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Hedge Funds News, September 2019 
Dear members and friends, 
 
The good news: Hedge funds managers and professionals use 
VPNs for secure communications. They often feel secure 
because of that, and sometimes they are right. 
 
The bad news: Adversaries know that, and they can exploit this false sense 
of security. 
 
According to the National Cyber Security Centre (NCSC) in UK, Popular 
VPNs have been targeted by password stealing hackers. We read:  
 
“Hackers are actively attempting to steal passwords by taking advantage of 
servers that have failed to patch two virtual private network (VPN) 
products. 
 
Users of Fortigate SSL VPN and Pulse Secure are being warned that 
hackers are attempting to steal passwords, as well as encryption keys and 
other sensitive data.  
 
Researchers at the Black Hat security conference in Las Vegas explained 
that the vulnerabilities could be taken advantage of by sending unpatched 
servers web requests that contain a special sequence of characters.  
 
You may visit: https://devco.re/blog/2019/08/09/attacking-ssl-vpn-part-
2-breaking-the-Fortigate-ssl-vpn/. Other vulnerabilities found could also 
allow attackers to remotely execute malicious code and change passwords. 
 
Users of these VPN products should look to install patches for the products 
as soon as possible. However, organisations patching their products are 

http://www.hedge-funds-association.com/
https://devco.re/blog/2019/08/09/attacking-ssl-vpn-part-2-breaking-the-Fortigate-ssl-vpn/
https://devco.re/blog/2019/08/09/attacking-ssl-vpn-part-2-breaking-the-Fortigate-ssl-vpn/
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being told that updating to the latest version could cause service 
disruptions such as downtime of the VPN. 
 
The NCSC always recommends patching products, devices and software 
with the latest security updates. Patching is not a magic bullet, but not 
doing so is the quickest way to undermine your own security. You may 
visit: https://www.ncsc.gov.uk/blog-post/the-problems-with-patching 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.ncsc.gov.uk/blog-post/the-problems-with-patching
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How to improve crisis management in the banking union: a 
European FDIC? 
Fernando Restoy, Chairman, Financial Stability Institute, Bank for 
International Settlements, at the CIRSF Annual International Conference 
2019 on "Financial supervision and financial stability 10 years after the 
crisis: achievements and next steps", Lisbon, Portugal. 
 

 
 

Introduction 
 
Let me first thank the organisers for the invitation to participate in this 
CIRSF Annual Conference. I have agreed with Luis Morais that I will focus 
on the crisis management framework in Europe and possible ways to 
improve it in the light of the experience so far in the banking union. 
 
The creation of the Single Resolution Mechanism (SRM) has been a 
substantive step towards facilitating the orderly resolution of significant 
institutions with minimal or no taxpayer involvement.  
 
Yet experience so far shows that there is still room to improve the current 
framework in order to effectively break the link between banks and 
sovereigns and thereby fully accomplish the objectives of the banking 
union. I will follow a very straightforward scheme in the presentation.  
 
First, I will describe a few relevant (and quite unique) characteristics of the 
bank crisis management framework in the banking union.  
 
Second, I will stress the adverse implications of those singularities for the 
effective management of banking crises in the euro zone.  
 
Third, I will summarise a few options to address the identified weaknesses 
in the current context.  
 
And finally, I will sketch a phased-in approach that could help facilitate a 
gradual establishment of a common framework to deal more effectively 
with crises affecting a wide variety of banks within the euro zone. 
 

Main features of the current regime 
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In the European banking union, unlike in many other jurisdictions, there is 
a clear distinction between a resolution regime and an insolvency regime.  
 
The former is a common regime, articulated around the powers of the 
Single Resolution Board (SRB), which applies the relevant European 
legislation (Bank Resolution and Recovery Directive (BRRD)) in the 
banking union and manages the Single Resolution Fund (SRF).  
 
The resolution regime is applied to all banks that are failing or likely to fail 
and meet a public interest test, which is vaguely defined in European law.  
 
The failing banks that do not meet the public interest test are handled 
through the domestic insolvency regimes. 
 
Any impact of either resolution or liquidation on covered deposits is borne 
by the national deposit guarantee schemes (DGSs) which are funded by 
domestic institutions, with the backstop of national treasuries. 
 
The European resolution framework is particularly restrictive, as it 
introduces constraints on the management of bank failures beyond the 
prescriptions of international standards.  
 
Indeed, it not only substantially constrains any possibility of providing 
public funds to failing institutions but also imposes a minimum amount of 
creditors’ bail-in (8% of total liabilities) as a precondition for the use of 
SRF funds.  
 
In addition, all entities that could eventually be subject to resolution must 
issue a sizeable amount of bailin-able securities (minimum requirement for 
own funds and eligible liabilities (MREL)). 
 
Failing banks that do not satisfy the public interest test are subject to 
insolvency procedures in accordance with the established legal framework 
in their jurisdictions.  
 
As shown in a study that we conducted last year at the Financial Stability 
Institute (FSI) (Baudino et al (2018)), national insolvency regimes vary 
substantially across jurisdictions.  
 
Differences relate to both legal form and content. In particular, while 
regimes are sometimes bank-specific (as in Ireland or Italy), in other 
jurisdictions banks are covered by the ordinary corporate insolvency 
regime (France, Germany, Spain).  
Similarly, in some cases the regime is court-based while in others the 
insolvency is conducted by an administrative authority (Table 1).  
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As for content, the regimes greatly differ in terms of powers allocated to 
different actors (creditors, deposit guarantee funds, regulators), creditor 
hierarchies, tests for entry into insolvency and the possibility of obtaining 
external support. 
 
To read more: https://www.bis.org/speeches/sp190715.pdf 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.bis.org/speeches/sp190715.pdf
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Three priorities for international regulatory and supervisory 
cooperation 
Speech by Dietrich Domanski, Secretary General, Financial Stability Board, 
Eurofi, Helsinki 
 

 
 

Ladies and Gentlemen, 
 
Looking back over the past decade, the G20 reforms coordinated by the 
FSB have made the core of the financial system safer and simpler.  
 
Global systemically important banks now hold €1.2 trillion more capital 
than in 2011. 
 
OTC derivatives markets are more transparent and better collateralised. 
Almost three quarters of USD and EUR interest rate contracts are now 
being cleared via central counterparties. 
 
Importantly, greater resilience has been achieved without negatively 
impacting the overall supply of credit to the real economy, defying 
concerns raised when the reforms were announced. 
 
The FSB is pivoting from post-crisis policy design to reinforcing the 
resilience of the global financial system.  
 
This pivot reflects evolving priorities for international regulatory and 
supervisory cooperation.  
 
Today, I would like to discuss three such priorities that could be 
summarised as the three “I-s”: implementation, integration and 
innovation. 
 

Implementation 
 
The full, timely and consistent implementation of the agreed reforms is a 
precondition for achieving the intended levels of financial resilience.  
 
It is too early to declare the job done. The FSB’s annual report to G20 
Leaders shows that implementation progress remains uneven, both 
across reform areas and across jurisdictions.  
 
Remaining work includes: implementing the final Basel III reforms; 
operationalising resolution plans for cross-border banks and building 
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effective resolution regimes for insurers and central counterparties; 
making OTC derivatives trade reporting more effective; and further 
strengthening the oversight and regulation of nonbank financial 
intermediation. 
 
Ensuring resilience in all these areas is important as vulnerabilities persist 
and in some cases have increased further.  
 
Elevated asset values, high private and public debt, and deteriorating 
credit quality all pose risks.  
 
Since 2010, the share of corporate issuers with the lowest investment grade 
rating has risen from around 14% to 45% in Europe and from 29% to 36% 
in the United States. 
 
There are questions about the extent of financial institutions’ exposures to 
riskier credits, including leveraged loans, but also through collateralised 
loan obligations 
 
To read more: https://www.fsb.org/wp-content/uploads/S130919.pdf 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.fsb.org/wp-content/uploads/S130919.pdf
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Run Lola run! The good, the bad and the ugly of FX market 
fragmentation - and what to do about it 
Andrew Hauser, Executive Director for Markets of the Bank of England, at 
the Tradetech FX 2019, Barcelona. 
 

 
 

Introduction 
 
I wonder if anyone remembers 'Run Lola Run' - a somewhat 'experimental' 
German film from the late 1990s? In it, the lead character runs the streets 
of Berlin, racing against the clock to save her hapless boyfriend Manni 
from a ganglord, whose money Manni has left on a train.  
 
The big idea of the film is that Lola's race is shown in three alternative 
realities.  
 
In the first, she secures some replacement money, but is tragically shot in a 
police standoff.  
 
In the second, she gets the money a different way, and repays the ganglord 
- but Manni gets run over by an ambulance Lola has distracted.  
 
And, in the third, Lola and Manni both secure their own money, leaving 
them quids in after the repayment, and living happily ever after. 
 
What on earth does all this have to do with the FX market? I certainly draw 
no comparison to the handling of ill-gotten gains. But Lola's travails vividly 
illustrate how, in a complex world, you can get very different outcomes - 
good, bad or ugly - from an otherwise identical situation. And that's a 
powerful metaphor for today's FX markets.  
 

The complexity in FX markets lies not in the products themselves, which 
for the most part are relatively simple.  
 
It lies in the structures that have evolved to deliver them, driven by 
extraordinary technological innovation.  
 
For those with the right access and understanding, the multiple sources of 
liquidity, trading venues and execution algorithms available in FX markets 
offer enormous choice, competition and functionality. That’s the ‘good’. 



P a g e  | 9 

International Association of Hedge Funds Professionals (IAHFP)                                                                                                       

But finding your way around such complexity isn’t a cakewalk. Knowledge 
is power – and even quite sophisticated investors need their wits about 
them to benefit from everything the market has to offer. 
 
Complexity also poses new challenges to system-wide stability and 
functioning. And, sadly, it can give rise to new ways to behave 
inappropriately. When any of these go wrong, that gives you the ‘bad’ – 
sometimes even the ‘ugly’. 
 
But my message today is a call to arms, not a cry for despair. As Lola found, 
actions matter – and even modest ones can have big effects. Working 
collectively, there is huge scope for the buyside to improve the value they 
get as individual firms and strengthen the market as a whole.  
 
Today, I want to discuss three specific ways to do that.  
 
First, by demanding clearer and more informative disclosures on the 
services you get from liquidity providers and platforms – including hold 
times, timestamps and reject codes.  
 
Second, by seeking out more effective, robust and independent analytical, 
aggregation and execution tools.  
 
And, third, by signing up to the FX Global Code – where buyside 
representation remains far too thin. 
 
Through these and other actions, it’s time for the buyside to recognise, and 
use, its influence in the FX market to the full. Because you collectively 
control trillions of dollars of assets – and when you have that sort of buying 
power, to quote a rather different Lola from Sarah Vaughan’s 1950s song, 
‘whatever Lola wants, Lola gets’. 
 
To read more: https://www.bis.org/review/r190913a.pdf 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.bis.org/review/r190913a.pdf
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BIS Working Papers, No 811 

Embedded supervision: how to build regulation into blockchain 
finance 
Raphael Auer, Monetary and Economic Department, September 2019 
 

 
 

The spread of distributed ledger technology (DLT) in finance could help to 
improve the efficiency and quality of supervision.  
 
This paper makes the case for embedded supervision, ie a regulatory 
framework that provides for compliance in tokenized markets to be 
automatically monitored by reading the market’s ledger, thus reducing 
the need for firms to actively collect, verify and deliver data.  
 
After sketching out a design for such schemes, the paper explores the 
conditions under which distributed ledger data might be used to monitor 
compliance.  
 
To this end, a decentralised market is modelled that replaces today’s 
intermediary-based verification of legal data with blockchain-enabled data 
credibility based on economic consensus.  
 
The key results set out the conditions under which the market’s economic 
consensus would be strong enough to guarantee that transactions are 
economically final, so that supervisors can trust the distributed ledger’s 
data.  
 
The paper concludes with a discussion of the legislative and operational 
requirements that would promote low-cost supervision and a level playing 
field for small and large firms. 
 
To read more:  

https://www.bis.org/publ/work811.pdf 
 

 
 
 
 
 
 
 
 
 
 

https://www.bis.org/publ/work811.pdf
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Message to the Congress  

Continuing the National Emergency With Respect To Foreign 
Interference In or Undermining Public Confidence In U.S. 
Elections 
 

 
 

Section 202(d) of the National Emergencies Act (50 U.S.C. 1622(d)) 
provides for the automatic termination of a national emergency unless, 
within 90 days before the anniversary date of its declaration, the President 
publishes in the Federal Register and transmits to the Congress a notice 
stating that the emergency is to continue in effect beyond the anniversary 
date.   
 
In accordance with this provision, I have sent to theFederal Register for 
publication the enclosed notice stating that the national emergency with 
respect to the threat of foreign interference in or undermining public 
confidence in United States elections declared in Executive Order 13848 of 
September 12, 2018, is to continue in effect beyond September 12, 2019. 
 
Although there has been no evidence of a foreign power altering the 
outcomes or vote tabulation in any United States election, foreign powers 
have historically sought to exploit America’s free and open political system.   
 
In recent years, the proliferation of digital devices and internet-based 
communications has created significant vulnerabilities and magnified the 
scope and intensity of the threat of foreign interference.  
 
The ability of persons located, in whole or in substantial part, outside the 
United States to interfere in or undermine public confidence in United 
States elections, including through the unauthorized accessing of election 
and campaign infrastructure or the covert distribution of propaganda and 
disinformation, continues to pose an unusual and extraordinary threat to 
the national security and foreign policy of the United States.   
 
Therefore, I have determined that it is necessary to continue the national 
emergency declared in Executive Order 13848 with respect to the threat of 
foreign interference in or undermining public confidence in United States 
elections. 
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DONALD J. TRUMP  
 
More information at: https://www.whitehouse.gov/briefings-
statements/message-congress-continuing-national-emergency-respect-
foreign-interference-undermining-public-confidence-u-s-elections/ 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.whitehouse.gov/briefings-statements/message-congress-continuing-national-emergency-respect-foreign-interference-undermining-public-confidence-u-s-elections/
https://www.whitehouse.gov/briefings-statements/message-congress-continuing-national-emergency-respect-foreign-interference-undermining-public-confidence-u-s-elections/
https://www.whitehouse.gov/briefings-statements/message-congress-continuing-national-emergency-respect-foreign-interference-undermining-public-confidence-u-s-elections/
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51 major CEOs ask for federal privacy law  

The Business Roundtable, a coalition of major CEOs, sent a letter 
to lawmakers 
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Operation reWired  

281 Arrested Worldwide in Coordinated International 
Enforcement Operation Targeting Hundreds of Individuals in 
Business Email Compromise Schemes 
 

 
 

Federal authorities announced a significant coordinated effort to disrupt 
Business Email Compromise (BEC) schemes that are designed to intercept 
and hijack wire transfers from businesses and individuals, including many 
senior citizens.   
 
Operation reWired, a coordinated law enforcement effort by the U.S. 
Department of Justice, U.S. Department of Homeland Security, U.S. 
Department of the Treasury, U.S. Postal Inspection Service, and the U.S. 
Department of State, was conducted over a four-month period, resulting in 
281 arrests in the United States and overseas, including 167 in Nigeria, 18 
in Turkey and 15 in Ghana.   
 
Arrests were also made in France, Italy, Japan, Kenya, Malaysia, and the 
United Kingdom (UK).  The operation also resulted in the seizure of nearly 
$3.7 million. 
 
BEC, also known as “cyber-enabled financial fraud,” is a sophisticated 
scam often targeting employees with access to company finances and 
businesses working with foreign suppliers and/or businesses that regularly 
perform wire transfer payments.   
 
The same criminal organizations that perpetrate BEC also exploit 
individual victims, often real estate purchasers, the elderly, and others, by 
convincing them to make wire transfers to bank accounts controlled by the 
criminals.  
 
This is often accomplished by impersonating a key employee or business 
partner after obtaining access to that person’s email account or sometimes 
done through romance and lottery scams.   
 
BEC scams may involve fraudulent requests for checks rather than wire 
transfers; they may target sensitive information such as personally 
identifiable information (PII) or employee tax records instead of, or in 
addition to, money; and they may not involve an actual “compromise” of an 
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email account or computer network.  Foreign citizens perpetrate many BEC 
scams.   
 
Those individuals are often members of transnational criminal 
organizations, which originated in Nigeria but have spread throughout the 
world. 
 
“The Department of Justice has increased efforts in taking aggressive 
enforcement action against fraudsters who are targeting American citizens 
and their businesses in business email compromise schemes and other 
cyber-enabled financial crimes,” said Deputy Attorney General Jeffrey 
Rosen.   
 
“In this latest four-month operation, we have arrested 74 people in the 
United States and 207 others have been arrested overseas for alleged 
financial fraud. The coordinated efforts with our domestic and 
international law enforcement partners around the world has made these 
most recent actions more successful.  
 
I want to thank the FBI, more than two dozen U.S. Attorney’s Offices, U.S. 
Secret Service, U.S. Postal Inspection Service, Homeland Security 
Investigations, IRS Criminal Investigation, U.S. Department of State’s 
Diplomatic Security Service, our partners in Nigeria, Ghana, Turkey, 
France, Italy, Japan, Kenya, Malaysia, and the UK, and our state and local 
law enforcement partners for all of their hard work to combat these fraud 
schemes and protect the hard-earned assets of our citizens.  Anyone who 
engages in deceptive practices like this should know they will not go 
undetected and will be held accountable.” 
 
“The FBI is working every day to disrupt and dismantle the criminal 
enterprises that target our businesses and our citizens,” said FBI Director 
Christopher A. Wray.   
 
“Cooperation is the backbone to effective law enforcement; without it, we 
aren’t as strong or as agile as we need to be.  Through Operation reWired, 
we’re sending a clear message to the criminals who orchestrate these BEC 
schemes: We’ll keep coming after you, no matter where you are.  And to the 
public, we’ll keep doing whatever we can to protect you.  Reporting 
incidents of BEC and other internet-enabled crimes to the IC3 brings us 
one step closer to the perpetrators.” 
 
“The Secret Service has taken a multi-layered approach to combating 
Business Email Compromise schemes through our Global Investigative 
Operations Center (GIOC),” said U.S. Secret Service Director James M. 
Murray. “Domestically, the GIOC assists Secret Service Field Offices and 
other law enforcement partners with analysis and investigative tactics to 
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enhance the impact of local BEC investigations.  Internationally, the GIOC 
targets and identifies transnational organized crime networks that 
perpetrate these cyber-enabled financial fraud schemes.  Through this 
approach, the Secret Service continues to strive to protect the citizens of 
the United States and our financial infrastructure from these complex 
crimes.” 
 
“Homeland Security Investigations (HSI), together with its law 
enforcement partners, has proven once again, that cyber-enabled financial 
fraud will not be tolerated in the United States,” said Acting Director 
Matthew T. Albence of U.S. Immigration and Customs Enforcement (ICE). 
“Operation reWired sends a clear message to criminals, that no matter how 
or where crimes are committed, we will do everything within our means to 
dismantle criminal enterprises that seek to manipulate U.S. institutions 
and taxpayers.” 
 
“The consequences of this type of fraud scheme are far reaching, affecting 
not only people in the United States, but also across the world,” said Chief 
Postal Inspector Gary Barksdale.  “This investigation is just another 
example of how effective law enforcement agencies can be when they join 
forces.  By working together, we can keep our communities and our 
vulnerable populations safe from financial exploitation.  The U.S. Postal 
Inspection Service is proud to be at the forefront of the fight against fraud 
and Postal Inspectors will continue to adapt to the ever changing landscape 
to stop the scammers and protect our customers.” 
 
“In unraveling this complex, nationwide identity theft and tax fraud 
scheme, we discovered that the conspirators stole more than 250,000 
identities and filed more than 10,000 fraudulent tax returns, attempting to 
receive more than $91 million in refunds,” said Chief Don Fort of IRS 
Criminal Investigation.  “We will continue to work with our international, 
federal and state partners to pursue all those responsible for perpetrating 
this fraud, preying on innocent victims and attempting to cheat the U.S. 
out of millions of dollars.” 
 
“The investigation of these crimes crossed international borders,” said 
Director Todd J. Brown of the U.S. Department of State’s Diplomatic 
Security Service (DSS).  “Today’s charges are another successful example of 
our commitment to working together with both foreign colleagues abroad 
as well as local, state and federal law enforcement partners here at home in 
the pursuit of those who commit cyber-related financial crimes.” 
 
A number of cases involved international criminal organizations that 
defrauded small to large sized businesses, while others involved individual 
victims who transferred high dollar funds or sensitive records in the course 
of business.  The devastating effects these cases have on victims and victim 
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companies affect not only the individual business but also the global 
economy.   
 
According to the Internet Crime Complaint Center (IC3), nearly $1.3 
billion in loss was reported in 2018 from BEC and its variant, Email 
Account Compromise (EAC), nearly twice as much as was reported the 
prior year.  BEC and EAC are prevalent scams and the Justice Department 
along with our partners will continue to aggressively pursue and prosecute 
the perpetrators, including money mules, regardless of where they are 
located.  
 
Money mules may be witting or unwitting accomplices who receive ill-
gotten funds from the victims and then transfer the funds as directed by 
the fraudsters.  The money is wired or sent by check to the money mule 
who then deposits it in his or her own bank account.  Usually the mules 
keep a fraction for “their trouble” and then wire the money as directed by 
the fraudster.   
 
The fraudsters enlist and manipulate the money mules through romance 
scams or “work-at-home” scams, though some money mules are knowing 
co-conspirators who launder the ill-gotten gains for profit.    
 
BEC scams are related to, and often conducted together with, other forms 
of fraud such as: 
 
- “Romance scams,” where victims are lulled into believing they are in a 

legitimate relationship, and are tricked into sending or laundering 
money under the guise of assisting the paramour with an international 
business transaction, a U.S. visit, or some other cover story; 

  
- “Employment opportunities scams,” where victims are convinced to 

provide their PII to apply for work-from-home jobs, and, once “hired” 
and “overpaid” by a bad check, to wire the overpayment to the 
“employer’s” bank before the check bounces; 

  
- “Fraudulent online vehicle sales scams,” where victims are convinced 

they are purchasing a nonexistent vehicle and must pay for it by 
sending the codes of prepaid gift cards in the amount of the agreed 
upon sale price to the “seller;” 

  
- “Rental scams,” where a scammer agrees to rent a property, sends a 

bad check in excess of the agreed upon deposit, and requests the 
overpayment be returned via wire before the check bounces; and 

  
- “Lottery scams,” where victims are convinced they won an international 

lottery but must pay fees or taxes before receiving the payout. 
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Starting in May 2019, this coordinated enforcement action targeted 
hundreds of BEC scammers.  Law enforcement agents executed over 214 
domestic actions including arrests, money mule warning letters, and asset 
seizures and repatriations totaling nearly $3.7 million.  Local and state law 
enforcement partners on FBI task forces across the country, with the 
assistance of multiple District Attorney’s Offices, also arrested alleged 
money mules for their role in defrauding victims.  
 
Among those arrested on federal charges in BEC schemes include: 
 
- Following an investigation led by the FBI’s Chicago Division, Brittney 

Stokes, 27, of Country Club Hills, Illinois, and Kenneth Ninalowo, 40, 
of Chicago, Illinois, were charged in the Northern District of Illinois 
with laundering over $1.5 million from proceeds of BEC scams.  
According to the indictment, a community college and an energy 
company were defrauded into sending approximately $5 million to 
fraudulent bank accounts controlled by the scammers.  Banks were able 
to freeze approximately $3.6 million of the $5 million defrauded in the 
two schemes.  Law enforcement officials seized a 2019 Range Rover 
Velar S from Stokes and approximately $175,909 from Stokes and 
Ninalowo.  

  
- As a result of a joint investigation by the FBI, HSI, and DSS, Opeyemi 

Adeoso, 44, of Dallas, Texas, and Benjamin Ifebajo, 45, of Richardson, 
Texas, were arrested and charged in the Northern District of Texas with 
bank fraud, wire fraud, money laundering, and conspiracy.  Adeoso and 
Ifebajo are alleged to have received and laundered at least $3.4 million.  
In furtherance of their scheme, they are alleged to have assumed 12 
fictitious identities and defrauded 37 victims from across the United 
States. 

  
- As part of a larger investigation by the FBI and the USSS in Miami, 

Yamel Guevara Tamayo, 36, of Miami, Florida, and Yumeydi Govantes, 
39, of Miami, Florida, were charged in the Southern District of Florida 
with laundering more than $950,000 of proceeds of BEC scams.  The 
two individuals were also responsible for recruiting approximately 18 
other individuals to serve as money mules, who laundered proceeds of 
BEC scams for an international money laundering network.  The 
victims of the BEC scams included title companies, corporations, and 
individuals.  The individuals were indicted June 18, 2019 and arrested 
June 20, 2019.  The change of plea for both individuals is scheduled for 
Sept. 16. 

  
- In an investigation by FBI Atlanta, two individuals were charged in the 

Northern District of Georgia for their involvement in a Nigeria-based 
BEC scheme that began with a $3.5 million transfer of funds 



P a g e  | 23 

International Association of Hedge Funds Professionals (IAHFP)                                                                                                       

fraudulently misdirected from a Georgia-based health care provider to 
accounts across the United States.  Two Nigerian nationals, Emmanuel 
Igomu, 35, of Atlanta, Georgia, and Jude Balogun, 29, of San Francisco, 
California, have been arrested on charges of aiding and abetting wire 
fraud for their part in receiving and transmitting monies derived from 
the BEC.  

  
- Following an investigation by the FBI, Cyril Ashu, 34, of Austell, 

Georgia; Ifeanyi Eke, 32, of Sandy Springs, Georgia; Joshua Ikejimba, 
24, of Houston, Texas; and Chinedu Ironuah, 32, of Houston, Texas, 
were charged in the Southern District of New York with one count of 
conspiracy to commit wire fraud and one count of wire fraud for their 
involvement in a Nigeria-based BEC scheme that impacted hundreds of 
victims in the United States, with losses in excess of $10 million.  

 
An indictment is merely an allegation and the defendants are presumed 
innocent until proven guilty beyond a reasonable doubt in a court of law. 
 
The cases were investigated by the FBI, U.S. Secret Service, U.S. Postal 
Inspection Service, ICE’s Homeland Security Investigations (HSI), IRS 
Criminal Investigation and U.S. Department of State’s Diplomatic Security 
Service.  U.S. Attorney’s Offices in the Districts of Arizona; Central, Eastern 
and Southern California; Colorado; Delaware; Southern Florida; Northern 
Georgia; Northern Illinois; Kansas; Eastern Louisiana; Massachusetts; 
Nebraska; Nevada; Southern New York; Middle North Carolina; Northern 
Ohio; Oregon; Northern, Western and Southern Texas; Western 
Tennessee; Eastern Virginia; Eastern Washington, and elsewhere have 
ongoing investigations some of which have resulted in arrests in Nigeria.  
The Justice Department’s Computer Crime and Intellectual Property 
Section, Money Laundering and Asset Recovery Section, and Office of 
International Affairs of the Criminal Division provided assistance.  District 
Attorney’s Offices of Harris County, Texas; Fort Bend County, Texas; and 
Washington County, Arkansas are handling state prosecutions.  
Additionally, private sector partners and the Nigerian Economic and 
Financial Crimes Commission, Ghana Police Service (GPS) and Economic 
and Organized Crime Office (EOCO), Turkish National Police (TNP) Cyber 
Department, Direction Centrale de la Police aux Frontieres (PAF) of 
France, Squadra Mobile Di Caserta and Italian National Police, National 
Police Agency of Japan, Tokyo Metropolitan Police Department (TPMD), 
Royal Malaysian Police, Directorate of Criminal Investigations (DCI) of 
Kenya and the National Crime Agency (NCA), North Wales Police, 
Metropolitan Police Service and Hertfordshire Constabulary of the UK 
provided significant assistance.   
 
This operation serves as a model for international cooperation against 
specific threats that endanger the financial well-being of each member 
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country’s residents.  Deputy Attorney General Rosen expressed gratitude 
for the outstanding efforts of the participating countries, including law 
enforcement actions that were coordinated and executed by the Economic 
and Financial Crimes Commission (EFCC) in Nigeria to curb business 
email compromise schemes that defraud businesses and individuals alike. 
 
The Justice Department’s efforts to confront the growing threat of cyber-
enabled financial fraud led to the formation of the BEC Counteraction 
Group (BCG), which assists U.S. Attorney’s Offices and the Department 
with the coordination of BEC cases and the centralization of related 
expertise.  The BCG facilitates communication and coordination between 
federal prosecutors, serves as a bridge between federal prosecutors and 
federal agents, centralizes and manages institutional knowledge and 
training, and participates in efforts to educate the public about protecting 
themselves and their organizations from BEC scams. 
 
The BCG draws upon the expertise of the following sections within the 
Department’s Criminal Division: the Computer Crime and Intellectual 
Property Section, which regularly investigates and prosecutes cases 
involving computer crimes, including network intrusions; the Fraud 
Section, which manages complex litigation involving sophisticated fraud 
schemes; the Money Laundering and Asset Recovery Section, which brings 
experience in seizing assets obtained through criminal activity; the Office 
of International Affairs, which plays a central role in securing international 
evidence and extradition; and the Organized Crime and Gang Section, 
which contributes strategic guidance in prosecuting complex transnational 
criminal cases. 
 
Operation reWired was funded and coordinated by the FBI and the Justice 
Department’s International Organized Crime Intelligence and Operations 
Center (IOC-2) and follows “Operation Wire Wire,” the first coordinated 
enforcement action targeting hundreds of BEC scammers.  That effort, 
announced in June 2018, resulted in the arrest of 74 individuals, the 
seizure of nearly $2.4 million, and the disruption and recovery of 
approximately $14 million in fraudulent wire transfers. 
 
Victims are encouraged to file a complaint online with the IC3 at 
bec.ic3.gov.  The IC3 staff reviews complaints, looking for patterns or other 
indicators of significant criminal activity, and refers investigative packages 
of complaints to the appropriate law enforcement authorities in a 
particular city or region. The FBI provides a variety of resources relating to 
BEC through the IC3, which can be reached at www.ic3.gov. 
 
For more information on BEC scams, visit: 
https://www.ic3.gov/media/2019/190910.aspx 
 

https://www.ic3.gov/media/2019/190910.aspx
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Keynote Speech at Southeastern Securities Conference 2019 
Steven Peikin, Co-Director, Division of Enforcement, SEC 
 

 
 

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.  
 
So, Labor Day is in now the rearview mirror and for those of us in the 
federal government, the end of the fiscal year is just a few weeks away. That 
makes this a good time to take stock, look back on the work of the Division 
of Enforcement over the past year, and discuss some of our priorities for 
the next year. 
 
Over the next few weeks and months, we at the Commission are going to 
hear a lot of questions about FY 2019, and many of them will relate to the 
Division’s statistics. How many Enforcement actions did the Commission 
bring? What’s the total amount of penalties and disgorgement ordered by 
the Commission or federal district courts? How many individuals did the 
Commission charge? Are the numbers up or down over last year? Why 
didn’t we send anybody to jail? In all seriousness, we actually do get that 
question. 
 
Joking aside, at some level I understand the desire to keep score. We work 
on behalf of the public, and they are entitled to know whether we are doing 
our jobs and how well we are doing. And quantitative metrics do have some 
value as a rough measure of our overall activity level.  
 
But I believe statistics are a poor proxy for the quality and effectiveness of 
our efforts. Indeed, in my view, judging our work primarily through the 
lens of statistics can not only be misleading, but also counterproductive – 
incentivizing the wrong sorts of behaviors. 
 
To assess whether we in the SEC’s Division of Enforcement are effective in 
accomplishing the Commission’s mission, my co-Director Stephanie 
Avakian and I have emphasized the importance of a different, more 
qualitative, set of questions: 
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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 discuss some of what we have done this past year 
with an emphasis on three of these questions – how effectively are we 
protecting retail investors, how efficiently are we leveraging Division 
resources, and what are we doing to keep up with technological changes.  
 
To get down to specifics in these areas, I’m going to focus on three projects 
the Division has undertaken under Chairman Clayton, all of which bore 
significant fruit this past year. I will also speak briefly about some priorities 
for the coming year. 
 

II. Retail 
 
Under Chairman Clayton, the Commission and the Division have focused 
significant attention on retail investor protection. Retail investors are often 
particularly vulnerable to bad actors in the securities markets, and we’ve 
made protecting them a top priority. 
 
As one component of this effort, in September 2017, the SEC announced 
the formation of a Retail Strategy Task Force.  
 
We established the Task Force with two primary objectives in mind: first, 
to develop data-driven analytic strategies for identifying practices in the 
securities markets that harm retail investors and generating enforcement 
matters in these areas; and second, to collaborate within and beyond the 
SEC on retail investor advocacy and outreach. Each of these objectives 
directly impacts the lives of Main Street investors. 
 
Since its formation, the RSTF has undertaken a number of lead-generation 
initiatives that have led to swift enforcement actions built on the use of 
data analytics. These initiatives involve several key risks to retail investors, 
including: offering fraud; market manipulation; and inadequate 
disclosures concerning fees, expenses and conflicts of interest for managed 
accounts.  
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In partnership with the Division’s Cyber Unit, the Microcap Fraud Task 
Force, and the Division of Corporation Finance’s Digital Asset Working 
Group, the RSTF has launched a lead generation and referral initiative that 
led to trading suspensions in the cryptocurrency and distributed ledger 
technology space. The Retail Strategy Task Force is also developing ways to 
more proactively identify and then aggressively pursue recidivists who 
target the most vulnerable retail investors. 
 
These initiatives remain ongoing, and they have already helped generate 
enforcement actions taken in the past year. For example, we recently 
charged a former New York investment adviser and his daughter with 
conducting a nearly multi-million dollar Ponzi scheme that targeted retail 
investors.  
 
Enforcement used data analytics both to identify victims and to 
successfully locate assets in brokerage and bank accounts controlled by the 
defendants, which should assist the Commission in returning ill-gotten 
gains to victimized investors. 
 
To achieve its investor-education mission, the RSTF collaborates closely 
with the Commission’s Office of Investor Education and Advocacy on 
investor outreach.  
 
That messaging is focused on increasing investor awareness about common 
investment frauds in the marketplace and red flags that everyday investors 
should look out for when making investment decisions. 
 
This year, the SEC announced two new initiatives to build on its ongoing 
efforts to protect retail investors: The Teachers’ Initiative and the Military 
Service Members’ Initiative.  
 
The initiatives are focusing additional resources on educating teachers, 
veterans, and active duty military personnel on savings and investment, 
investment fees and expenses, retirement programs specific to educators 
and service members, and the red flags of investment fraud.  
 
The Commission recognizes that teachers, active duty military, and 
veterans provide a tremendous service to our country, often at great 
personal and financial sacrifice to themselves and their families, yet they 
are often targeted and fall victim to securities fraud and other misconduct.  
 
We have several ongoing investigations in this space. And when we find 
instances where teachers, veterans, and service members have been 
targeted or victimized by fraudsters, you can expect we will spare no 
resource in pursuing appropriate enforcement action. 
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I should say one more thing about our focus on retail investor protection. I 
reject the premise that we face a binary choice between protecting Main 
Street investors and policing Wall Street. To the contrary, I believe the two 
are complementary.  
 
Retail investors fall victim not only to smaller time Ponzi schemers and 
microcap fraudsters, but also to the misconduct of large financial 
institutions and intermediaries. Our focus on conduct in the mutual fund 
space – which I will turn to in a moment– is one prime example of this. 
 

III. Resource Allocation - Share Class 
 
As with all federal agencies, the Commission’s resources are limited, and so 
are the Division of Enforcement’s. Every case we pursue comes with 
opportunity costs in terms of cases not pursued.  
 
On an annual basis, the Commission receives some 20,000 tips, 
complaints, and referrals, some 4,000 of which come through our 
whistleblower program.  
 
So when we choose to work on one matter, we are necessarily forgoing the 
chance to work on another. And this situation is exacerbated by the fact 
that we are just now emerging from a two-and-a-half year hiring freeze that 
has resulted in a decline in our overall enforcement resources. 
 
For this reason, we are constantly looking at ways to leverage our efforts. 
Which brings me to the second project I’d like to talk about today: The 
Share Class Selection Disclosure Initiative. The Share Class Initiative is a 
self-reporting program that seeks to protect investment advisory clients 
from undisclosed conflicts of interest and to return money to investors.  
 
The initiative arises from the fact that mutual funds often have different 
classes of shares – some of which may carry fees that are shared with the 
adviser or its affiliates, while other classes have no fee or provide for a 
waiver of the fee. The classes are for the same exact investment, except the 
fee reduces the investor’s return.  
 
If an investment adviser recommends a fee-paying share class when an 
identical no-fee class is available, the adviser may have a conflict of interest 
that must be disclosed. Stated differently, the adviser will typically need to 
tell its client that it is recommending a share class that will result in the 
client paying a fee in which the adviser or its affiliates share, when the 
same exact investment is available without the fee. 
 
Going back to 2015, the Commission has brought cases against advisers for 
failing to disclose this conflict of interest. Yet the Commission’s 
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examination staff continued to identify this non-disclosure issue in their 
examinations of investment advisers. Rather than continue to play a game 
of whack-a-mole, the Division came up with the idea for a self-reporting 
initiative. 
 
As announced, settlement terms for eligible advisers that have participated 
in the Initiative have included, among other things, standardized statutory 
charges, cease-and-desist orders, disgorgement to harmed clients of ill-
gotten gains with prejudgment interest, but no penalty.  
 
To prevent further violations by participating advisers, Share Class 
Initiative settlements also include either an acknowledgment that the 
adviser has voluntarily taken certain remedial steps, or an undertaking 
requiring that the adviser take those steps within 30 days of the SEC’s 
order against the adviser.  
 
By structuring the Initiative to facilitate and incentivize self-reporting, we 
hoped to efficiently leverage Commission resources and expertise in ways 
that would remedy the past misconduct and also take meaningful steps to 
prevent future similar violations throughout the adviser industry. 
 
I think the results speak for themselves. This past March, barely a year 
after Enforcement first announced the initiative, the Commission 
announced the first set of settled charges, when it filed actions against 79 
investment advisers. Disgorgement ordered in these cases has already 
returned more than $125 million to advisory clients, with a substantial 
majority of the funds going to retail investors. 
 
Those firms that participated in SCSDI have not only paid tens of millions 
back to their harmed clients; they are also aligning their share class 
selection practices and disclosures going forward so that clients can make 
more informed choices about the fees they are willing to pay for advisory 
services. Fees can be a significant drag on investment returns; therefore, 
these improvements will make a real difference for the future returns for 
retail investors. 
 
The lack of a penalty recognizes that the firms self-reported their conduct 
and cooperated with the Commission staff to get to a quick resolution. I 
think this trade off was the right decision in light of the alternative of 
employing our traditional investigative approaches to try to identify each of 
these advisers on our own. For reference, over the twelve months that 
preceded the filing of first orders in the SCSD, we issued separate orders 
against nine advisers for this type of misconduct; those nine investigations 
took an average of just over two years each.  
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So, it likely would have taken years of time from many Division staff to 
investigate and charge the same number of advisers we have charged this 
year under SCSD. 
 
In addition to the significant time and staff resources that SCSD avoided, 
and the related enforcement opportunity costs also averted, the SCSD’s 
efficient approach helped maximize the potential disgorgement ordered to 
be repaid to injured investors in light of the five-year statute of limitations 
for disgorgement under the Supreme Court’s decision Kokesh.  
 
Therefore, we believe the Initiative is a success story for many investors – 
we expect the settling firms to return money to their affected clients on a 
much broader scale, much more quickly, than we could have done if we 
had continued to pursue these investigations in the traditional way. The 
SCSD effectively leveraged the expertise of the agency in crafting an 
efficient approach to remedy a pervasive problem.  
 
Most of the advisory clients harmed by the disclosure practices were retail 
investors, and in just a year’s time, the Commission made significant 
headway in putting money back into their hands while improving the 
quality of firms’ disclosures. 
 

IV. Cyber/Tech 
 
The third ongoing project I want to discuss is the Division’s Cyber Unit. 
The success of the unit, and other significant, ongoing efforts across the 
Division, illustrate how we are adapting to rapid technological changes that 
affect our markets. 
 
I’ve already alluded to one aspect of our response to this change: our use of 
data analytics to generate leads and identify risk areas. In recent years, the 
Division has developed a number of proprietary tools and capabilities for 
analyzing vast quantities of data to identify suspicious patterns.  
 
As I mentioned, these tools have helped develop and strengthen retail-
focused cases such as offering frauds. In the past year, the Commission also 
brought significant insider trading cases that may not have been possible 
without our ability to analyze voluminous amounts of data, including 
trading data and communications metadata. The EDGAR hacking case that 
the Commission brought in January is a perfect example. 
 
In that case, the Commission filed charges against nine defendants—many 
of them overseas—for their alleged roles in a scheme to hack into the SEC’s 
EDGAR system and extract nonpublic information for use in illegal 
trading.  
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This case, which the Division’s Cyber and Market Abuse Units conducted in 
parallel with prosecutors from the U.S. Attorney’s Office for the District of 
New Jersey and Main Justice, required painstaking analysis of numerous 
events in which the defendants allegedly traded during the window 
between when the material nonpublic information was extracted and when 
it was disseminated to the public, and it showcased a number of our 
complex analytic tools and capabilities.  
 
Market and trading specialists, using both proprietary, in-house systems 
and tools from outside vendors, identified suspicious trading in advance of 
more than 150 announcements.  
 
Economists in our Division of Economic Research and Analysis crunched 
the numbers and determined that the odds the defendants would have 
randomly chosen to trade in front of these disparate events ranged from 
less than 7 in 10 million to less than 1 in 1 trillion.  
 
And our IT Forensics Lab analyzed IP addresses that accessed various 
communications and other systems to help flesh out the connections 
among seemingly unrelated participants in the alleged scheme.  
 
This is a type of case that, quite frankly, might not have been possible a few 
years ago due to the geographical dispersal and technological 
sophistication of the perpetrators. 
 
The Cyber Unit, and the Division as a whole, have also continued to focus 
on cybersecurity threats to public companies. Last October, the 
Commission issued an investigative report on “business email 
compromises” in which perpetrators posed as company executives or 
vendors and used emails to dupe company personnel into sending large 
sums to bank accounts controlled by the perpetrators.  
 
That report was based on the Enforcement Division's investigations of nine 
public companies that fell victim to cyber fraud, losing millions of dollars 
in the process. As my Co-Director stated when we issued the report, “[the] 
report emphasizes that all public companies have obligations to maintain 
sufficient internal accounting controls and should consider cyber threats 
when fulfilling those obligations.” 
 
We also continue to work to ensure that public companies’ disclosures 
about cybersecurity and customer data do not include materially 
misleading statements or omissions. That’s why, less than two months ago, 
the Commission filed fraud charges against Facebook for disseminating 
materially misleading statements about the risk of misuses of its 
customers’ data. 
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But technological change does not only affect the systems that public 
companies use to do their business and investors use to access markets; it 
also drives the creation of new products. I’m talking, of course, about 
digital assets. Since late 2017, the Division and the Cyber Unit have 
investigated and recommended a number of cases involving distributed-
ledger technology and digital assets. 
 
Whereas the Cyber Unit’s initial cases in this area focused primarily on 
fraudulent conduct involving so-called “Initial Coin Offerings” (or “ICOs”), 
many of the recent cases focused on non-fraud violations.  
 
For example, since last October, the Commission filed settled proceedings 
against a pair of celebrities who had promoted an ICO without disclosing 
that they were compensated for doing so. These actions taught investors 
the important lesson that Floyd Mayweather and DJ Khaled may not be the 
most trusted people to turn to for investment recommendations. 
 
In a series of cases, the Commission charged issuers of digital assets who 
had failed to register their ICOs with the Commission, and, in a set of 
undertakings agreed to by the token issuers, provided a roadmap for them 
to bring the tokens they had issued into prospective compliance with the 
securities laws. 
 
We believe these cases have had a significant impact, reminding investors 
and ICO issuers alike that if a product is a security, then those who issue it, 
promote it, or provide a platform for buying and selling it must comply 
with the federal securities laws.  
 
The Commission is not opposed to the creation and use of digital assets; 
but whenever new technologies are deployed in ways that violate the 
securities laws, we will continue to enforce those laws. There is no 
“innovators’ carve-out” to our law-enforcement and investor-protection 
mandates. 
 
By now, you may have noticed that the three questions I started with – 
concerning retail investor protection, technological sophistication, and 
leveraging resources – often overlap. The Share Class Initiative efficiently 
leveraged Division resources to the benefit of numerous retail investors; in 
the EDGAR hacking case, we used our new technological capabilities to 
leverage our human resources.  
 
These questions, just like the statistical metrics I discussed at the outset, 
don’t tell the whole story. But I believe that the story they tell for 2019 is 
one of a Division that is working as hard, and as resourcefully, and as 
intelligently as ever, and is having a positive effect for investors. 
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V. FY20 
 
So what’s next for the Division? Well, to some extent more of the same; the 
Retail Strategy Task Force and Cyber Unit remain very active, and the 
Share Class Initiative is ongoing. But we must also continue to cover the 
broad landscape involving the wide variety of cases that I haven’t even 
mentioned today, from accounting fraud to FCPA to valuation cases and 
the like. Our responsibilities are as broad as ever. 
 

VI. Conclusion (Parallel Cases) 
 
Before I close, I want to offer a few thanks. First, I want to thank all of you 
in the audience, the criminal prosecutors, state regulators, and others, who 
work alongside the Division. Many of our biggest and most important cases 
are conducted in parallel with you, and this was certainly true in FY 19. 
One of the best examples of our parallel work is the line of cases growing 
out of the Woodbridge Ponzi scheme.  
 
Starting in late 2017, and continuing through as recently as last month, the 
Commission has filed a series of charges against the alleged perpetrators of 
this scheme, including not only the mastermind behind the fraud, but also 
a series of broker-dealers and other essential participants.  
 
We’ve obtained meaningful relief in these cases, including a significant fair 
fund for harmed investors, and we could not have done so without the 
exemplary coordination between the SEC’s Miami Regional Office, the 
Miami USAO, and the IRS; in addition, regulators from at least seven 
states – including Florida – made valuable contributions that greatly 
enhanced the impact of these cases.  
 
This collaboration between federal and state civil, criminal, and regulatory 
agencies is a model for parallel securities investigations, and I certainly 
hope we see more of the same in FY 20 and beyond. 
 
While I’m on that topic, I’d like to invite all of our colleagues in federal 
criminal law enforcement to a conference we are hosting on October 3 in 
Washington, DC, to talk about coordination and best practices in parallel 
cases. If you are interested, please contact Richard Best or Eric Bustillo for 
details. 
 
And on that note: to our hosts, thank you for inviting me to this event; I 
know this is a very challenging week for many in the southeastern US, and 
I am grateful that you were able to join me. 
 
Thank you for your time today. 
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Update from the Chair of the G7 working group on stablecoins 
Benoît Cœuré, Chair of the CPMI and Member of the Executive Board of 
the ECB, to the G7 Finance Ministers and Central Bank Governors 
Meeting, Chantilly, France. 
 

 
 

Within many countries, existing payment systems generally provide for 
accessible, safe and efficient retail payments for consumers.  
 
Nevertheless, access to payment services needs to improve in many 
regions, and cross-border payments ought to be faster and cheaper.  
 
New technologies have the potential to address these shortcomings and 
deliver greater benefits to users. 
 
Originally envisioned as an accessible and borderless way to pay, crypto-
assets have generally suffered from severe price volatility and limited 
capacity to process transactions compared with existing arrangements.  
 
Consequently, they function primarily as risky investments or a shadowy 
means to pay, and have not achieved a scale that could entail a material 
imprint on the payments and financial system. 
 
The developers of the crypto-assets labelled "stablecoins" seek to reduce 
volatility by anchoring the "coin" to a reference asset (eg a sovereign 
currency) or a basket of assets.  
 
While issuance and usage of stablecoins to date have been limited, a 
number of new stablecoin initiatives backed by large technology companies 
or financial institutions could have the potential for widespread adoption. 
 
A global stablecoin for retail purposes could provide for faster and cheaper 
remittances, spur competition in payment services and thus lower costs, 
and support greater financial inclusion.  
In this regard, stablecoin initiatives highlight the need to step up ongoing 
public and private efforts to upgrade existing payment systems. 
 
However, being a nascent technology, stablecoins are largely untested in a 
real-world environment and on the scale required to run a global payment 
system.  
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Moreover, they give rise to a number of serious risks related to public 
policy priorities including, in particular, anti-money laundering and 
countering the financing of terrorism, as well as consumer and data 
protection, cyber resilience, fair competition and tax compliance. 
 
They could also pose issues related to monetary policy transmission, 
financial stability and the smooth functioning of and public trust in the 
global payment system. 
 
As large technology or financial firms could leverage vast existing customer 
bases to rapidly achieve a global footprint, it is imperative that authorities 
be vigilant in assessing the risks and implications for the global financial 
system.  
 
The G7 working group has discussed stablecoin initiatives and identified 
some key considerations that set a baseline for critical issues to be solved.  
 
Naturally, these comprise only a subset of the considerations necessary to 
address the full range of public policy priorities. 
 
First, stablecoin initiatives must ensure public trust by meeting the highest 
regulatory standards and be subject to prudent supervision and oversight.  
 
This starts with (but is not limited to) all relevant guidance from the 
Financial Action Task Force, as well as the Principles for Financial Market 
Infrastructures (PFMI) issued by the Committee on Payments and Market 
Infrastructures and the International Organization of Securities 
Commissions.  
 
The fundamental concept of "same business, same risks, same rules" 
applies. Regulatory approaches have to be globally consistent, and any gap 
or inconsistency should be identified and addressed. 
 
Second, stablecoin initiatives should demonstrate a sound legal basis, in all 
relevant jurisdictions, to ensure adequate protection and guarantees to all 
stakeholders and users.  
 
At a minimum, issuers of stablecoins should clearly explain the nature of 
the commitment they are making to the holders of their coins and any risks 
involved in owning such assets. 
 
Third, the governance and risk management framework should ensure 
operational and cyber resilience. 
 
Fourth, the management of the assets underlying the arrangement must be 
safe, prudent, transparent and consistent with the nature of obligations to, 
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or reasonable expectations of, coinholders in order to inter alia ensure 
broad market integrity and coinholder confidence in good times and in bad 
times. 
 
Moreover, stablecoins may raise broader issues for the international 
monetary system, in particular if they become a widespread substitute for 
cash and deposits in some economies. 
 
Significant work by stablecoin developers and further engagement with the 
public and authorities will be required before they can expect approval by 
relevant authorities, as the above considerations can only be adequately 
addressed by ensuring transparency and making more detailed 
information available for proper assessment. 
 
The working group stands ready to take forward its work in coordination 
with G7 finance ministries, relevant standard-setting bodies, the G20 and 
the Financial Stability Board. 
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New Auditor's Report 
 

 
 

What was changed? 
 
The new auditing standard retained the pass/fail opinion of the existing 
auditor's report, but made significant changes to the auditor's report, 
including: 
 
- Communication of critical audit matters—matters communicated or 

required to be communicated to the audit committee and that:  
 
(1) relate to accounts or disclosures that are material to the financial 
statements; and  
 
(2) involved especially challenging, subjective, or complex auditor 
judgment. 

 
- Disclosure of auditor tenure—the year in which the auditor began 

serving consecutively as the company's auditor. 
 
- Other improvements to the auditor's report—a statement that the 

auditor is required to be independent, changes to certain standardized 
language in the auditor's report, and changes to the standardized form 
of the auditor's report. 

 

Additional information on the new auditing standard, SEC Action: Release 
No. 34-81916: https://www.sec.gov/rules/pcaob/2017/34-81916.pdf 
 
Auditing Standard: 
https://pcaobus.org/Standards/Auditing/Pages/AS3101.aspx 
 
Adopting Release: 
https://pcaobus.org/Rulemaking/Docket034/2017-001-auditors-report-
final-rule.pdf 
 
Fact Sheet: https://pcaobus.org/News/Releases/Pages/fact-sheet-
auditors-report-standard-adoption-6-1-17.aspx 
 

What are the effective dates? 
Provisions related to the disclosure of audit tenure and other 
improvements to the auditor's report took effect for audits for fiscal years 
ending on or after December 15, 2017. 

https://www.sec.gov/rules/pcaob/2017/34-81916.pdf
https://pcaobus.org/Standards/Auditing/Pages/AS3101.aspx
https://pcaobus.org/Rulemaking/Docket034/2017-001-auditors-report-final-rule.pdf
https://pcaobus.org/Rulemaking/Docket034/2017-001-auditors-report-final-rule.pdf
https://pcaobus.org/News/Releases/Pages/fact-sheet-auditors-report-standard-adoption-6-1-17.aspx
https://pcaobus.org/News/Releases/Pages/fact-sheet-auditors-report-standard-adoption-6-1-17.aspx
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Provisions related to critical audit matters will take effect for audits for 
fiscal years ending on or after June 30, 2019, for large accelerated filers; 
and for fiscal years ending on or after December 15, 2020, for all other 
companies to which the requirements apply.  
 

Why did the PCAOB adopt this standard? 
 
The PCAOB adopted the standard to make the auditor's report more 
relevant to investors and other financial statement users by requiring more 
information about the auditor and the audit. 
 
The communication of critical audit matters arising from the audit is 
intended to inform investors and other financial statement users about 
matters that required especially challenging, subjective, or complex auditor 
judgment, and the response that the auditor had to those matters. 
 
Disclosure of auditor tenure in the auditor's report will make this 
information readily accessible in a timely way for investors who find it 
useful. 
 
The other improvements to the auditor's report are intended to enhance 
the user's understanding of the auditor's role and responsibilities related to 
the audit of the financial statements, make the auditor's report easier to 
read, and provide a consistent format.  
 

How is the PCAOB monitoring the new standard's 
implementation? 
 
We strive to be proactive, accessible, transparent, and clear in our 
communications about the new standard and its implementation.   
 
We are proactively providing information and training directly to auditors.   
 
Our standard-setting professionals are also providing guidance and 
responding to specific questions via telephone or email.   
 
We are engaging with key stakeholders to better understand their 
experiences and any implementation questions that may need to be 
addressed.  
The PCAOB is observing what audit firms are doing to implement the new 
requirements, placing particular emphasis on how they are preparing to 
identify and communicate CAMs.  
 
The staff is working to prevent and detect problems during implementation 
by: 
 



P a g e  | 39 

International Association of Hedge Funds Professionals (IAHFP)                                                                                                       

- Monitoring audit firms through communications with them. 
 
- Promoting compliance through inspections of audit firms. 

 

To read more: https://pcaobus.org/Standards/Implementation-PCAOB-
Standards-rules/Pages/new-auditors-report.aspx#resources 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://pcaobus.org/Standards/Implementation-PCAOB-Standards-rules/Pages/new-auditors-report.aspx#resources
https://pcaobus.org/Standards/Implementation-PCAOB-Standards-rules/Pages/new-auditors-report.aspx#resources
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Waiting for the exit - QT and the Bank of England's long-term 
balance sheet 
Andrew Hauser, Executive Director for Markets of the Bank of England, at 
the European Bank for Reconstruction and Development, and hosted by 
the Association for Financial Markets in Europe (AFME), International 
Swaps and Derivatives Association (ISDA)& International Capital Market 
Association (ICMA), London. 
 

 
 

Introduction 
 
For such an apparently arcane topic, the size and composition of central 
bank balance sheets can provoke passionate reactions. 
 

 
 
‘Too large’, and central banks may find themselves accused of usurping the 
role of financial markets, harming innovation and inducing imprudent 
behaviour; fuzzying the boundary between monetary and fiscal 
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policy, providing a ‘dangerous temptation for … the political class’ 
; or giving unmerited financial rewards to reserves holders. 
 
‘Too small’, and central banks may be criticised for being asleep at the 
wheel at times of crisis; failing to play their part in ensuring an adequate 
supply of risk-free assets in the economy to maintain financial stability 
during peacetime; or hampering the effectiveness of monetary policy 
transmission. 
 

 
 
The Bank of England has found itself on both ends of this debate in the 
past 10-15 years. Before the financial crisis, our balance sheet was modest, 
at 4% of GDP. Since then, and in direct response to the crisis, that figure 
has risen to around 30%: a more than seven-fold increase.  
 
Other regions have seen similar, or in some cases much larger, expansions 
(Chart 1). But by the UK’s own standards this is truly exceptional. You have 
to go back to the end of World War 2 or the early 18th century to find 
anything even approaching the same highs (Chart 2). 
 
To read more: 
https://www.bis.org/review/r190719g.pdf 
 
 
 
 
 

https://www.bis.org/review/r190719g.pdf
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EIOPA’s July 2019 Risk Dashboard shows broadly stable risk 
trends for the European Union insurance sector, with macro and 
market risks now at a high level  
 

 
 

The European Insurance and Occupational Pensions Authority (EIOPA) 
published today its updated Risk Dashboard based on the first quarter 
2019 Solvency II data. 
 
The results show that the risk exposures of the European Union insurance 
sector remain overall stable, with macro and market risks now at a high 
level.  
 
This is due to a further decline in swap rates and lower returns on 
investments in 2018, which put strain on those life insurers offering 
guaranteed rates. 
 

 
 

The low interest rate environment remains a key risk for the insurance 
sector.  
 
Credit risks continue at medium level with broadly stable Credit Default 
Swap (CDS) spreads for government and corporate bonds.  
 
Profitability and solvency risks increased due to lower return on 
investments for life insurers observed in year-end 2018 data.  
Solvency Capital Requirement (SCR) ratios are above 100% for most 
undertakings in the sample even when excluding the impact of the 
transitional measures. 
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Market perceptions were marked by a performance of insurers' stocks 
broadly in line with overall equity markets, while median CDS spreads 
have slightly increased. 
 
No change was observed in insurers' external ratings and rating outlooks. 
 
The report:  https://eiopa.europa.eu/Publications/Standards/EIOPA-BoS-
19-372%20July%202019%20Risk%20Dashboard%20-
%20External%20version.pdf 
 

Background 
 
This Risk Dashboard based on Solvency II data summarises the main risks 
and vulnerabilities in the European Union insurance sector through a set of 
risk indicators of the first quarter of 2019. This data is based on financial 
stability and prudential reporting collected from 96 insurance groups and 
2,868 solo insurance undertakings. 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://eiopa.europa.eu/Publications/Standards/EIOPA-BoS-19-372%20July%202019%20Risk%20Dashboard%20-%20External%20version.pdf
https://eiopa.europa.eu/Publications/Standards/EIOPA-BoS-19-372%20July%202019%20Risk%20Dashboard%20-%20External%20version.pdf
https://eiopa.europa.eu/Publications/Standards/EIOPA-BoS-19-372%20July%202019%20Risk%20Dashboard%20-%20External%20version.pdf
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EIOPA consults on the draft Opinion on the supervision of 
remuneration principles in the insurance and reinsurance sector 
 

 
 

The European Insurance and Occupational Pension Authority (EIOPA) 
launched today a consultation on the draft Opinion on the supervision of 
remuneration principles in the insurance and reinsurance sector. 
 
You may visit: 
https://eiopa.europa.eu/Publications/Consultations/Consultation%20pap
er%20for%20Draft%20Opinion%20on%20Remuneration25-7-2019.pdf 
 
The remuneration principles set out in Article 275 of the European 
Commission Delegated Regulation (EU) 2015/35 are high level and leave 
considerable discretion to the undertakings and supervisory authorities. 
Therefore, divergent practices have emerged across the European Union. 
 
EIOPA's task is to ensure an effective and consistent level of supervision to 
guarantee a similar level of protection for policyholders and beneficiaries at 
the European level. Its goal is to build a common supervisory culture 
through the convergence of national supervisory practice. 
 
Therefore, this draft Opinion addressed to national supervisory authorities 
aims to enhance supervisory convergence by focussing on a set of 
remuneration principles.  
 
It provides guidance on how to challenge the application of the principles 
and focuses on a reduced scope of staff identified as potential higher profile 
risk-takers to promote a proportionate approach.  
 
The Opinion also identifies benchmarks that should trigger the supervisory 
dialogue and should not be seen as hard targets for the practical 
implementation of the remuneration principles. 
 
EIOPA's intention is not to add requirements or to create administrative 
burden.  
 
Risk-based supervision of the remuneration policy means that the national 
supervisory authorities should have a two-dimensional approach when 
assessing the risk: the first dimension being the undertakings' overall risk 
profile and the second dimension being the design of the concrete 

https://eiopa.europa.eu/Publications/Consultations/Consultation%20paper%20for%20Draft%20Opinion%20on%20Remuneration25-7-2019.pdf
https://eiopa.europa.eu/Publications/Consultations/Consultation%20paper%20for%20Draft%20Opinion%20on%20Remuneration25-7-2019.pdf
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remuneration policy which might be identified as being more risky than 
others.  
 
National supervisory authorities may adopt a proportionate and more 
flexible approach in the supervision of the remuneration principles when 
undertakings are categorized as 'low risk'. 
 
Due to the importance of the issue EIOPA is seeking stakeholders' views.  
 

Consultation process 
 
For responding to this consultation please use this link. The deadline for 
submission of feedback is Monday, 30 September 2019 at 23.59 hrs CET. 
 
Unless requested otherwise, all contributions received will be published 
after the deadline for submission. 
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The committed liquidity facility 
Christopher Kent, Assistant Governor (Financial Markets) of the Reserve 
Bank of Australia, to Bloomberg, Sydney. 
 

 
 

I'd like to thank Bloomberg for the opportunity to speak to you about the 
committed liquidity facility (CLF). The CLF has been in place now for 
almost five years. 
 
As we announced in June, after a careful review, the RBA will be adjusting 
the settings of the CLF starting from next year. 
 
Today, I thought it would be helpful to discuss the developments that 
have led us to make these adjustments.  
 
We have also published a detailed article on this on the RBA's website. But 
first, let's review why we needed the CLF in the first place. 
 

Why Do We Need a CLF? 
 
The global financial crisis highlighted how important it is for banks to 
manage their liquidity risk. 
 
During the crisis, many banks overseas faced significant liquidity problems 
having not paid enough attention to their liquidity management in the lead 
up to the crisis. 
 
Following this experience, the Basel Committee on Banking Supervision 
proposed tougher liquidity requirements as part of its broader package of 
reforms, known as the Basel III regulations.  
 
These changes have made the banking system more resilient to periods of 
financial market stress. 
 
One of the key planks of the requirement to increase liquidity of the banks 
was the introduction of the liquidity coverage ratio (LCR).  
The LCR requires banks to have enough high-quality liquid assets 
(HQLA) to cover their estimated net cash outflows during a scenario that 
entails a 30-day period of stress.  
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The idea is that a bank experiencing stress will have enough liquid assets 
that they can use to meet their short-term liquidity needs.  
 
In this way, each bank holds a sufficient amount of HQLA as 
self-insurance against liquidity risk.  
 

 
 

Like all insurance, this comes at a cost. In this case, the cost to each bank is 
incurred because the HQLA earn a lower yield than alternative, less liquid 
assets that the bank could otherwise hold, such as mortgages or business 
loans. 
 
For HQLA securities to be of sufficient quality and liquidity, they should be 
both low risk and actively traded in markets.  
 
In Australia's case, Australian Government Securities (AGS) and securities 
issued by the state and territory borrowing authorities (semis) meet this 
test.  
 
In contrast, there is relatively little trading in other Australian dollar 
securities, such as those issued by foreign agencies (supras), banks and 
securitisation trusts (Graph 1). 
 
To read more: https://www.bis.org/review/r190729d.pdf 

https://www.bis.org/review/r190729d.pdf
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IAIS Embarks on New Strategic Direction 
Global standard-setting body approves its 2020-2024 Strategic Plan and 
Financial Outlook 
 

 
 

With the approval of its 2020-2024 Strategic Plan and Financial Outlook 
(SPFO), the International Association of Insurance Supervisors (IAIS) will 
soon embark on a new strategic direction. 
 
A product of extensive Member and public input over the course of its 18-
month development, this new SPFO sets out the High Level Goals and 
Strategies that will guide the Association in its work for the next five-year 
period beginning 1 January 2020. 
 
Dr. Victoria Saporta, Chair of the IAIS Executive Committee stated: “The 
new strategic plan encapsulates significant changes for the Association, our 
Members as supervisors, but also the global insurance industry and 
policyholders more widely.  
 
While the IAIS maintains its core functions of developing global standards, 
supporting implementation and contributing to global financial stability, 
the period ahead will see a change in emphasis toward applying these 
functions in ways that help our Members proactively respond to a rapidly 
changing global environment driven by technological innovation, shifts in 
consumer behaviour and societal challenges”. 
 
In developing the new SPFO, the IAIS identified a number of trends and 
developments in insurance markets and insurance supervision that are 
likely to impact the Association’s Mission.  
 
These include a host of emerging(ed) policy issues such as FinTech, cyber 
risk, and climate risk, as well as the challenge of sustainable development, 
each with the potential to reshape the business of insurance in the coming 
years.  
 
As the global community of insurance supervisors, the IAIS must continue 
to evolve with these changes. 
 
As Secretary General Jonathan Dixon notes: “Under its current strategic 
plan, the IAIS has made significant progress on its post-crisis reform 
agenda, with the finalisation of the Common Framework for the 
Supervision of Internationally Active Insurance Groups – ComFrame – 
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and a holistic framework for the mitigation of systemic risk in the global 
insurance sector expected before the end of 2019.  
 
Under the new plan, from 2020 onwards, finalisation and implementation 
of agreed reforms remain a critical priority. However, the focus will 
necessarily shift to the next horizon”. 
 
The five High Level Goals, along with the associated Strategies, for the 
2020–2024 period reflect the core functions of developing supervisory 
material, supporting implementation and contributing to financial 
stability, while reframed to reflect the integrated cycle of IAIS activities, the 
changing global context and key strategic themes.  
 
Together, these will guide the work of the Association for the next five 
years. For each High-Level Goal, the plan describes specific operational 
considerations. 
 
To read more: https://iaisweb.org/page/news/press-
releases//file/82553/press-release-iais-embarks-on-new-strategic-
direction 
 
https://www.iaisweb.org/page/about-the-iais/strategic-
plan/file/82533/2020-2024-strategic-plan 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://iaisweb.org/page/news/press-releases/file/82553/press-release-iais-embarks-on-new-strategic-direction
https://iaisweb.org/page/news/press-releases/file/82553/press-release-iais-embarks-on-new-strategic-direction
https://iaisweb.org/page/news/press-releases/file/82553/press-release-iais-embarks-on-new-strategic-direction
https://www.iaisweb.org/page/about-the-iais/strategic-plan/file/82533/2020-2024-strategic-plan
https://www.iaisweb.org/page/about-the-iais/strategic-plan/file/82533/2020-2024-strategic-plan
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BOLSTERING ENISA IN THE EU CYBERSECURITY 
CERTIFICATION FRAMEWORK 
 

 
 

Against the backdrop of the Cybersecurity Act (CSA), ENISA is seeking to 
support the EU Member States and the European Commission in the newly 
defined area of European Union cybersecurity certification.  
 
The purpose of the CSA in this regard is to give a new impetus to the 
industry while meeting policy requirements at Member States’ level.  
 
Under the CSA, the key role reserved for ENISA is to assist in the 
preparation of candidate cybersecurity certification schemes.  
 
In doing so, ENISA needs to interact with both EU Member States (MS) 
and industry stakeholders, to collect opinion and advice to feed into 
candidate schemes.  
 
ENISA looks forward to bolstering its role and contribute further to 
cybersecurity in the EU. 
 

INTRODUCTION 
 
In June 2019, the Cybersecurity Act (hereinafter CSA) entered into force 
with a view to bring together the current cybersecurity certification 
activities and policies across the Member States. 
 
{Regulation (EU) 2019/881 of the European Parliament and of the Council 
of 17 April 2019 on ENISA (the European Union Agency for Cybersecurity) 
and on information and communications technology cybersecurity 
certification and repealing Regulation (EU) No 526/2013 (Cybersecurity 
Act) PE/86/2018/REV/1. Available at: https://eur-
lex.europa.eu/eli/reg/2019/881/oj } 
 
The CSA follows an array of legal instruments that compose the legal 
framework of the Digital Single Market while benefiting from the 
framework on standardisation, laid out by means of Regulation (EU) 
1025/20123, and provisions on conformity assessment, laid out in 
Regulation (EC) 765/20084.  
This paper presents an outline of the evolving role of ENISA with regard to 
the emerging functions and tasks associated with the EU cybersecurity 
certification framework.  

https://eur-lex.europa.eu/eli/reg/2019/881/oj
https://eur-lex.europa.eu/eli/reg/2019/881/oj
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The CSA is a multi-layered regulation that on the one hand addresses the 
updated ENISA mandate and, on the other, lays out the EU cybersecurity 
certification framework.  
 
ENISA is tasked with a new competence, namely to prepare candidate 
cybersecurity certification schemes.  
 
ENISA will also assist the Commission in carrying out certain tasks (e.g. in 
the European Cybersecurity Certification Group (ECCG) and co-chair with 
the Commission the Stakeholder Cybersecurity Certification Group 
(SCCG)). 
 
Thematic application areas likely to be affected by the cybersecurity 
certification provisions of the CSA may include specific ICT products (e.g. 
semiconductors), services (e.g. cloud services) and processes (e.g. 
information security related methods). 
 
To read more: https://www.enisa.europa.eu/publications/bolstering-
enisa-in-the-eu-cybersecurity-certification-framework 
 
 
 
 
 
 

https://www.enisa.europa.eu/publications/bolstering-enisa-in-the-eu-cybersecurity-certification-framework
https://www.enisa.europa.eu/publications/bolstering-enisa-in-the-eu-cybersecurity-certification-framework
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Cleveland, Kondo, and Capital: Remarks before the American 
Chamber of Commerce 
Commissioner Hester M. Peirce, Tokyo, Japan 
 

 
 

It is an honor to be with you today. I have long wanted to visit Japan. 
Indeed, one of the options I explored following college was coming to 
Japan to teach English. Instead I ended up in Austria—not teaching 
English.  
 
My would-have-been students are certainly better off for it, but I am 
pleased to finally have the chance to be here in a learning, rather than 
teaching, capacity.  
 
Before I begin, I must give a standard disclaimer: the views I express today 
are my own views and not necessarily those of the United States Securities 
and Exchange Commission or my fellow Commissioners. 
 
One of the reasons I wanted to become a Commissioner was because I 
believe in the transformative power of the capital markets. Capital markets 
bring people together in joint endeavors to improve society.  
 
The capital markets match people who have new ideas with people who 
have money to invest, and the combination can produce products and 
services that improve everyone’s well-being.  
 
In the process, the lives of the entrepreneur and the investor can markedly 
improve as each enjoys the fruits of her contributions to the project. 
Employees of the enterprise and local communities may also benefit. 
 
I am from Ohio—a state that draws its name from a Native American word 
for “good river.” I was happy to learn, however, that Ohio sounds a lot like 
a Japanese phrase of greeting. That connection is appropriate because 
Ohio and the region within which it sits—the Midwest—are known for their 
congenial people.  
 
Perhaps that is why Honda chose to build a plant in Ohio more than three 
decades ago, although I suspect that the decision to locate in Ohio had 
more to do with Ohio’s rich history as a center of manufacturing.  
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Cleveland, where I grew up, is part of what some people refer to—often 
with derision in their voices—as the Rust Belt. The term is intended to 
convey the aging of the city’s manufacturing base, but the city is still 
vibrant and there is no shame in having been a center of industrial 
production during key years of a nation’s growth.  
 
Historian Naomi Lamoreaux has done extensive work to understand what 
caused Cleveland to be a hotbed of innovation at the turn of the twentieth 
century. 
 
The Cleveland story was not one of government plans and grants, but of 
bright minds congregating together, inspiring one another, and financing 
one another. Lamoreaux and her coauthors explain: 
 
the networks that formed around innovative firms like Brush Electric and 
White Sewing Machine became engines of local economic development. 
They encouraged the geographic concentration both of technological 
creativity and of venture capital.  
 
They also matched inventors who had promising ideas with business 
people who possessed the managerial skills needed to transform these 
ideas into productive enterprises. 
 
Had they been born one hundred years earlier, Silicon Valley’s 
entrepreneurs would all have been living in Cleveland. 
 
I daydream about having these innovation networks spring up organically 
all over the country and the world to unleash the talents of the next 
generation of entrepreneurs and invigorate the communities in which they 
are located. As a government official, I spend a lot of time thinking about 
what the government can do toward this end.  
 
Government’s role, as I see it, is not deciding where or how innovation 
takes place, but rather laying the groundwork within which healthy capital 
formation happens spontaneously as people think, produce, and interact 
with one another.  
 
That groundwork consists of a predictable, efficient, evenly applied set of 
rules within which individuals and the companies they form can enter into 
the mutually beneficial arrangements that allow capital to be put to 
productive use.  
 
Government does not need to be the innovator or guide the hands of the 
people who have the ideas or the money that generate innovation. In 
setting and enforcing consistent, clear, and considered rules, the 
government plays the only role it needs to. 
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Indeed, when government attempts to step in to the process of innovation 
or the process of capital allocation, it runs the risk of ruining the whole 
effort. Innovators and entrepreneurs get rewarded when they make things 
people need or want, so they instinctively respond to the needs of society.  
 
Government, by contrast, gives people what it thinks they need and want 
regardless of whether they actually need and want those things, and the 
mechanisms for notifying the government that it missed the mark are 
imprecise, slow, and of limited effect.  
 
When government asserts itself into the capital allocation process, the 
results are not any better because once again the feedback mechanism is 
simply inferior to the market’s accountability mechanism.  
 
Government allocates capital to politically expedient projects or projects 
that make the allocating bureaucrats happy, rather than to projects that 
would make society happier and better off. 
 
I became a Commissioner about a year and a half ago, well into my 
agency’s long history. As one would expect from a government agency that 
was born in the 1930s, we have written lots of rules.  
 
One can learn much about America’s government regulators by watching 
American television. There are multiple TV shows about people who hoard 
things in their homes.  
 
These people, many of whom feel powerless to stop, collect masses of 
things over time. After watching a few episodes, some of us may feel better 
about our own clutter by thinking that, in relative terms, our heaps of junk 
are not so bad. Others of us react in the opposite way—we go on wild 
binges of throwing things out. 
 
Some wise counsel imported from Japan has been extremely helpful in this 
regard. Marie Kondo has made a brisk business of showing the rest of us 
how to pare back our possessions and improve our dispositions.  
 
Marie Kondo enjoyed a high point of popularity in Washington, DC during 
the government shutdown at the beginning of the year, which forced many 
government employees to stay home and legally prohibited them from 
doing their jobs. 
 
After a few days of sleeping late and going to matinees in the movie theater, 
many furloughed workers turned to Marie Kondo for inspiration about how 
to spend their time away from the office. As a result, by shutdown’s end, 
closets had never been so clean and thrift stores in the Washington, DC 
area had never been so full. 
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What does all of this house cluttering and cleaning have to do with 
government? Just as an old person who has lived in a house for decades 
collects lots of stuff and has trouble throwing out the pieces that have 
served their purpose well but are now just in the way, a regulatory agency 
that has been around for decades collects lots of rules and, rather 
comfortable with the dusty volumes lying around, resists throwing out the 
ones that no longer serve a valid purpose.  
 
The rules that objective observers see as unnecessary and standing in the 
way of progress, the regulators see as worth preserving because they once 
had value and might come in handy again. Just as I pitifully mutter to 
myself, “You just never know when I might need the three broken vacuum 
cleaners cluttering my closet,” we regulators reflexively say, “You just never 
know when we might need that rule!” 
 
Once again, an export of Japanese wisdom should help to inspire 
decluttering. I am not speaking of Marie Kondo as we might have too few 
rules if we retained only the ones that “spark joy.” Instead, let us look for 
inspiration to former Financial Services Agency Commissioner Nobuchika 
Mori. He made the point in a speech four years ago that it is always 
important to keep in mind that one goal of financial regulation is “to enable 
the financial system to contribute to economic growth.” 
 
In the midst of post-crisis financial stability regulatory efforts, 
Commissioner Mori issued a timely call for regulatory prudence: 
 
The production lines of the regulation factories have been significantly 
expanded after the global financial crisis. . . . Might it not be the case that 
factories and production lines have gained their own momentum and that 
even leaders’ instructions cannot slow them down? 
 
Of course, each new proposal is well intended, has good justifications, and 
is persuasive enough to convince people of its contribution to financial 
stability. However, if dozens of specialized doctors surround a patient and 
inject different strong medicines for every symptom, what would be the 
combined effects on the patient? 
 
SEC Chairman Jay Clayton has made it a hallmark of his tenure to look at 
the SEC’s rulebook with an objective and practical eye.  
He recognizes that we cannot afford to nostalgically hang on to the rules of 
the past with the interpretive dust that has accumulated on them.  
 
Some of the phenomena that signal potentially unhealthy regulatory 
hoarding are the declining number of public companies, the difficulties 
that smaller entities face in competing in our markets, the inability of 
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certain rules to accommodate modern technologies, and the fragmentation 
of international markets.  
 
Chairman Clayton has therefore led the agency in an effort to take a closer 
look at our rules. 
 
Sometimes, we take a look at a rule, find that it is functioning perfectly 
well, and therefore leave it untouched; replacing old rules that are working 
well with modern substitutes would be foolish.  
 
In other instances, a rule might be functioning relatively well, but a few 
tweaks and a fresh coat of interpretive paint could make it work better in 
the modern marketplace.  
 
Sometimes a rule does not work anymore, but the problem it was designed 
to solve persists, so a new rule more attuned to the realities of the modern 
marketplace is necessary.  
 
In yet other instances, removing the rule altogether would free up the 
resources and time of regulated entities without compromising investor 
protection or market functioning.  
 
As we engage in regulatory housekeeping, we have to take care not to add 
to the regulatory burden by adopting new requirements that do not solve a 
real problem.  
 
After all, a person who undertakes the substantial effort to rid his house of 
junk ought not go out and buy a new set of junk to take the place of the 
discarded items.  
 
New rules are sometimes necessary, of course, and some of our recent 
initiatives have included new requirements. I would like to take you 
through some areas in which we are making changes or contemplating 
changes to our rules and some areas where I would like us not to change. 
 
The regulation of public companies is a part of our jurisdiction that is 
crying out for reform. We have seen the trend of companies waiting longer 
to go public and have been asking ourselves what we can do to encourage 
companies to go public earlier and to remain public. We want to ensure 
that retail investors can participate in the growth of these companies.  
 
There are a number of reasons that companies might choose not to go 
public. For small companies, the Sarbanes-Oxley requirement that auditors 
attest to the effectiveness of the company’s internal controls has been 
particularly painful as it requires companies to spend scarce investor funds 
on assurance that many investors simply do not want at that stage of the 
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company’s life. Accordingly, we recently proposed to eliminate this 
requirement for certain pre-revenue companies. 
 
One supportive commenter, the Biotechnology Innovation Organization, 
noted that “[t]he low market demand for voluntary 404(b) compliance is a 
clear sign that investors would prefer that our companies instead focus on 
science rather than costly and unnecessary compliance.” 
 
We have undertaken other efforts to cut unnecessary costs, while ensuring 
that investors nevertheless get information they need and on which they 
can rely.  
 
These modernization measures include a proposal to streamline “the 
disclosure requirements for financial statements relating to acquisitions 
and dispositions of businesses,” a statutorily-mandated proposal to allow 
closed-end funds “to use the securities offering rules that are already 
available to operating companies,” a proposal to allow all issuers to “test 
the waters” by “communicat[ing] with potential investors to gauge their 
interest in a contemplated registered securities offering, amendments to 
simplify the financial disclosure requirements for guarantors and issuers of 
guaranteed securities, revisions to certain unworkable provisions of the 
auditor independence requirements, a rulemaking to eliminate or simplify 
certain reporting requirements under Regulation S-K, expanded the pool of 
companies that can use Regulation A to raise funds, modernized our 
outdated mining disclosure requirements, and expanded the number of 
companies that count as smaller reporting companies and thus are subject 
to reduced requirements. 
 
Some of these changes may sound small as I rattle them off in a list, and I 
would have liked some of them to go further. Many commenters, however, 
have welcomed these changes and the spirit in which they come—namely, 
in the words of one commenter on the guarantor rule: 
 
creat[ing] an improved disclosure framework for both investors and 
registrants, better aligning disclosure requirements with the information 
that . . . investors consider meaningful in making an investment decision 
and streamlining required disclosure to be clearer and more concise, while 
meaningfully reducing the burden on registrants and allowing registrants 
to focus resources on disclosures that are material to their particular facts 
and circumstances. 
 
In addition to looking at what we can do to reduce the burden for public 
companies, we are looking at ways to streamline our exemptions from 
registration with an eye toward keeping capital flowing at all stages of a 
deserving company’s development.  
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Earlier this summer, we issued a comprehensive concept release looking at 
a wide range of issues ranging from accredited investors to crowdfunding 
to private placements. 
 
As we explained, “the scope of exempt offerings has evolved over time 
through Commission rules and legislative changes,” which has resulted in a 
tangled framework that is difficult for small companies to wade through. 
 
The second big area of regulatory reform is our regulation that relates to 
the provision of financial services to retail investors. One major initiative in 
this area, which we completed earlier this summer, is a package of rules 
related to the provision of investment advice to retail clients.  
 
The rulemaking came in response to a concern that clients receiving 
investment advice from broker-dealers were not protected by a clear, 
sufficiently strong standard of care.  
 
We not only adopted a new standard to ensure that broker-dealers not put 
their interests ahead of those of their clients, but we also spelled out the 
broad outlines of the fiduciary standard for investment advisers, and 
adopted a simple disclosure requirement applicable to both broker-dealers 
and investment advisers who provide advice to retail clients.  
 
The disclosure portion of the package responds in part to a concern that 
investors are drowning in disclosure as a result of many years’ worth of 
regulatory requirements interpreted by cautious lawyers.  
 
We are thinking about other ways we can better tailor information to the 
needs of retail investors.  
 
For example, we proposed a summary prospectus for variable insurance 
products, which would give retail investors a much more manageable 
overview of the products than they now get, and make it easier for fund 
companies to communicate electronically with shareholders.  
 
More broadly, I look forward to making it easier for firms to communicate 
with their clients in a way that responds to the needs and preferences of 
their clients. 
 
Another rule that we are working on as part of our effort to modernize the 
retail asset management space is a rule for exchange-traded funds, which—
to this point—have operated pursuant to less formal, and non-standardized 
exemptive orders.  
 
For a new product, such an ad hoc approach can be appropriate, but 
exchange-traded funds have been around for a quarter century.  
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In addition, we have proposed a rule to eliminate the need for many fund-
of-funds arrangements to get exemptive relief, which has generated a lot of 
comment—not all of it positive—and therefore illustrates the importance of 
making these changes through a process that allows the public an 
opportunity to comment. 
 
Another major area of reform relates to market structure. We are looking 
at how well our rules governing equity and fixed income markets serve 
issuers and investors. On the fixed income side, the Chairman established a 
Fixed Income Market Structure Advisory Committee to advise us on 
potential reforms.  
 
In announcing last week that he would extend the Committee’s charter by 
one year, the Chairman noted that the Committee’s work had prompted 
consideration of issues like the regulatory framework for fixed income 
trading platforms and block trading. 
 
On the equity side, we have taken steps to ensure that investors have the 
information they need to assess execution quality; a new rule requires 
broker-dealers to provide customers specific disclosures related to the 
routing and execution of their orders. 
 
Public disclosure about alternative trading systems also is improving under 
a new rule that requires more comprehensive, public disclosure about how 
these trading platforms operate.  
 
We also plan to conduct a pilot program to assess the effect that exchange 
transaction fees and rebates have on how our equity markets work. 
 
The Chairman, consistent with his theme of reconsidering our rules to see 
whether they should stay or go, has pledged to take a fresh look at one of 
the key equity structure rules.  
 
As he explained recently: 
 
Regulation NMS is the primary regulation governing equity market 
structure, yet it has remained largely untouched since first adopted in 
2005. It was designed to address equity market structure challenges that 
were prevalent over a decade ago.  
 
It is clear that the market challenges we faced in the early 2000s are not 
the same as the issues that we confront over a decade later. Some of the 
challenges we face today may, in fact, be consequences of Regulation NMS 
and other rules.  
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There are a number of other rules that are on the rewriting agenda. The 
rules and interpretations around the proxy voting process and the 
participants in that process, including proxy advisors and shareholder 
proponents, are in need of reform.  
 
The rules governing transfer agents, which are very old, also need to be 
refreshed in response to the many problems our examination and 
enforcement staff have identified.  
 
I have advocated for new rules to accommodate the unique aspects of 
digital assets. The SEC, along with many other regulators around the 
world, has attempted to force all digital assets into the existing securities 
framework, but there may be better ways to protect token purchasers and 
token marketplaces. Well-crafted regulations for digital assets could be a 
model for future regulation of new products and services. 
 
Let me end with an area in which I do not think our rules need updating. It 
is an area in which there has been increasing regulatory pressure 
emanating from all over the world, but involves matters only indirectly 
related or sometimes not related at all to the mission with which the 
Securities and Exchange Commission is charged.  
 
These matters are categorized in the United States as environmental, 
social, and governance issues, and elsewhere are discussed under the 
rubric of sustainable finance. Our existing framework, the touchstone of 
which is materiality, works to ensure that investors receive the information 
that they need to make investment decisions that turn on the long term 
value of the company in which they are investing.  
 
The attempt to supplement financial materiality with social significance 
could undermine our other efforts to ensure that companies and their 
investors are not bearing the cost of producing and analyzing unnecessary 
disclosure. 
 
Thank you all for your attention. I would be happy to take questions or 
suggestions on rules in need of change, elimination, or modernization and 
to hear about similar efforts in Japan. Our capital markets are a shared 
resource, so efforts we undertake in the United States to reform the 
regulatory structure should be informed by wisdom from Japan and all 
across the globe.  
 
Our efforts, if successful, will generate benefits far beyond our borders. We 
Ohioans, inspired by our state’s heart-like shape, refer to it as “the heart of 
it all.” If our capital markets function as they ought, there will be many 
hearts of innovation beating all across the world in a combined effort to 
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nurture our global economy with the ultimate goal of improving the well-
being, and unleashing the talents, of people everywhere. 
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FOCUS ON CEO FRAUD 
 

 
 

Europol is committed to tackling economic and financial crime. CEO fraud, 
also known as Business Compromise Fraud (BEC), appeared in Europe in 
2012/2013 after carrousel fraudsters on carbon credits changed their 
fraudulent operations.  
 
CEO fraud in Europe was first detected in France, Belgium and 
Luxembourg. In the beginning, most cases of fraud were committed in 
French language and Organised Crime Groups (OCGs) were operating from 
outside the EU.  
 
In October 2015 Europol reacted by creating an Analytical Project 
dedicated to support EU Member States in their fight against this multi-
million euros scam based on social engineering.  
 
The fraud is currently happening in nearly all languages and is a worldwide 
phenomenon. 
 
In a very recent article, FinCEN - the US Financial Intelligence Unit -  
indicates that this scam amounts to more than $300 million a month in 
theft. Overall, in 2018, the FBI received more than 351,000 reported scams 
with losses exceeding $2.7 billion.  
 
Business email compromise scams are squeezing more money than ever 
out of victimized companies, with losses from the attacks almost doubling 
year-over-year and reaching in 2018 $1.2 billion. 
  
Europol is an Observer in the Egmont Group, a worldwide network of 164 
Financial Intelligence Units.  
 
The Egmont Group issued a public bulletin to alert competent authorities 
and reporting entities of key typologies and money laundering risks 
associated with BEC fraud schemes.  
 
A number of FIUs, including in particular FinCEN and FIU Luxembourg 
contributed in preparing this bulletin.  
 
Europol provided its input for the recent report of the Egmont Group.  
 
It can be found at: https://www.egmontgroup.org/en/content/new-
publication-egmont-group-bulletin-business-email-compromise-fraud 
 

https://www.egmontgroup.org/en/content/new-publication-egmont-group-bulletin-business-email-compromise-fraud
https://www.egmontgroup.org/en/content/new-publication-egmont-group-bulletin-business-email-compromise-fraud
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https://www.egmontgroup.org/sites/default/files/filedepot/external/2019
0708_EGMONT%20GROUP%20BEC%20BULLETIN-final.pdf 
 

 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.egmontgroup.org/sites/default/files/filedepot/external/20190708_EGMONT%20GROUP%20BEC%20BULLETIN-final.pdf
https://www.egmontgroup.org/sites/default/files/filedepot/external/20190708_EGMONT%20GROUP%20BEC%20BULLETIN-final.pdf
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Symantec report a revival in extortion scam emails 
 

 
 

Symantec has revealed that they blocked almost 300 million extortion 
scam emails in the first five months of 2019, with a visible peak in a two-
week period in February. 
 
The surge was not associated with one particular scam, although sextortion 
emails are seen frequently by the company.  
 
Other variations include:  
 
- English language: Plaintext, no URL in body 
 
- Bomb threat theme 
 
- Using PNG and JPEG images: Email has a PNG or JPEG attachment, 

which contains the Bitcoin wallet address 
 
- Using PDF attachment: Coin wallet address present in the PDF 
 
- Use of SegWit Bitcoin address 
 
Interestingly, their analysis suggests that cyber criminals are making just 
over US$1.2 million in a year through such scams. 
 
The NCSC has published guidance on how to protect yourself against 
sextortion scams. You may visit: 

https://www.ncsc.gov.uk/guidance/sextortion-scams-how-to-protect-
yourself 
 
Sextortion scams are a type of phishing attack whereby people are coerced 
to pay a BitCoin ransom because they have been threatened with sharing 
video of themselves visiting adult websites.  
 
These scams are made to appear all the more credible because they provide 
seemingly plausible technical details about how this was achieved, and the 
phish can sometimes also include the individual’s password. 
 
Phishes are designed to play on people’s emotions so that they will behave 
in a way which is out of character, and scams such as this are no different.  
The phisher is gambling that enough people will respond so that their scam 
is profitable; they do not know if you have a webcam, have been visiting 

https://www.ncsc.gov.uk/guidance/sextortion-scams-how-to-protect-yourself
https://www.ncsc.gov.uk/guidance/sextortion-scams-how-to-protect-yourself
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adult websites, or the means by which you communicate with people – in 
short, they are guessing.  
 
The phisher hopes to emotionally trigger people so that they will ‘take the 
bait’ and pay the ransom – a typical modus operandi. 
 
As with other phishes, our advice is not to engage with the phisher, delete 
the email and report it to Action Fraud. 
 

 
 

To read more: https://www.symantec.com/blogs/threat-
intelligence/email-extortion-scams 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.symantec.com/blogs/threat-intelligence/email-extortion-scams
https://www.symantec.com/blogs/threat-intelligence/email-extortion-scams


P a g e  | 66 

International Association of Hedge Funds Professionals (IAHFP)                                                                                                       

Delivering Fast Payments for All 
Governor Lael Brainard, at the Federal Reserve Bank of Kansas City Town 
Hall, Kansas City, Missouri 
 

 
 

It is a pleasure to be here in Kansas City with Federal Reserve Bank 
President Esther George to talk about the future of America's payment 
system. 
 
Our payment system is a vital part of America's infrastructure that touches 
everyone. The choices we make about our payment infrastructure today 
will affect all Americans many years into the future.  
 
Today I am excited to announce the Federal Reserve will invest in a new 
service to help ensure that real-time payments are available to everyone. 
The Federal Reserve will develop the FedNow ServiceSM, a real-time 
payment and settlement service for the future. 
 
Everyone deserves the same ability to make and receive payments 
immediately and securely, and every bank deserves the same opportunity 
to offer that service to its community.  
 
FedNow will permit banks of every size in every community across the 
country to provide real-time payments to their customers. 
 
Today, whether you are relying on ACH, a debit card, or a check, it can take 
as much as a few days to get access to your funds.  
 
With a Federal Reserve real-time retail payment infrastructure, the funds 
would be available immediately—to pay utility bills or split the rent with 
roommates, or for small business owners to pay their suppliers.  
 
Immediate access to funds could be especially important for households on 
fixed incomes or living paycheck to paycheck, when waiting days for the 
funds to be available to pay a bill can mean overdraft fees or late fees that 
can compound.  
 
Similarly, getting immediate access to funds from a sale in order to pay for 
supplies can be a game changer for small businesses, potentially avoiding 
the need for costly short-term financing. 
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Last November, we asked the public about possible actions the Federal 
Reserve could take to support interbank settlement of faster payments. 
 
We received more than 350 comments on a Federal Reserve faster 
payment service, representing nearly 800 organizations.  
 
Fully 90 percent of these comments called for the Federal Reserve to 
operate a real-time service for faster payments. Support came from a wide 
range of stakeholders, including individuals, merchants, fintech firms, and 
banks. 
 
Commenters noted that the Federal Reserve would ensure equitable access 
to banks of all sizes nationwide by operating a real-time service for faster 
payments alongside the private-sector system.  
 
Commenters highlighted the importance of safety in faster payments and 
noted the Federal Reserve's record of resiliency, especially during periods 
of stress. Commenters observed that a Federal Reserve real-time retail 
payment service would increase competition, decrease market 
concentration, and provide a neutral platform for innovation. 
 
This broad support echoes and expands on the conclusions of the Faster 
Payments Task Force. Similarly, the U.S. Treasury Department 
recommended that "the Federal Reserve move quickly to facilitate a faster 
retail payment system, such as through the development of a real-time 
settlement service that would also allow for more efficient and widespread 
access to innovative payment capabilities." 
 
In determining the path forward, we are building on the Federal Reserve's 
long history of operating payment systems as a core part of the nation's 
payment infrastructure.  
 
Since they opened for business around the country in 1914, as directed by 
the Congress, the Federal Reserve Banks have provided payment and 
settlement services—in healthy competition with private-sector providers—
to achieve public benefits ranging from resiliency to innovation to equal 
access.  
 
When you look across the current payment infrastructure, whether in 
check processing, automated clearinghouse (ACH) services, or funds 
transfers, you will see a Federal Reserve service operating alongside 
private-sector providers. The General Accountability Office has concluded 
that the Federal Reserve's provision of payment services has benefited the 
U.S. payment system and its users. 
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The Federal Reserve does not have regulatory authority over the pricing set 
by a private-sector system or to require a private-sector system to extend 
the service to banks of all sizes, particularly the last mile. In some other 
countries, central banks have been assigned the responsibility for 
regulating payment systems.  
 
However, this is not the approach that Congress has taken. Instead, the 
Federal Reserve's role as an operator has long been seen as an effective 
approach to promote accessible, safe, and efficient payments in the United 
States. 
 
Through the FedNow Service, we will provide a foundation for the future—
a modern payment infrastructure that allows innovation and competition 
to flourish and delivers faster payments safely and securely for all.  
 
To ensure fast payments are available to everyone, FedNow will be 
accessible to all banks, no matter the size. Given our long-standing service 
connections with more than 10,000 banks across the country, the Federal 
Reserve is uniquely placed to deliver this outcome. 
 
The bar is high when we assess whether the Federal Reserve should 
provide a new payment and settlement service, as it should be. We have 
carefully analyzed the criteria of the Monetary Control Act and long-
standing Federal Reserve policies, considered the comments provided by a 
wide range of stakeholders, and studied the experiences of foreign central 
banks. 
 
We are not making this decision lightly. On balance, after carefully 
weighing important considerations on both sides, we have concluded it is 
our responsibility to take action in support of a real-time payment 
infrastructure accessible to all. While we will work hard to stand up the 
FedNow Service in a timely manner, our most important goal is to achieve 
nationwide access for all, reflecting our public mission. 
 

Building a Modern Payment Infrastructure  
 
A key foundation of the payment infrastructure is interbank clearing and 
settlement—the movement of funds and the associated information 
between banks.  
 
Today, the U.S. retail payment infrastructure lags behind many other 
countries. Europe, Mexico, and Australia have already implemented real-
time interbank clearing and settlement capabilities. In contrast, here in the 
United States, the gap between the transaction capabilities in the digital 
economy and the underlying payment and settlement capabilities 
continues to grow. 
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Early adopters of fast payment services rely on a legacy infrastructure that 
was not designed to support faster payments. For example, some services 
offer real-time funds availability to certain consumers, but they conduct 
interbank settlement on a deferred basis using legacy systems.  
 
This type of settlement entails a buildup of obligations—like IOUs between 
banks—that could present real risks to the financial system in times of 
stress. These are not resilient long-term solutions for our dynamic 
economy and the banks that support it. 
 
We are seeing some companies looking to establish a payment system that 
bypasses our banks and our currency. Facebook's Libra project raises 
numerous concerns that will take time to assess and address. But one thing 
is clear: consumers and businesses across the country want and expect 
real-time payments, and the banks they trust should be able to provide this 
service securely—whatever their size.  
 
To provide everyone with the ability to send and receive funds securely on 
a 24x7x365 basis, banks need to embrace and invest in real-time 
innovations, and the Federal Reserve needs to provide a safe and efficient 
real-time interbank clearing and settlement service accessible to all banks. 
 
We are proud of our strong record of cooperating with and supporting 
private-sector services, while fostering competition for public benefit.  
 
We have provided vital support to the sole private-sector provider of real-
time settlement for faster payments, and we will continue to do so. The 
Federal Reserve provided a joint account to enable the private-sector 
operator to offer real-time payments.  
 
Moreover, today we are announcing our intent to explore the expansion of 
Fedwire Funds Service and National Settlement Service operating hours to 
support the efficiency of the joint account structure for the private-sector 
real-time gross settlement (RTGS) service and provide broader benefits.  
 
That said, the joint account structure, with its requirement of prefunding 
and settlement on a private ledger, is fundamentally different from the 
approach the Federal Reserve will use to settle transactions directly 
between banks. 
 

Fostering a Dynamic and Resilient Payment Infrastructure That 
Serves Everyone  
 
The Federal Reserve is committed to fulfilling our public policy goals in a 
spirit of cooperation and competitive fairness.  
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We are pleased that the private-sector faster payment service is in the 
market, and we see important benefits from the resilient and competitive 
market that would result from the FedNow Service providing an alternative 
consistent with the requirements of the Monetary Control Act.  
 
The requirement to consider the best way to make our payment and 
settlement services accessible to banks across the country, along with long-
standing principles including cost recovery over the long run, guides our 
assessment of when the Federal Reserve should engage in the payment 
system. 
 
In setting fees, the Federal Reserve is required by statute to "give due 
regard to competitive factors and the provision of an adequate level of such 
services nationwide." 
 
I want to share with you some of the analysis—viewed through the prism of 
our public policy goals of accessibility, safety, and efficiency—that we 
considered in making today's decision. 
 
Accessibility means serving more than 10,000 banks of varying sizes and 
missions that are in communities all around the country. It turns out no 
single private-sector provider of any U.S. payment system has ever 
achieved nationwide reach on its own, whether it be checks, ACH, cards, or 
wire transfers.  
 
Acting alone, a single private-sector RTGS service will face significant 
challenges in establishing an accessible infrastructure for faster payments 
with nationwide reach.  
 
In contrast, because of our experience with providing other services, the 
Federal Reserve already has invested in connections and customer service 
relationships with nearly every bank, small and large, across the country. 
 
Currently, we provide payment services to nearly all banks either directly 
or indirectly. With our 12 regional Reserve Banks, we have the capacity to 
meet the needs of banks serving different communities and with different 
needs and operating models.  
 
For that reason, commenters stated that the Federal Reserve is uniquely 
positioned to offer nationwide access to a new payment and settlement 
service for faster payments.  
 
FedNow will allow faster payments to reach banks of all sizes and their 
customers across the country, which is especially important for rural 
communities, who often struggle with access to financial services. 
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Guided by our public mission, the Federal Reserve serves the needs of all 
banks, no matter how small or challenging to reach, and with competitive 
fairness.  
 
In response to our request for feedback last November, several 
commenters emphasized how much they value the Federal Reserve's 
mission of providing nationwide access on fair, transparent terms and 
expressed concern that a sole private-sector RTGS service provider may be 
less likely to exhibit the same commitment over the long run. 
 
Safety is also vital. If the Federal Reserve does not establish the FedNow 
Service, there will be a single provider of real-time retail payment services. 
We are mindful of the serious safety issues associated with a single point of 
failure, a risk that will rise as faster payments grow.  
 
Stakeholders have noted the importance of having access to more than one 
real-time payment service for back-up purposes in order to provide 
resiliency through redundancy. In fact, many banks already take advantage 
of having connections to multiple operators today in check, ACH, and wire 
services.  
 
The Federal Reserve has always had a vital role in promoting the safety and 
stability of the U.S. payment system by providing liquidity and operational 
continuity especially in times of stress. The FedNow Service would allow 
the Federal Reserve to extend this role into the real-time retail payment 
market. 
 
Finally, competition will promote efficiency and innovation. The U.S. real-
time retail payment infrastructure stands to gain from competition, 
including through higher service quality and lower prices over the long run, 
which in turn should support wider adoption. 
 
The FedNow Service will provide a neutral foundation for innovation and 
competition in end-user faster payment services. In response to the request 
for feedback, merchants and fintech companies commented that a Federal 
Reserve real-time retail payment service could broaden the scope for 
innovation in faster payments.  
They noted that a single provider that is owned and operated by one 
segment of the payment industry may focus on a narrow set of use cases 
that do not reflect the full breadth of possible use cases for faster payments.  
 
Recognizing the vibrancy of our payment industry, the addition of the 
FedNow Service could provide a springboard for broader private-sector 
participation in the development of innovative end-user services. 
 

Looking Forward  
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With the announcement of the Federal Reserve real-time payment service, 
we are embracing a path that will bring transformative, rather than 
incremental, change to the retail payment infrastructure in the United 
States.  
 
The FedNow Service will run continuously at all times of the day, every day 
of the week, consistent with the needs of faster payments and will be 
designed to process large volumes of payments rapidly. 
 
In the months ahead, we intend to explore a variety of approaches to 
achieving a real-time retail payment infrastructure with nationwide reach.  
 
One such approach might be for different payment services to interoperate 
by exchanging payments among the services directly. Such interoperability 
is an important goal that we will pursue as standards, technology, and 
industry practices change over time, although it is not yet clear whether it 
will be an initial feature. 
 
The Federal Reserve plans to devote the necessary resources to deliver the 
highest quality FedNow Service in a timely manner. We are working to 
streamline our internal processes to move quickly in the market. President 
George will play an integral role in this new process, and the Conference of 
Reserve Bank Presidents has pledged its support. 
 
It is important for the Federal Reserve, working with the payment industry, 
to act quickly in finalizing the initial business requirements of the FedNow 
Service. We will need to hear the views of payment system stakeholders on 
the features of the FedNow Service, as discussed in the Federal Register 
notice announced today.  
 
We will engage with the industry through groups and forums to finalize the 
design and features of the service. We hope that these conversations will 
provide an opportunity for stakeholders to work together to shape the 
evolution of the U.S. payment system. 
 
Earlier this month, I joined my Reserve Bank colleagues for a visit with 
bankers and community organizations in Scranton, Pennsylvania, to hear 
about the biggest challenges they are facing.  
 
The head of a bank that has been serving the Scranton area for more than a 
century told me that for his community bank to remain competitive in its 
payment offerings, it is vital to be able to rely on the Federal Reserve for 
real-time payments just as he does for check, ACH, and wire transfer.  
 
I appreciate the importance of community banks to the economic health of 
our communities, and I recognize the role of the Federal Reserve in 
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enabling community banks to offer payment services on a competitive 
basis.  
 
I am confident that by working together with all payment system 
stakeholders, we can collectively achieve widespread, safe, and efficient 
faster payments that will benefit all. 
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A disaster under-(re)insurance puzzle: Home bias in disaster 
risk-bearing 
Hiro Ito and Robert N McCauley, Monetary and Economic Department  
 

 
 

Abstract 
 
The losses from the 2011 earthquakes in Japan remained in Japan, while 
reinsurance spread the losses from that year’s New Zealand earthquake to 
the rest of the world. 
 
This paper finds that the Japanese case is more typical: losses from natural 
disasters are shared internationally to a generally very limited extent.  
 
This finding of home bias in disaster risk-bearing poses a puzzle of 
international risk-sharing.  
 
We decompose international risk-sharing into the portion of losses insured 
and the portion of insurance that is internationally re-insured.  
 
We find that the failure of international risk-sharing begins at home with 
low participation in insurance.  
 
Regression analysis points to economic development and 
institutional/legal quality as important determinants of insurance 
participation.  
 
We propose a new method to measure international reinsurance payments 
with balance of payments data.  
 
This method identifies for the first time the cross-border flow of 
reinsurance payments to 88 economies that experienced insured disasters 
in the 1985–2017 period.  
 
Regression analysis of these data points to small size and de facto financial 
integration as positively related to the reinsurance share, as one might 
expect.  
 
However, we also find that more internationally wealthy economies 
reinsure less, suggesting that net foreign assets substitute for international 
sharing of disaster risk.  
For advanced economies, a lack of international risk-sharing is correlated 
with a lack of fiscal space. 
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Thus, the governments under more pressure to provide ex post 
government insurance through the budget have less room to manoeuvre to 
do so.  
 
At high levels of public debt, a lack of ex ante insurance can turn disaster 
risk into financial risk.   
 
To read more: https://www.bis.org/publ/work808.pdf 
 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.bis.org/publ/work808.pdf
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Monetary policy: 10 years after the financial crisis 
Agustín Carstens, General Manager of the BIS, to the Basler Bankenforum, 
Basel. 
 

 
 

Sehr geehrte Damen und Herren, 
Vielen Dank für die Einladung. Ich freue mich, dass ich heute Abend die 
Gelegenheit habe, vor Ihnen zu sprechen. Wir von der BIZ schätzen die 
Unterstützung der lokalen Gemeinschaft in Basel sehr und ich freue mich 
auf einen interessanten Dialog mit Ihnen allen nach meiner Rede. 
 
I hope it won’t disappoint you if I now switch to English. I assure you that 
my remarks will be easier to follow than if I continued in German! The 
topic of my presentation this evening is “Monetary policy: 10 years after 
the financial crisis” – but first, I’d like to quickly introduce you to the work 
of the BIS. 
 
The BIS is the world’s oldest international financial institution, founded 
here in Basel in 1930. 
 
Basel was chosen as the location mainly for its excellent transport 
connections. But, as you all know, the city also has an illustrious history as 
a financial hub.  
 
The Swiss Bankers Association was founded here in 1912, and your own 
organisation, the Basler Bankenvereinigung, of course marked its 
centenary last year – belated congratulations to you all.  
 
We are looking forward to celebrating our 90th birthday next year, and 
hope to welcome you all to the anniversary exhibition we will open in June. 
 
Some of our work has made Basel quite famous around the world. If you 
search for Basel in English-language media outlets, you’ll find that the 
Basel Committee on Banking Supervision is the main reason Basel is in the 
news (Graph 1).  
 
I’m sure I don’t need to explain the valuable work of the Basel 
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Committee to this audience. After that comes Art Basel, which I myself 
have visited the last two years, Novartis and then the BIS, ahead of FC 
Basel and even – believe it or not – Roger Federer. 
 

 
 

The BIS is known as the global bank for central banks. Our mission is to 
promote global monetary and financial stability through international 
cooperation.  
 
We do this in three main ways.  
 
First, we conduct economic research and analysis about real-world policy 
issues facing authorities, focusing on the links between the real economy 
and the financial system, and taking a long-term and global view.  
 
Second, we provide banking services to our 60 member central banks, the 
wider central banking community and other international institutions.  
 
And, third, we act as a forum for discussion and cooperation among 
policymakers.  
 
We host meetings of central bankers in Basel on a continuous basis – the 
Board gathers every two months – and provide support to a number of 
standard setters, including the Basel Committee on Banking Supervision, 
the Committee on Payments and Market Infrastructures, and the Financial 
Stability Board. 
 
By providing a forum for central banks to engage in frank discussions and 
coordinate policy responses to the crisis, in terms of both monetary policy 
and financial regulation, the BIS was uniquely placed to observe and assess 
developments over the years since the Great Financial Crisis.  
 
In my remarks today, I will take stock and reflect on where we have come 
from, to chart where we are going.  
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I will focus mostly on monetary policy, outlining the policy responses and 
what has been achieved in difficult circumstances.  
 
I will then highlight the current challenges and policy implications going 
forward. 
 
To read more: https://www.bis.org/speeches/sp190905b.pdf 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.bis.org/speeches/sp190905b.pdf
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Disclaimer 
 
The Association tries to enhance public access to information about risk 
and compliance management.  
 
Our goal is to keep this information timely and accurate. If errors are 
brought to our attention, we will try to correct them. 
 
This information: 
 
- is of a general nature only and is not intended to address the specific 
circumstances of any particular individual or entity; 
 
- should not be relied on in the particular context of enforcement or 
similar regulatory action; 
 
- is not necessarily comprehensive, complete, or up to date; 
 
- is sometimes linked to external sites over which the Association has 
no control and for which the Association assumes no responsibility; 
 
- is not professional or legal advice (if you need specific advice, you 
should always consult a suitably qualified professional); 
 
- is in no way constitutive of an interpretative document; 
 
- does not prejudge the position that the relevant authorities might 
decide to take on the same matters if developments, including Court 
rulings, were to lead it to revise some of the views expressed here; 
 
- does not prejudge the interpretation that the Courts might place on 
the matters at issue. 
 
Please note that it cannot be guaranteed that these information and 
documents exactly reproduce officially adopted texts.  
 
It is our goal to minimize disruption caused by technical errors. However, 
some data or information may have been created or structured in files or 
formats that are not error-free and we cannot guarantee that our service 
will not be interrupted or otherwise affected by such problems.  
 
The Association accepts no responsibility with regard to such problems 
incurred as a result of using this site or any linked external sites.  
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International Association of Hedge Funds Professionals (IAHFP) 
 

 
 

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

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

