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Hedge Funds News, October 2018 
Dear members and friends,  
 
We will start with an interesting presentation, “Global 
liquidity: changing instrument and currency patterns” 
from Iñaki Aldasoro and Torsten Ehlers, BIS. 
 
International (cross-border and foreign currency) credit, a key indicator of 
global liquidity, has continued to expand in recent years to 38% of global 
GDP.  

 
 
This growth has been driven by international debt securities issuance, 
while the role of banks has diminished – both as lenders and as investors 
in debt securities.  
 
The aggregate trend has been more pronounced for advanced economy 
than emerging market borrowers. For individual countries, however, the 
growth of bank loans and that of debt securities have tended to move in 
tandem, highlighting the cyclical nature of global liquidity.  
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The US dollar has become even more dominant as an international funding 
currency – in particular for emerging market borrowers.  
 
However, dollar exposures in emerging market economies vary 
substantially across countries and sectors. 
 
Global liquidity – the ease of financing in international financial markets – 
remains at the centre of policy debates (Cohen et al (2017), CGFS (2011), 
Borio et al (2011)).  
 
In the run-up to the 2007–09 Great Financial Crisis (GFC), the supply of 
international credit – comprising cross-border credit and credit in foreign 
currency whether or not it crosses a border – expanded rapidly.  
 
When the crisis hit, international credit evaporated, exposing financial 
vulnerabilities in both advanced and emerging market economies (EMEs). 
 
Against the backdrop of major central banks’ highly accommodative 
monetary policies, this key indicator of global liquidity picked up 
markedly since 2010, in particular in EMEs. 
 
In contrast to the pre-GFC period, the increase in international credit since 
2010 has been driven primarily by debt securities rather than bank loans 
(Avdjiev et al (2017), Turner (2013)).  
 
At the same time, the US dollar has become even more dominant as the 
prime currency of denomination since the GFC (Maggiori et al 
(2018)).  
 
This “second phase” of global liquidity implies that global financing 
conditions have become more sensitive to developments in the bond 
market, and even more tightly linked to US monetary policy (Shin (2013)).  
 
EME borrowers may be particularly vulnerable if they have relied heavily 
on US dollar-denominated debt securities, as international bond investors 
tend to retreat quickly when US rates rise. 
 
But EMEs’ US dollar debt exposures can differ substantially not only across 
countries but also across sectors.  
 
In some EMEs the private corporate sector has been the main borrower of 
US dollars, while in others it has been the sovereign. 
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This feature documents and analyses the shift from international bank 
loans to debt securities in international credit, as well as the currency 
composition, building on the BIS global liquidity indicators (GLIs).  
 
The first section presents global trends and recent developments.  
 
The second contrasts the developments in advanced economies and EMEs.  
 
It documents how the shift away from bank loans towards debt securities 
has been more pronounced for advanced economies than for EMEs as a 
whole.  
 
At the country level, however, growth of bank loans and that of debt 
securities have moved in tandem for both advanced and emerging market 
economy borrowers. 
 
The third section focuses on EME foreign currency borrowing and 
highlights the different sectoral composition of US dollar credit across 
countries. 
 
To read more: 
https://www.bis.org/publ/qtrpdf/r_qt1809b.pdf 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.bis.org/publ/qtrpdf/r_qt1809b.pdf
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Remedies and Relief in SEC Enforcement Actions 
Steven Peikin, Co-Director, Division of Enforcement  

PLI White Collar Crime 2018: Prosecutors and Regulators Speak 
 

 
 

I. Introduction 
 
Thank you for that kind introduction, and thank you for inviting me to 
speak here this morning.  Before I begin, I am required to give a standard 
disclaimer that the views I express here today are my own, and do not 
necessarily represent the views of the Commission or its staff. 
 
My remarks today come a little over a year after Stephanie Avakian and I 
were appointed Co-Directors of the SEC’s Division of Enforcement and just 
a few days after the close of the first full fiscal year in which we have held 
our positions.  So this is a fitting time to look back on the work of the 
Division of Enforcement over the past year and to discuss the Division’s 
priorities over the next year.  
 
Many of those who closely follow the work of the Enforcement Division 
tend to evaluate its effectiveness based on metrics such as the number of 
enforcement actions the Commission brings each year and the total 
amount of penalties and disgorgement ordered by the Commission or 
federal district courts.   
 
These quantitative metrics are of some value in assessing the work of the 
Division; they certainly provide a rough measure of our overall activity 
level.  But statistics such as these do not provide a full and meaningful 
picture of the quality, nature, and effectiveness of our efforts.  Indeed, in 
my view, when numbers are the primary lens through which our work is 
viewed, that perspective can be counterproductive.  
 
So to assess whether the Division’s work is effective in accomplishing the 
Commission’s mission, Stephanie and I have been moving the conversation 
to a different set of questions, namely the following: 
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- Are our efforts protecting retail investors? 
 
- To what extent is the Commission holding individuals accountable for 

violations of the law? 
 
- Are we keeping pace with technological change? 
 
- Do the remedies we recommend effectively further enforcement goals? 
 
- And, are we efficiently allocating the Division’s resources? 
 
This morning, I’d like to focus my remarks on how we think about one of 
these questions – that is, how particular remedies and relief that the 
Division of Enforcement recommends to the Commission advance our 
goals.   
 
In thinking about the effectiveness of the remedies and relief available to 
the Commission, it is tempting to focus solely on the Commission’s ability 
to obtain significant financial penalties in enforcement actions.  Large 
dollar figures attract headlines and some view them as a proxy for how 
tough we are, and, relatedly, the effectiveness of our enforcement efforts.  
 
Penalties are important to an effective enforcement regime because they 
punish wrongdoers and send a message of general deterrence – ensuring 
that others know that violating the federal securities laws is a losing 
proposition.  And our activity over just this past year reflects our view that 
in many instances, to be effective, such penalties need to be substantial.  In 
fact, just last week, the Commission assessed eight-figure penalties against 
Walgreens and Tesla, which I’ll address in more detail later this morning.     
 
While we do seek and obtain some form of monetary relief – whether 
disgorgement, penalties or both – in most of our actions, non-monetary 
relief can be highly important to achieving the Commission’s overall goals 
as well.  For that reason, a case-specific approach to remedies and relief is 
important, and is exemplified by a number of Commission actions that I 
will describe during my remarks today.   
 

II. Non-Monetary Relief 
 
When we think about what overall relief makes the most sense in a given 
case, we’re guided by these questions:  Does the relief punish bad actors 
and restore money to harmed investors?  Does it advance the goals of 
specific and general deterrence?  And does it put into place meaningful 
protections for investors going forward?  If we have secured a good set of 
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remedies, we can answer each of those questions affirmatively, and to do so 
often requires looking not just to penalties and disgorgement, but to forms 
of equitable or remedial relief that are available to us. 
 
First off, what do I mean by non-monetary, equitable relief?  To me, that 
term includes the full range of remedies the Commission has at its 
disposal, beyond the ability to seek penalties and disgorgement.  When 
thoughtfully deployed, non-monetary remedies give the Commission 
latitude to craft an outcome that best matches the facts and circumstances 
of a given case. 
 
So what are the non-monetary remedies that are critical to our 
enforcement efforts?  Today, I’ll highlight a few forms of non-monetary 
relief that are of particular significance – undertakings and conduct-based 
injunctions, and bars and suspensions. 
 

Undertakings and Conduct-Based Injunctions 
 
In civil injunctive actions, the federal securities laws permit the 
Commission to seek – and federal courts to grant – any equitable relief 
that may be appropriate or necessary for the benefit of investors. 
 
In practice, two of the most effective forms of equitable relief in 
Commission enforcement actions are undertakings, which require a 
defendant to take affirmative steps – either in conjunction with entry of the 
order or in the future – in order to come into and remain in compliance 
with the specific terms of the court’s order, and conduct-based injunctions, 
which prohibit a defendant from engaging in conduct that, while otherwise 
legal, poses risk of harm to investors in the future.  The Commission also 
has authority to impose similar obligations in administrative and cease-
and-desist proceedings. 
 
For example, the Commission recently secured a conduct-based injunction 
in its settlement with Billy McFarland, who, according to the SEC’s 
complaint, fraudulently induced more than 100 investors to put over $27 
million into his companies, including Fyre Festival LLC.   
 
In addition to ordering that McFarland and his companies were liable for 
full disgorgement, the final judgment in the SEC’s matter against 
McFarland included a conduct-based injunction, enjoining McFarland 
from directly or indirectly participating in the issuance, purchase, offer, or 
sale of any security, except for his own personal account. 
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With respect to undertakings, many require the settling party to retain a 
compliance consultant or monitor to make recommendations to the issuer 
and report to the Commission on terms specifically defined in the 
settlement papers. 
 
Such undertakings make it possible for an SEC action to seed change in a 
corporation’s processes in a way that serves the long-term interests of 
investors.  Undertakings are a forward-looking remedy; they are 
specifically designed with an eye toward what happens after the settlement.  
So when they are well-crafted, they unquestionably provide unique benefits 
to investors in the long term.  
 
In addition to undertakings requiring the retention of compliance 
consultants or monitors, we have also tailored other types of undertakings 
to accomplish remedial objectives that were specific to the wrongful 
conduct at issue.  
 
In March, the Commission charged Theranos, Inc., a private company, and 
its founder and CEO Elizabeth Holmes with raising more than $700 
million from investors in an elaborate, years-long scheme involving 
exaggerated claims about the company’s technology, business, and 
financial performance. 
 
Aspects of the Theranos matter have been covered extensively in other 
forums.  But for today’s purposes, one of the most important elements of 
the Commission’s settlement with Holmes were undertakings that  
 
(1) required her to relinquish her voting control over Theranos by 
converting her supermajority shares to common shares, and  
 
(2) guaranteed that in a liquidation event, Holmes would not profit from 
her ownership stake in the company until $750 million had been returned 
to other Theranos investors.   
 
In Theranos, the Commission confronted a situation where, because of the 
capital structure of the company, Holmes had nearly complete control of 
the company.  And given what we alleged had occurred, it was appropriate 
to seek relief that protected investors from potential misuse of that 
controlling position going forward.  The undertakings were designed to do 
exactly that. 
 
In another example, late last week, the Commission charged Elon Musk, 
the Chairman and CEO of Tesla, with fraud for Tweeting a series of false 
and misleading statements about his plan to take Tesla private. 
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The Commission also charged Tesla with failing to maintain disclosure 
controls and procedures with respect to Musk’s communications.  To settle 
the SEC actions, Musk and Tesla agreed not only to pay significant 
penalties, but also to a set of comprehensive undertakings.   
 
If approved by the court, the undertakings will require, among other 
things,  
 
(1) Musk to resign as Chairman and be replaced by an independent 
Chairman,  
 
(2) Tesla to add two independent directors to its board,  
 
(3) Tesla to establish a committee of independent directors and adopt 
mandatory controls and procedures to oversee and Musk’s public 
communications about the company, and  
 
(4) Tesla to employ within its legal department an experienced securities 
counsel. 
 
 These undertakings specifically target and attempt to address specific risks 
– in this case, the potential harm to investors caused by Musk’s 
communication practices and a lack of sufficient oversight and control of 
those communications.   
 
The undertakings were specifically targeted to put in place stronger 
corporate governance by increasing the independence of the Tesla board 
and imposing closer oversight and control of Musk’s communications.  I 
believe these carefully tailored undertakings serve the Commission’s 
investor protection mission by specifically addressing the misconduct at 
issue.    
 
In these examples, the overall package of remedies also included monetary 
penalties aimed at punishing misconduct, and the benefit of such penalties 
for deterring misconduct should not be understated.  But the equitable 
relief the Commission obtained was both forward-looking and precisely 
tailored to the facts and circumstances of the case, and for that reason, it 
stands to benefit investors over the long run. 
 

Bars and Suspensions 
 
In addition to undertakings, the Commission can also seek or impose other 
forms of forward-looking or remedial relief, such as officer and director 
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bars and associational bars and suspensions.  Like undertakings, bars and 
suspensions are not a punishment.   
 
Rather, they serve a critical prophylactic function – preserving the integrity 
of our markets and protecting investors by limiting the activity of known 
bad actors by removing them from the industry or preventing them from 
serving as officers or directors at public companies. 
 
In actions authorized this fiscal year alone, the Commission is seeking in 
litigation, or has obtained in settlements, multi-year officer and director 
bars or industry bars and suspensions against hundreds of individuals.  
Some illustrations of the bars sought or obtained include: 
 
- Bars we are seeking in ongoing litigation against the former CEO and 

CFO of one of the largest mining interests in the world, who allegedly 
misled investors about the rapid deterioration in the value of a business 
the company had recently acquired for $3.7 billion. 

 
- Bars sought against CEO and COO who allegedly misrepresented their 

company as a first-of-its-kind decentralized bank offering its own 
cryptocurrency to be used for a broad range of customer products and 
services. 

 
- Bars secured in settlement with the former CEO of a NASDAQ-listed oil 

and gas company who received over $1 million of undisclosed perks 
and compensation in a variety of forms, including lavish social events, 
first class travel, and an office bar stocked with high-end liquor and 
cigars. 

 
- Bars secured against the former CEO of LendingClub Asset 

Management LLC, who was charged with using the fund’s money to 
benefit LendingClub Corporation. 

 
- And of course, we secured a ten-year officer and director bar against 

Elizabeth Holmes, and are seeking an officer and director bar in our 
ongoing litigation against Theranos’ former President, Sunni Balwani. 

 
It may not come as a surprise that many individuals as to whom we seek 
bars choose to litigate rather than settle with the Commission.  As such, 
bars can be a resource-intensive remedy for the agency.  But the flip side of 
the resources coin is a remedy that, like undertakings, can have direct, far-
reaching, and positive effects for investors.  As such, obtaining bars and 
suspensions, when warranted by the facts and circumstances, are a high 
priority for the Division. 
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III. Civil Penalties and Disgorgement 
 
Penalties 
 
I’d like to turn now to monetary relief.  Since 1990, when the SEC’s current 
penalty regime came into effect, the Commission has often levied large 
penalties against regulated entities. 
 
That was true again this year, when multiple Wall Street banks, asset 
managers, and other market gatekeepers, including a regulated exchange, 
were assessed large money penalties. 
 
The rationale behind assessing money penalties in actions involving 
regulated entities is relatively straightforward.  To preserve the integrity of 
our markets and protect investors, the Commission is charged with 
promulgating and enforcing rules governing certain of the business 
practices of the entities we regulate – including broker-dealers, investment 
advisers, asset managers, credit rating agencies, and exchanges.  
 
Penalties are one of the primary enforcement tools we have to incentivize 
regulated entities to remain in compliance with the rules that protect 
investors.  Stephanie and I embrace this rationale, and you can expect us to 
apply it throughout our tenure as Co-Directors. 
 
But the analysis with respect to corporate issuers with a class of securities 
registered with the SEC often involves additional considerations that don’t 
uniformly apply in matters involving regulated entities.  Such issuers are 
required by statute and regulation to file public periodic and annual 
reports and financials, and to have policies, procedures, and controls in 
place to enable them to satisfy their obligations concerning the accuracy, 
completeness, and timeliness of such filings.   
 
Using enforcement to promote the integrity of issuers’ public filings – 
which are central to the sound functioning of our capital markets – is a 
critical part of our mandate.  So in matters involving corporate issuer 
misconduct, decisions about whether to recommend the assessment of 
penalties require careful and thoughtful balancing of many factors 
including, of course, the nature of the misconduct. 
 
We also consider whether application of the Seaboard factors is 
appropriate.  This includes evaluation of the nature of remedial steps taken 
by the company, its own self-reporting and self-policing efforts, and the 
extent of its cooperation with the Commission and other law enforcement 
agencies. 
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Over the last year, the balance of factors has led the Division to recommend 
substantial penalties against a variety of corporate issuers.  I’ll touch briefly 
on four examples: 
 
In September, the Commission obtained a $20 million penalty from a 
publicly-traded biopharmaceutical company and two of its senior officers 
to settle charges that they misled investors about the company’s 
developmental lung cancer drug.   
 
The Commission alleged that the company’s investor presentations, press 
releases, and SEC filings stated that the drug was effective 60 percent of 
the time, far higher than suggested by actual results available internally. 
 
The Commission obtained a $34 million penalty against Walgreens Boots 
Alliance, Inc., in an action against the company and two former executives 
for allegedly misleading investors over multiple reporting periods about 
increased risk that the company would miss an important financial 
projection that it had announced simultaneously with the announcement 
of its merger with Boots. 
 
Altaba, the company formerly known as Yahoo!, paid $35 million to settle 
charges that it misled investors by failing to disclose one of the world’s 
largest data breaches, in which hackers stole personal data relating to 
hundreds of millions of user accounts.    
 
The Commission alleged that Yahoo!’s senior management was aware of 
the cyber intrusion, but failed adequately to investigate the breach or 
disclose it for a period of almost two years. 
 
And of course, the Commission secured a $20 million penalty against 
Tesla, whose governance failures allegedly enabled Musk’s fraudulent 
tweets.  As we alleged in our complaint, for years, Tesla had relied on 
Musk’s Twitter feed – with its 22 million followers – to market the 
company and disseminate corporate news and information.   
 
But the company had no controls in place to ensure that his Tesla-related 
tweets were accurate and otherwise complied with the federal securities 
laws. 
 
The penalties in these cases served a strong deterrent purpose. 
 
That said, not every case warrants a penalty.  As a counterpoint, last 
December the Commission issued an order finding that the CEO and CFO 
of an exchange-listed biopharmaceutical company received millions of 
dollars in undisclosed perks. 
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The company undertook to fully remediate material weaknesses in its 
accounting controls – and undertook to retain an independent compliance 
consultant should its remediation efforts fail.   
 
The SEC’s order expressly acknowledged the extensive remediation efforts 
taken by the company, which included the institution of legal proceedings 
the collect repayments from its former CEO and CFO and replacing the 
firms that had provided or assisted with bookkeeping.   
 
In light of these extensive remedial efforts, combined with the undertaking 
agreed to by the company, we determined that it was appropriate not to 
recommend a penalty to the Commission. 
 
We made a similar judgment call with our recommendation in a case 
announced last week, which involved conduct by a publicly-traded 
pharmaceutical company that otherwise weighed in favor of a penalty 
recommendation.   
 
We credited new management’s significant cooperation – including its self-
reporting of the misconduct – with the Commission’s investigation and its 
proactive remediation efforts in deciding against recommending a 
corporate penalty. 
 

Disgorgement 
 
While there is a careful weighing of factors with respect to penalties, the 
other primary form of monetary relief – disgorgement – is handled quite 
differently.  Even where a defendant or respondent cooperates and agrees 
to meaningful undertakings, it should not be entitled to keep its ill-gotten 
gains, which we are often in a position to restore to harmed investors.  
 
The Commission has obtained disgorgement in a wide variety of matters, 
including offering frauds, and most all FCPA resolutions. 
 
The Commission also obtained significant disgorgement in settlements 
with regulated entities that profited by their failures to adhere to the 
Commission’s rules and regulations.  
 
Earlier this year, for example, Deutsche Bank was required to disgorge 
more than $44 million of ill-gotten gains associated with its improper 
handling of pre-release American Depositary Receipts.  The Commission 
secured similar relief in matters against a number of large broker-dealers 
this year.  
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And of course, in offering frauds, where individuals obtain money directly 
from investors through fraudulent representations, disgorgement is a 
central component of meaningful relief and often the surest way to restore 
at least a portion of investors’ losses. 
 
As you probably know, the Supreme Court ruled last term in Kokesh v. SEC 
that disgorgement was to be considered a penalty for statute of limitations 
periods, and therefore the proceeds of misconduct obtained by a 
wrongdoer outside the statute of limitations were insulated from 
disgorgement.  The impact of the ruling has been very significant and will 
continue to be.  Take Kokesh, itself.   
 
That case involved an investment adviser who misappropriated from 
investors $34.9 million through a long running scheme that spanned 14 
years.  Of that amount, $29.9 million was misappropriated as a result of 
violations that occurred more than five years before the Commission 
brought its action.  In the end, Kokesh kept the vast majority of his ill-
gotten gains, at the expense of innocent investors. 
 
The impact of Kokesh has been felt across our enforcement program.  A 
few months ago, we calculated that Kokesh led us to forego seeking 
approximately $800 million in potential disgorgement in filed and settled 
cases.  That number continues to rise.  
 

IV. Conclusion 
 
So what is the takeaway of all of this?  I think as you can see the 
Commission has at its disposal a wide variety of remedies and relief.  And 
in the Division of Enforcement we think carefully about what of those tools 
to recommend to the Commission in every case.   
 
What we do not do is assess large penalties simply for the sake of counting 
them up at the end of the year   For that reason, the effectiveness of our 
program cannot be measured with resort to any one quantitative measure, 
but instead requires a nuanced and qualitative evaluation of our overall 
impact on achieving our investor and market integrity protection mission. 
 
Thank you for your time today. 
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Federal agencies issue a joint statement on banks and credit 
unions sharing resources to improve efficiency and effectiveness 
of Bank Secrecy Act compliance 
Board of Governors of the Federal Reserve System 
Federal Deposit Insurance Corporation 
Financial Crimes Enforcement Network 
National Credit Union Administration 
Office of the Comptroller of the Currency 
 

 
 
The federal depository institutions regulators and the U.S. Department of 
the Treasury's Financial Crimes Enforcement Network (FinCEN) have 
issued a statement to address instances in which certain banks and credit 
unions may decide to enter into collaborative arrangements to share 
resources to manage their Bank Secrecy Act (BSA) and anti-money 
laundering (AML) obligations more efficiently and effectively.  
 
Collaborative arrangements as described in the statement generally are 
most suitable for financial institutions with a community focus, less 
complex operations, and lower-risk profiles for money laundering or 
terrorist financing.  
 
The statement, which was issued by the Board of Governors of the Federal 
Reserve System, the Federal Deposit Insurance Corporation, FinCEN, the 
National Credit Union Administration, and the Office of the Comptroller of 
the Currency, explains how these institutions can share BSA/AML 
resources in order to better protect against illicit finance risks, which can in 
turn also reduce costs.  
 
Today's joint statement is a result of a working group recently formed by 
these agencies and Treasury's Office of Terrorism and Financial 
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Intelligence aimed at improving the effectiveness and efficiency of the 
BSA/AML regime. 
 
"This joint statement is part of a broader effort to work closely with our 
regulatory partners to strengthen the anti-money laundering defenses 
across the U.S. financial system," said Sigal Mandelker, Treasury Under 
Secretary for Terrorism and Financial Intelligence. "The joint statement 
allows community-focused banks and credit unions to share certain anti-
money laundering resources in order to better protect against illicit actors 
seeking to abuse those types of institutions. Such resource sharing must be 
approached with careful due diligence and thorough consideration of the 
risks and benefits." 
 
Among other things, today's joint statement aims to: 
 
- Highlight the potential benefits of collaborative arrangements that pool 

resources, such as staff, technology, or other resources, to increase 
operational efficiencies, reduce costs, and leverage specialized 
expertise; and 

 
- Outline risk considerations and mitigation measures associated with 

the use of collaborative arrangements. 
 
The joint statement acknowledges that banks and credit unions may 
benefit from using shared resources to manage certain BSA/AML 
obligations more efficiently and effectively.  
 
However, it notes that financial institutions should approach the 
establishment of collaborative arrangements like other business decisions, 
with due diligence and thorough consideration of the risks and benefits.  
 
Banks and credit unions are encouraged to contact their primary federal 
regulator with questions regarding sharing BSA resources, and should refer 
to other relevant guidance. 
 
The Joint Interagency Statement on Sharing Bank Secrecy Act Resources: 
https://www.federalreserve.gov/newsevents/pressreleases/files/bcreg201
81003a1.pdf 
 
 
 

 

 

https://www.federalreserve.gov/newsevents/pressreleases/files/bcreg20181003a1.pdf
https://www.federalreserve.gov/newsevents/pressreleases/files/bcreg20181003a1.pdf
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On the road to a new global equilibrium 
Remarks by Olli Rehn, Governor of the Bank of Finland, at the Panel 
Discussion on "Monetary Policy Frameworks", Reinventing the Bretton 
Woods Committee, in the context of the IMF Annual Meetings, Bali, 
Indonesia. 
 

 
 
The prospects of sustained growth in the world economy are currently 
clouded by several risks and vulnerabilities.  
 
Some have to do with the imbalances that stem from the legacy of the 
Global Financial Crisis, such as the high level of private and public debt 
globally.  
 
Meanwhile, others originate from contemporary political uncertainties, 
which threaten to seriously weaken the structures of global economic 
governance. 
 
Hence, I would coin the main challenges for monetary policy frameworks, 
and economic policy coordination in general, into three: growth, resilience, 
prudence.  
 
More precisely: growth by free trade; resilience in finance; prudence in 
monetary policy. Let me elaborate these in turn. 
 
1. Protectionism is the present danger to sustained growth, as shown by the 
IMF reports recently. If the protectionist measures were to reduce global 
growth e.g. by 1 percentage point, it may sound small - but it would in fact 
amount to a loss of 800 billion euros, which is roughly equivalent to 4 
times Finnish GDP.  
 
Finland may be a small country, but not insignificant, and losses of that 
magnitude would mean continued poverty and unemployment to millions 
of people, especially in the developing world. 
 
The IMF was founded as a building block for a multilateral, rules-based 
system of trade and payments. Eroding the multilateral system of free 
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exchange is a major threat to global prosperity, and to successful monetary 
policy of individual countries and currency areas. Hence, I would expect a 
clear, unequivocal message from the IMFC against protectionism, and in 
favour of multilateralism and free trade. 
 
2. The key lesson from the euro crisis, from which I have first-hand 
experience, is how vital financial resilience is for the whole macro-
economy, and for the real economy. 
 
The scale and severity of the impact of the financial disruptions, not only 
on banks, but also on employment and the public finances, came as a 
surprise to economists and policy makers alike. Hence, the emphasis must 
be on resilience. 
 
What are the policy implications of that? Globally, developing financial 
regulation should be pursued consistently. This is so despite the - perhaps 
understandable - regulation fatigue that may be gaining ground. 
 
The tasks are different depending on the situation in each country or 
region. In the euro area, the key priority now is completing the banking 
union with common deposit insurance and by strengthening the European 
Stability Mechanism.  
 
Meanwhile, the US and the UK should protect their regulatory 
achievements. It would be a big mistake to roll back what was achieved in 
the post-crisis years. 
 
This links to the management of monetary policy normalization, which is a 
balancing act, where the right course should depend on the particular 
circumstances of each currency area.  
 
This is the logic of the international system of floating exchange rates. 
However, monetary policy has international repercussions, the severity of 
which depends on the existing vulnerabilities of the countries that face 
these spillovers. 
 
As a consequence, many emerging market economies need to pay more 
attention to developing macroprudential policies which could limit their 
particular vulnerabilities.  
 
Having a large share of foreign currency denominated lending in the 
domestic market is an obvious example of such vulnerability, which has 
repeatedly caused serious problems in the past. Weak balance sheets in the 
business sector are a vulnerability even in countries with no current 
account deficits.   
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3. A critical issue related to financial resilience is the question how to 
ensure that the monetary policy toolbox is sufficient when the next 
recession hits. Having sufficient room of manoeuvre for active monetary 
policy is part of the resilience of the new equilibrium that we strive for. 
 
The problem is quite relevant because there are indications that the so-
called natural rate of interest (the medium-term equilibrium real rate of 
interest) may have declined in the recent years, and may be clearly below 
what was thought to be normal in the past. 
 
This has several implications. Where the convergence to sustainable price 
stability still requires significant monetary stimulus, as is the case in the 
euro area, this calls for prudence and for a gradual approach to monetary 
policy normalisation. 
 
In my view it is reasonable to assume that the unconventional monetary 
policy measures and instruments which were used during the crisis years 
(and the ECB, for one, is still using) will stay permanently in the toolbox, at 
least in reserve. 
 
4. Finally, I think that the word 'normalization' as a description of the 
monetary policy outlook in the advanced economies is actually misleading, 
as it suggests a return to some pre-crisis 'old normal'.  
 
I would prefer to talk about a journey towards a new equilibrium, which 
should be more sustainable, resilient and inclusive than the old one. 
 
On that journey, a key worry at the global level is the now apparent 
dependence of growth on the accumulation of even more debt.  
 
This makes all parts of the global economy increasingly vulnerable to any 
future shock.  
 
This suggests that the rebalancing of the world economy is far from 
complete, but also necessary for sustainable growth and high employment, 
the ultimate goals of economic policy.  
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FSB sets out potential financial stability implications from 
crypto-assets 
 

 
 
The Financial Stability Board (FSB) has published Crypto-asset markets: 
Potential channels for future financial stability implications. This report 
sets out the analysis behind the FSB’s proactive assessment of the potential 
implications of crypto-assets for financial stability.  
 
The reports follows up on the initial assessment set out in the FSB Chair’s 
March 2018 letter to G20 Finance Ministers and Central Bank Governors, 
and the summary of the work of the FSB and standard-setting bodies on 
crypto-assets the FSB published in July. 
 
The report includes an assessment of the primary risks present in crypto-
assets and their markets, such as low liquidity, the use of leverage, market 
risks from volatility, and operational risks.  
 
Based on these features, crypto-assets lack the key attributes of sovereign 
currencies and do not serve as a common means of payment, a stable store 
of value, or a mainstream unit of account. 
 
Based on the available information, crypto-assets do not pose a material 
risk to global financial stability at this time. However, vigilant monitoring 
is needed in light of the speed of market developments.  
 
Should the use of crypto-assets continue to evolve, it could have 
implications for financial stability in the future.  
 
Such implications may include: confidence effects and reputational risks to 
financial institutions and their regulators; risks arising from direct or 
indirect exposures of financial institutions; risks arising if crypto-assets 
became widely used in payments and settlement; and risks from market 
capitalisation and wealth effects. 
 
Crypto-assets also raise several broader policy issues, such as the need for 
consumer and investor protection; strong market integrity protocols; anti-
money laundering and combating the financing of terrorism (AML/CFT) 
regulation and supervision, including implementation of international 
sanctions; regulatory measures to prevent tax evasion; the need to avoid 
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circumvention of capital controls; and concerns relating to the facilitation 
of illegal securities offerings.  
 
These risks are the subject of work at national and international levels and 
are outside the primary focus of this report. 
 
FSB members have to date taken a wide variety of domestic supervisory, 
regulatory, and enforcement actions related to crypto-assets.  
 
National authorities and standard-setting bodies have issued warnings to 
investors about the risks from crypto-assets, as well as statements 
supporting the potential of the underlying distributed ledger technology 
(DLT) that they rely on to enhance the efficiency of the financial system.  
 
These actions are balanced between preserving the benefits of innovation 
and containing various risks, especially those for consumer and investor 
protection and market integrity. 
 
To read more: 
http://www.fsb.org/wp-content/uploads/P101018.pdf 
 

 
 
 
 

 

http://www.fsb.org/wp-content/uploads/P101018.pdf
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Why and Whither Title VII? 
SEC Commissioner Hester M. Peirce, remarks before the 2018 ISDA 
Annual North America Conference 
 

 
 
Thank you, Scott, for that kind introduction.  It is an honor to be here at 
ISDA’s Annual North America Conference, at the beginning of what looks 
to be a stimulating day of speeches and panel discussions on a range of 
topics that are once again at the top of the agenda at the Securities and 
Exchange Commission. 
 
Before I proceed any further, let me provide you with my required 
disclaimer: My remarks today reflect only my own views and not those of 
the Commission or my fellow Commissioners.   
 
Now, those of you familiar with my work prior to joining the Commission 
may be wondering why this disclaimer is necessary in a speech about 
derivatives regulation.   
 
My prior written work, I think it is fair to say, looks critically at Dodd-
Frank in general and Congress’s Title VII mandates, in particular.  In prior 
writings, I pointed, for example, to the great Dodd-Frank prophet, Frederic 
Bastiat, who wrote: 
 
“In the economic sphere, an act, a habit, an institution, a law produces not 
only one effect, but a series of effects. Of these effects, the first alone is 
immediate; it appears simultaneously with its cause; it is seen.  
 
The other effects emerge only subsequently; they are not seen; we are 
fortunate if we foresee them.” 
 

Why Me?  Why Title VII? 
 
I was certainly a bit surprised, therefore, when, in the first few weeks of my 
tenure as a commissioner, Chairman Clayton asked me whether I would be 
willing to help him stand up the SEC’s Title VII regime, with an initial 
focus on the framework for the registration and regulation of security-
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based swap dealers and major security-based swap participants.  (For 
simplicity, I’ll refer just to “security-based swap dealers” in my remarks 
today.)   
 
I will admit that implementing a regulatory framework that I had long 
criticized was certainly not at the top of my bucket list for my time at the 
Commission, even if I understood that it would occupy at least some of our 
energy over my tenure.   
 
Issues like equity and fixed-income market structure, combating retail 
fraud, and facilitating innovation and capital formation are more 
interesting to ponder and—with the exception of those of you here this 
morning—are more invigorating for conference audiences. 
 
Life has taught me, however, that we are often called to tasks that we do 
not anticipate. In fact, often it is those unanticipated calls that offer the 
greatest opportunity to make a difference.   
 
The task of helping to lead the Commission’s effort on Title VII, I am 
convinced, is one such opportunity.   
 
The CFTC has implemented most of its Title VII framework, and our fellow 
regulators around the world have made significant progress in standing up 
the reforms articulated in the 2009 Pittsburgh summit. 
 
The Commission, on the other hand, has lagged in implementing its own 
regulatory framework in accordance with our statutory mandate.  I agree 
with the Chairman that we need to move forward with these rules.   
 
The Dodd-Frank Act, including Title VII, remains the law of the land, and 
Congress has directed us to implement reforms of the security-based swap 
market.  We have a responsibility to fulfill this obligation.   
 
Moreover, continued delay creates market uncertainty, may permit firms to 
engage in risky behavior, and threatens to undermine the SEC’s ability to 
contribute meaningfully to the global regulatory dialogue in these markets. 
 
At the same time, the slow progress of the Commission has created unique 
opportunities that made the Chairman’s invitation particularly attractive to 
me.   
 
We have the fortune of which Bastiat spoke; because of the quicker efforts 
of other regulators, we are able to foresee some of the effects of our regime 
before putting it into place.   
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As you know, the CFTC and other regulators have implemented much of 
their respective regulatory regimes. 
 
The Commission and our staff have the chance to implement our rules in 
the light of their experiences while, I hope, avoiding some of their 
mistakes.   
 
We thus have the opportunity to reflect on our proposed and perhaps our 
already-adopted rules to identify areas where we may be able to make 
changes that will make our regime more efficient and more effective.   
 
We also have the opportunity to identify differences with the CFTC’s rules, 
and those in other jurisdictions, and to work toward reducing the 
likelihood of unnecessary friction, whether due to duplication of—or 
conflicts between—our rules.   
 
In short, now is our chance to ensure that our rules under Title VII 
accomplish the objectives Congress laid out for us in a way that respects 
the important role that security-based swap markets play in our global 
financial system. 
 
After considering the urgency of the task and the opportunity for the 
Commission to stand up a good regulatory regime in a responsible manner, 
I enthusiastically accepted the Chairman’s invitation.   
 
Since then, Richard Gabbert in my office has been working closely with the 
Commission staff and the Chairman’s office to advance this agenda.   
 
I have particularly enjoyed developing a close and effective working 
relationship with the Chairman, and I have welcomed the opportunity to 
engage on an ongoing basis with the staff, particularly the rulemaking 
teams in the Division of Trading and Markets.   
 
The staff has responded with remarkable alacrity to the Chairman’s clear 
desire to start standing up the Title VII regime and has worked hard to 
engage creatively with the many thorny challenges as they arise on what 
has been an accelerated timetable.  
 
I am also grateful to my fellow Commissioners, who are strong advocates 
for getting our rules up and running, even though that means that they 
have to balance Title VII work with other Commission priorities.   
 
It also has been a real pleasure to work with my colleagues over at the 
CFTC, including Chairman Giancarlo and my counterpart Brian Quintenz, 
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looking for ways to harmonize our approaches where harmonization can 
produce significant benefits. 

 
Where Are We Now? 
 
I hope that you all will soon have the opportunity to see the fruits of the 
Commission’s work over the past nearly nine months, and, in a few 
moments, I would like to give you a sense as to where I hope that we are 
headed.  But first, let me provide a little bit of background as to where we 
stand today, as it may have been some time since many of you have given 
any thought to the regulation of security-based swaps. 
 
To read more: 
https://www.sec.gov/news/speech/speech-peirce-100418 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.sec.gov/news/speech/speech-peirce-100418
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Keynote Speech to ALI's Accountants' Liability 2018 Conference 
William D. Duhnke, Chairman, at the American Law Institute’s 
Accountants’ Liability 2018 Conference, Washington, D.C. 
 

 
 
The underlying assumption of a well-functioning capital market is trust. 
When companies report their results, investors expect and deserve to rely 
on the completeness and accuracy of an issuer's financial statements. An 
informative, accurate, and independent audit report provides the basis for 
an investor's confidence in those statements. 
 
The Sarbanes-Oxley Act established the PCAOB to "oversee the audit[s] of 
[public] companies . . . in order to protect the interests of investors and 
further the public interest in the preparation of informative, accurate, and 
independent audit reports." 
 
One of the ways we fulfill our statutory mandate is by conducting our 
oversight in a manner that promotes continuous improvement in audit 
quality, thereby reinforcing trust in our capital markets. I intend to spend 
the majority of my time this morning discussing the concept of continuous 
improvement in audit quality and how the new Board intends to pursue it. 
 
As a Board, we recently went through a lengthy strategic planning process. 
That process provided a perfect opportunity for the five new Board 
members to develop and coalesce around a comprehensive new vision and 
strategy for the organization. The process was unlike any other the Board 
had previously followed.  
 
First, the Board reached beyond our own four walls for insights. We 
engaged a third party to host an anonymous public survey seeking views on 
our strategic priorities. Our consultant also engaged more than three dozen 
external parties in a series of one-on-one interviews.  
 
Second, we sought feedback from our entire workforce, not just our 
leadership, which reflects our view that the best ideas often will come from 
the people actually doing the work.  
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Third, after developing a draft strategic plan based on our outreach and our 
own insights, we published the draft plan and sought comments from the 
public on the specific goals and objectives we laid out.  
 
Overall, our outreach revealed much about the current state of audit 
quality and the audit profession, the evolving risk landscape, and the 
rapidly changing environment in which we operate. 
 
Throughout the entire process, many ideas and concepts were brought to 
our attention. But, one in particular stood out. To succeed in promoting 
continuous improvement in the quality of audit services, we must focus our 
regulatory attention and our efforts not only on detecting and remediating 
audit deficiencies, as we have done in the past, but also on preventing them 
from occurring in the first place.  
 
This will require a thoughtful and careful departure from our past 
practices. It will require a much more forward-looking approach to the 
design and conduct of our oversight activities and a willingness to adjust 
our approach in response to the changing environment.  
 
It will also require a commitment to communicating early and often with 
our stakeholders and intentional engagement with standard setters and 
other audit regulators around the globe.  
 
In other words, we must reexamine and, where necessary, transform the 
manner in which we conduct our oversight to protect investors and further 
the public interest in the preparation of informative, accurate, and 
independent audit reports. 
 
First, I'd like to address the prevention theme, as well as our efforts to 
transform the PCAOB, in the context of three of our duties under the 
Sarbanes-Oxley Act: (1) inspections; (2) enforcement; and (3) standard 
setting. I will then close with a few words on enhanced external 
engagement. 
 
There appears to be a consensus that our current inspections, enforcement, 
and standard-setting regime has helped improve the quality of audit 
services.  
 
Since the time our approaches in these areas were first developed, many 
firms have made meaningful forward progress in audit planning, including 
risk assessment, in audit execution, in communications with audit 
committees, and in other significant areas of the audit.  
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More, however, remains to be done if our goal is "continuous" 
improvement in audit quality because there is some evidence that indicates 
that firms' inspection results are beginning to plateau. 
 

Inspections 
 
Led by our newly appointed Director of Registration and Inspections, 
George Botic, we kicked off a number of integrated transformation 
activities within our inspections function this summer.  
 
These activities include revisiting the fundamental purpose of our 
inspections program, how we select audit engagements for inspection, 
what procedures we perform during an inspection, what data we collect 
and use as part of our inspections, and how, what, and when we report on 
our inspections.  
 
We are also revisiting our approach to remediation determinations, not 
only to ensure our process is more timely but also that it focuses on driving 
impactful improvements in the firms' quality control systems. 
 
These transformation activities, which include discrete studies and larger 
projects, each began with a clean sheet of paper.  
 
We asked ourselves one fundamental question with respect to each: How 
can we most efficiently and effectively tackle this issue so as to drive 
continuous improvement in the quality of audit services? We expect to 
complete some of these activities within a matter of months. We expect 
others will take a few years to complete. 
 
Audit firms should expect to see some changes in our inspections approach 
beginning with the 2019 inspection cycle. For example, we expect to place 
an increased focus on the firms' systems of quality control. When quality 
control systems function effectively, they prevent audit deficiencies.  
 
We have observed increased audit quality where firms have emphasized 
strong root cause analysis, thoughtful engagement management, careful 
assignment of personnel, and risk-focused client acceptance and retention 
processes. 
 
We likewise expect to take a more agile approach to dealing with current 
and emerging audit risks and audit quality issues. In 2019, we plan to 
deploy one or more additional teams of inspection professionals focused on 
performing targeted procedures across firms on specific topics. Our current 
inspections approach has specific teams focus only on individual firms.  
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We anticipate releasing a public report on these targeted inspections to 
inform the marketplace about what we observe. 
 
In addition, we expect to increase our interaction with audit committees 
during the inspection process in 2019. Like us, audit committees are on the 
front lines of promoting audit quality. We view an informed and engaged 
audit committee member as an effective force multiplier. 
 
I've spoken with dozens of audit committee members over the past several 
months. Nearly all have emphasized the need for the PCAOB to engage 
more often and more directly with them. As part of our broader 
engagement strategy, we believe that our inspections program provides us 
with one meaningful opportunity to do so. 
 
Finally, we plan to make incremental changes in how we report our 
inspection results. As a Board, we have decided that to be as effective as 
possible, our reporting on inspection activities must be grounded in two 
core principles: timeliness and relevance.  
 
First, we must report on our inspection activities in a timely manner. The 
earlier we bring information to the marketplace, the better.  
 
Second, our reports must provide relevant, useable information. We must 
be intentional about how and what we communicate to different groups.  
 
More timely and relevant feedback provides investors and audit 
committees with useable information to aid their decision-making. 
Auditors will also be able to adjust their behavior before the same mistakes 
are made. 
 
Although many details remain to be finalized, we plan to move away from 
simply reporting the "failures" we observe in individual audit engagements, 
to reporting more about the nature and severity of our inspections 
findings.  
 
We also expect to take a more balanced approach to communicating, by 
publishing not only those audit deficiencies we observe, but also those 
behaviors and practices we observe that promote or enhance audit quality.  
 
To effectively prevent audit deficiencies, we need to spend as much time 
discussing audit "successes" and what leads to them, as we do reporting 
about audit "failures" and the deficiencies that cause them. 
 
In modifying our communications approach, we also expect to improve the 
accessibility of our reports for investors, audit committees, and other 
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interested parties. We hope that our modified approach to inspections 
reporting will begin to shift the public dialogue away from a mere 
quantification of audit deficiencies to a more balanced and meaningful 
assessment of audit quality. 
 

Enforcement 
 
As with inspections, we are currently exploring how our enforcement 
function can most effectively assist us in our broader strategy to not only 
detect audit deficiencies but also prevent them from occurring in the first 
place.  
 
We are working closely with our team in the Division of Enforcement and 
Investigations to identify areas where we can improve. To the extent we 
identify changes that will make our approach to enforcement more efficient 
and effective, we will make those changes. 
 
Certain fundamental governing principles, however, will guide our actions 
in this area. In particular, we are committed to enforcing compliance with 
our standards and rules and related federal securities laws.  
 
When registered firms and their associated persons engage in improper 
conduct, we will take prompt action to hold them accountable and to deter 
others from engaging in improper conduct. 
 
Effective deterrence results in effective prevention. When we select the 
right mix of cases and the right types of sanctions to impose, we send a 
strong message to the profession about how they can and should shape 
their behavior to ensure compliance.  
 
In coordination with the SEC, we will prioritize our enforcement efforts so 
that those efforts focus on addressing the issues that pose the greatest risk 
to the investing public and are most likely to drive improvement in the 
quality of audit services.  
 
In particular, when we see significant audit failures—including the reckless 
exercise of auditor judgment—we will pursue those cases. 
 
Effective audits unquestionably require auditors to exercise substantial 
judgment. So long as those judgments are made in good faith and are 
guided by the sound application of our auditing standards, auditors should 
feel empowered to make them.  
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We do not and will not second guess judgments that, when made, were 
reasonable under our standards and applicable law.  
 
However, where auditors refuse to see the obvious, choose to turn a blind 
eye, or fail to carry out their responsibilities under the securities laws and 
our standards—including by failing to support their audit opinions or by 
failing to exercise appropriate professional skepticism—we will not hesitate 
to hold them accountable.  
 
We will also continue to pursue cases involving non-cooperation with 
Board processes. 
 
And now a few words on two recent decisions. First, the Laccetti decision 
from the D.C. Circuit. 
 
There, the D.C. Circuit held that Board staff had improperly rejected a firm 
partner's request for a technical expert affiliated with the firm to attend his 
testimony.  
 
By excluding the expert, the court held that Board staff had violated his 
right to counsel. In light of this decision, Board staff have been directed to 
make certain modifications to their prior policy.  
 
Board staff will now, in appropriate circumstances, permit the attendance 
of technical experts during testimony even when such experts are affiliated 
with the firm subject to investigation.  
 
There continue to remain, however, limited reasons to exclude such 
experts. For example, Board rules specifically require exclusion of anyone 
who may be a witness in the investigation. Also, if the expert is a supervisor 
or personnel reviewer of the witness, it may not be proper for that expert to 
attend. 
 
Next, I'd like to briefly address the decision in Lucia v. SEC wherein the 
Supreme Court held by a 6-to-3 margin that the SEC's administrative law 
judges are "inferior officers" who must be appointed in accordance with the 
Appointments Clause of the U.S. Constitution. 
 
We understand questions have been raised about the PCAOB's Hearing 
Officer following the Supreme Court's decision in Lucia. We believe that 
there are several material distinctions between the role of an SEC ALJ and 
the PCAOB's Hearing Officer.  
 
But we also believe that uncertainty in this respect can invite lengthy 
litigation about collateral issues and cast a cloud over our enforcement 
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program. As a result, we are currently pursuing short-term and long-term 
options that should put to rest any doubts about the constitutionality of our 
enforcement program.  
 
For example, in the short term, the Board retains full statutory authority to 
oversee disciplinary proceedings itself, without the involvement of a 
separately appointed hearing officer. Therefore, we retain our ability to 
pursue litigated matters.  
 
I cannot elaborate at present on any specific actions we might take to effect 
a long-term solution, but we expect to be in a position to provide additional 
details relatively soon. 
 

Standard Setting 
 
Let me next address our standard-setting function. Our standards, rules, 
and guidance are designed to promote audit quality by providing a defined 
framework for the audit profession to follow. That framework, if properly 
designed and effectively implemented, provides the foundation for high 
quality auditing.  
 
To ensure our framework retains its vitality and effectiveness and is 
designed to prevent audit deficiencies, we have set a strategic priority that 
involves regular evaluation and refinement of the framework. We will not 
hesitate to make changes to that framework when we deem it appropriate 
to do so. 
 
We currently have two significant standard-setting projects that we expect 
to conclude shortly. Both are intended to resolve lingering issues with our 
current standards. We also hope to complete a third project related to the 
Supervision of Audits Involving Other Auditors early next year.  
 
We are giving close consideration to two additional areas that we believe 
are strategically important—our standards related to quality control and 
changes in data and technology. And, finally, we are continuing to address 
the recent changes adopted to the Auditors' Reporting Model, including 
upcoming reporting of critical audit matters. 
 
I'll address the two nearly complete standard-setting projects first. The 
staff is working to present to the Board by the end of the year 
recommended changes to our standards related to auditing accounting 
estimates, including fair value measurements, as well as revised standards 
related to the auditor's use of specialists. 
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With respect to estimates, the continuing evolution of accounting 
standards and financial reporting obligations has increased the prevalence 
and significance of accounting estimates, including those based on fair 
value measurements.  
 
The three PCAOB standards in this area, first adopted by the PCAOB in 
2003, are not uniform and would benefit from further integration with our 
current standards. I anticipate that our staff will recommend amendments 
that will replace the existing standards with a single, updated standard.  
 
The Board will consider whether that revised standard would further 
investor protection by promoting strengthened auditing practices and a 
more uniform, risk-based approach to this important area of the audit. The 
updated standard, if adopted, would be fully integrated with the Board's 
risk-assessment standards. 
 
Auditors' use of specialists has also been growing in prevalence. We are 
considering whether the proposed amendments would effectively enhance 
investor protection by strengthening the requirements for evaluating the 
work of a company's specialist and applying a supervisory approach to both 
auditor-employed and auditor-engaged specialists.  
 
The amendments are designed to be risk-based and scalable, so that the 
auditor's effort to evaluate the specialist's work is commensurate with the 
risk of material misstatement associated with the specialist's work.  
 
The staff believes these amendments will lead to more uniformly rigorous 
practices among audit firms of all sizes and enhance audit quality and the 
credibility of information provided in financial statements. 
 
We are also focused on how data analytics and technology will change the 
audit. Our capital markets lead the world in technological innovation, 
including both at the preparer and audit firm level.  
 
For the foreseeable future, advancements in data analytics and technology 
will have a continuing, transformative impact on the nature, presentation, 
and consumption of financial information.  
 
How the auditing profession conducts its audits—both in the information 
used in the audit and in the types of procedures the auditor performs—
necessarily will change in response. We must anticipate relevant changes, 
consider the risks associated with them, and adapt our oversight activities 
to respond proactively to them. 
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In adapting our oversight activities, we must ensure our standards do not 
inhibit those innovations that support audit quality. We thus have a 
discrete project on our research agenda to explore whether there is a need 
for guidance, changes to PCAOB standards, or other regulatory actions in 
light of new and emerging technology-based tools.  
 
We will analyze carefully the impacts of technological changes on the audit 
profession and will engage capital market participants—including 
investors, public companies, audit committees, researchers, audit firms, 
international audit regulators, and others—as part of that effort.  
 
As we anticipate relevant advancements and the need for changes to our 
guidance and standards, we will develop specific action plans to respond, 
with the goal of ensuring that the advancements support informative, 
independent, and accurate audit reports. 
 
In support of this project, the Board continues to push forward with its 
data and technology task force, which has been charged with assisting our 
staff in obtaining insights into the use of data analytics and other emerging 
technologies.  
 
We have also begun to develop formal organization-wide strategies related 
to our own IT program management and use of data. We will be making 
significant investments in these and related areas to enhance the 
effectiveness of our oversight activities. 
 
Next, the Board continues to make progress on its quality control project. 
As noted earlier, we view a strong system of quality control as integral to 
our shift towards a more prevention-based regulatory approach. We must 
focus firms on building quality control into their audit processes.  
 
In particular, our staff is exploring whether there is a need for changes to 
existing quality control standards that would prompt firms to improve 
their quality control systems and more proactively identify and address 
emerging risks and deficiencies. 
 
Let me turn now to the Auditors Reporting Model. In 2017, the PCAOB 
adopted a new standard intended to enhance the usefulness of the auditor's 
report. 
 
Beginning in 2019, the new standard will require the auditor to 
communicate critical audit matters arising from the audit of the financial 
statements that required especially challenging, subjective, or complex 
auditor judgment, and the auditor's response to those matters.  
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These changes are intended to inform investors and other financial 
statement users about the most significant issues in the audit and how they 
were addressed.  
 
The new standard also requires disclosure of auditor tenure in addition to a 
number of other changes to the presentation of the auditor's report. 
 
The PCAOB is observing what audit firms are doing to implement the new 
requirements, placing particular emphasis on how they are preparing to 
communicate critical audit matters. We are taking a proactive approach in 
this area because we want auditors to get the requirements right from day 
one.  
 
In particular, we are engaging with audit firms to understand their 
experiences in performing dry runs with their clients and any 
implementation issues that may need to be addressed. We are also 
providing direction through written guidance, educational webinars, and 
responses to comments and questions we receive.  
 
Any auditors who wish to consult with us regarding critical audit matters 
before they become effective should simply reach out. 
 
Once the initial implementation of critical audit matters begins in June 
2019, we plan to assess experiences and results, and determine whether we 
need to take further action—including whether to issue guidance or amend 
the standard.  
 
As part of this assessment, the staff plans to engage with auditors, 
investors, financial statement preparers, and audit committee members, 
through requests for comment, interviews, surveys, and other outreach to 
learn about their experiences. 
 
After a reasonable period of time following completion of implementation 
in December 2020, we will conduct a post-implementation review to 
analyze the effectiveness of the new requirements.  
 
As part of that exercise, the staff will reevaluate the costs and benefits of 
the standard, including any unintended consequences, to understand the 
overall impact on the audit profession, public companies, and users of 
financial statements.  
 
To the extent that review suggests changes should be made, we will 
consider such changes at that time. 
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External Engagement 
 
Let me conclude by addressing one additional effort the Board is 
undertaking as it attempts to transform the PCAOB. The Board strongly 
believes that substantial opportunities exist for us to engage more often 
and more effectively with investors, audit committees, preparers, 
registered audit firms, standard-setting organizations, and other audit 
regulators. Continuous and interactive engagement enhances our ability to 
improve the quality of audit services.  
 
It provides us with the information we need to better understand the state 
of audit quality and to tailor appropriately our regulatory responses. 
Consequently, the Board has set a goal to enhance our transparency and 
accessibility through proactive external engagement.  
 
This will include directed efforts toward cultivating more effective and 
more dynamic dialogue and improving the nature and quality of the 
information we produce for the marketplace. 
 
Thank you. 
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SEC Launches New Strategic Hub for Innovation and Financial 
Technology 
 

 
 
The U.S. Securities and Exchange Commission has announced the launch 
of the agency's Strategic Hub for Innovation and Financial Technology 
(FinHub). 
 
The FinHub will serve as a resource for public engagement on the SEC's 
FinTech-related issues and initiatives, such as distributed ledger 
technology (including digital assets), automated investment advice, digital 
marketplace financing, and artificial intelligence/machine learning.  
 
The FinHub also replaces and builds on the work of several internal 
working groups at the SEC that have focused on similar issues.  
 

 
 
The FinHub will:  
 
- Provide a portal for industry and the public to engage directly with SEC 

staff on innovative ideas and technological developments;  
 
- Publicize information regarding the SEC's activities and initiatives 

involving FinTech on the FinHub page;  
 
- Engage with the public through publications and events, including a 

FinTech Forum focusing on distributed ledger technology and digital 
assets planned for 2019; 

 
- Act as a platform and clearinghouse for SEC staff to acquire and 

disseminate information and FinTech-related knowledge within the 
agency; and 
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- Serve as a liaison to other domestic and international regulators 
regarding emerging technologies in financial, regulatory, and 
supervisory systems.  

 
The SEC's FinHub will be led by Valerie A. Szczepanik, Senior Advisor for 
Digital Assets and Innovation and Associate Director in the SEC's Division 
of Corporation Finance, and staffed by representatives from the SEC's 
divisions and offices who have expertise and involvement in FinTech-
related issues.  
 
"The SEC is committed to working with investors and market participants 
on new approaches to capital formation, market structure, and financial 
services, with an eye toward enhancing, and in no way reducing, investor 
protection," said SEC Chairman Jay Clayton. "The FinHub provides a 
central point of focus for our efforts to monitor and engage on innovations 
in the securities markets that hold promise, but which also require a 
flexible, prompt regulatory response to execute our mission."     
 
"SEC staff across the agency have been engaged for some time in efforts to 
understand emerging technologies, communicate the agency's stance on 
new issues, and facilitate beneficial innovations in the securities industry," 
said Ms. Szczepanik. "By launching FinHub, we hope to provide a clear 
path for entrepreneurs, developers, and their advisers to engage with SEC 
staff, seek input, and test ideas." 
 
For more information, visit the new FinHub page at 
https://www.sec.gov/finhub 
 

 
 

 
 

https://www.sec.gov/finhub
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EU Shadow Banking Monitor 
 

 
 

  
 
The size of the EU shadow banking system was little changed in 2017, with 
total assets of just over €42 trillion at the end of 2017, accounting for 
around 40% of the EU financial system.  
 
This report takes a broad approach to measuring the shadow banking 
system in the EU and the euro area (EA) by including all financial sector 
assets except those of banks, insurance corporations, pension funds, and 
CCPs.  
 
In the EU this measure fell by 0.1% to €42.3 trillion in 2017, while for the 
euro area it rose by 1.2% to €33.8 trillion.  
 
This compares with growth of the overall EU (EA) financial system of 0.9% 
(2.8%) in 2017, reflecting a stronger expansion of banking assets.  
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It contrasts with the period 2012-15 in which the shadow banking system 
grew at an average annual rate of 8.6%, significantly outpacing the banking 
sector and the overall financial system.  
 
Investment funds represent about one-third of the EU shadow banking 
system, and other financial institutions (OFIs), including securitisation 
vehicles, account for the remainder.  
 
In a global context, the EU countries participating in the Financial Stability 
Board’s monitoring exercise accounted for almost 40% of the assets held by 
the global shadow banking system at the end of 2016. 
 
This report considers a range of risks and vulnerabilities, including those 
related to interconnectedness, liquidity and leverage.  
 
While the size of the shadow banking system is important for monitoring 
purposes, it is not, in itself, a measure of risks and vulnerabilities.  
 
Against this background, this report considers a broad range of risks and 
vulnerabilities.  
 
It focuses on risks arising through interconnectedness, the risk of 
contagion across sectors and within the shadow banking system, and 
liquidity risk and risks associated with leverage among some types of 
investment funds.  
 
To assess markets that cut across entities, the activity-based monitoring in 
this report also considers the use of derivatives and securities financing 
transactions. 
 
European banks remain highly interconnected with the shadow banking 
system by providing funding to entities engaged in shadow banking 
activities.  
 
The share of euro area bank assets for which the counterparty is a euro 
area entity included in the shadow banking measure – i.e. a euro area OFI 
or investment fund – rose steadily from 5.6% in 2006 to 9.4% in 2011.  
 
This measure of interconnectedness then stabilised at just over 8% in 2017.  
 
Loans and debt securities account for the bulk of banks’ exposures to the 
shadow banking system. 
Interconnectedness, in the form of wholesale funding provided to euro area 
banks by entities included in the shadow banking measure, has increased, 
following a period of contraction.  
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In 2017, wholesale funding provided to euro area banks by entities 
included in the shadow banking measure grew by 2% compared with end-
2016, reaching €2.2 trillion and marking the highest rate of growth since 
2012, the year data were first available.  
 
The increase primarily reflects growth in money market funds (MMFs) and 
other investment fund holdings of bank debt securities.  
 
Banks’ net funding through securitisation vehicles increased in line with 
the growth of their assets. 
 
Alongside interconnectedness, the report also considers risks and 
vulnerabilities resulting from risk transformation and market activities.  
 
Risk transformation activities include credit intermediation, maturity and 
liquidity transformation, and leverage.  
 
OFIs are typically more engaged in these activities than investment funds, 
although bond funds, for instance, also tend to engage in maturity 
transformation, and there can be pockets of high and growing leverage 
among hedge funds and some types of alternative funds.  
 
Shadow banking-related market activities include securities financing 
transactions (SFTs), the use of derivatives and the reuse of financial 
collateral. 
 
EU bond funds, for example, have increased their liquidity transformation, 
credit and interest rate risk-taking activities in recent years.  
 
Measured by the share of total assets accounted for by non-liquid assets, 
liquidity transformation in EU bond funds has increased from below 30% 
in 2009 to about 40% in 2017.  
 
At the same time, their most liquid positions – such as bank deposits and 
highly rated government debt – which can serve as liquidity buffers, have 
been gradually shrinking. 
 
The trend seen over the last three years towards longer residual maturities 
– which exposes bond funds to greater interest rate risk – partly reversed 
in 2017, although residual maturities started to increase again in the first 
quarter of 2018.  
 
On average, bond funds’ exposure to credit risk has also increased as the 
composition of their portfolios has shifted towards lower-rated debt 
securities. 
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With regard to derivatives and securities financing transactions, risks can 
arise from the use and reuse of financial collateral.  
 
Besides the risks and vulnerabilities arising from interconnectedness and 
counterparty exposures, haircuts and margins can be procyclical. 
 
Commercial data show that the use of non-cash collateral relative to cash 
collateral in the important government bond lending market increased in 
2017, which may reflect the growing role of collateral transformation 
trades in securities lending markets.  
 
Such trades can be sensitive to a changing market environment and their 
rapid unwinding can create stress among market participants. 
 
To highlight some of the intricacies of the shadow banking system, the 
report also considers some entities and activities in more detail.  
 
To read more: 
https://www.esrb.europa.eu/pub/pdf/reports/esrb.report180910_shadow
_banking.en.pdf 
 

 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.esrb.europa.eu/pub/pdf/reports/esrb.report180910_shadow_banking.en.pdf
https://www.esrb.europa.eu/pub/pdf/reports/esrb.report180910_shadow_banking.en.pdf
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ENISA welcomes the European Commission proposal to create a 
network of Cybersecurity Competence Centres 
 

 
 
ENISA welcomes the proposal on the creation of a Network of 
Cybersecurity Competence Centres including a new European 
Cybersecurity Industrial, Technology and Research Competence Centre to 
invest in stronger and pioneering cybersecurity capacity in the European 
Union. 
 
Building on last year’s State of the Union’s address, where ENISA was 
given a stronger role including a legislative proposal for a permanent 
mandate for the Agency, these ambitious cybersecurity initiatives are the 
next steps forward for the EU, Member States, industry, academia and 
consumers to secure and capitalise on the benefits of the Digital Single 
Market. 
 
Udo Helmbrecht, Executive Director of ENISA, said: “the new proposal for 
the establishment of a European Cybersecurity Competence Network and 
Centre is the next big step to boost the cyber capacity and competitiveness 
of the European cyber security sector.  I believe these initiatives along with 
the adoption of the proposed Cybersecurity Act will place Europe as a 
forerunner in the world to lead and leverage the opportunities that a strong 
European cyberspace can deliver”. 
 

Related documents: 
 
European Commission's Proposal for a Regulation Establishing the 
European Cybersecurity Industrial, Technology and Research Competence 
Centre and the Network of National Coordination Centres: 
https://ec.europa.eu/digital-single-market/en/news/proposal-regulation-
establishing-european-cybersecurity-industrial-technology-and-research 
 
Press release - State of the Union 2018: European Commission proposes 
measures for securing free and fair European elections, 
http://europa.eu/rapid/press-release_IP-18-5681_en.htm 
 
 
 

https://ec.europa.eu/digital-single-market/en/news/proposal-regulation-establishing-european-cybersecurity-industrial-technology-and-research
https://ec.europa.eu/digital-single-market/en/news/proposal-regulation-establishing-european-cybersecurity-industrial-technology-and-research
http://europa.eu/rapid/press-release_IP-18-5681_en.htm
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Whistleblower Receives Award of Approximately $1.5 Million 
 

 
 
The Securities and Exchange Commission has announced that a 
whistleblower has earned an award of more than $1.5 million.   
 
The whistleblower provided the SEC with vital information and ongoing 
assistance that proved important to the overall success of an enforcement 
action.  However, the SEC’s order notes that the award was reduced 
because the whistleblower did not promptly report the misconduct and 
benefited financially during the delay. 
 
“This award reflects the value of the information while underscoring the 
need for individuals to come forward without delay so that our 
enforcement staff may quickly leverage the information and prevent 
further investor harm,” said Jane Norberg, Chief of the SEC’s Office of the 
Whistleblower.  
 
“This is especially critical and, as is the case here, may result in an award 
reduction where an individual provided valuable information but it came 
after receiving a benefit from the wrongdoing.” 
 
The SEC’s whistleblower program has now awarded approximately $322 
million to 58 individuals since issuing its first award in 2012.  In that time, 
more than $1.6 billion in monetary sanctions have been ordered against 
wrongdoers based on actionable information received by whistleblowers. 
 
Whistleblowers may be eligible for an award when they voluntarily provide 
the SEC with original, timely, and credible information that leads to a 
successful enforcement action.   
 
Whistleblower awards can range from 10 percent to 30 percent of the 
money collected when the monetary sanctions exceed $1 million.   
 
All payments are made out of an investor protection fund established by 
Congress that is financed entirely through monetary sanctions paid to the 
SEC by securities law violators.  
 
No money has been taken or withheld from harmed investors to pay 
whistleblower awards. 
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By law, the SEC protects the confidentiality of whistleblowers and does not 
disclose information that might directly or indirectly reveal a 
whistleblower’s identity. 
 
For more information about the whistleblower program and how to report 
a tip, visit www.sec.gov/whistleblower 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

http://www.sec.gov/whistleblower
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Executive Order 13848  
Imposing Certain Sanctions in the Event of Foreign Interference 
in a United States Election 
 

 
 
Section 1. (a) Not later than 45 days after the conclusion of a United 
States election, the Director of National Intelligence, in consultation with 
the heads of any other appropriate executive departments and agencies 
(agencies), shall conduct an assessment of any information indicating that 
a foreign government, or any person acting as an agent of or on behalf 
of a foreign government, has acted with the intent or purpose of interfering 
in that election.  
 
The assessment shall identify, to the maximum extent ascertainable, the 
nature of any foreign interference and any methods employed to execute it, 
the persons involved, and the foreign government or governments that 
authorized, directed, sponsored, or supported it.  
 
The Director of National Intelligence shall deliver this assessment and 
appropriate supporting information to the President, the Secretary of 
State, the Secretary of the Treasury, the Secretary of Defense, the Attorney 
General, and the Secretary of Homeland Security. 
 
(b) Within 45 days of receiving the assessment and information described 
in section 1(a) of this order, the Attorney General and the Secretary of 
Homeland Security, in consultation with the heads of any other 
appropriate agencies and, as appropriate, State and local officials, shall 
deliver to the President, the Secretary of State, the Secretary of the 
Treasury, and the Secretary of Defense a report evaluating, with respect to 
the United States election that is the subject of the assessment described in 
section 1(a): 
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(i) the extent to which any foreign interference that targeted election 
infrastructure materially affected the security or integrity of that 
infrastructure, the tabulation of votes, or the timely transmission of 
election results; and 
 
(ii) if any foreign interference involved activities targeting the 
infrastructure of, or pertaining to, a political organization, campaign, or 
candidate, the  extent to which such activities materially affected the 
security or integrity of that infrastructure, including by unauthorized 
access to, disclosure or threatened disclosure of, or alteration or 
falsification of, information or data. 
 
The report shall identify any material issues of fact with respect to these 
matters that the Attorney General and the Secretary of Homeland Security 
are unable to evaluate or reach agreement on at the time the report is 
submitted.  
 
The report shall also include updates and recommendations, when 
appropriate, regarding remedial actions to be taken by the United 
States Government, other than the sanctions described in sections 2 and 
3 of this order. 
 
(c) Heads of all relevant agencies shall transmit to the Director of National 
Intelligence any information relevant to the execution of the Director’s 
duties pursuant to this order, as appropriate and consistent with applicable 
law.  
 
If relevant information emerges after the submission of the report 
mandated by section 1(a) of this order, the Director, in consultation with 
the heads of any other appropriate agencies, shall amend the report, as 
appropriate, and the Attorney General and the Secretary of Homeland 
Security shall amend the report required by section 1(b), as appropriate. 
 
To read more: 
https://www.gpo.gov/fdsys/pkg/FR-2018-09-14/pdf/2018-20203.pdf 
 
 
 
 
 
 

 

 

https://www.gpo.gov/fdsys/pkg/FR-2018-09-14/pdf/2018-20203.pdf
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Basel Committee finalises stress-testing principles, reviews ways 
to stop regulatory arbitrage behaviour, agrees on annual G-SIB 
list, discusses leverage ratio, crypto-assets, market risk 
framework and implementation 
 

 
 
The Basel Committee on Banking Supervision met in Basel to discuss a 
range of policy and supervisory issues, and to take stock of its members' 
implementation of post-crisis reforms. 
 
The Committee discussed: 
 
- the results of the annual assessment exercise for global systemically 

important banks (G-SIBs).  
 
These were approved by the Committee and will be submitted to the 
Financial Stability Board before it publishes the 2018 list of G-SIBs.  
 
The Committee also agreed to publish the high-level indicator values of 
all the banks that are part of the G-SIB assessment exercise;  

 
- progress on revising the market risk framework. The Committee 

expects to finalise these revisions around the end of the year;  
 
- banks' responses to regulatory change, including potential arbitrage 

transactions. The Committee will publish a newsletter on leverage ratio 
window-dressing behaviour, whereby banks adjust their balance sheets 
around regulatory reporting dates to influence reported leverage ratios.  

 

The Committee will consider Pillar 1 (minimum capital requirements) 
and Pillar 3 (disclosure) measures to prevent this behaviour. The 
Committee also agreed to clarify the treatment of "settled-to-market" 
derivatives in the Committee's liquidity standards and has published a 
response to frequently asked questions on this topic; and 

 
- the outcome of its review of the impact of the leverage ratio on client 

clearing. It also discussed an associated joint consultation paper by the 
Committee, Financial Stability Board, Committee on Payments and 



P a g e  | 50 

________________________________________________________________________ 
International Association of Hedge Funds Professionals (IAHFP)                                                                                                       

Market Infrastructures and the International Organization of Securities 
Commissions on the effects of post-crisis reforms on incentives to 
centrally clear over-the-counter derivatives, consistent with the G20 
Leaders' commitments to reform OTC derivatives markets.  
 
The Committee agreed to publish a consultation paper next month to 
seek the views of stakeholders as to whether the exposure measure 
should be revised and, if so, on targeted revision options. 

 
The Committee also agreed to publish a revised version of its Principles on 
Stress Testing, following the consultation paper published in December 
2017. The revised principles will be published next month. 
 
The Committee exchanged views on emerging conjunctural and structural 
risks. Part of this discussion focused on banks' exposures to crypto-assets 
and the risks such assets may pose. The Committee agreed on further work 
on this topic that will inform its views on banks' crypto-asset exposures. 
 
Committee members reiterated their expectation of full, timely and 
consistent implementation of the Basel III standards for internationally-
active banks.  
 
As part of the Regulatory Consistency Assessment Programme, the 
Committee assessed Saudi Arabia's implementation of the Net Stable 
Funding Ratio and large exposures standard as "compliant"; the reports 
will be published soon. 
 
The next meeting of the Basel Committee is scheduled for 26-27 November 
2018 in Abu Dhabi. 
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Monitoring of fast-paced electronic markets 
Report submitted by a Study Group established by the Markets Committee 
and chaired by Imène Rahmouni-Rousseau (Bank of France) and Rohan 
Churm (Bank of England). 
 

 
 
Foreign exchange and other fast-paced electronic markets (FPMs) have 
undergone significant structural changes in recent years.  
 
Trading has become increasingly electronic and automated, the use of 
machine learning is nascent but growing, incumbents are responding to the 
emergence of new participants, and activity has migrated across a range of 
trading venues.  
 
At the same time, the availability of data for market monitoring has 
increased substantially. 
 
To explore how these developments affect central bank approaches to 
market monitoring, in September 2017, the Markets Committee 
established a Study Group chaired by Imène Rahmouni-Rousseau (Bank of 
France) and Rohan Churm (Bank of England). 
 
This report presents the Group’s findings.  
 
Among other sources, it is based on information from structured 
interviews with market participants, a Markets Committee workshop in 
January 2018, and a survey of central banks’ current and planned 
initiatives in market monitoring.  
 
The report highlights key recent developments in market structure, 
includes statistics on notable trends, and outlines the priorities and 
approaches of central banks in undertaking near-time and medium term 
market monitoring. 
 
This study is of core relevance to central banking and I believe it could 
become a key reference on the impact of technology in financial markets.  
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Together with the Markets Committee’s recent report on Market 
intelligence gathering at central banks, it also provides unique insights into 
central banks’ market-monitoring activities. 
 
Jacqueline Loh, Chair, Markets Committee 
Deputy Managing Director, Monetary Authority of Singapore 
 

 
 

 
 
To read more: 
https://www.bis.org/publ/mktc10.pdf 
 

 

https://www.bis.org/publ/mktc10.pdf
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Folk wisdom 
Andrew G Haldane, Executive Director and Chief Economist of the Bank of 
England, at the 100th Anniversary of the Bank of Estonia, Tallinn. 
 

 
 
I am delighted to be here to celebrate the 100th anniversary of the 
founding of the Bank of Estonia. It is a particular privilege to be giving this 
lecture in the Bank’s “Independence Hall” – the very spot where, on 24 
February 1918, Estonia’s Provisional Government was formed.  
 
The founding of the Bank of Estonia followed on the Republic’s first 
birthday in 1919. Reaching your first century is a true milestone for any 
person or institution.  
 
In the UK, when you reach your 100th birthday you receive a signed card of 
congratulations from the Queen. I am afraid I have no royal birthday card 
for you today. But I have the next best thing – another speech from another 
central banker. 
 
Times are tough in central banking. Central banks have borne much of the 
burden of supporting the global economy as it has recovered from the 
global financial crisis.  
 
In some advanced economies, such as the UK and US where the output gap 
has largely been closed, that extraordinary monetary support is now being 
gradually withdrawn. In others, such as the euro area, a gradual 
withdrawal has been clearly signposted. 
 
The gradual withdrawal of exceptional monetary stimulus is unlikely by 
itself, however, to remove entirely the weight from central banks’ 
shoulders. Many have acquired new powers and new responsibilities since 
the crisis, particularly in the regulatory sphere.  
 
At the same time, the crisis has dented trust in the financial 
sector, including in central banks.  
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In combination that has raised expectations, but also some doubts, about 
the role of central banks in serving society. 
 
Central banks have, over the course of the recent past, undergone a 
revolution in their degree of transparency and accountability. This has 
delivered huge gains.  
 
By improving public understanding, it has helped stabilise the economy 
and the financial system. And by improving public accountability, it has 
allayed concerns about central banks being over-powerful and under-
accountable to the societies they serve. 
 
But time has moved thing on and, as in the past, central banks will need to 
move with the times. In response to greater levels of responsibility, but 
more fragile trust, I will argue a second revolution in central bank 
practices may be needed.  
 
This would need to be every bit as radical as the first, but would require 
central banks to engage with, and draw on, the general public – their “folk 
wisdom” – as never before. 
 
Central banks were put on earth to serve the public. The second revolution 
is about putting the public more firmly into public institutions. At a time of 
raised expectations and lowered trust, a reinforcement of central banks’ 
social contract with society could make them even more effective in the 
period ahead, whether you are the Bank of England (into its fourth 
century) or the Bank of Estonia (commencing its second). 
 
To read more: 
https://www.bis.org/review/r180920d.pdf 
 
 
 

 

 

 

 

 

 

 

https://www.bis.org/review/r180920d.pdf
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Building strong cybersecurity in Europe 
 

 
 
To equip Europe with the right tools to deal with an ever-changing cyber 
threat, in 2017 the European Commission and the High Representative 
proposed a wide-ranging set of measures to build strong cybersecurity in 
the EU.  
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These efforts are now being complemented by a proposal helping the EU to 
pool resources and expertise in research and innovation, and to become a 
leader in the next generation of cybersecurity and digital technologies. 
 
To read more: 
https://ec.europa.eu/digital-single-market/en/news/building-strong-
cybersecurity-europe 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 

https://ec.europa.eu/digital-single-market/en/news/building-strong-cybersecurity-europe
https://ec.europa.eu/digital-single-market/en/news/building-strong-cybersecurity-europe
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The benefits of European supervision 
Mario Draghi, President of the European Central Bank, at the Autorité de 
contrôle prudentiel et de resolution (ACPR) Conference on Financial 
Supervision, Paris. 
 

 
 
It has long been understood that deeper financial integration would lead to 
a better functioning of Economic and Monetary Union. 
 
And when the euro was first introduced there were encouraging signs that 
this integration was taking place.  
 
Price-based indicators of financial integration showed a pronounced 
increase, and the standard deviation of interbank lending rates across the 
euro area fell to close to zero. 
 
Quantity-based measures of financial integration only adjusted sluggishly, 
as crucial parts of the banking sector, such as retail banking, remained 
mainly national. 
 
Financial integration proved to be shallow and reversible. At the outbreak 
of the crisis, interbank markets fragmented along national lines and 
threatened the integrity of the single currency, laying bare the existing fault 
lines in our Monetary Union. 
 
One of these fault lines was the fragmented system of national supervision 
and resolution. The tendency of supervisors to promote and defend 
national champions often prevailed over the Union’s pursuit of efficiency 
and stability.  
 
Measures deployed during the crisis, such as liquidity ring-fencing may 
have focused on securing domestic financial stability, but they neglected 
the adverse external effects on other countries. Domestic policies thus 
tended to reinforce negative spillovers and exacerbate systemic risk across 
the euro area. 
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The Banking Union addresses these shortcomings by pooling national 
financial policies at the EU level. It has two main objectives: ensuring that 
banks are sound; and encouraging deeper integration in the banking 
sector. 
 
European Supervision makes a significant contribution to these objectives. 
Stronger and uniform supervision leads to resilient banks and provides a 
more coherent policy framework for cross-border banking. 
 

The benefits of European supervision 
 
European supervision brings three important benefits when compared 
with the fragmented system of national supervision. 
 
First, European supervision harmonises supervisory practices. It has 
merged the 19 national approaches into one single supervisory method. 
The Supervisory Review and Evaluation Process allows supervisors to treat 
all banks equally by measuring risks against the same yardstick and setting 
capital requirements accordingly. 
 
Risk assessments have become more harmonised and systematic, 
significantly improving the consistency with which capital add-ons are 
applied across banks.  
 
The correlation between banks’ risk profiles and capital requirements 
increased to 82% in 2017, from just 40% in 2014. In other words, banks 
with equivalent risk profiles in the euro area now face similar capital 
requirements. 
 
Second, European supervision adopts a system-wide perspective when 
monitoring and mitigating risks. Supervisors can draw on a comprehensive 
dataset and information on banks across the euro area. On this basis, 
experienced staff from 28 different countries can make comparisons, spot 
common weaknesses and monitor potential channels of contagion. 
 
This has two benefits.  
 
It helps address systemic risks, as better analysis of cross-border linkages 
and spillovers improves the coherence of macro-prudential policies set by 
national authorities and the ECB, which contributes to reducing excessive 
risks and cross-border externalities. 
 
And it supports the identification of bank-specific risks. For example, 
supervisors have developed analytical tools to carry out detailed, 
comparative assessments of banks’ business models. Comparisons within 
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peer groups have helped identify bank-specific issues early on, which are 
then addressed with each bank individually. 
 
The third benefit of European supervision is that it reduces fragmentation 
in the supervisory framework. In the past, broad discretion in applying EU 
rules led to significant national differences in key prudential aspects, such 
as the definition of funds, or capital and liquidity requirements. The 
resulting divergences in the capital strength of banks undermined 
confidence in their soundness. 
 
European supervisors identified 175 options and discretions (O&Ds) 
available under EU law, 130 of which are available to national supervisors 
and are now applied in a uniform way across the euro area. More 
harmonised rules have helped re-build confidence in banks and reduce 
compliance costs for cross-border groups. 
 
However, the remaining O&Ds exercised by national legislation still stand 
in the way of a level playing field for banks, and so further legislative action 
is still needed. 
 
Similarly, the decision as to whether a bank should be resolved or 
liquidated is made more difficult by different insolvency rules. As a result, 
some harmonisation of national insolvency rules is needed to make 
European resolution more effective. 
 
Overall, these three qualitative benefits of European supervision have been 
instrumental in making banks more resilient. 
 
Substantial risk reduction has also taken place. The CET 1 ratio of banks 
supervised by the ECB increased by 300 basis points between the end of 
2014 and the end of 2017 and funding and liquidity are now more stable. In 
the same period, banks raised their leverage ratios from 4.9% to 5.8%, 
catching up with their US peers. 
 
Banks’ improved strength helps them withstand potential shocks. Recent 
ECB analysis, as published in the ECB’s latest Financial Stability Review, 
has shown that the majority of banks would maintain average capital 
buffers over 10% in the event of an adverse shock such as a sharp repricing 
of risk premia or a strong economic slowdown. 
 
Improving European supervision to foster banking integration 
Despite having a single supervisor and more harmonised rules, the banking 
market in Europe remains fragmented. 86% of euro area bank lending to 
firms and households was domestic in 2017. And cross-border 
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consolidation, which is one way to increase cross-border lending, has 
recently reached historic lows. 
 
More efforts are needed if we want to reap the benefits of an integrated 
market that helps share risks through the private sector and improve 
macroeconomic stability in the monetary union. 
 
In the United States for example, retail banking integration has led to a 
significant increase in the number of multi-state banks. That was not 
always the case. For example, following the oil price collapse in the mid-
1980s, almost every bank in Texas failed, creating a state-wide credit 
crunch. One reason was that that banks were not allowed to operate across 
states, so the balance sheets of local banks were completely concentrated 
on their home state. 
 
In a more integrated US banking sector, banks have geographically more 
diversified loan-books and deposit bases. By offsetting losses made in 
crisis-hit states with gains in other states, US banks are more resilient to 
local shocks and can keep their lending stable. 
 
As a result, US credit markets smooth out a quarter of local shocks, which 
is significant given banks’ much smaller role in financing the economy 
compared to capital markets.  
 
In the euro area by contrast, risk-sharing through credit markets is much 
less advanced, despite the predominantly bank-based nature of the 
economy. Only 12% of local shocks are smoothed through credit markets.  
 
Research finds that during the sovereign debt crisis Italian banks tightened 
their lending and increased interest rates more than foreign banks 
operating in Italy. 10 
 
So what are the obstacles standing in the way? 
 
Of course, there are fundamental legal, judicial and cultural differences 
between countries, which hinder cross-border integration. But there are 
also two important obstacles that exist in the area of supervision. 
 
The first is related to legacy assets, which have weighed on cross-border 
lending over the past years. 
 
Banks with high levels of legacy assets have reduced their cross-border 
exposures in an effort to shore up impaired balance sheets. They have also 
kept their lending low as their ability to build up capital is limited.  
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Similarly, low profitability and uncertainty regarding the valuation of 
legacy assets reduce the appeal of cross-border M&As, as banks still expect 
larger gains from internal restructuring and cost cutting. 
 
Significant progress has been made in reducing legacy assets, which 
include non-performing loans (NPLs) and level 2 and 3 exposures. 
 
Over the past three years, the NPL stock of significant banks decreased by 
one third.  
 
Targeted supervisory action helped banks to draw up ambitious reduction 
plans and governance structures for the disposal of NPLs. 
 
And more uniform supervisory standards and stricter classifications make 
it less likely that new NPLs will emerge. 
 
But while NPLs are washing out as the economy strengthens, supported by 
our accommodative monetary policy, the NPL ratios of euro area banks are 
still higher than those of US banks.  
 
Further efforts are needed from banks, supervisors and regulators to 
reduce the remaining stock of NPLs, especially in those countries where 
the NPL ratio remains high. 
 
European supervision also needs to continue and extend its work on the 
valuation of level 2 and 3 exposures. 
 
The share of Level 1, 2 and 3 assets on the balance sheets of significant 
institutions has come down from above 30% to 23% of significant 
institutions’ total assets. Level 3 assets decreased from €188 billion to €132 
billion, constituting less than 1% of significant institutions’ total assets.  
 
Although the average share of Level 3 assets on the balance sheet of the 
largest euro area banks is now lower than that of US banks, some banks in 
the euro area still have high shares of Level 3 assets, if compared with 
international competitors, hampering further bank consolidation in the 
EU. 
 
It is crucial that banks have sound and effective valuation and risk 
management frameworks in place. Therefore, sustained supervisory efforts 
are needed to identify and address potential problems with banks’ 
valuation and classification methods. 
 
Dedicated inspections were performed with the objective of evaluating the 
soundness and effectiveness of the valuation framework, the controls over 
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the pricing models used to produce fair values, and the adequacy of the 
classification of positions measured at fair value. Supervisory efforts 
remain high with on-site inspections, deep dives and benchmarking 
exercises already planned or ongoing. 
 
The second obstacle to cross-border integration lies within the prudential 
framework. 
 
At present, regulatory capital cannot be freely allocated across subsidiaries 
of cross-border groups. Banks are required to comply with capital 
requirements on a standalone basis and waivers can only be applied to 
domestic banking groups. 
 
Similarly, while the free movement of liquidity across borders is made 
possible by cross-border waivers, the practical application of these waivers 
is hampered by the remaining national prerogatives in the regulatory 
framework which allow national authorities to apply large exposure limits 
on intragroup lending and ring-fence liquidity. 
 
For example, the requirement to comply with the liquidity coverage ratio at 
individual level locks up liquidity in cross-border subsidiaries of G-SIBs of 
up to €130bn.  
 
Some of this liquidity could potentially be freely allocated if impediments, 
such as large exposure limits on intragroup lending, were removed and 
euro area waivers granted. 
 
The effects may be significant, given the importance of intra group lending 
in the euro area, which in 2017 accounted for 70% of cross-border lending. 
 
The free movement of funds is a precondition for a single banking market. 
With the establishment of European supervision, there is less reason to 
restrict this free movement.  
 
European supervision is able to identify and address financial stability 
risks posed by cross border groups, reducing the need for national 
safeguards. And this is all the more true as national safety nets for 
resolution and deposit protection are gradually being shifted to the EU 
level. 
 
Removing the obstacles to the free movement of funds could improve 
financial integration by allowing banks to allocate resources efficiently 
across countries.  
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US banks, for instance, rely on intra-group funding to respond to local 
shocks and manage the credit growth of their subsidiaries, allowing them 
to keep their lending and income streams more stable to economic 
fluctuations. 
 
Other regulatory factors are also hampering cross-border integration. 
Currently, the international regulatory framework does not treat the euro 
area as a single jurisdiction for the purposes of calculating capital 
surcharges (G-SIB buffers).  
 
In other words, intra-euro area cross-border loans from euro area banks 
are considered foreign loans, leading to higher systemic risk scores and 
capital requirements relative to their international peers.  
 
Against this background, it is crucial that reforms to complete the banking 
union do not lose steam, so that the euro area can be treated as a single 
jurisdiction in the international G-SIB framework. 
 

Conclusion 
 
As much as the global financial crisis has exposed weaknesses in the 
regulation and supervision of banks around the world, in the EU such 
weaknesses were exacerbated by fragmentation.  
 
From the early stages of the crisis the banking sector fragmented along 
national lines, driven by diverging macroeconomic conditions in different 
countries and by governments’ diverging responses in dealing with failing 
banks.  
 
Differently from the US, common resolution frameworks backstopped by 
public money were absent. Governments that could do so, because of their 
sound budgets, massively bailed out their failed banks. An opportunity for 
bank consolidation was lost, but their economies were spared a credit crisis 
after a financial crisis. 
 
In other countries where bailouts were not possible due to constrained 
finances or new regulatory restrictions introduced by the Bank Recovery 
and Resolution Directive (BRRD), the crisis lasted much longer.  
 
European supervision and the European framework for managing bank 
failures, of which the BRRD is an important part, have made such a cause 
of fragmentation, namely the different countries’ responses to banking 
crises less likely today. But more needs to be done. 
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Progress in completing the Banking Union – namely, first harmonising 
options and discretions, completing resolution, and laying the groundwork 
for the creation of an effective deposit insurance – is essential and I am 
confident that significant steps in this direction will soon be taken. 
 
But let’s keep in mind that fragmentation starts with the decision by banks 
not to operate in regions where the risk-return of lending is judged to be 
insufficient to remunerate their invested capital  
 
Ultimately, what ensures a steady flow of bank lending to the economy, 
even in times of unforeseen stress or disruption, is a growth-friendly 
environment, which can only be assured by the appropriate government 
policies. 
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Divergences widen in markets 
 

 
 
Sentiment turned sharply in financial markets as 2018 moved into its 
second half.  
 
A renewed US dollar rally and escalating trade tensions resulted in an 
uneven tightening of global financial conditions.  
 
The Federal Reserve continued the gradual and predictable removal of 
monetary accommodation as the US economy gathered speed again, in part 
boosted by last year's fiscal stimulus.  
 
Yet financial conditions in the United States, if anything, eased further.  
 
Conditions tightened somewhat in the credit markets of some advanced 
economies (AEs). In contrast, financing tightened sharply in emerging 
market economies (EMEs), which saw their currencies depreciate and their 
access to borrowing wane, amid signs of market disarray in the most 
vulnerable economies. 
 
US financial markets diverged from their peers. The US stock market 
sprinted ahead of those in both advanced and emerging economies, and its 
volatility edged lower.  
 
The steady accommodation provided by the ECB and the Bank of Japan 
(BoJ), together with a flight to safety from stressed EMEs, helped to keep a 
lid on long-term US government yields despite looming Treasury debt 
issuance.  
 
As a result, the US yield curve flattened further, nearing inversion.  
 
Overall, US financial conditions stayed looser than in the other main AEs.  
 
For instance, while credit spreads of US corporate borrowers stayed 
relatively flat between June and mid-September, European corporates saw 
moderately wider spreads that built upon a previous round of widening in 
May.  
These wider spreads were in part attributable to the higher borrowing costs 
faced by some European financial institutions, which reflected intra-euro 
area sovereign stress and the exposures of some banks to vulnerable EMEs. 
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The tighter financial conditions in EMEs built upon the pressure seen 
earlier in the year. Against the backdrop of a stronger US dollar, escalating 
trade tensions, and further signs of a slowdown in China, portfolio inflows 
remained limited.  
 
Compounded by domestic vulnerabilities, some countries experienced 
portfolio outflows, with policy or political uncertainty contributing to 
market stress in a few jurisdictions.  
 
Currency depreciation coincided with higher sovereign spreads, both for 
instruments denominated in US dollars and for those in local currency.  
 
The cumulative damage to EME assets since global trade tensions escalated 
in late March was in some respects greater than that resulting from the 
fallout of the 2013 taper tantrum, or the devaluation of the renminbi in 
August 2015.  
 
But sovereign spread levels at the current juncture stayed, by and large, 
below those of previous episodes and contagion from the most affected 
countries was limited.  
 
Nevertheless, as of mid-September, investors remained uneasy about 
whether the financial stress in EMEs would increase and spread further. 
 
To read more: 
https://www.bis.org/publ/qtrpdf/r_qt1809a.pdf 
 

 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 

https://www.bis.org/publ/qtrpdf/r_qt1809a.pdf
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Towards secure convergence of Cloud and IoT 
 

 
 
During the last few years we have witnessed the burst of Internet of Things 
(IoT) products.  
 
As the IoT market grows bigger year by year, billions of new devices are 
deployed online.  
 
Gartner forecasts that connected things will reach up to 20.4 billion by 
2020.  
 
These things (or devices), connect to the network to provide 
information they gather from the environment through sensors, or to allow 
other systems to reach out and act on the world through actuators. 
 
ENISA defines IoT as “a cyber-physical ecosystem of interconnected 
sensors and actuators, which enable intelligent decision making”. 
 
Information lies at the heart of IoT, feeding into a continuous cycle of 
sensing, decision making, and actions. 
 
IoT devices generate vast amount of data. The Cloud, as part of the IoT 
ecosystem, manages the flow, the process, the analysis and the storage of 
these data.  
 
Especially in enterprise environments, IoT can be most rapidly and cost-
effectively deployed when integrated with Cloud-based services. 
 
With the prevalence of IoT, Cloud Computing evolved in such a way to 
accommodate the needs of the IoT ecosystem and provided many new 
features specific to aggregating, storing and processing data generated 
by IoT.  
 
Among these features are device virtualisation, business intelligence tools, 
machine learning, command and control (C&C), processing to perform 
complex analytics, and Application Programming Interfaces (APIs). 
While this convergence of Cloud Computing and IoT brings opportunities, 
it also raises new risks and challenges.  
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In short, this paper attempts to: 
 
- identify and discuss security challenges coming from the convergence 

of IoT and Cloud; 
 
- highlight the security issues through four representative attack 

scenarios; 
 
- map the identified challenges to security takeaways. 
 
The aim of this work is to provide a high-level overview on the security 
issues to the audience below: 
 
- IoT developers and IoT integrators that make use of IoT Cloud 

Computing; 
 
- Cloud service Providers (CSPs) of IoT Cloud offerings. 
 
To read more: https://www.enisa.europa.eu/publications/towards-secure-
convergence-of-cloud-and-iot 
 
 
 

 
 

https://www.enisa.europa.eu/publications/towards-secure-convergence-of-cloud-and-iot
https://www.enisa.europa.eu/publications/towards-secure-convergence-of-cloud-and-iot
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GDPR three months in 

 
The Information Commissioner’s Office (ICO) recently provided the first 
update on the impact of the General Data Protection Regulation (GDPR) 
since it went live three months ago.  
 
Over this period, the ICO, who are the regulator under GDPR, received an 
average of 500 calls a week to their breach reporting line.  
 
Collected data has identified some important trends concerning the 
reporting of relevant incidents.  
 
The key lesson is that organisations need to get their incident reporting 
plans in place and to ensure that:  
 
- Breaches are reported within the appropriate time period. Breaches are 

to be reported within 72 working hours of the organisation becoming 
aware of the incident.   

 
- Breach reports are as complete as possible before reporting, where 

details are missing a rough timeline of when the ICO can expect further 
information should be provided.  

 
- The person reporting the breach is authorised to discuss the problem in 

the required detail.  
 
Of the cyber incidents that were reported, nearly half were the result of 
phishing. Malware (10%) and ransomware (6%) were also other notable 
causes of breaches reported.  
 
The NCSC, in collaboration with the ICO, has published guidance on GDPR 
Security Outcomes at: https://www.ncsc.gov.uk/guidance/gdpr-security-
outcomes 
 
 
 

 
 
 
 
 

https://www.ncsc.gov.uk/guidance/gdpr-security-outcomes
https://www.ncsc.gov.uk/guidance/gdpr-security-outcomes
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Supporting fast payments for all 
Lael Brainard, Member of the Board of Governors of the Federal Reserve 
System, at the Fed Payments Improvement Community Forum, sponsored 
by the Federal Reserve Bank of Chicago, Chicago, Illinois. 
 

 
 

The Role of the Federal Reserve in Ensuring Safe and Reliable 
Payments 
 
It is a pleasure to be here in Chicago today to talk about payments. The 
confidence that payments will be timely and dependable is a cornerstone of 
America’s dynamic and resilient economy. 
 
Today, Americans take the reliability and safety of their payments for 
granted. But that was not always the case.  
 
The nation’s first 150 years were frequently disrupted by panics in the 
financial system that extended into the payment system, which was highly 
fragmented and inefficient.  
 
Before the Federal Reserve took on a role in the payment system, a check 
recipient could not count on receiving the full value written on the check 
and faced long and unpredictable delays in getting access to the funds.  
 
As a result of banks’ efforts to avoid excessive clearance fees, it could take 
days, weeks, or more to clear checks.  
 
The Federal Reserve’s second Chairman, William P.G. Harding, described 
the circuitous, opaque, and costly route one payment made: “…a bank in 
Rochester, N.Y., sent a check drawn on a Birmingham, Ala., account to a 
correspondent bank in New York, which sent it along to a bank in 
Jacksonville, Fla. From there, it traveled to Philadelphia, Baltimore and 
Cincinnati before it finally reached the originating bank in Birmingham.” 
 
The fragmentation of the payment system imposed costs on American 
merchants, households, community banks, and, ultimately, on the overall 
U.S. economy. 
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Ensuring a reliable nationwide payment infrastructure was one of the 
motivations that led the Congress to create the Federal Reserve after the 
severe financial panic of 1907.  
 
Fostering a safe, efficient, and widely accessible payment infrastructure has 
been a crucial aspect of the Fed’s mission from its founding in 1913.  
 
By creating a new core infrastructure for clearing and settling checks, the 
Fed was able to boost confidence in banks and America’s payment system, 
ensure Americans received the full value of their checks, and speed up 
payments. 
 
That was the first, but not the last, time that the Fed played a central role in 
transforming America’s retail payment system.  
 
By the 1970s, the payment system was staggering under the weight of 
paper checks.  
 
In 1973, Governor Jeffrey Bucher of the Federal Reserve Board described 
the exponential growth in check volume and the time-consuming and 
expensive process to clear paper checks as a “time bomb.” 
 
The Federal Reserve and payment system stakeholders faced a choice: 
continue making incremental changes to manage the growing avalanche of 
checks, or look to technology to facilitate transformational change. 
 
To read more: 
https://www.bis.org/review/r181004a.pdf 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 

https://www.bis.org/review/r181004a.pdf
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asel III Monitoring Report, October 2018 
 

 
 
Highlights of the Basel III monitoring exercise as of 31  
December 2017 
Fully phased-in final Basel III capital shortfalls more than 70% lower for 
large internationally active banks compared with end-2015. 
 
To assess the impact of the Basel III framework on banks, the Basel 
Committee on Banking Supervision monitors the effects and dynamics of 
the reforms.  
 
For this purpose, a semiannual monitoring framework has been set up on 
the risk-based capital ratio, the leverage ratio and the liquidity metrics 
using data collected by national supervisors on a representative sample of 
institutions in each country.  
 
For the first time, the report also captures the effects of the Committee’s 
finalisation of the Basel III reforms. This report summarises the aggregate 
results using data as of 31 December 2017. 
 
The Committee believes that the information contained in the report will 
provide relevant stakeholders with a useful benchmark for analysis. 
 
Information considered for this report was obtained by voluntary and 
confidential data submissions from individual banks and their national 
supervisors.  
 
Data were provided for a total of 206 banks, including 111 large 
internationally active (“Group 1”) banks, among them all 30 G-SIBs, and 95 
other (“Group 2”) banks. 
 
Members’ coverage of their banking sector is very high for Group 1 banks, 
reaching 100% coverage for some countries, while coverage is lower for 
Group 2 banks and varies by country. 
 
In general, this report does not take into account any transitional 
arrangements such as phase in of deductions and grandfathering 
arrangements.  
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Rather, the estimates presented generally assume full implementation of 
the Basel III requirements based on data as of 31 December 2017.  
 
No assumptions have been made about banks’ profitability or behavioural 
responses, such as changes in bank capital or balance sheet composition, 
either since this date or in the future.  
 
Furthermore, the report does not reflect any additional capital 
requirements under Pillar 2 of the Basel II framework, any higher loss 
absorbency requirements for domestic systemically important banks, nor 
does it reflect any countercyclical capital buffer requirements. 
 

 
 
• Compared with the previous reporting period (June 2017) the average 
Common Equity Tier 1 (CET1) capital ratio under the fully phased-in initial 
Basel III framework has increased from 12.5% to 12.9% for Group 1 banks 
and from 14.7% to 16.0% for Group 2 banks. 
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• All Group 1 and Group 2 banks (including all 30 G-SIBs) would meet the 
CET1 minimum capital requirement of 4.5% and the CET1 target level of 
7.0% (ie including the capital conservation buffer). This target also 
includes the G-SIB surcharge where applicable but does not include any 
countercyclical capital buffers. 
 
• Applying the 2022 minimum TLAC requirements and the fully phased-in 
initial Basel III framework, eight of the 25 G-SIBs reporting total loss-
absorbing capacity (TLAC) data have a combined shortfall of €82.1 billion, 
compared with €109.0 billion at the end of June 2017. 
 
• Group 1 banks’ average Liquidity Coverage Ratio (LCR) decreased by 1.0 
percentage point to 133.0%, while the average Net Stable Funding Ratio 
(NSFR) decreased from 116.9% to 116.0%. 
 
For Group 2 banks, there was an increase for both LCR and NSFR. 
 
To read the report: 
https://www.bis.org/bcbs/publ/d449.pdf 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.bis.org/bcbs/publ/d449.pdf
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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.  
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