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Hedge Funds News, September 2018 
Dear members and friends,  
 
European Union (EU) securities markets, infrastructures 
and investors face new risks in the form of high volatility, the 
European Securities and Markets Authority (ESMA) said in 
its latest Trends, Risks, and Vulnerabilities (TRV) Report 
(No 2, 2018).  
 
ESMA also re-iterated its concerns about cyber risk and Brexit risks for 
business operations. 
 
The TRV, which covers the first half of 2018, finds that overall risk levels 
for the EU’s securities markets remained stable but at high levels for most 
risk categories.  
 
Equity and bond volatility spikes in February and May reflected the 
growing sensitivities.  
 
ESMA also sees a deterioration in outstanding corporate debt ratings, and 
in corporate and sovereign bond liquidity. 
 
The TRV identifies the following key risks in EU securities markets: 
 
— Market risk remains at a very high level accompanied by very high risk 
in securities markets and elevated risk for investors, infrastructures and 
services.  
 
The outcome of the Brexit negotiations remains at this stage the most 
important political risk for the EU; 
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— Credit risk and liquidity risk remains high with a deterioration in 
outstanding corporate debt ratings, and deteriorating measures of 
corporate and sovereign bond liquidity; and 
 
— Operational risk continues to be elevated with negative outlook, as cyber 
threats and Brexit related risks to business operations remain major 
concerns. 
 
— Outlook: Going forward, EU financial markets can be expected to 
become increasingly sensitive to mounting economic and political 
uncertainty from diverse sources, such as weakening economic 
fundamentals, transatlantic trade relations, emerging market capital flows, 
Brexit negotiations, and others.  
 
Assessing business exposures and ensuring adequate hedging against these 
risks will be a key concern for market participants in the coming months. 
  
Finally, investor risks persist across a range of products.  
 
Under the MiFIR product intervention powers, ESMA restricted the 
provision of contracts for differences (CFDs) and prohibited the provision 
of binary options to retail investors.  
 
The new measures started to apply from 1 August 2018 and 2 July 2018, 
respectively. 
 

Next steps 
 
The TRV is published biannually, and examines the performance of 
securities markets, assessing both trends and risks in order to develop a 
comprehensive picture of systemic and macroprudential risks in the EU, to 
assist both national and EU bodies in their risk assessments.  
 
ESMA also updates its Risk Dashboard every quarter. 
 
ESMA’s TRV contributes to promoting financial stability and enhancing 
consumer protection by regularly looking into cross-border and cross-
sector trends, risks and vulnerabilities, both at the wholesale and retail 
level. 
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Joint Committee report on risks and vulnerabilities in the EU 
financial system, September 2018 
 

 
 
- Risks that abruptly increasing yields generate substantive asset price 

volatility and lead to losses across asset classes remain imminent and 
high.  
 
Financial markets experienced a return of market volatility in the first 
half of 2018 with corresponding episodes of sharp equity price declines 
and a sizable widening of sovereign and corporate bond spreads.  
 
In addition, rising interest rates and political risks could cause capital 
outflows in emerging market economies, as developments in Turkey in 
August have demonstrated. These market developments might reflect 
to some extent a return to normality, following an extended period of 
ultra-low interest rates.  
 
However, given the trend of monetary policy normalisation with 
remaining uncertainty over the exact path over time, the potential for 
further market volatility stemming from investment repositioning of 
market participants and portfolio reallocations remains a key source of 
concern. Furthermore, valuation risks might have increased, given 
heightened geopolitical risk. 
 

- Risks related to the repricing of risk premia and possibly increasing 
interest rates directly affect financial institutions and retail consumers 
and might also cause contagion.  
 
The return of volatility puts additional pressure on bank profitability, 
not least shown by decreasing net trading income in early 2018.  
 
Increasing interest rates may also pose additional challenges to the still 
high – albeit decreasing – stock of non-performing loans in the EU, 
which still needs to be addressed.  
 
The potential for sudden risk premia reversals also remains a major 
concern for insurance companies and pension funds, as this could 
negatively affect the value of their assets.  
On the other hand, the value of liabilities might decrease, in case such a 
reversal is combined with an increase in interest rates.  
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Retail investors may also be affected by valuation risksthrough their 
portfolio holdings.  
 
Finally, contagion between sectors after abruptly increasing yields 
might, e.g., occur through interconnectedness of the European banking 
sector with the market-based finance sector, as well as with the 
insurance sector, or from the still highly leveraged non-financial private 
sector. 

 
To read more: 
https://esas-joint-
committee.europa.eu/Publications/Reports/Joint%20Committee%20Risk
%20Report%20-
%20Autumn%202018%20%28JC%202018%2034%29.pdf 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://esas-joint-committee.europa.eu/Publications/Reports/Joint%20Committee%20Risk%20Report%20-%20Autumn%202018%20%28JC%202018%2034%29.pdf
https://esas-joint-committee.europa.eu/Publications/Reports/Joint%20Committee%20Risk%20Report%20-%20Autumn%202018%20%28JC%202018%2034%29.pdf
https://esas-joint-committee.europa.eu/Publications/Reports/Joint%20Committee%20Risk%20Report%20-%20Autumn%202018%20%28JC%202018%2034%29.pdf
https://esas-joint-committee.europa.eu/Publications/Reports/Joint%20Committee%20Risk%20Report%20-%20Autumn%202018%20%28JC%202018%2034%29.pdf
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Agencies extend comment period for proposed rule simplifying 
and tailoring the "Volcker rule" 
Board of Governors of the Federal Reserve System 
Commodity Futures Trading Commission 
Federal Deposit Insurance Corporation 
Office of the Comptroller of the Currency 
Securities and Exchange Commission 
 

 
 
Five federal financial regulatory agencies on Tuesday extended until 
October 17, 2018, the comment period for a proposed rule to simplify and 
tailor compliance requirements for the "Volcker rule."  
 
The Volcker rule generally restricts banking entities from engaging in 
proprietary trading and from owning or controlling hedge funds or private 
equity funds. 
 
With the extension, the Federal Reserve Board, the Commodity Futures 
Trading Commission, the Federal Deposit Insurance Corporation, the 
Office of the Comptroller of the Currency, and the Securities and Exchange 
Commission will have provided interested parties with approximately four 
and a half months from the date the proposal was released to the public to 
submit comments. 
 
The proposal was released by the agencies in early June with a 60-day 
comment period that began after publication in the Federal Register on 
July 17. 
 
To read it: 
https://www.federalreserve.gov/newsevents/pressreleases/files/bcreg201
80904a1.pdf 
 

 
 
 
 
 
 

https://www.federalreserve.gov/newsevents/pressreleases/files/bcreg20180904a1.pdf
https://www.federalreserve.gov/newsevents/pressreleases/files/bcreg20180904a1.pdf
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Lehman anniversary 
 
Overview: global financial crisis spurs unprecedented policy 
actions 
 

 
 
Financial stability concerns took centre stage once again over the period 
between end-August and end-November.  
 
In the wake of the mid-September failure of Lehman Brothers, global 
financial markets seized up and entered a new and deeper state of crisis.  
 
As money market funds and other investors were forced to write off their 
Lehman-related investments, counterparty concerns mounted in the 
context of large-scale redemption-driven asset sales. 
 
The ensuing sell-off affected all but the safest assets and left key parts of 
the global financial system dysfunctional.  
 
With credit and money markets essentially frozen and equity prices 
plummeting, banks and other financial firms saw their access to funding 
eroded and their capital base shrink, owing to accumulating mark to 
market losses.  
 
Credit spreads surged to record levels, equity prices saw historic declines 
and volatilities soared across markets, indicating extreme financial market 
stress.  
 
Government bond yields declined in very volatile conditions, as recession 
concerns and safe haven flows increasingly outweighed the impact of 
anticipated increases in fiscal deficits.  
 
At the same time, yield curves steepened from the front end, reflecting 
repeated downward adjustments in policy rates. 
 
Emerging market assets also experienced broad-based price declines, as 
depressed levels of risk appetite and associated pressures in the 
industrialised world spilled over into emerging financial markets.  
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With confidence in the continued viability of key parts of the international 
banking system collapsing, the authorities in several countries embarked 
on an unprecedented wave of policy initiatives to arrest the plunge in asset 
prices and contain systemic risks. 
 
Market developments over the period under review went through four 
more or less distinct stages.  
 
Stage one, which led into the Lehman bankruptcy in mid-September, was 
marked by the takeover of two major US housing finance agencies by the 
authorities in the United States.  
 
Stage two encompassed the immediate implications of the Lehman 
bankruptcy and the wide-spread crisis of confidence it triggered.  
 
Stage three, starting in late September, was characterised by fast-paced 
and increasingly broad policy actions, as responses to the crisis evolved 
from case by case reactions to a more international, system-wide approach.  
 
In the fourth and final stage, from mid-October, pricing patterns were 
increasingly dominated by recession fears, while markets continued to 
struggle with the uncertainties surrounding the large number of newly 
announced policy initiatives.  
 
To read more: 
https://www.bis.org/publ/qtrpdf/r_qt0812a.pdf 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.bis.org/publ/qtrpdf/r_qt0812a.pdf
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Committee on Payments and Market Infrastructures 
Board of the International Organization of Securities Commissions 
Consultative report 
Call for comments on governance of OTC derivatives data 
 

 
 
The Committee on Payments and Market Infrastructures (CPMI) and the 
International Organization of Securities Commissions (IOSCO) have  
published for public comment a consultative report on governance 
arrangements for over-the-counter (OTC) derivatives data elements. 
 
The document, Governance arrangements for critical OTC derivatives data 
elements (other than UTI and UPI), identifies key criteria, functions and 
bodies for the governance arrangements for critical data.  
 
It is a further step towards fulfilling the Group of 20's commitment to 
report all OTC derivatives contracts to trade repositories (TRs), to improve 
transparency, mitigate systemic risk and prevent market abuse.  
 
Aggregating the data reported across TRs will help ensure that authorities 
have a comprehensive overview of the OTC derivatives market and its 
activity. 
 
The CPMI, IOSCO and the Financial Stability Board (FSB) have in recent 
years published reports to lay the foundation for the harmonisation work 
on key OTC derivatives data elements for meaningful aggregation on a 
global basis, including the 2014 FSB Feasibility study on approaches to 
aggregate OTC derivatives data. 
 
Following the feasibility study, the FSB asked the CPMI and IOSCO to 
develop global guidance on the harmonisation of data elements reported to 
TRs and important for the aggregation of data by authorities, including the 
Unique Transaction Identifier (UTI) and the Unique Product Identifier 
(UPI). 
 
This consultative report is part of CPMI and IOSCO response to that 
mandate. It complements the Technical guidance on harmonisation of the 
UTI, the Technical guidance on harmonisation of the UPI and the 



P a g e  | 9 

________________________________________________________________________ 
International Association of Hedge Funds Professionals (IAHFP)                                                                                                       

Technical guidance on harmonisation of critical OTC derivatives data 
elements (other than UTI and UPI). 
 
The report seeks general and specific comments from respondents by 27 
September 2018 using the dedicated response form. The completed form 
should be sent to both the CPMI secretariat and the IOSCO secretariat. 
 
To read more: 
https://www.bis.org/cpmi/publ/d182.pdf 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.bis.org/cpmi/publ/d182.pdf
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European banking supervision - towards a common culture 
 
Sabine Lautenschläger, Member of the Executive Board of the European 
Central Bank and Vice-Chair of the Supervisory Board of the European 
Central Bank, at the Eurofi Financial Forum 2018, Vienna. 
 

 
 
Since 2014, we have made huge steps towards establishing a truly 
European system of banking supervision and embracing a common 
supervisory culture. 
 
Does this mean nothing more needs to be done? Not quite. For a fully-
fledged common culture you need to have three things: 
 
First, you need a truly unified legal basis.  
 
You simply cannot build a comprehensive common supervisory culture if 
you have to apply a different set of rules in each of the 19 countries.  
 
Just think how we need to treat fit and proper assessments differently from 
one country to the next. 
 
Second, you need harmonised administrative practices.  
 
And here, we have made good progress in the last four years – wherever 
the legislator granted us scope.  
 
We established practices for all the major areas of supervision, such as the 
SREP, the treatment of NPLs, stress tests, the ICAAP, the ILAAP, and so 
on. 
 
Third, you need time and cooperation.  
 
After all, staff from 19 countries and 26 authorities have to be persuaded to 
leave their cultural comfort zone and align how they think, assess and act. 
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I measure how far we have come by the frequency with which banks ask 
about changes in supervisory actions. 
 
In other words: how often do banks complain about changes in the way 
they are being supervised? They complain a great deal, I can tell you. 
 
And we keep pushing forward. Let me give you just a few examples: 
 
- We strive to increase the number of cross-border on-site missions, with 

even more on-site supervisors working on banks outside their home 
country. The success of this initiative will largely depend on the 
number of on-site supervisors the national authorities are willing to 
send. 

 
- We have established a rotation scheme for members of our Joint 

Supervisory Teams. This too will help to spread a common culture. At 
the same time, it helps to avoid supervisory capture. 

 
- We foster exchange between supervisors from across the euro area. We 

bring them together in many different working groups to devise 
training manuals and supervisory guidance. 

 
But the ECB cannot create a common supervisory culture by itself. The 
national authorities can and should contribute, too. I understand, of 
course, that it is difficult to let go of traditions that have been honed over 
decades. Culture is a sticky thing. 
 
But national authorities should embrace the European idea. And they 
should seize the opportunity to contribute to a new, common supervisory 
culture.  
 
They should let more of their staff come to the ECB, for a while at least. Let 
them work in a European environment and carry this culture back to their 
home countries. 
 
And the idea of a European supervisory culture should be reflected in how 
we deal with banks. For example, national reporting requirements should 
be dropped; instead, we should aim for a single European reporting 
framework. 
 
To sum up: a common supervisory culture is emerging, but it still needs to 
be nurtured and nudged.  
 
Thank you for your attention. 
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Deeper understanding of cyber risk needed – A core challenge 
for the European Insurance Industry 
 

 
 
The European Insurance and Occupational Pensions Authority (EIOPA) 
has published its report "Understanding Cyber Insurance - A Structured 
Dialogue with Insurance Companies" (EIOPA Understanding cyber 
insurance).  
 
To read it: 
https://eiopa.europa.eu/Publications/Reports/EIOPA%20Understanding
%20cyber%20insurance.pdf 
 

 
 
Cyber risk is a growing concern for institutions, individuals, and financial 
markets. In less than five years, it has surged to the top positions in the 
list of global risks for business.  

https://eiopa.europa.eu/Publications/Reports/EIOPA%20Understanding%20cyber%20insurance.pdf
https://eiopa.europa.eu/Publications/Reports/EIOPA%20Understanding%20cyber%20insurance.pdf
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The increasing number of cyber incidents, the continued digital 
transformation and new regulatory initiatives in the European Union are 
expected to raise awareness and to boost the demand for cyber insurance. 
 
With the stand-alone cyber insurance market located predominately in the 
United States and only a fraction of the total market in Europe, available 
reports and surveys focus on the global or the US insurance market. So far, 
very little attention has been paid to the European market.  
 
One of the key findings of the report confirms this fact, namely the need for 
a deeper understanding of cyber risk, which is a core challenge for the 
European insurance industry. This challenge generates or fosters other 
challenges, such as improper treatment of non-affirmative risks and 
difficulties to quantify risks, among others. 
 
The outcome of this structured dialogue with the industry provides useful 
insights on the functioning, growth potential, challenges and risks of cyber 
insurance in Europe in the context of the expected growing importance of 
cyber insurance in the portfolios of (re)insurers.  
 
Although based on a limited sample, the report addresses important key 
findings, such as the clear need for improved understanding of cyber risk. 
This report is the first attempt by EIOPA to enhance the level of 
understanding of cyber risk underwriting with a focus on the European 
insurance market. Further work in this field is necessary.  
 
Therefore, EIOPA included a combination of qualitative and quantitative 
questions on cyber risk in its 2018 Insurance Stress Test.  
 

Background 
 
This report is based on a survey with responses to a set of 14 qualitative 
questions answered by 13 (re)insurance groups located in Switzerland, 
France, Italy, Germany and the United Kingdom.  
 
The sample of eight insurers and five reinsurers was selected according to 
the expertise and current exposures in cyber insurance. The survey was 
conducted through three-party telephone interviews (EIOPA, national 
supervisory authorities and participating (re) insurance group). 
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Let's dance 
 
Keynote speech by Mr Frank Elderson, Executive Director of Supervision 
of the Netherlands Bank, at the Global Capital Sustainable & Responsible 
Markets Forum 2018, Amsterdam.  
 

 
 
I understand you have already had a very interesting morning. You have 
discussed a broad spectrum of climate-related topics. From the plastic 
polluting our oceans, to the nitty-gritty of the EU’s sustainable finance 
taxonomy. 
 
It is a great pleasure to join today’s forum, which brings together market 
participants seeking solutions for greening their portfolios.  
 
But we are also here in a wider context, to support the Sustainable 
Development goals. 
 
It is a pleasure to be here in my capacity as chair of the NGFS. I noticed in 
the program a very small mistake. I don’t mean to be a nitpicker, but the 
acronym NGFS is explained there as ‘The Network ON Greening the 
Financial system’.  
 
I would like to be very precise here and highlight that we do not just aspire 
to be a network that merely speaks about a green economy… Or shares 
opinions on this. 
 
We aim to provide added value, and to actively support the creation of 
green markets. More so, it is our ambition to facilitate that the entire 
financial system can become green. Therefore, a Network FOR greening 
the financial system. 
 
Today you will get an insight into our work and progress. And I will 
describe how our activities fit within the broader context of international 
developments in this area.  
 
This should also give you, the private sector, a preview of what to 
expect in terms of regulation and supervision. I believe a stable and 
predictable regulator benefits everyone.  
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But before I describe what we do and how we do it, let me first take you 
back to the WHY. 
 

Role central banks 
 
I don’t need to tell you that we face a climate problem. You all know that at 
the end of 2015 the international community came together to sign the 
Paris climate deal. It is clear we have to be greener. Clearer still is that this 
must be a joint effort. Globally. Across all sectors and segments of society. 
 
It’s not just up to the end consumer to pick green energy over brown, or the 
utility company to provide green energy. Or the bank to finance the green 
utility company. It needs a concerted effort from all parties.  
 
But bringing about a green transformation requires enormous investment. 
And that means the financial sector – which is you, my friends! - has a 
crucial role in channeling its resources towards a green and sustainable 
economy. 
 
And that is why there is an overwhelming case for supervisors and central 
banks to respond to environmental challenges. From the perspective of 
both risk and opportunity. 
 
Let me address the risk side first. Because as a supervisory authority, we 
tend to focus on risks. We are very sensitive to all types of risks to the 
stability of financial institutions, or to the system as a whole.  
 
So we also need to look at climate-related risks: we must assess how the 
physical effects of changing climate, like extreme weather events, can 
translate into financial risks for the institutions we supervise. 
 
The same goes for risks that can arise from the transition to a low carbon 
economy. This transition may lead to stranded assets and policy risks, 
which in turn can mean financial risks for the institutions we supervise.  
 
To read more: https://www.bis.org/review/r180904c.pdf 
 

 
 
 
 
 
 
 

https://www.bis.org/review/r180904c.pdf
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PCAOB Report on 2017  
Inspections of Broker-Dealer Auditors Shows Audit Deficiencies Remained 
High, While Fewer Independence Violations Were Found 
 

 
 
The Public Company Accounting Oversight Board has issued a report on its 
inspections in 2017 of auditors of brokers and dealers that shows a 
continued high number of audit deficiencies overall, and fewer 
independence violations than in previous years.  
 
The PCAOB also issued Executive Highlights of the report at: 
https://pcaobus.org/Inspections/Documents/PCAOB-Executive-
Highlights-Broker-Dealer-Auditors-2017-Inspections.pdf 
 
In this inspection period, the PCAOB inspected 75 audit firms and 
reviewed portions of 116 audits and the related attestation engagements.  
 
Inspectors identified deficiencies at 68 of the 75 firms inspected, or 91 
percent, down from 97 percent in 2016. Many of the deficiencies identified 
were fundamental to conducting audits, examinations, or reviews. 
 
Audit deficiencies were identified with the highest frequency in the 
following areas: auditing revenue, assessing and responding to risks of 
material misstatement due to fraud, and auditing supplemental 
information for the customer protection rule. 
 
Audit firm quality control system deficiencies were identified in areas such 
as exercising due professional care and performing engagement quality 
reviews. 
 
Auditors of broker-dealers should read the annual report to better 
understand the areas where inspections found deficiencies, and evaluate 
their programs and procedures to prevent similar deficiencies and improve 
audit quality. 
 
In addition, the Board recommends that broker-dealer owners and their 
audit committees discuss these results with their auditors, as this dialogue 
may encourage their auditors to take appropriate actions to avoid audit and 
attestation deficiencies. 
 
The report: 

https://pcaobus.org/Inspections/Documents/PCAOB-Executive-Highlights-Broker-Dealer-Auditors-2017-Inspections.pdf
https://pcaobus.org/Inspections/Documents/PCAOB-Executive-Highlights-Broker-Dealer-Auditors-2017-Inspections.pdf
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https://pcaobus.org/Inspections/Documents/Broker-Dealer-Auditor-
Inspection-Annual-Report-2018.pdf 
 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://pcaobus.org/Inspections/Documents/Broker-Dealer-Auditor-Inspection-Annual-Report-2018.pdf
https://pcaobus.org/Inspections/Documents/Broker-Dealer-Auditor-Inspection-Annual-Report-2018.pdf
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Technical Amendment 
Pillar 3 disclosure requirements – regulatory treatment of 
accounting provisions, August 2018 
 

 
 
To promote a consistent global implementation of the Basel framework, 
the Committee regularly monitors and reviews issues that arise from the 
implementation of its standards.  
 
Where necessary, it publishes clarifications and interpretative guidance.  
 
In some instances, implementation issues can be clarified in the form of 
answers to frequently asked questions (FAQs), without any changes to the 
standard.  
 
On other occasions, the issue, though minor in effect, cannot be resolved 
unambiguously without an amendment to the text of the standard itself.  
 
In these cases, the Committee has decided to publish the clarification as 
a proposed technical amendment.  
 
Such amendments are published for a short consultation period, 
typically for 45 calendar days. 
 
The following rules text is related to additional Pillar 3 disclosure 
requirements for those jurisdictions implementing an expected credit loss 
(ECL) accounting model as well as for those adopting transitional 
arrangements for the regulatory treatment of accounting provisions. 
 
To read more: 
https://www.bis.org/bcbs/publ/d446.pdf 
 

 
 
 
 
 

https://www.bis.org/bcbs/publ/d446.pdf
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The IFSB Introduces its First High-Level Executive Forum on 
Islamic Finance with Theme Effective Risk Management 
Oversight and Governance of Islamic Banks 
 

 
 
The Islamic Financial Services Board (IFSB) is organising its first 
standalone high-level Executive Forum on Islamic Finance which will be 
held on 29 and 30 October 2018 at Sasana Kijang, Kuala Lumpur, 
Malaysia. 
 
Themed, “Effective Risk Management Oversight and Governance of Islamic 
Banks”, this inaugural edition of the IFSB Executive Forum series intends 
to provide its participants greater understanding of risk oversight and 
governance issues for effective risk management of Islamic banks. 
 
The Forum will focus on issues relating to the role of the Board of 
Directors, Risk Committee and senior management of Islamic banks in 
relation to risk management and governance oversight functions.  
 
The two-day high-level IFSB Executive Forum on Islamic Finance will 
discuss on: 
 
•   Risk governance of Islamic banks and regulatory compliance  
 
•  Case studies on oversight of operational, Shariah-compliance and 
legal risks: issues and challenges  
 
•  Risk governance and oversight: role of the Board and Risk 
Committee  
 
•  Case studies on oversight of financial risk management: credit, 
market, liquidity and equity risks of Islamic banks  
 
•  Role of transparency and disclosure in effective risk governance 
 
•  The next phase in risk management and governance for Islamic 
banks 
 
At the end of the two-day forum, the participants will be able to achieve a 
greater understanding of risk oversight and governance issues for effective 
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risk management of Islamic banks via shared industry experiences and 
best practices, as well as the application of relevant IFSB Standards. 
  
Senior management and Board of Directors of Islamic banks from the IFSB 
members and non-members jurisdictions are encouraged to participate in 
this high-level discussions. 
 
Interested participants this high-level IFSB Executive Forum on Islamic 
Finance: “Effective Risk Management Oversight and Governance of Islamic 
Banks” are invited to register at www.ifsb.org 
 
You may contact Mrs. Ida Shafinaz Ab. Malek (ida.shafinaz@ifsb.org) for 
further information. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

http://www.ifsb.org/
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Macro-financial risk management 
Remarks by Mr Philip R Lane, Governor of the Central Bank of Ireland, at 
the Central Bank Economics Roundtable, Dublin. 
 

 
 

Introduction 
 
In opening our annual economics roundtable, let me focus on macro-
financial risk management.  
 
At a country level, macro-financial risks are managed by both the 
regulatory policies of the central bank and national fiscal policy. In these 
introductory remarks, I will address both dimensions. 
 
As outlined in our latest Quarterly Bulletin, the Irish economy is currently 
in a phase of strong economic performance. We project employment to 
grow by 2.6 per cent in 2018 and 1.9 per cent in 2019.  
 
The 20.4 percent cumulative increase in employment from 2011 Q3 
through to 2018 Q2 has been enabled by a decline in unemployment from 
15.9 per cent (2011 Q4) to 5.8 per cent (2018 Q2), together with an increase 
in the participation rate and inward migration.  
 
Importantly, the current growth has not been fueled by an unsustainable 
increase in domestic credit; in addition, it does not rely on net financial 
inflows: the adjusted current account measure is close to zero. 
 
At the same time, there are clear downside risks facing the economy.  
 
First, an unexpected tightening in international financial conditions 
(relative to the benign environment that has been in place for an extended 
period of time) through an upward revision in risk premia or term premia 
could induce an international slowdown in investment and consumption, 
together with an adjustment in asset values in financial markets, the 
commercial real estate sector and housing markets.  
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Second, shifts in international trade and tax regimes that adversely affect 
the Irish business model constitute important tail risks, even if these risks 
are hard to calibrate.  
 
Third, a disorderly Brexit would pose immediate challenges for the Irish 
economy and financial system. 
 
Given this current configuration of risks, macro-financial risk management 
has two aims.  
 
First, policy actions should not amplify pro-cyclical dynamics, if 
overheatings risks in the economy and the financial system are to be 
contained.  
 
Second, macro-financial resilience is enhanced if buffers can be built 
during good times that will enable Ireland to cope more easily with future 
downside shocks. 
 
In implementing this policy agenda, I will first turn to the regulatory 
policies of the Central Bank, before turning to the role of fiscal policy. 
 

Financial Regulation During Good Times: The Macro-Prudential 
Stance and Supervisory Priorities 
 
As the national macroprudential authority, the Central Bank is mandated 
to implement measures to prevent excessive credit growth and leverage at 
a system-wide level.  
 
In line with this mandate, the Central Bank recently activated the counter-
cyclical capital buffer, which is expressly designed to manage cyclical risks.  
 
By requiring additional capital buffers during cyclical upswings, the 
banking system will be better prepared for future downturns.  
 
In particular, in the event of an adverse shock, this capital buffer can be 
released, thereby mitigating the damaging pro-cyclical withdrawal of credit 
supply under adverse conditions. 
 
In relation to new mortgage lending, our borrower-based measures that 
impose (flexible) ceilings on loan-to-income (LTI) and loan-to-value (LTV) 
ratios have built-in features that limit pro-cyclical dynamics.  
 
In the absence of such ceilings, cyclically-strong economic conditions 
might otherwise drive mortgage market dynamics towards more aggressive 
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LTI and LTV ratios due to upward revisions (by lenders and borrowers) in 
projections of future levels of house prices and incomes.  
 
In addition, by limiting the risks of over-borrowing by households and 
over-lending by banks, household and bank balance sheets should be more 
resilient in the event of a future downturn.  
 
In relation to supervisory priorities, the current upturn in the European 
economy also provides an opportunity to address legacy issues such as the 
excessive stock of non-performing loans (NPLs) that accumulated in the 
wake of the crisis.  
 
In terms of timing, benign economic and financial conditions make it 
easier to identify feasible solutions for troubled loans in terms of the 
repayment capacity of debtors, the value of collateral and the market 
appetite for loan portfolio transactions.  
 
While the tackling of NPLs is a pan-European supervisory priority, it has 
particular importance in countries such as Ireland that experienced the 
most severe increases in troubled loans in the wake of the crisis. 
 
While the direct restructuring of troubled loans by banks plays a vital role 
(and, indeed, has been extensively deployed in the Irish banking system in 
recent years), the sale of loan portfolios is also an important element in 
macro-financial risk management.  
 
In particular, the reduction in the size of bank balance sheets (especially 
through holding a lower stock of NPLs) limits financial stability risk in the 
event of a future downturn, in terms of the scale of potential losses and 
funding challenges.  
 
In terms of risk management, the transfer of credit risk and funding risk to 
the investment funds that buy loan portfolios constitutes a national 
reduction in macro-financial risk, given that the investors in these funds 
are primarily overseas. 
 
It is critical to stress, however, that the sale of such portfolios cannot – and 
does not – affect statutory consumer safeguards.  
 
The Central Bank applies itself equally to its twin mandate of safeguarding 
stability and protecting consumers.  
 
Accordingly, the Central Bank is committed to ensuring that loan sales do 
not affect the consumer protection framework governing mortgages.  
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In particular, loan owners must use a regulated credit servicing firm to 
manage the loans and these firms are subject to the same codes of conduct 
as banks and retail credit firms.  
 
In addition, we are currently reviewing the code of conduct on mortgage 
arrears (CCMA), in order to ensure that it is appropriately designed to 
address current conduct risks in the handling of troubled mortgages, 
regardless of the identities of the loan owners.  
 
While that review is ongoing, it is worth noting the important role that the 
CCMA and related safeguards have played to date in assisting borrowers in 
difficulty.  
 
To end-March this year, more than 117,000 principal-dwelling house 
mortgage accounts have been restructured, with 86 percent meeting the 
terms of the restructured arrangement. 
 
In relation to ongoing supervision, the positive economic climate across 
Europe has been accompanied by a gradual expansion in credit provision.  
 
Especially during phases of credit growth, it is essential that supervisors 
insist that risk management and governance frameworks are appropriately 
designed and consistently implemented if credit and operational risks are 
to be contained.  
 
Maintaining confidence in the management and governance standards of 
banks is essential for financial stability, given the intrinsic opacity of loan 
portfolios and the dominant role of non-equity investors (senior and 
subordinated bond holders, wholesale investors, non-guaranteed large 
depositors) in the funding of banks.  
 
Accordingly, while shareholders (private or public) play a vital role in the 
governance of banks, the leveraged nature of banks means that the stability 
of the financial system requires that all banks adhere to high risk 
management and governance standards. 
 

Fiscal Policy Over the Cycle 
 
In line with the mandate of the Central Bank to provide analysis and 
comment to support national economic policy development, the governor 
writes an annual pre-budget advisory letter to the minister for finance. In 
this section, I explain the advice I offer in this year’s letter, which is 
published today.  
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As a general rule, the running of budget surpluses during phases of strong 
economic performance is a precondition for the running of stabilising, 
counter-cyclical fiscal deficits in the event of a future downturn.  
 
If fiscal buffers are not built up, there is a risk of repeating the historical 
patterns by which economic downturns have been amplified by pro-cyclical 
fiscal austerity. 
 
There are three further reasons to set more ambitious fiscal targets in the 
current environment.  
 
First, it cannot be ruled out that the surge in corporation tax revenues may 
have some temporary elements, indicating that some part of these 
revenues should be categorised as a windfall.  
 
Second, to the extent that the current low interest rate environment is not 
expected to persist indefinitely, a tighter non-interest budget balance offers 
protection against future increases in debt servicing costs.  
 
Third, the legacy of high public and private debt levels mean that Ireland is 
relatively more vulnerable to reversals compared to other countries with 
less-leveraged public and private balance sheets. 
 
In addition to striking the cyclically-appropriate fiscal balance, individual 
fiscal levers can contribute to macro-financial stabilisation, especially for a 
country in a monetary union.  
 
For instance, raising the VAT rate on labour-intensive activities during 
upturns proxies the stabilising role of exchange rate appreciation, while 
raising taxes on investment and consumption during phases of strong 
growth substitutes for the cyclical role played by an interest rate hike in an 
independent monetary regime.  
 
Symmetrically, these taxes can be cyclically lowered during a future 
downturn to provide similar support that would be provided by currency 
devaluation and interest rate reductions under an independent currency. 
 

Conclusions 
 
In closing, my aim in these introductory remarks has been to describe the 
current agenda for macro-financial risk management.  
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The current economic performance is very welcome – but it is important to 
be pro-active in mitigating pro-cyclical dynamics and building up buffers to 
limit the costs of future downturns.  
 
As I have outlined, both regulatory policies and fiscal policy have essential 
roles to play in macro-financial risk management. 
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ESAs report finds automation in financial advice slowly growing 
but scale of market remains limited 
 

 
 
The three European Supervisory Authorities (ESAs) – EBA, EIOPA and 
ESMA – published the results of their monitoring exercise on automation 
in financial advice.  
 
The Report shows that while the phenomenon of automation in financial 
advice seems to be slowly growing, the overall number of firms and 
customers involved is still quite limited.  
 
As the identified risks have not materialised and considering the limited 
growth of the phenomenon, the ESAs believe that no immediate action is 
necessary.  
 
Through this Report, the risks and benefits of this phenomenon, which had 
previously been identified by the ESAs have largely been confirmed by 
national competent authorities (NCAs) and remain valid. 
 
In examining emerging business models, the ESAs found that automated 
services are being offered, through partnerships, by established financial 
intermediaries, rather than by pure FinTech firms.  
 
Additionally, some new trends are emerging such as the use of Big Data, 
chatbots and a broader range of products. 
 
The ESAs concluded that given the overall importance of the topic, and the 
emergence of some ongoing changes to business models, a new monitoring 
exercise will be conducted if and when the development of the market and 
market risks warrant this work. 
 
To read more: 
https://esas-joint-
committee.europa.eu/Publications/Reports/JC%202018%2029%20-
%20JC%20Report%20on%20automation%20in%20financial%20advice.p
df 
 
 
 
 

https://esas-joint-committee.europa.eu/Publications/Reports/JC%202018%2029%20-%20JC%20Report%20on%20automation%20in%20financial%20advice.pdf
https://esas-joint-committee.europa.eu/Publications/Reports/JC%202018%2029%20-%20JC%20Report%20on%20automation%20in%20financial%20advice.pdf
https://esas-joint-committee.europa.eu/Publications/Reports/JC%202018%2029%20-%20JC%20Report%20on%20automation%20in%20financial%20advice.pdf
https://esas-joint-committee.europa.eu/Publications/Reports/JC%202018%2029%20-%20JC%20Report%20on%20automation%20in%20financial%20advice.pdf
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DARPA Announces $2 Billion Campaign to Develop Next Wave 
of AI Technologies 
DARPA’s multi-year strategy seeks contextual reasoning in AI systems to 
create more trusting, collaborative partnerships between humans and 
machines 
 

 
 
Over its 60-year history, DARPA has played a leading role in the creation 
and advancement of artificial intelligence (AI) technologies that have 
produced game-changing capabilities for the Department of Defense.  
 
Starting in the 1960s, DARPA research shaped the first wave of AI 
technologies, which focused on handcrafted knowledge, or rule-based 
systems capable of narrowly defined tasks.  
 
While a critical step forward for the field, these systems were fragile and 
limited. Starting in the 1990s, DARPA helped usher in a second wave of AI 
machine learning technologies that created statistical pattern recognizers 
from large amounts of data.  
 
The agency's funding of natural language understanding, problem solving, 
navigation and perception technologies has led to the creation of self-
driving cars, personal assistants, and near-natural prosthetics, in addition 
to a myriad of critical and valuable military and commercial applications.  
 
However, these second wave AI technologies are dependent on large 
amounts of high quality training data, do not adapt to changing conditions, 
offer limited performance guarantees, and are unable to provide users with 
explanations of their results. 
 
To address the limitations of these first and second wave AI technologies, 
DARPA seeks to explore new theories and applications that could make it 
possible for machines to adapt to changing situations.  
 
DARPA sees this next generation of AI as a third wave of technological 
advance, one of contextual adaptation.  
 
To better define a path forward, DARPA is announcing today a multi-year 
investment of more than $2 billion in new and existing programs called the 
“AI Next” campaign.  
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Agency director, Dr. Steven Walker, officially unveiled the large-scale effort 
during closing remarks today at DARPA’s D60 Symposium taking place 
Wednesday through Friday at the Gaylord Resort and Convention Center 
in National Harbor, Maryland. 
 
“With AI Next, we are making multiple research investments aimed at 
transforming computers from specialized tools to partners in problem-
solving,” said Dr. Walker. “Today, machines lack contextual reasoning 
capabilities, and their training must cover every eventuality, which is not 
only costly, but ultimately impossible. We want to explore how machines 
can acquire human-like communication and reasoning capabilities, with 
the ability to recognize new situations and environments and adapt to 
them.” 
 
DARPA is currently pursing more than 20 programs that are exploring 
ways to advance the state-of-the-art in AI, pushing beyond second-wave 
machine learning techniques towards contextual reasoning capabilities.  
 
In addition, more than 60 active programs are applying AI in some 
capacity, from agents collaborating to share electromagnetic spectrum 
bandwidth to detecting and patching cyber vulnerabilities.  
 
Over the next 12 months, DARPA plans to issue multiple Broad Agency 
Announcements for new programs that advance the state of the art in AI. 
 
Under AI Next, key areas to be explored may include automating critical 
DoD business processes, such as security clearance vetting in a week or 
accrediting software systems in one day for operational deployment; 
improving the robustness and reliability of AI systems; enhancing the 
security and resiliency of machine learning and AI technologies; reducing 
power, data, and performance inefficiencies; and pioneering the next 
generation of AI algorithms and applications, such as “explainability” and 
commonsense reasoning. 
 
In addition to new and existing DARPA research, a key component of the 
campaign will be DARPA’s Artificial Intelligence Exploration (AIE) 
program, first announced in July 2018.  
 
“In today’s world of fast-paced technological advancement, we must work 
to expeditiously create and transition projects from idea to practice,” said 
Dr. Walker.  
Accordingly, AIE constitutes a series of high-risk, high payoff projects 
where researchers will work to establish the feasibility of new AI concepts 
within 18 months of award.  
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Leveraging streamlined contracting procedures and funding mechanisms 
will enable these efforts to move from proposal to project kick-off within 
three months of an opportunity announcement. 
 
For more information about AI Next, you may visit: 
http://www.darpa.mil/work-with-us/ai-next-campaign 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

http://www.darpa.mil/work-with-us/ai-next-campaign
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Department of Commerce Launches Collaborative Privacy 
Framework Effort 
NIST Will Hold Public Workshop on Oct. 16, 2018 
 

 
 
Innovative technologies such as the “internet of things” (IoT) and artificial 
intelligence enhance convenience, efficiency and economic growth.  
 
At the same time, these and other technologies increasingly require 
complex networking environments and use detailed data about individuals 
that can make protecting their privacy harder. 
 
To help meet this challenge, the U.S. Department of Commerce’s National 
Institute of Standards and Technology (NIST) announced that it has 
launched a collaborative project to develop a voluntary privacy framework 
to help organizations manage risk. 
 
“We’ve had great success with broad adoption of the NIST Cybersecurity 
Framework, and we see this as providing complementary guidance for 
managing privacy risk,” said Under Secretary of Commerce for Standards 
and Technology and NIST Director Walter G. Copan.  
 
“The development of a privacy framework through an open process of 
stakeholder engagement is intended to deliver practical tools that allow 
continued U.S. innovation, together with stronger privacy protections.” 
 
The envisioned privacy framework (https://www.nist.gov/privacy-
framework) will provide an enterprise-level approach that helps 
organizations prioritize strategies for flexible and effective privacy 
protection solutions so that individuals can enjoy the benefits of innovative 
technologies with greater confidence and trust. 
 
Parallel with this effort, Commerce’s National Telecommunications and 
Information Administration is developing a domestic legal and policy 
approach for consumer privacy in coordination with the department’s 
International Trade Administration to ensure consistency with 
international policy objectives. 
 
To collect input from stakeholders, NIST will kick off the effort with a 
public workshop on Oct. 16, 2018, in Austin, Texas—in conjunction with 

https://www.nist.gov/privacy-framework
https://www.nist.gov/privacy-framework
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the International Association of Privacy Professionals’ Privacy. Security. 
Risk. 2018 conference. 
 
Good cybersecurity practices are central to managing privacy risk but are 
not sufficient. According to NIST's description of the new project, 
organizations need access to additional tools to better address the full 
scope of privacy risk. 
 
“Consumers’ privacy expectations are evolving at the same time that there 
are multiplying visions inside and outside the U.S. about how to address 
privacy challenges,” said NIST Senior Privacy Policy Advisor and lead for 
the project, Naomi Lefkovitz.  
 
“NIST’s goal is to develop a framework that will bridge the gaps between 
privacy professionals and senior executives so that organizations can 
respond effectively to these challenges without stifling innovation.” 
 
The Austin public workshop is the first in a series planned to collect 
current practices, challenges and needs in managing privacy risks in ways 
that go beyond common cybersecurity practices. 
 
Over the coming year, through these workshops and other outreach efforts, 
said Lefkovitz, “we want to gather the best ideas from many stakeholders 
so that the privacy framework tool we develop is useful and effective for a 
wide range of organizations.” 
 
NIST has also posted an overview of the development schedule for this 
framework. To learn more, and to register for the Austin public workshop, 
visit the event website by Oct. 9, 2018. 
 
The workshop will be recorded and shared on the Privacy Framework 
website. 
 
NIST promotes U.S. innovation and industrial competitiveness by 
advancing measurement science, standards and technology in ways that 
enhance economic security and improve our quality of life.  
 
NIST is a non-regulatory agency of the U.S. Department of Commerce. To 
learn more about NIST, visit www.nist.gov. 
 
To read more: 
https://www.nist.gov/privacy-framework 
 

 
 

http://www.nist.gov/
https://www.nist.gov/privacy-framework
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The relationship between monetary and macroprudential 
policies - black and white or shades of grey? 
Dinner speech by Dr Jens Weidmann, President of the Deutsche 
Bundesbank and Chairman of the Board of Directors of the Bank for 
International Settlements, at the Annual Meeting of the Central Bank 
Research Association, Frankfurt am Main. 
 

 
 

1 Introduction 
 
Ladies and gentlemen 
 
The Bundesbank is honoured to have organised this evening’s dinner. And 
for me, it’s a great pleasure to be here with you at the Annual Meeting of 
the Central Bank Research Association, or CEBRA for short. 
 
CEBRA is a fine example of the art of the acronym. If you think about 
central bankers, I dare say creativity won’t exactly be the first quality that 
springs to mind. But coining new acronyms does appear to be one 
discipline that really gets central bankers’ creative juices flowing.  
 
We also came up with CAMELS, which stands for capital adequacy, asset 
quality, management, earnings, liquidity, and sensitivity to market risk.  
 
However, our acronyms are not just confined to hoofed animals. There is 
TARGET, of course. And we have ART, for alternative risk transfer; CAR, 
for capital adequacy ratio; and CEIOPS, which is short for Committee of 
European Insurance and Occupational Pensions Supervisors and has a 
certain pyramid ring to it. 
 
Examples of contrived acronyms abound: they have been intentionally 
designed to convey a positive connotation or double meaning. In the case 
of CEBRA, one naturally thinks of those wild animals that are closely 
related to horses and populate Africa’s grasslands and savannahs. With 
their distinctive black and white stripes, zebra are a snappy image for the 
academic dialogue and discourse which we cherish at conferences such as 



P a g e  | 34 

________________________________________________________________________ 
International Association of Hedge Funds Professionals (IAHFP)                                                                                                       

this. But zebra are also known for forming large herds and intermingling 
with other mammals, especially with wildebeest, which are also known as 
gnus. Both species subsist on grasses, and you might think that they 
compete for food. So how come they graze peacefully in mixed herds? 
What’s behind their special relationship? 
 
This was a long run-up, but it does lead to one of the key issues addressed 
at this year’s meeting: What’s behind the special relationship between 
monetary and macroprudential policies? What are the linkages between 
monetary policy and financial stability, and what follows from there? 
 

2 Monetary policy and financial stability 
 
Questions like these are a focal point of the Bundesbank’s research. Under 
the patronage of Markus Brunnermeier and Eric Leeper, and in tandem 
with Sweden’s Riksbank, the Bank of Canada and the Federal Reserve Bank 
of New York, the Bundesbank established the Trinity research network, as 
it is known, to investigate issues surrounding the interplay between 
macroeconomic policies. 
 
When it comes to monetary policy and financial stability, there is now a 
substantial body of evidence which suggests that monetary policy affects 
economic agents’ willingness to take on risk. 
 
By lowering risk-free interest rates, monetary policymakers raise the 
attractiveness of riskier financial assets. With investors searching for yield 
or simply rebalancing their portfolios, prices of risky assets then also 
increase. 
 
This shows up in the data on investment decisions. Even German 
households – typically rather conservative in their choice of financial assets 
– have been seeking out potentially more lucrative, but also riskier options 
such as shares and mutual funds.  
 
According to Bundesbank data, equity and investment fund purchases by 
households made up more than 25% of all their financial investments in 
2017; four years earlier, this share had been a meagre 6%. 
 
Equities and investment fund shares did indeed still contribute to a 
positive real portfolio return for German households in recent years. 
However, due to the weak performance of capital markets in the first 
quarter of this year, their contribution has virtually vanished. 
Consequently, the total real return of households turned negative, as the 
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Bundesbank has just highlighted in its August Monthly Report published 
today. 
 
Moreover, mutual fund managers have been increasing the duration and 
credit risk of their bond portfolios in response to low rates. In a recent 
paper, Emanuel Mönch and his co-authors examine bond holdings of more 
than 4,500 German retail and institutional investment funds. They find 
reach for yield in response to low rates to be pervasive and also document a 
persistent feedback of funds’ buying pressures to bond prices. 
 
Given such evidence, it seems plausible that the comparatively high 
valuations in some asset markets in the euro area are being driven, in part, 
by the low level of policy rates. 
 
To some extent, the impact of monetary policy on risk taking is not a mere 
side-effect. In their efforts to stimulate the economy, central bankers are 
also pinning their hopes on the portfolio rebalancing channel. 
 
But monetary policy also affects the propensity of banks to assume risks in 
another, unintended way: the more protection is provided against potential 
risks, and the clearer the prospect of easy funding if push comes to shove, 
the less wary banks might be of taking on excessive risk.  
 
Economists like Raghuram Rajan and Jean Tirole, to name but two, argue 
compellingly that the prospect of readily provided central bank funding in 
case of a financial downturn constitutes a powerful incentive for banks to 
take on greater risks. 
 
There can be little doubt, then, that monetary policy is able to influence 
financial stability. What follows from that? Should financial stability 
become an additional objective of monetary policy? Maybe even on a par 
with price stability? To me, this would be a perilous proposition. For one 
thing, aiming for more than one objective risks complicating 
communication with the general public, thereby jeopardising 
accountability. 
 
Financial stability poses even greater challenges in this regard, as it is a 
multi-faceted concept. Price stability is typically specified in terms of 
changes in a consumer price index and a time frame. But financial stability 
cannot be boiled down into a single indicator in the same way.  
 
Financial stability is therefore often described, very broadly, as a state in 
which the financial system performs its functions for the real economy 
properly. As Otmar Issing once observed: "Defining financial stability is as 
difficult as it is important." 
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But if an objective cannot be effectively measured, confidence in actions 
taken towards this objective will naturally be limited. In other words, the 
credibility of monetary policy could be undermined if tasked with financial 
stability. 
 
What is more, a multitude of objectives might force monetary policy into 
unfavourable trade-offs. It risks exposing monetary policy to greater 
political pressure, and more besides. 
 
By generating higher inflation, monetary policy could lower the real level of 
debt and thereby mitigate financial imbalances after their build-up. Thus, 
if monetary policy has been tasked with aiming for both price stability and 
financial stability, a time-inconsistency problem can arise. As Kenichi Ueda 
and Fabían Valencia have highlighted, such a central bank may have an 
incentive to deviate from the socially optimal inflation ex post. 
 

3 The role of macroprudential policy and monetary analysis 
 
Taking on financial stability as an additional objective for monetary policy 
would likely do more harm than good. Nevertheless, central banks can play 
a productive role in safeguarding financial stability. It certainly makes 
sense to harness central banks’ high level of expertise with regard to 
financial stability risks.  
 
However, the "weapon of choice" for combatting these risks is not 
monetary policy – it is macroprudential policy. In his first speech as a 
Governor at the Federal Reserve Board, Ben Bernanke demanded: "Use the 
right tool for the job." 
 
To stretch the analogy with the African fauna further, this is something we 
could compare to the feeding habits of zebra and wildebeest. They graze 
alongside each other, of course, but they actually feed from different grass 
heights, with zebra preferring taller grass and wildebeest focusing on short 
grass. Researchers have attributed this selection to anatomic differences in 
mouth dimensions. 
 
In a similar vein, macroprudential instruments can be used in a far more 
targeted way than monetary policy. They cut the grass at a different level, 
so to speak. This is of particular use with respect to the euro area. 
Macroprudential tools can be employed at the level of member countries to 
combat problematic developments in national financial systems – 
developments that cannot be counteracted by the single monetary policy. 
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One of the instruments to address exuberance in the financial system are 
countercyclical capital buffers. Moreover, as real estate markets have 
underscored their destabilising potential during the last crisis, many tools 
are geared explicitly towards this market. Caps on the loan-to-value or 
debt-to-income ratios are two examples of instruments that allow for a 
tempering of the demand for mortgages. 
 
However, if we are to deploy these new policy instruments, we need to gain 
a better understanding of how they affect macroeconomic performance and 
interact with monetary policy. A forthcoming Bundesbank discussion 
paper points out the danger of "financial dominance".  
 
Within a DSGE model, Vivien Lewis and Markus Roth demonstrate that, if 
macroprudential policy is too lax, monetary policy may be forced to do the 
job by driving inflation above its price stability target and reducing the real 
burden of private debt. 
 
Thus a stringent macroprudential reaction to financial stability risks is also 
a means to protect monetary policy. To ascertain when we should adjust 
macroprudential tools, and by how much, we need to know how effective 
these tools are, and whether the transmission channel is subject to lags. So 
far, there is limited empirical evidence to guide us. 
 
Although it is certainly reasonable to harness central bank information in 
assessing financial stability risks, the final decision on the use of 
macroprudential instruments does not need to be made by central banks as 
well. Germany is a case in point here.  
 
While the Bundesbank provides an assessment, it is the government that 
ultimately decides whether and how macroprudential measures are 
employed.  
 
Central bank analysis is brought to fruition, but a different decision-
making body provides an extra layer of insurance that monetary policy 
does not get mired in a potential conflict between price stability and 
financial stability goals. 
 
But given the uncertainty about the effectiveness of macroprudential tools, 
should monetary policy remain completely passive if financial imbalances 
were to build up? In my view, this would be a mistake. As we have 
witnessed, financial crises have a considerable impact on macroeconomic 
outcomes and, ultimately, central banks’ ability to guarantee price stability. 
 
During the recession of 2008-09, real GDP in the US decreased by 4%. The 
unemployment rate peaked at 10% in October 2009 after a cyclical low of 
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just 4.4% in May 2007. In other words, the number of unemployed persons 
surged by 8.6 million to more than 15 million. Finally, annual inflation, as 
measured by the PCE deflator (the Federal Reserve’s preferred gauge), 
averaged just 1.3% between 2009 and 2017, compared to 2.4% in the 
preceding nine years. 
 
In the long term, price stability and financial stability can complement 
each other. Thus, taking a longer-term perspective on inflation, central 
banks might be compelled to act on the build-up of financial imbalances 
despite having a single objective. 
 
Let us again consider the mixed herds of zebra and wildebeest in Africa. 
Their selection of different grass heights may account for the lack of food 
competition, but it cannot explain their intermingling. However, both 
species face common predators, especially lions.  
 
In this context, evidence suggests that zebra benefit from the presence of 
wildebeest: they spend considerably less time keeping watch for predators 
in a mixed herd than in a zebra-only herd of the same size. This finding 
could be due to the wildebeest’s superior ability to detect predators, as they 
may have better – and complementary – senses of smell and hearing. 
 
In a similar vein, developments in the financial system can provide central 
banks with valuable information. In general, there is ample evidence that 
financial conditions do contain information about future economic activity. 
For instance, Tobias Adrian and his co-authors have shown that downside 
risks to GDP growth increase as financial conditions tighten. 
 
More to the point, the source of financial crises is often related to excessive 
credit growth. Although not every extraordinary credit boom results in a 
full-blown financial crisis, Moritz Schularick and Alan Taylor warn that 
policymakers ignore credit at their peril. 
 
This pattern held up in the last crisis as well. In the euro area, growth of 
credit to the private non-financial sector surged from 6% in 2003 to more 
than 11% in 2007. Broad money growth increased at a similar clip over this 
period. 
 
The ability of credit quantity to help predict future crises therefore shows 
that the second, monetary, pillar of the Eurosystem’s monetary policy 
strategy is still very relevant today. Moreover, as Volker Wieland and 
others have demonstrated, cross-checking economic analysis with 
monetary analysis can be helpful in the context of data uncertainty. 
 

4 Microprudential supervision and regulation 
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A final lesson of the crisis should not be forgotten. Ten years ago almost to 
the day, and just a few weeks before the collapse of Lehman Brothers, 
Chairman Ben Bernanke gave a speech at the Federal Reserve Bank of 
Kansas City's Annual Economic Symposium in Jackson Hole. In his 
comments, he explored ways to reduce systemic risk and suggested a 
broader, system-wide approach for supervisors and regulators. 
 
The establishment of such a macroprudential approach in recent years is a 
major achievement. In interconnected systems, risks can be propagated 
and amplified – this is the famous domino effect. 
 
However, this does not mean that traditional microprudential regulation 
and supervision have lost any of their importance. Quite the opposite is the 
case, in fact. As Edward Lazear has pointed out, not only the domino effect 
was at work during the crisis, but also the "popcorn theory". 
 
When popcorn is heated in a pan, every kernel will eventually pop, 
irrespective of whether the other kernels have already popped or not. The 
heat affects each kernel equally and causes each of them to eventually pop. 
There is no chain reaction taking place.  
 
The reason they pop can be found in the design of the popcorn kernel. The 
kernel is protected by a hard outer shell or hull. Within, water is enclosed. 
Under sufficiently high heat, the water turns into steam, raising the 
pressure inside the kernel. At a temperature of approximately 180 degrees 
Celsius, the pressure becomes strong enough to burst the shell. 
 
We could compare the pressure inside the kernel to financial problems 
building up inside banks, while banks’ capital may be thought to resemble 
the protective hull.  
 
Undercapitalised banks were a salient feature of the pre-crisis financial 
system. Ultimately, they were unable to sufficiently withstand financial 
stress. Fortunately, much has already been done in this regard, thanks to 
Basel III. A rollback of these reforms would therefore make the financial 
system decidedly less safe, in my view. 
 
Nevertheless, we should evaluate the measures agreed upon and consider 
how they interact if we are to achieve the objective of financial stability as 
efficiently as possible.  
 
The G20 post-implementation evaluation, which is being discussed in a 
plenary session at this conference tomorrow, is therefore a necessary 
exercise. Streamlining regulation is important. But at the same time, we 
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must not forget to examine the question of whether we are all the way there 
yet in terms of financial stability, particularly with regard to the crucial 
issue of too-big-too-fail. 

 
5 Conclusion 
 
Ladies and gentlemen 
 
Africa’s large herds of wildebeest and zebra have been monitored for a 
considerable time. In the late 1950s, the long-time director of Frankfurt 
Zoo, Bernhard Grzimek, and his son used a small aircraft to follow and 
count the migrating animals in Serengeti. Fittingly, their plane was painted 
in black and white stripes; it was called "Flying Zebra". To this day, the 
relationships within these herds remain a subject of academic publications. 
 
The recent rise of the macroprudential policy domain only dates back to 
the crisis. Not surprisingly, we have to learn more about the interactions 
with monetary policy. This relationship is a natural topic for CEBRA – 
though it is certainly not a question of black and white. Between 
acknowledging financial stability as an explicit objective of monetary policy 
and disregarding it altogether, there is an intriguing range of shades of 
grey. 
 
I have left plenty of other issues – and acronyms – for us to discuss this 
evening. For now, I suggest we devote our undivided attention to 
"Document Encoding and Structuring Specification for Electronic Recipe 
Transfer", otherwise known as DESSERT. 
 
Thank you for your attention.  
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Social engineering to gain access: SIM swapping 
 

 
 
SIM swapping (also known as ‘SIM splitting’) emerged several years ago 
but is on the increase as mobile phone numbers become more widely used 
as part of security checks.  
 
The scam sees attackers access victims’ texts, calls and other sensitive 
information, including security codes used as part of two-factor 
authentication (2FA). 
 
To be successful, attackers first need personal information, gleaned 
through various forms of phishing, purchasing victims’ details from 
organised crime networks, or by conducting open source research.  
 
Social media sites can also contain sufficient information for attackers to 
masquerade as genuine customers.  
 
Next, the attacker contacts the victim’s mobile phone provider, answers 
basic security questions and convinces the provider to transfer the phone 
number to a new SIM. The attacker (who has the new SIM) then has 
access, while the genuine account owner is blocked.   
 
The attacker may then contact the victim’s bank, posing as the victim and 
claiming to have forgotten a PIN number or other details. The bank will 
usually send a text message containing a new activation code, allowing 
allow the attacker to take funds directly from the bank account.   
 
Most victims will not discover they have been compromised until they are 
unable to make a call or send a text message.  
 
SIM swapping is not new, but, with the increased use of smartphones for 
security checks for Internet banking and other financial transactions, 
incidents will likely be on the increase.  
 
UK banks are aware of SIM swapping and have taken steps to improve 
security after a number of cases in 2016.   
 
Action Fraud, the UK’s National Fraud and Cyber Crime Reporting Centre, 
has previously issued SIM swap fraud warnings and advice on their 
website.  
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The NCSC has recently published its 2FA guidance for individuals. 
 
You may visit: 
https://www.actionfraud.police.uk/news/fraudsters-are-emptying-bank-
accounts-by-diverting-calls-and-text-messages-apr17 
 
https://www.ncsc.gov.uk/guidance/setting-two-factor-authentication-2fa 
 
 
 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

https://www.actionfraud.police.uk/news/fraudsters-are-emptying-bank-accounts-by-diverting-calls-and-text-messages-apr17
https://www.actionfraud.police.uk/news/fraudsters-are-emptying-bank-accounts-by-diverting-calls-and-text-messages-apr17
https://www.ncsc.gov.uk/guidance/setting-two-factor-authentication-2fa
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PCAOB Seeks Public Comment on its Draft Five-Year Strategic 
Plan 
 

 
 
The Public Company Accounting Oversight Board has released a draft of its 
five-year strategic plan, for the first time inviting public comment on its 
areas of strategic focus in fulfilling its mission to protect investors and the 
public interest through high quality audit reports. 
 
After its own careful study and a survey of PCAOB staff and the public, the 
new Board intends to: 
 
- Broaden its approach to driving improvement in the quality of audit 

services and more clearly communicate how it is driving that 
improvement. 

 
- Ensure that its inspections and standard-setting activities are 

responsive to and do not impede technological innovations. 
 
- Engage proactively more often and directly with investors, audit 

committees, and other stakeholders to encourage relevant and timely 
conversations about the quality of audit services. 

 
- Optimize PCAOB operations to more efficiently and effectively use 

resources. 
 
- Reinforce the PCAOB's culture of integrity, excellence, effectiveness, 

collaboration, and accountability. 
 
"This draft strategic plan is the product of significant engagement among 
PCAOB leadership, staff, investors, auditors, audit committee members, 
preparers, academics, and others interested in audit quality," said PCAOB 
Chairman William D. Duhnke. "We are grateful for the thoughtful 
responses we received on the survey, and with this draft, we are continuing 
that important conversation." 
 
The PCAOB Draft Strategic Plan 2018-2022 includes a draft of the 
PCAOB's mission, vision, values, strategic goals and objectives, as well as 
key factors affecting the strategic outlook.  
The strategic plan is designed to align PCAOB programs, operations, and 
activities with its overall mission, goals, and objectives. The PCAOB's 
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strategic plan serves as a roadmap for the organization, as well as the basis 
for its budget each year. Comments are due September 10, 2018, and may 
be submitted by email, postal mail, or through the website. 
 

 
To read more: 
https://pcaobus.org/About/Administration/Documents/Strategic%20Plan
s/Draft-2018-2022.pdf 
 

 
 

 
 
 
 
 

https://pcaobus.org/About/Administration/Documents/Strategic%20Plans/Draft-2018-2022.pdf
https://pcaobus.org/About/Administration/Documents/Strategic%20Plans/Draft-2018-2022.pdf
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PCAOB Five-Year Strategic Plan  
Message from the Chairman 
 

 
 
Each year since 2007, the Public Company Accounting Oversight Board 
has drafted a strategic plan with at least a five-year outlook. Traditionally, 
that plan has been developed and updated through an inward-facing 
process, based on input from the top leadership of our organization. 
 
Like most strategic plans, those plans did not change materially from year 
to year, except as necessary to reflect changes in the external environment 
and the emergence of new opportunities and threats. 
 
While that approach has served the PCAOB in the past, as a Board we 
elected to take a markedly different approach this year. Let me highlight a 
few of the most significant changes to our process, which has been both 
broader and deeper than in past years. 
 
First, the Board decided to reach far beyond our own walls for input. We 
engaged a strategic planning consultant, who hosted an anonymous public 
survey seeking views on our strategic priorities. We received an incredible 
response.  
 
Hundreds weighed in, including dozens of investors, audit committee 
members and directors, academics, foreign audit regulators, auditors, and 
others. Our consultant also engaged more than three dozen external parties 
in a series of one-on-one facilitated interviews, collecting feedback from 
key stakeholders on a non-attribution basis. 
 
Second, we sought feedback from all of our employees, not just our 
leadership, and received incredible insight in response. Our outreach 
revealed thoughtful consideration of the current state of audits and the 
audit profession, the evolving risk landscape, the rapidly changing 
environment in which we operate, and how we can improve our oversight 
activities and operations. 
 
Based on the input we received and our own analysis, we identified the 
following areas of strategic focus: 
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• We must enhance our approach to driving continuous improvement in 
the quality of audit services, and more clearly communicate how we are 
helping to drive that improvement. 
 
• We must be more innovative in our oversight activities — particularly 
with respect to our approach to inspections and standard setting — and at 
the same time prepare for significant market-driven changes in the audit 
profession. 
 
• We must engage more often and more directly with investors, audit 
committees, and our other stakeholders to promote robust and timely 
dialogue regarding the quality of audit services. 
 
• We must optimize our operations and enhance the culture of our 
organization. 
 
The Board welcomes and embraces feedback. We are committed to 
working with those who seek to continuously improve the state of audit 
quality.  
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National Cyber Security Agenda 
A cyber secure Netherlands 
 

 
 
 Security in the digital domain is a top priority for the cabinet. This is why 
we committed to a structural investment of 95 million euros in 
cybersecurity in the coalition agreement.  
 
In recent months, various departments, in close cooperation with parties in 
the public and private sectors, the scientific community and society, have 
been hard at work on an ambitious, government wide National Cyber 
Security Agenda.  
 
As the coordinating Minister for cybersecurity, I am proud to present the 
product of this successful cooperation! 
 
We have formulated seven challenging ambitions which collectively will 
contribute to a secure, digital Netherlands.  
 
What is crucial to all of this is that the Netherlands has adequate digital 
capabilities to detect, mitigate and respond decisively to cyber threats. 
 
Government bodies and private organisations in the Netherlands must 
cooperate on for an effective integrated approach to cybersecurity.  
 
If all parties fulfil their responsibilities and have adequate capabilities and 
resources, then we can react decisively to digital threats. 
 
For the government, this means above all: a strong coordinating role which 
stimulates and creates the necessary preconditions.  
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This is to ensure that the business community and the citizens can shape 
their own digital security and resilience because, after all, they remain 
responsible for this themselves.  
 
If we are to continue to be able to exploit the opportunities of digitalisation 
in the long-term we must be able to securely navigate the digital world.  
 
Cybersecurity is the foundation for all successful entrepreneurship and 
administration and for confidence in the digital domain: this shared 
interest means that we are mutually dependent and share responsibility for 
national security. 
 
Because national borders play hardly any role at all in the digital world, the 
approach will also have to be strongly internationally oriented. The 
Netherlands must therefore also continue to work on strengthening digital 
security at the EU and NATO level. 
 
To read more: 
https://www.enisa.europa.eu/news/member-states/CSAgenda_EN.pdf 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.enisa.europa.eu/news/member-states/CSAgenda_EN.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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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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