   
 
A similar risk of loss of market access arises in relation to the settlement of 
equity securities traded on the Irish Stock Exchange. These are currently 
settled in the UK's Central Securities Depository. After Brexit, the UK CSD 
may lose its right to passport its services into Ireland, with a direct impact 
on the settlement of Irish equity securities.  
 

Brexit impact on financial services firms 
 
These are the system-wide impacts. I now want to talk about the impact at 
the firm level.   
 
I will differentiate here between firms already operating in Ireland and 
how they might be impacted by Brexit, and new firms that are looking to 
move into Ireland - including where a new business line is being 
transferred into an existing firm.  
 

Existing firms 
 
For existing firms, we consider Brexit as part of our ongoing supervisory 
approach. As I have described already, my vision for the Irish financial 
services sector is that it is well managed, well regulated and sustainably 
serves the needs of the economy and its consumers over the long term.   
 
In this context, when the Central Bank assesses the firms we regulate, we 
are essentially looking at four objectives from a prudential supervision 
perspective.  
 
Regulated firms should:  
 
- Have sufficient financial resources, including under a plausible but 

severe stress. 
 
- Have sustainable business models. 
 
- Be well governed, with appropriate cultures, effective risk management 

and control arrangements in place. 
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- Be able to recover if they get into difficulty, and if they cannot, they 
should be resolvable in an orderly manner without significant 
externalities or taxpayer costs.  

 
Brexit has the potential to affect each of these, and all financial services 
firms should be evaluating the impact of Brexit on these aspects of their 
business. From a regulatory and supervisory perspective, a primary 
concern is to ensure that regulated firms that have business models with 
direct or indirect exposures to the UK economy address and plan 
appropriately for the potential negative impacts of Brexit.  
 
Therefore, we expect regulated firms across all sectors to consider, plan 
and adapt to the potential implications for their business models and 
revenue streams.  It is the responsibility of firms' boards to assess the 
potential impact of Brexit on their firm and to plan accordingly. 
 

New or materially changing entities  
 
In terms of new entities or business lines, we have been working for some 
time with a range of firms who have recognised that they need to relocate 
some of their activities in order to continue to access the EU market after 
Brexit. 
 
Once again there are asymmetries here. Brexit is an imposed and 
undesired cost for businesses. There is the potential cost of setting up a 
new business in a different location, seeking authorisation, finding 
premises, relocating staff and so on.   
 
Perhaps more importantly for some firms, there are ongoing costs and 
frictions associated with reorganising business lines, funding flows, 
booking models, and so on. It is understandable that firms want to 
minimise these costs and frictions.   
 
However, our gatekeeping role is hugely important in mitigating financial 
stability risks and protecting market integrity and customers in Ireland and 
across Europe, and, consequently, protecting trust in and the reputation of 
the Irish financial services system.   
 
So, it is imperative that any new business authorised here as a result of 
Brexit meets the high standards that are expected of any such firm 
authorised in the EU - consistent with them effectively being, in many 
cases, an EU head office responsible for business undertaken in multiple 
jurisdictions.  
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They need to organise themselves so that when they are up and running 
their business will truly be run from here, be clearly governed by EU norms 
and standards, and be set up to meet our robust, analytical, intensive and 
outcomes-focused supervisory expectations.  
 
Good practices have involved firms who have looked very carefully at the 
legislative and business constraints, identified a credible new working 
model and put in place a strong team to deliver that.  
 
The process is typically more effective and efficient when we are dealing 
with the CEO and the Board of the entity that will be running the new 
business, rather than a project team from a global group.  
 

Our approach 
 
We are dealing with an unprecedented level volume of applications, which 
are being processed over a relatively short period of time.  Consistent with 
the challenges outlined by the UK authorities last month, the level of 
authorisation activity is necessitating the Central Bank to make hard 
choices.  
 
We have increased headcount, recruited heavily and re-allocated senior 
and experienced resources from other important tasks to ensure that we 
deliver effectively, efficiently, predictably and in a timely fashion. We are 
also having to now de-prioritise and defer other less time critical work to 
accommodate our work on Brexit.  
 
We are also active internationally to ensure that the risk of divergence 
between EU jurisdictions in how they handle relocations from the UK is 
mitigated.   
 
In order to address the concern of regulatory divergences and the risk of 
regulator arbitrage between EU member States, we continue to engage 
closely with: the European Central Bank; across the Single Supervisory 
Mechanism (SSM); the European Supervisory Authorities; and bilaterally 
with other national competent authorities to agree European-wide 
approaches to the key policy and supervisory issues, stances and decisions 
that have arisen from Brexit. For example, we worked very closely and very 
actively as part of the SSM to develop and update a set of guidelines6 on 
this matter.  
 
The result is that much of the heat is now gone out of the regulatory 
arbitrage issue, although we will continue to work hard to maintain 
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consistent approaches as new issues arise and the work on key issues 
develops and deepens. 

 
Brexit transition 
 
The proposed transition phase only comes into effect if there is a 
withdrawal agreement. Furthermore, the EU27 does not have the same 
legislative backstop as the UK, which, in any case, may require the 
agreement of Memorandums of Understanding (MOUs) between the 
regulatory authorities first.   
 
Therefore, we still expect firms to continue to prepare for plausible 
contingencies, including the eventuality that the transition period is not 
finally agreed. 
 
That said, we recognise the realities and complexities of the situation. It is 
also important (as I outlined earlier) that Ireland and the EU continue to 
have an outward facing financial system, which facilitates global financial 
flows and retains connectivity with the UK. It is also important that we take 
a pragmatic approach to the uncertainties we all face.  
 
A fundamental principle of authorisation and supervision is that a 
regulated entity must have the governance and control arrangements in 
place that are commensurate with the nature, scale and complexity of its 
business from the point of authorisation.  
 
It must also have the necessary resources (human, operational and 
financial) to support the business on, what could be referred to, as Day 1 of 
authorisation. This is not negotiable. 
 
However, many Brexit-related changes and applications involve transfers 
of existing business lines, new licences and growth plans.  So Day 1 may not 
be the destination, it may be a staging post on the path towards the time - 
let's refer to this as Day 2 - when the full post-Brexit business 
arrangements of the firm are operational. 
 
In the event that the proposed transitional arrangements are ratified, this 
transfer and growth may take place over an extended period.  
 
So, we are open to understanding, on a case-by-case basis, both existing 
and applicant firms' plans for navigating the paths between their Day 1 and 
Day 2 arrangements. Importantly, these plans need to be clearly 
articulated, credible and reflect the uncertainty associated with Brexit.   
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In other words, we may hope that we have time post-March 2019, but firms 
need to be able to credibly demonstrate they can accelerate their journey 
from Day 1 to Day 2 should the transitional arrangements not be ratified.   
 
And again, there are asymmetries here. What may be appropriate for a firm 
passporting into the UK may not work for a firm passporting from the UK 
into the EU, simply because of the different backstops that are in place.  
 

The impact of Brexit on the regulatory framework 
 
From a regulatory perspective it is desirable, given the size and role of 
London as a financial centre, that some form of sustainable link between 
the EU and the UK is found.  
 
Indeed, it is important that the EU continues to play an active and engaged 
role in international financial markets and does not seek to introduce 
barriers to well-functioning markets where key risks can be managed 
appropriately.  
 
On a more practical level, the UK's departure from the EU will lead to a 
significant loss of experience and expertise. Whilst this might sound like a 
relatively minor issue given the other challenges Brexit presents, as a 
regulator I believe it is something that we need to be mindful of, 
particularly in Ireland.  
 
Moreover, London's role as the pre-eminent financial centre in Europe 
results in more than a hub for trading and finance, but also a hub for the 
regulation of those activities. The loss of this voice is to be mourned. It is 
important that the EU27 tries to fill any gaps in regulatory expertise where 
possible.  
 
At the Central Bank we understand that the UK's departure will require 
increased engagement on our part in the relevant EU and international 
fora, to convey our viewpoint and add our own expertise to the mix.  
 
We have consistently and successfully been making a substantial effort in 
this regard since the crisis, including trying to bring the very painful 
lessons learned from the crisis here to a wider audience and in an attempt 
to prevent such an event from happening again.   
 
We will continue to prioritise our largely invisible work in this regard.  
 

Conclusion 
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I will conclude by emphasising some of my key messages:  
 
Firstly, the decision by the UK to leave the European Union is one that will 
have knock-on effects for years, even decades, to come.  For Ireland, these 
effects are largely going to be negative, notwithstanding that there will be 
significant growth in the size, scale and complexity of the Irish financial 
system. 
 
Secondly, regardless of the outcome of the political discussions, there will 
be significant changes to the financial services system, and the regulatory 
and supervisory frameworks, in both Europe and in Ireland.  
 
It is important that the EU financial system continues to embrace 
integration with the broader global financial system, even as the UK 
departs it.   
 
Thirdly, as regulators, we see enormous challenges ahead, both for 
ourselves and for the firms that we supervise. Even in a best case scenario, 
there is likely to be some major disruption ahead. 
 
Finally, the Central Bank is doing its part - continuing to resource our 
teams, engaging with new businesses, working with our existing firms and 
actively participating in Europe. We will adapt and change as necessary 
and respond to the developments as they arise.   
 
We will continue to monitor the risks from Brexit as we see them, continue 
to communicate them publicly and with our firms, and actively engage in 
constructive fora such as this.  
 
Thank you for your attention.  
 
 
 
 

 

 

 

 

 

 



P a g e  | 35 

________________________________________________________________________ 
International Association of Hedge Funds Professionals (IAHFP)                                                                                                       

‘Sharenting’: increasing the risk of identify fraud? 
 

 
 
Research by Barclays Bank has indicated that the sharing of family life on 
social media by parents, known as ‘sharenting’, could leave their children 
exposed to online identity fraud when they grow up. 
 
For example, a photo celebrating a child’s birthday reveals a date of birth; a 
reference to their first pet could be used as an answer to a bank security 
question; or the child’s favourite football team may also be a useful clue to 
a password. If this information is obtained by fraudsters it gives them a 
head-start in breaking into their future online lives. Also given that many 
adults use this kind of information when choosing passwords, this can also 
expose the parent to online fraud. 
 
It is advisable for users to check the privacy settings on social media 
accounts. 
 
The NCSC has also provided guidance on choosing good passwords, and 
CPNI has produced some useful material on minimising your digital 
footprint. 
 
You may visit: 
https://www.ncsc.gov.uk/blog-post/three-random-words-or-
thinkrandom-0 
 
https://www.cpni.gov.uk/my-digital-footprint 
 
 
 
 

 

 

 

 

 

 

https://www.ncsc.gov.uk/blog-post/three-random-words-or-thinkrandom-0
https://www.ncsc.gov.uk/blog-post/three-random-words-or-thinkrandom-0
https://www.cpni.gov.uk/my-digital-footprint
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Trust Everyone--But Brand Your Cattle: Finding the Right 
Balance in Cross-Border Resolution 
 
Vice Chairman for Supervision Randal K. Quarles, at "Ring-Fencing the 
Global Banking System: The Shift towards Financial Regulatory 
Protectionism" Symposium sponsored by Harvard Law School Program on 
International Financial Systems, Harvard Law School, Cambridge, 
Massachusetts. 
 

 
 
 Thank you to Professor Scott for inviting me to join this discussion on 
cross-border resolution and risks of fragmentation. Like many of my 
international counterparts in the audience, I maintain a deep commitment 
to cross-border banking and efficient movement of capital and liquidity, 
which are important contributors to long-term economic growth.  
 
And it is with that commitment in mind that I have considered the topic of 
today's conference: "ring-fencing," beginning with some reflections on 
what the term means.  
 
Many here use the term to describe local capital and liquidity 
requirements, which are imposed ex ante on local subsidiaries and 
designed to protect those entities and their creditors from losses. The term 
is also used to refer to disruptive actions taken by host regulators to seize 
assets in the moment of crisis. 
 
This type of ring-fencing occurs suddenly and unilaterally. 
 
Both uses of the term are associated with the risk arising from the stress or 
failure of a global financial institution; however, whether ring-fencing as I 
first defined it--prepositioning--is helpful or harmful in minimizing this 
risk depends on one's perspective.  
 
The views of different stakeholders tend to vary depending on whether one 
is seeking to maximize efficient allocation of resources in good times or 
minimize losses in stress and, importantly, whether one is a home or host 
regulator. 
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Before the financial crisis, much of our collective orientation was on 
maximizing the efficient flow of capital across the globe. This should 
remain a paramount goal. Yet in the wake of the financial crisis, global 
regulators have understandably also focused on minimizing the cost of the 
failure of a global financial institution by mitigating the impediments to 
cross-border resolution.  
 
The single-point-of-entry (SPOE) and bail-in concepts hold particular 
promise for most large global firms. However, a successful SPOE resolution 
of a large global firm has not yet been attempted and will require close 
cooperation among a large number of stakeholders, including both home 
and host country regulators.  
 
This cooperation will be based on an understanding of separate and mutual 
interests, not on trust alone. So while SPOE creates a potentially workable 
framework for resolution, setting the conditions for cooperation is critical. 
I grew up among the ranches of the American West, where we lived by the 
motto taught to me as a young child: trust everyone, but brand your cattle. 
This is a theme that will run throughout my remarks today. 
 
In addition to setting the stage for effective cooperation, I will focus 
specifically on the type of ring-fencing that will almost certainly undermine 
the successful execution of an SPOE resolution--namely the disruptive 
seizure of assets by host regulators in the moment of stress.  
 
As with other elements of our regime, I have been considering whether our 
current prepositioning requirements for domestic and foreign firms 
operating in the United States are both minimizing this risk and 
functioning in an efficient and transparent manner, and I will share some 
thoughts in that regard.  
 
Our vantage point in the United States as a large home and host regulator 
would counsel that it is sensible to find a middle ground and fine tune our 
approach as we learn more and global conditions evolve. 
 

Resolution Considerations of a Home and Host Regulator 
 
To enable cooperation and avoid a destabilizing seizure of assets by host 
regulators, I would submit that all jurisdictions must find a balance of 
flexibility for the parent bank and certainty for local stakeholders.  
 
Flexibility, or the ability to allocate capital and liquidity to different parts of 
the group on an as-needed basis, helps to meet unexpected demands on 
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resources and reduces the risk of misallocation and inefficient use of 
resources.  
 
Certainty, or the local prepositioning of capital and liquidity to ensure a 
firm can satisfy local claimants under stressful conditions, helps to 
promote cooperation in the context of a cross-border resolution and avoid 
incentives for more drastic action by host authorities. 
 
One's assessment of the optimal balance, as I alluded to earlier, can depend 
significantly on where one sits in the regulatory constellation. The home 
regulator, by nature, will logically prefer flexibility in a resolution; 
consolidated capital and liquidity requirements are most effective if 
resources can be freely allocated around the consolidated firm where and 
when they are needed.  
 
Flexibility also helps offset the uncertainty in forecasting the location 
within the consolidated firm where stress may arise.  
 
Yet I would also argue that home regulators should recognize host 
jurisdictions may take action to restrict the flow of resources, or worse yet, 
demand resources in the moment of crisis, even if the stress does not 
originally emanate from their location. Such actions tend to both limit the 
flexibility of the home regulator and undermine cooperation in times of 
stress. 
 
The host regulator, by nature, will prefer the certainty that resources will 
be available to satisfy local customers and counterparties under stressful 
conditions. This is particularly the case if the risk of default or the potential 
local loss given default of a foreign firm is high, and the tolerance for a 
government-assisted intervention for foreign banks is low.  
 
However, the host regulator should also recognize that it is ultimately in its 
interest for the SPOE resolution of the foreign bank to be successful and, 
given the uncertainty of the circumstances or location of losses that emerge 
in an actual stress, adequate flexibility for the parent to deploy resources 
where needed is likewise in the host regulator's interest. 
 
A global bank has other stakeholders who have preferences regarding 
flexibility or certainty and can take actions that can potentially destabilize 
the firm. For instance, parent company debt and equity holders may prefer 
less prepositioning, while local creditors and financial market utilities may 
prefer more.  
These other stakeholders can act in ways that can be destabilizing. Building 
a system that is transparent and is perceived by stakeholders as allocating 
losses fairly is key in this regard. 
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Finally, I would like to note that the considerations of policymakers in 
determining the right balance of flexibility and certainty may differ 
depending on whether the resource at issue is capital or liquidity. In 
resolution, the most important difference between capital and liquidity is 
the speed with which financial stress can appear.  
 
Liquidity needs are sudden and tend to manifest in all areas of the 
organization, and the consequences of not meeting liquidity demand--an 
immediate default on an obligation--can be grave.  
 
Capital needs, however, may be more localized and slower to evolve but are 
foundational to the execution of an SPOE resolution. It is unlikely that host 
regulators would be comfortable cooperating in an SPOE resolution 
strategy without some confidence in the viability of the entities in their 
jurisdictions. 
 

U.S. Approach 
 
Historically, the United States and the United Kingdom have been in a 
unique position of having large interests as both home country and host 
country regulators of internationally active banks. Soon, the European 
Union is likely to assume this privilege as well.  
 
We understand that any requirements we impose on foreign banks 
operating in the United States may well be imposed on U.S. firms operating 
abroad. In addition, we are operating under a veil of ignorance, as we don't 
know whether the next firm in distress will be a U.S. firm operating 
globally or a foreign firm with U.S. operations. This provides us with strong 
incentives to view the risks from both sides. 
 
As the home regulator to U.S. global systemically important banking 
organizations (G-SIBs), we and the Federal Deposit Insurance Corporation 
(FDIC) have used the living wills process to set the expectation that a firm 
appropriately balance prepositioned and centrally managed resources.2 
This expectation is based on the premise that the optimal balance will 
depend on factors such as the firm's structure and the host jurisdictions in 
which the firm operates.  
 
As such, the Board and the FDIC have asked U.S. G-SIBs to analyze and 
anticipate capital and liquidity resources needed to ensure the continued 
operation of material entities in resolution. Regarding capital, the 
positioning of a U.S. G-SIB's internal total loss absorbing capacity (TLAC) 
should reflect a balance of certainty--prepositioning internal TLAC directly 
at material entities--and flexibility--holding recapitalization resources at 
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the parent, known as contributable resources--to meet unanticipated losses 
at material entities. 
 
Regarding liquidity, the Board and FDIC expect a U.S. G-SIB to 
appropriately estimate and maintain sufficient liquidity for material 
entities, an expectation known as Resolution Liquidity Adequacy and 
Positioning, or RLAP. 
 
RLAP expectations are intended to be designed so that liquidity is not 
"double counted" among home and host jurisdictions, to provide 
transparency into the location of liquidity across the firm's material 
entities, and to ensure that liquidity can flow where needed with minimal 
potential disruption.  
 
The RLAP approach is aimed at ensuring that surpluses in one host 
jurisdiction generally are not relied upon to meet deficits in another host 
jurisdiction, given the confusion and vulnerabilities such reliance can cause 
in an actual stress. Specifically, a firm should be able to measure the stand-
alone liquidity position of each material entity and ensure that liquidity is 
readily available either at the parent or at that entity to meet any deficits. 
 
As with capital, firms are expected to have a balance of prepositioned and 
centrally managed liquidity--specifically, by balancing the certainty 
associated with holding liquidity directly at material entities against the 
flexibility provided by holding high-quality liquid assets at the parent 
available to meet unanticipated outflows at material entities. 
 
As a host regulator, our approach to local capital and liquidity regulations 
of foreign banks with large U.S. operations is motivated by the lessons of 
the recent financial crisis, where many foreign banks operating in the 
United States suffered severe stress and survived only with extraordinary 
support from the United States and their home country governments. In 
addition to increasing the resiliency of the U.S. operations of foreign banks, 
our approach also reflects both resolution and competitive equity 
considerations. 
 
From a resolution perspective, our rules seek to ensure that there are 
sufficient resources in the United States today to ensure that we, as a host 
regulator, are well positioned to cooperate with a home country authority 
in the event a firm experiences material stress or failure. Our rules also 
ensure that we do not have a strong incentive to limit flows or seek 
additional resources in the moment of crisis, which could be highly 
destabilizing in a stress event. 
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From a competitive equity standpoint, we believe that U.S. subsidiaries of 
foreign banks should operate on a level playing field with their domestic 
counterparts. This is generally consistent with the long-standing treatment 
of large and complex bank and nonbank subsidiaries around the world. 
 
As such, our rules subject a large foreign bank to the same capital and 
liquidity requirements as domestic bank holding companies by requiring 
the foreign bank to hold its U.S. subsidiaries through a U.S. intermediate 
holding company (IHC) and imposing capital and liquidity requirements to 
the IHC.  
 
At the same time, we have adjusted our approach for the U.S. branches of a 
foreign bank with a large U.S. presence in recognition that branches are 
subject to a narrower set of permissible activities and operate as a direct 
extension of the parent bank.  
 
For these U.S. branches, we have imposed local liquidity requirements in 
light of the liquidity vulnerabilities that many U.S. branches of foreign 
banks experienced in the crisis, but no separate capital requirements. 
 
For IHCs that are subsidiaries of foreign-owned G-SIBs, the Federal 
Reserve requires such a firm to issue a minimum amount of loss-absorbing 
instruments to its foreign parent, known as internal TLAC, including a 
minimum amount of unsecured long-term debt. 
 
In the event that an IHC was experiencing significant financial distress, the 
internal TLAC could be used to replenish the IHC's equity and maintain its 
solvency.  
 
The U.S. implementation of internal TLAC is modeled on the internal 
TLAC framework developed by the Financial Stability Board (FSB), which 
includes a calibration of the amount of loss-absorbing resources that 
should be prepositioned in a given jurisdiction. 
 
Specifically, the FSB contemplates that internal TLAC requirements of a 
subsidiary of a foreign bank expected to be resolved through SPOE would 
be calibrated at 75 to 90 percent of the external TLAC requirement that 
would apply to the subsidiary if it were to be separately resolved.  
 
In implementing the TLAC standards in the United States, the Board 
calibrated the internal TLAC requirement for IHCs of foreign-owned G-
SIBs at the high end of the FSB range, at around 90 percent. 

 
Adjustments to the Current Regime 
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There are two principal points I have been making today.  
 
The first is that some amount of local capital and liquidity prepositioning 
can reduce the incentives for damaging and unpredictable seizures of 
resources by local regulators during times of stress--thus actually reducing 
the likelihood that improvised, beggar-thy-neighbor ring-fencing would 
frustrate completion of a successful SPOE resolution in the future. As we 
learned long ago out West, the branding of cattle creates the possibility of 
trust. 
 
The second point, however, is equally important: the best prepositioning 
structure is not an eternal verity mathematically deducible from first 
principles, but it is instead a practical balance designed to promote 
cooperation among humans, and any such balance is likely to be 
improvable with experience, reflection, and debate.  
 
We are interested in views from the firms and the public on how the 
regimes can be improved, and we expect to invite public comment on our 
living will guidance for U.S. and foreign firms in the near future.  
 
In addition, we are currently weighing the costs and benefits of our current 
approach of directing firms to determine the appropriate amount of 
prepositioned capital and liquidity.  
 
We are also considering whether formalizing resolution capital and 
liquidity requirements through a rulemaking process would improve the 
predictability and transparency of our approach. 
 
We continue to believe that the IHC and attendant requirements are 
appropriate for foreign banks with large U.S. operations. However, in light 
of our experience with these structures, I believe we should consider 
whether the internal TLAC calibration for IHCs could be adjusted to reflect 
the practice of other regulators without adversely affecting resolvability 
and U.S. financial stability.  
 
The current calibration is at the top end of the scale set forth by the FSB, 
and willingness by the United States to reconsider its calibration may 
prompt other jurisdictions to do the same, which could better the prospects 
of successful resolution for both foreign G-SIBs operating in the United 
States, and for U.S. G-SIBs operating abroad.  
 
Alternatively, it may be possible to streamline the elements of our 
resolution loss absorbency regime, which include both TLAC and long-
term debt requirements. I will be recommending to my colleagues that we 
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look closely at these possibilities in the coming weeks and seek comment 
on ways to further improve this framework. 
 

Conclusion 
 
We are committed to working with other jurisdictions to continue to build 
the foundation of the SPOE resolution framework.  
 
In addition to finding the appropriate balance of flexibility and certainty 
that I have discussed, we continue to advocate for increasing the 
standardization in the global implementation of the regulatory capital 
rules, improving host supervisors' transparency into the global liquidity 
and capital positions of a G-SIB on a consolidated and deconsolidated 
basis, and addressing impediments to a successful SPOE resolution.  
 
As with all regulations, we will be open to considering adjustments that 
would improve transparency and efficiency and will continue to reassess 
our regime as we make advancements in developing the cross-border 
resolution framework. 
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EBA updated Risk Dashboard shows significant improvements 
across EU banks but elevated NPLs are still the main challenge 
for their profitability 
 

 
 
The European Banking Authority (EBA) published the regular update of its 
Risk Dashboard summarising the main risks and vulnerabilities in the EU 
banking sector for Q4 2017.  
 
The progress is positive for European banks, but risks remain heightened 
on sustainable profitability. Following the ESRB recommendation on 
commercial real estate markets, the EBA's Risk Dashboard has an 
additional page showing the aggregated real estate exposures referred to 
real estate activities and the construction sector. 
  
European banks continued to strengthen their capital ratios in the last 
quarter of 2017.  
 
The CET1 ratio increased by 20 bps, from 14.6% in Q3 2017 to 14.8% in Q4 
2017, reaching a new peak since Q4 2014.  
 
CET1 ratios are now above 11% for all institutions in the sample. The 
increase of capital ratios was driven by a decrease of the total risk 
exposures amount (mostly for credit risk). 
  
EU banks continued to improve the overall quality of their loans' portfolio.  
 
In Q4 2017, the average ratio of non-performing loans (NPL) to total loans 
continued its downward trend, reaching its lowest level since Q4 2014 
(4.0%).  
 
This result is explained by an increase in the outstanding volume of loans 
granted and a decrease in the overall amount of NPLs by over 1/3 in 3 
years, from over 1.12 trillion Euros to 813 billion Euros.  
 
Nevertheless, the widespread dispersion among EU countries (with ratios 
ranging from 0.7% to 44.9%), along with the still high amount of NPLs in 
banks' balance sheet, remains a vulnerability for the European banking 
sector as a whole.  
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Profitability remains the key challenge for the EU banking sector. The 
average return on equity (ROE) decreased from 7.2% (Q3 2017) to 6.1% in 
Q4 2017, showing its usual seasonality per year-end.  
 
On a year-on-year comparison, the average ROE rose by 2.8 p.p. from its 
lowest level of 3.3% in Q4 2016, mainly driven by the annual increase in 
net trading income (8.5% in Q4 2017). However, the return on equity 
remains below the cost of equity with legacy assets, cost-efficiency and 
banks' business models still being some of the main obstacles towards 
reaching sustainable profitability levels. 
  
Loan-to-deposit ratio continued to decrease, reaching 116.7% with a 50 bps 
decline from the previous quarter, mainly driven by an increase in 
deposits. The leverage ratio remained broadly stable, increasing by 10 bps 
to 5.5%. 
 

 
 
To read more: 
http://www.eba.europa.eu/documents/10180/2175405/EBA+Dashboard+
-+Q4+2017.pdf 
 
 
 

 

 

 

 

 

 

 

http://www.eba.europa.eu/documents/10180/2175405/EBA+Dashboard+-+Q4+2017.pdf
http://www.eba.europa.eu/documents/10180/2175405/EBA+Dashboard+-+Q4+2017.pdf
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Active Social Engineering Defense (ASED) 
Wade Shen 

 

 
 
Over the past 40 years, our world has become increasingly connected. 
These connections have enabled major advances in national security from 
pervasive real-time intelligence and communications to optimal logistics.  
 
With this connectivity has come the threat of cyber attacks on both military 
systems and critical infrastructure.  
 
While we focus the vast majority of our security efforts on protecting 
computers and networks, more than 80% of cyber attacks and over 70% of 
those from nation states are initiated by exploiting humans rather than 
computer or network security flaws. To build secure cyber systems, it is 
necessary to protect not only the computers and networks that make up 
these systems but their human users as well. 
 
We call attacks on humans “social engineering” because they manipulate or 
“engineer” users into performing desired actions or divulging sensitive 
information.  
 
The most general social engineering attacks simply attempt to get 
unsuspecting internet users to click on malicious links. More focused 
attacks attempt to elicit sensitive information, such as passwords or private 
information from organizations or steal things of value from particular 
individuals by earning unwarranted trust. 
 
These attacks always have an “ask,” a desired behavior that the attacker 
wants to induce from the victim. To do this, they need trust from the 
victim, which is typically earned through interaction or co-opted via a 
spoofed or stolen identity. Depending on the level of sophistication, these 
attacks will go after individuals, organizations, or wide swathes of the 
population. 
 
Social engineering attacks work because it is difficult for users to verify 
each and every communication they receive. Moreover, verification 
requires a level of technical expertise that most users lack. To compound 
the problem, the number of users that have access to privileged 
information is often large, creating a commensurately large attack surface. 
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The Active Social Engineering Defense (ASED) program aims to develop 
the core technology to enable the capability to automatically elicit 
information from a malicious adversary in order to identify, disrupt, and 
investigate social engineering attacks. If successful, the ASED technology 
will do this by mediating communications between users and potential 
attackers, actively detecting attacks and coordinating investigations to 
discover the identity of the attacker. 
 
Additional information is available at: 
https://www.fbo.gov/index?s=opportunity&mode=form&id=c49a3e60af2
06263c01a144487867f55&tab=core&_cview=0 
 

 
 
 
 
 

 

 

 

 

 

 

 

 

https://www.fbo.gov/index?s=opportunity&mode=form&id=c49a3e60af206263c01a144487867f55&tab=core&_cview=0
https://www.fbo.gov/index?s=opportunity&mode=form&id=c49a3e60af206263c01a144487867f55&tab=core&_cview=0
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FSB publicly consults on recommendations for compensation 
data reporting to address misconduct risk 
 

 
 
The Financial Stability Board (FSB) published a public consultation on 
Recommendations for consistent national reporting of data on the use of 
compensation tools to address misconduct risk.  
 
Collecting and evaluating compensation data on a regular basis can provide 
both firms and supervisors with important insights into the effectiveness of 
compensation programmes and potential areas of weakness.  
 
Currently the gathering and analysis of compensation data varies 
significantly across jurisdictions and firms. 
 
The Recommendations seek to assist national supervisory authorities from 
all financial sectors by enhancing their capacity to consider and monitor 
the effectiveness of compensation tools and other mechanisms in 
promoting good conduct and addressing misconduct risk. 
 
The proposed data set included in the Recommendations is designed to 
help firms and supervisors answer a number of important questions, 
including whether governance and risk management processes 
surrounding compensation: 
 
- appropriately include conduct considerations in the design of their 

compensation and incentive systems, including the setting of individual 
goals, ex ante performance measurement mechanisms and ex post 
compensation adjustments; 

 
- support the effective use of compensation tools to help promote good 

conduct or to remediate individual conduct that is not in line with the 
firm’s expectations, including holding individuals accountable for any 
misconduct that occurs; 

 
- promote wider risk management goals, including for conduct issues, 

consistent with the firm’s strategy and risk tolerance; and 
 
- support the effective identification of emerging misconduct risks and 

where appropriate, review use of incentive systems and compensation 
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decisions in response to conduct incidents to ensure alignment of 
incentives, risk and reward. 

 
The FSB welcomes comments and responses to the questions set out in the 
consultative document by Friday 6 July 2018. Responses will be published 
on the FSB website unless respondents expressly request otherwise. 
 
The FSB has also published today a summary note of an industry workshop 
organised last December as part of the FSB’s work to develop the 
Recommendations. The FSB also welcomes any feedback on topics 
discussed at the workshop that are included in the summary note, also by 
Friday 6 July 2018.  
 
To read more: 
http://www.fsb.org/wp-content/uploads/P070518-1.pdf 
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EBA updates list of O-SIIs in the EU 
 

 
 

 
 
The European Banking Authority (EBA) updated the 2017 list of Other 
Systemically Important Institutions (O-SIIs) in the EU.  
 
O-SIIs – those institutions which, along with Global Systemically 
Important Institutions (G-SIIs) are deemed systemically important – have 
been identified by the relevant authorities across the Union according to 
harmonised criteria provided by the EBA Guidelines.  
 
This list also reflects the additional capital buffers that the relevant 
authorities have set for the identified O-SIIs. 
  
The EBA Guidelines on criteria to assess O-SIIs define the size, 
importance, complexity (or cross-border activities) and interconnectedness 
of such institutions. 
  
These Guidelines provide additional flexibility for relevant authorities to 
apply their supervisory judgment when deciding to include other 
institutions that might have not been automatically identified as O-SIIs.  
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This approach allows for the assessment of all financial institutions across 
the EU in a comparable way, whilst still not excluding those firms which 
may be deemed for one EU jurisdiction on the basis of certain specificities.  
  
The EBA acts as the single point of disclosure for the list of O-SIIs across 
the EU, while each relevant authority discloses information for its 
respective jurisdiction, along with further details on the underlying 
rationale and identification process.  
 
This additional information is key for understanding the specific features 
of each O-SII and get some insight in terms of supervisory judgment, 
optional indicators used, buffer decisions and phase-in implementation 
dates. 
  
The list of O-SIIs is disclosed on an annual basis, along with any Common 
Equity Tier 1 (CET1) capital buffer requirements, which may need to be set 
or reset.  
 
Higher capital requirements will become applicable at least one year after 
the publication of the O-SIIs list to give institutions enough time to adjust 
to the new buffer requirements. 
 
You can read the list at: 
http://www.eba.europa.eu/risk-analysis-and-data/other-systemically-
important-institutions-o-siis-/2017 
 
http://www.eba.europa.eu/risk-analysis-and-data/other-systemically-
important-institutions-o-siis- 
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Are you Cyber-Savvy? 
 

 
 

 
 

 
 
You may visit: 
https://www.sec.gov/spotlight/cybersecurity 
 
 
 

 

https://www.sec.gov/spotlight/cybersecurity
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From the Secretary General 
Jonathan Dixon, Secretary General 

 

 
 
This month, work on the development of the IAIS 2020-24 Strategic Plan 
and Financial Outlook took a significant step forward.  
 
The Strategic Plan and Financial Outlook Task Force met to review inputs 
provided by the IAIS membership, stakeholders and Secretariat and 
to discuss future High Level Goals and Strategies. 
 
While work will continue over the coming months, an early message is that 
the IAIS will increasingly pivot to a greater emphasis on enhancing 
supervisory practices.  
 
As we complete our current commitments on ComFrame and a holistic 
framework for mitigating systemic risk, our focus will necessarily shift to 
providing guidance to supervisors on how to implement effective 
supervisory practices, particularly on how to respond in proactive and 
robust ways to emerging trends and risks such as cyber security, FinTech 
and climate change. 
 
The coming years are also likely to see a heightened conversation about the 
role of insurance – and in turn of insurance supervision – in sustaining 
long-term, inclusive economic development by closing the protection gap 
and through long-term investment. 
 
The role of insurance as a “risk signaller” will be particularly crucial in 
areas such as cyber security and climate change.  
 
As a global community of supervisors we will likely need to consider how to 
support the critical socioeconomic role of insurance in line with our 
ultimate goal of policyholder protection. More progress will be shared with 
Members and stakeholders at the Global Seminar in July.  
 
You may visit: 
https://www.iaisweb.org/page/news/newsletter/file/74724/iais-
newsletter-may-2018 
 

https://www.iaisweb.org/page/news/newsletter/file/74724/iais-newsletter-may-2018
https://www.iaisweb.org/page/news/newsletter/file/74724/iais-newsletter-may-2018
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Cybersecurity Enforcement Actions 
 

 
 

 
 
You may visit: 
https://www.sec.gov/spotlight/cybersecurity-enforcement-actions 
 
 
 
 

 

 

 

 

 

https://www.sec.gov/spotlight/cybersecurity-enforcement-actions


P a g e  | 55 

________________________________________________________________________ 
International Association of Hedge Funds Professionals (IAHFP)                                                                                                       

Guidance, Contingencies and Brexit  
Speech given by Mark Carney, Governor of the Bank of England, 
Society of Professional Economists 
 

 
 
This evening I would like to discuss potential paths for monetary policy 
during the next, critical phase of the Brexit process.  
 
Note the conditionality of the phrase “potential paths.”  
 
The actual path for policy will depend on the outlook for the economy 
which in turn will depend very much on how the Brexit negotiations evolve. 
 
Monetary policy is always contingent on the economic outlook. This is 
broader than it being data dependent. 
 
In order to achieve the inflation target, monetary policy needs to adjust not 
only to news about current conditions but also to any changes in likely 
future circumstances. 
 
While it may be the MPC that sets interest rates, it is ultimately the 
economy that determines them. 
 
Monetary policy will be most effective if agents can anticipate how 
policymakers will react to changing conditions. But the predictability of 
monetary policy can break down when there are large structural changes 
in: 
 
- Supply capacity; 
- Equilibrium interest rates; or 
- Trading relationships. 
 
In such circumstances, forward guidance can help anchor expectations and 
improve the effectiveness of monetary policy. 
This generally wasn’t necessary during the Great Moderation, when the 
economy was largely subject to a series of demand shocks.  
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The inflation target could be achieved without causing undesirable 
volatility in output and employment (so-called “divine coincidence”). 
 
Despite the crisis, divine coincidence has continued to reign in the euro 
area and the US. Large output gaps and below-target inflation have pointed 
monetary policy in the same direction. 
 
That, unfortunately, has not been the case in the UK economy, which has 
been subject to a series of major supply shocks over the past five years, 
creating tensions between short-term output and inflation stabilisation.  
 
Brexit is the latest and potentially largest example. 
 
Brexit is a regime shift that has markedly increased the range of possible 
outcomes for the UK economy and therefore the potential paths of 
monetary policy. 
 
The major Brexit contingencies include: 
 
- The form of the new economic partnership between the EU and UK; 
 
- Whether the transition to that end state will be smooth or cliff-edged; and 
 
- How agents in the economy (households, businesses and financial 
markets) react to these prospects, particularly the extent to which they are 
affected by the uncertainty during the negotiations and the degree to which 
they anticipate the outcome and pull forward adjustment. 
 
As the Brexit process continues and the answers to these questions become 
clearer, the MPC will adapt its specific guidance and monetary policy more 
broadly in order to meet the inflation target. 
 
My message this evening is straightforward. From a monetary policy 
perspective, the Bank of England is ready for Brexit whatever form it takes. 

 
The role of guidance and the UK experience 
 
Before turning to Brexit, I would like to review briefly the MPC’s 
experience with forward guidance. 
The objective of forward guidance is to give insights into the MPC’s 
reaction function – in other words, how the Committee will adjust policy 
when the outlook for growth and inflation changes. 
In a perfect world, guidance would be redundant. People would know how 
the MPC intends to set rates over the future and how those intentions 
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would adjust to economic developments in all eventualities – the so-called 
reaction function.  
 
But the world is complex and people don’t have endless time to devote to 
understanding monetary policy.  
 
In practice, therefore, guidance can be useful in providing people with 
information about how the MPC sets policy and, over time, in improving 
understanding of how monetary policy will adjust to news. 
 
Guidance thus helps people to think along with the Committee so that their 
expectations about the path of policy adapt with ours as economic 
circumstances change.  
 
This can make monetary policy more effective by reducing unwarranted 
volatility in interest rate expectations and the extent to which the MPC has 
to move Bank Rate to meet the inflation target.  
 
The more those expectations are aligned with the policy path 
necessary to achieve the inflation target, the higher the probability that 
policy objective will be achieved. 
 
Guidance is not a promise of the future path of policy. And its use will not 
mean that all observers will agree on the likely path of policy for the simple 
reason that not everyone will agree on the likely path for the economy.  
 
However, with guidance, someone who has a different outlook can better 
anticipate how the MPC will adjust once the scales fall from the 
Committee’s eyes.  
 
Again it is the combination of the economy and the primacy of the inflation 
target, not the MPC, that ultimately determines that path of policy. 
 
To read more: 
https://www.bankofengland.co.uk/-
/media/boe/files/speech/2018/guidance-contingencies-and-brexit-
speech-by-mark-
carney.pdf?la=en&hash=AB4FDD511C5594498916614748D3867298EA81
63 
 
 

 

 

https://www.bankofengland.co.uk/-/media/boe/files/speech/2018/guidance-contingencies-and-brexit-speech-by-mark-carney.pdf?la=en&hash=AB4FDD511C5594498916614748D3867298EA8163
https://www.bankofengland.co.uk/-/media/boe/files/speech/2018/guidance-contingencies-and-brexit-speech-by-mark-carney.pdf?la=en&hash=AB4FDD511C5594498916614748D3867298EA8163
https://www.bankofengland.co.uk/-/media/boe/files/speech/2018/guidance-contingencies-and-brexit-speech-by-mark-carney.pdf?la=en&hash=AB4FDD511C5594498916614748D3867298EA8163
https://www.bankofengland.co.uk/-/media/boe/files/speech/2018/guidance-contingencies-and-brexit-speech-by-mark-carney.pdf?la=en&hash=AB4FDD511C5594498916614748D3867298EA8163
https://www.bankofengland.co.uk/-/media/boe/files/speech/2018/guidance-contingencies-and-brexit-speech-by-mark-carney.pdf?la=en&hash=AB4FDD511C5594498916614748D3867298EA8163
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European Commission - Statement 

Cybersecurity: Joint Statement by Vice-President Ansip and 
Commissioner Gabriel on political agreement from the Council 
 

 
 
The European Commission welcomes the political agreement reached by 
the Telecommunications Council on a general approach on the 
Cybersecurity Act, which was presented by President Jean-Claude Juncker 
in his annual State of the Union Address in 2017. 
 
Vice-President Andrus Ansip, responsible for the Digital Single Market, 
and Commissioner Mariya Gabriel, in charge of Digital Economy and 
Society, issued the following statement:  
 
"We are pleased that the Council adopted today a general approach on the 
Cybersecurity Act proposals.  
 
Today's agreement opens the door to transform and strengthen the 
mandate of European Union Agency for Network and Information and 
Security (ENISA) into the EU's Cybersecurity Agency which will support 
Member States with tackling cybersecurity threats and attacks.  
 
Additionally, the proposal aims to establish an EU framework for 
cybersecurity certification, boosting the cybersecurity of online services 
and consumer devices. 
 
Strengthening Europe's cybersecurity is the only way to assure a strong and 
viable Digital Single Market for the benefit of all. 
 
It is vital for Member States to work together in building a more cyber 
secure European Union and avoid the complication of different national 
laws. 
 
We would also like to congratulate and thank the Bulgarian Presidency for 
their hard work to find a consensus on this important file, only nine 
months after we presented our proposal in September 2017. Their work 
paves the way for the Austrian Presidency to soon reach a final 
compromise with the European Parliament and adopt the package before 
the end of 2018." 
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Background 
 
In September 2017, the Commission proposed a wide-ranging set of 
measures to deal with cyber-attacks and to build strong cybersecurity in 
the EU.  
 
This included the Cybersecurity package, a proposal for strengthening the 
EU Agency for Cybersecurity as well as a new European certification 
framework, ensuring that products and services in the digital world are 
cybersecure. 
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Disclaimer 
 
Despite the great care taken to prepare this newsletter, we cannot guarantee that all 
information is current or accurate. If errors are brought to our attention, we will try to 
correct them, and we will publish the correct information to the LinkedIn and Facebook 
pages of the association. 
 
Readers will make their own determination of how suitable the information is for their 
usage and intent. The association expressly disclaims all warranties, either expressed or 
implied, including any implied warranty of fitness for a particular purpose, and neither 
assumes nor authorizes any other person to assume for it any liability in connection with 
the information or training programs provided. 
 
The association and its employees will not be liable for any loss or damages of any nature, 
either direct or indirect, arising from use of the information provided on this newsletter, 
or our web sites. 
 
We are not responsible for opinions and information posted by others on this website. 
The inclusion of links to other sites does not necessarily imply a recommendation or 
endorse the views expressed within them. Links from this site to other sites are 
presented as a convenience to users. The association does not accept any responsibility 
for the content, accuracy, reliability, or currency found on external sites. 
 
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 interpretative; 
 
- 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.  
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International Association of Hedge Funds Professionals (IAHFP) 

 
1. Membership - Become a standard, premium or lifetime member. 
You may visit:  
www.hedge-funds-association.com/HowToBecomeMember.html 
 
2. Monthly Updates - At the Reading Room of the association. 
 
3. Training and Certification - Become a Certified Hedge Fund Compliance 
Expert.  
 
Distance learning and online certification: 
www.hedge-funds-
association.com/Distance_Learning_and_Certification.htm  
 
For instructor-led training, you may contact us.  
 
 

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

