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Hedge Funds News, February 2021

Dear members and friends,
We will start with some interesting international banking
statistics from the BIS.
• Global cross-border claims changed little in aggregate in Q3
2020 after large fluctuations in Q1 and Q2.
• Cross-border claims on emerging market and developing economies
continued to fall, driven again by claims on Latin America and the
Caribbean.
• Since the start of the pandemic, the size of banks’ balance sheets has
increased sharply with the accumulation of claims on governments and
monetary authorities.
• A new interactive chart for visualizing bilateral cross-border positions
based on the locational banking statistics is now available online.
The global cross-border claims, at the graph below:
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Global cross-border claims barely budged.
Banks’ cross-border claims registered a modest contraction of $93 billion
in the course of Q3 2020 on an FX- and break-adjusted basis (Graph 1, lefthand panel). This quarterly contraction was quite muted (0.3% of previous
quarter stock) compared with the large fluctuations in Q1 and Q2 2020, of
+$2.7 trillion and –$1.2 trillion, respectively.
Year-on-year growth rates continued to fall from their recent Q1 2020
peak, when cross-border positions had surged (centre panel).
Claims on both advanced economies (AEs, –$131bn) and emerging market
and developing economies (EMDEs, –$13bn) declined. As earlier in the
year, these movements were in part driven by intragroup positions (Graph
1, right-hand panel).
The decline in claims on AEs centred on related offices (–$114bn),
especially on those in the United States (–$81bn). The unwinding of
central bank dollar swap lines, which had swelled intragroup positions in
Q1, contributed to this decline.
By contrast, claims on offshore centres expanded by $41bn (left-hand
panel), especially vis-à-vis Hong Kong SAR (+$39bn) and the Cayman
Islands (+$24bn). More than half of the increase on Hong Kong was in the
form of intragroup claims.
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Some of the larger movements vis-à-vis AEs involved non-bank financial
institutions (NBFIs).
Claims on the United Kingdom (–$50bn), the Netherlands (–$50bn),
Luxembourg (–$46bn), France (–$40bn) and Italy (–$39bn) all fell,
mostly vis-à-vis NBFIs. These declines were partly offset by increases in
claims on Japan (+97bn) and Germany (+65bn), notably on their resident
banks and NBFIs.
The modest aggregate decline also conceals large differences on the
creditor side. Banks located in China, France and the United Kingdom saw
the greatest increases in cross-border claims while those in Spain ,
Germany and the United States reported outsize declines.
To read more: https://www.bis.org/statistics/rppb2101.pdf
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Statement of Acting Chair Lee and Commissioners Peirce,
Roisman, and Crenshaw Regarding Recent Market Volatility
Acting Chair Allison Herren Lee, Commissioner Hester M. Peirce,
Commissioner Elad L. Roisman, Commissioner Caroline A. Crenshaw

The Commission is closely monitoring and evaluating the extreme price
volatility of certain stocks’ trading prices over the past several days.
Our core market infrastructure has proven resilient under the weight of
this week’s extraordinary trading volumes.
Nevertheless, extreme stock price volatility has the potential to expose
investors to rapid and severe losses and undermine market confidence.
As always, the Commission will work to protect investors, to maintain fair,
orderly, and efficient markets, and to facilitate capital formation.
The Commission is working closely with our regulatory partners, both
across the government and at FINRA and other self-regulatory
organizations, including the stock exchanges, to ensure that regulated
entities uphold their obligations to protect investors and to identify and
pursue potential wrongdoing.
The Commission will closely review actions taken by regulated entities that
may disadvantage investors or otherwise unduly inhibit their ability to
trade certain securities.
In addition, we will act to protect retail investors when the facts
demonstrate abusive or manipulative trading activity that is prohibited by
the federal securities laws.
Market participants should be careful to avoid such activity.
Likewise, issuers must ensure compliance with the federal securities laws
for any contemplated offers or sales of their own securities.
The Commission will continue our work on behalf of investors and the
markets.
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In this regard, we hope to facilitate a robust public dialogue among market
participants and investors on the structure and operation of our securities
markets.
Members of the public can submit tips or complaints through the
Commission’s website using this online form.
Members of the public with questions should contact the Commission’s
Office of Investor Education and Advocacy at 1-800-732-0330, ask a
question using this online form, or email us at Help@SEC.gov.
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On the origin of systemic risk
Staff Working Paper No. 906 - by Mattia Montagna, Gabriele Torri and
Giovanni Covi.

Abstract
Systemic risk in the banking sector is usually associated with long periods
of economic downturn and very large social costs.
On one hand, shocks coming from correlated exposures towards the real
economy may induce correlation in banks’ default probabilities thereby
increasing the likelihood for systemic tail events like the 2008 Great
Financial Crisis.
On the other hand, financial contagion also plays an important role in
generating large-scale market failures, amplifying the initial shocks coming
from the real economy.
To study the sources of these rare phenomena, we propose a new definition
of systemic risk (ie the probability of a large number of banks going into
distress simultaneously) and thus we develop a multilayer microstructural
model to study empirically the determinants of systemic risk.
The model is then calibrated on the most comprehensive granular dataset
for the euro-area banking sector, capturing roughly 96% or €23.2 trillion of
euro-area banks’ total assets over the period 2014–2018.
The outputs of the model decompose and quantify the sources of systemic
risk showing that correlated economic shocks, financial contagion
mechanisms, and their interaction are the main sources of systemic events.
The results obtained with the simulation engine resemble common marketbased systemic risk indicators and empirically corroborate findings from
existing literature.
This framework gives regulators and central bankers a tool to study
systemic risk and its developments, pointing out that systemic events and
banks’ idiosyncratic defaults have different drivers, hence implying
different policy responses.
Introduction
The 2008 Great Financial Crisis revealed, once again, the endogenous
instability of our economic and financial system.
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Size, interconnectedness, opacity and complexity were among the traits of
the financial industry which caused a real economic shock to become a
systemic financial event, where a very large number of banks and other
financial institutions world-wide were affected with large social and public
costs.
A core message has been indeed that financial stability can’t be analyzed by
looking at banks in isolation, but instead must be observed as intrinsically
related to the micro structure of the financial system and its connection to
the real economy.
When studying systemic risk, it is therefore necessary to have an holistic
view of the financial system to encompass the internal and external
feedback dynamics at the very core of financial systemic events.
As those feedbacks have been proven to be driven by the way financial
institutions interact with each other and the real economy, it is necessary
to have microstructural a model to reproduce financial crisis.
Nevertheless, despite the growing interest, the concept of systemic risk
remains difficult to measure and quantify (Hansen, 2012).
Several theoretical frameworks have been proposed to assess systemic risk.
Some focus on measuring tail interdependence between assets market
indices (e.g. Acharya et al., 2017; Adrian and Brunnermeier, 2016) or on
gauging the risk stemming from interconnectedness (Billio et al., 2012;
Diebold and Yilmaz, 2008). Other models encompass the
multidimensionality of systemic risk by aggregating multiple market
indicators to assess the level of stress in the system (Hollo et al., 2012;
Committee, 2011).
Finally, an increasingly popular class of models use microstructural
approaches in which interactions among agents are individually modelled,
in order to describe the evolution of a complex system and to study the
diffusion of financial contagion via multiple channels in reaction to an
exogenous initial shock (see e.g. Allen and Gale, 2000; Gai and Kapadia,
2010; Acemoglu et al., 2012; Montagna and Kok, 2016).
To read more: https://www.bankofengland.co.uk//media/boe/files/working-paper/2021/on-the-origin-of-systemicrisk.pdf?la=en&hash=65ACCEE42828B7ED04046E296A8E7BAF37A0E7
2C
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The sovereign-bank-corporate nexus – virtuous or vicious?
Isabel Schnabel, Member of the Executive Board of the European Central
Bank, at the LSE conference on Financial Cycles, Risk, Macroeconomic
Causes and Consequences, Frankfurt am Main.

One year after the first cases were reported in Europe, the coronavirus
(COVID-19) pandemic continues to take a tragic human toll and to pose
enormous challenges to workers, firms, the financial system and
policymakers in the euro area.
Without the forceful responses of fiscal, monetary and prudential
authorities the economic and social costs of this crisis would have been
significantly higher.
Governments, in particular, have stabilized aggregate demand and incomes
by absorbing economic and financial risks of the private sector as the crisis
unfolded.
Through the generous issuance of guarantee schemes, governments
secured a continuous flow of credit to firms, which supported economic
growth and protected financial stability.
Monetary policy has complemented these efforts by providing ample
liquidity and restoring favourable financing conditions.
As a consequence, the policy response to the pandemic has visibly
intensified the interdependencies between sovereigns, banks and firms. It
has created a “sovereign-bank-corporate” nexus.
In my remarks today, I will argue that the extent to which such
interdependencies may create challenges in the future depends, to a large
extent, on the types of feedback loops they create.
Broad fiscal and monetary policy support today minimise the realisation of
contingent liabilities in the future, and thus limit the scarring effects of the
pandemic on the economy, creating a virtuous circle.
So, contrary to the vicious “sovereign-bank” nexus that plagued the euro
area throughout most of the last decade, the current nexus, if managed
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properly, can be an engine for a faster recovery, which also supports the
ECB’s price stability mandate.
A virtuous circle between sovereigns, banks and corporates
At the onset of the pandemic, the strict lockdown measures hit large parts
of the corporate sector hard, raising its vulnerability to levels last seen
during the global financial crisis (Chart 1).
Many firms saw their revenues collapse and were facing acute liquidity
shortages that threatened to turn into solvency problems.
To read more: https://www.bis.org/review/r210129b.pdf
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CYBER DIPLOMACY: State Should Use Data and Evidence to
Justify Its Proposal for a New Bureau of Cyberspace Security and
Emerging Technologies

The United States and its allies are facing expanding foreign cyber threats,
as international trade, communication, and critical infrastructure become
increasingly dependent on cyberspace.
The United States also faces challenges to build consensus within
international organizations on setting standards for how to govern the
internet and cultivating norms for acceptable government behavior in
cyberspace.
The Department of State (State) leads U.S. government international
efforts to advance the full range of U.S. interests in cyberspace.
In January 2019, members of Congress introduced the Cyber Diplomacy
Act of 2019, which would have established a new office to lead State’s
international cyberspace efforts that would consolidate cross-cutting
efforts on international cybersecurity, digital economy, and internet
freedom, among other cyber diplomacy issues.
In June 2019, State notified Congress of its intent to establish a new
Bureau of Cyberspace Security and Emerging Technologies (CSET).
In contrast to the proposed legislation discussed above, State intended that
its new bureau would focus more narrowly on cyberspace security and the
security aspects of emerging technologies.
According to State officials, Members of Congress raised objections to
State’s plan.
On January 7, 2021, State announced that the Secretary had approved the
creation of CSET and directed the department to move forward with
establishing the bureau. However, as of the date of this report, State had
not created CSET.
We reported in September 2020 that State did not involve federal agency
partners in its plan to establish CSET. In the report, we recommended
State involve federal agencies that contribute to cyber diplomacy to obtain
their views and identify any risks, such as unnecessary fragmentation,
overlap, and duplication of efforts, as it implements its plan to establish
CSET.
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State did not agree with our recommendation, noting that it was unaware
that these agencies had consulted with State before reorganizing their own
cyberspace security capabilities and organizations.
We stand by the recommendation and maintain that it is important for
State, as the leader of U.S. government international efforts to advance
U.S. interests in cyberspace, to incorporate leading practices to ensure the
successful implementation of its reorganization effort and to reduce the
potential for any unwarranted overlap and duplication in its efforts.
You asked us to review State’s efforts to advance U.S. interests in
cyberspace. This report examines the extent to which State used data and
evidence to develop and justify its proposal to establish CSET.
To address this objective, we interviewed State officials and reviewed
documentation from State on its planning process for establishing the new
bureau.
We assessed State’s documentation against the key practice of using data
and evidence in the development of the proposed agency reforms, drawn
from our June 2018 report on government reorganization.
To address this practice, we analyzed State’s activities leading to the
development of the June 2019 Congressional Notification on its proposal
for establishing CSET.
We also consulted our prior work on agencies’ efforts to develop and use
evidence to support their decision-making, which highlights decision
makers’ need for using evidence to help address pressing governance
challenges faced by the federal government.
We conducted this performance audit from July 2019 to January 2021 in
accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives.
We believe that the evidence obtained provides a reasonable basis for our
findings and conclusions based on our audit objectives.
To read more: https://www.gao.gov/assets/720/712040.pdf
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Getting Back to a Strong Labor Market
Chair Jerome H. Powell, Chair of the Board of Governors of the Federal
Reserve System, at the Economic Club of New York.

Today I will discuss the state of our labor market, from the recent past to
the present and then over the longer term. A strong labor market that is
sustained for an extended period can deliver substantial economic and
social benefits, including higher employment and income levels, improved
and expanded job opportunities, narrower economic disparities, and
healing of the entrenched damage inflicted by past recessions on
individuals' economic and personal well-being.
At present, we are a long way from such a labor market. Fully realizing the
benefits of a strong labor market will take continued support from both
near-term policy and longer-run investments so that all those seeking jobs
have the skills and opportunities that will enable them to contribute to, and
share in, the benefits of prosperity.
The Labor Market of a Year Ago

We need only look to February of last year to see how beneficial a strong
labor market can be. The overall unemployment rate was 3.5 percent, the
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lowest level in a half-century. The unemployment rate for African
Americans had also reached historical lows (figure 1). Prime-age labor
force participation was the highest in over a decade, and a high proportion
of households saw jobs as "plentiful."
Overall wage growth was moderate, but wages were rising more rapidly for
earners on the lower end of the scale. These encouraging statistics were
reaffirmed and given voice by those we met and conferred with, including
the community, labor, and business leaders; retirees; students; and others
we met with during the 14 Fed Listens events we conducted in 2019.
Many of these gains had emerged only in the later years of the expansion.
The labor force participation rate, for example, had been steadily declining
from 2008 to 2015 even as the recovery from the Global Financial Crisis
unfolded.

In fact, in 2015, prime-age labor force participation—which I focus on
because it is not significantly affected by the aging of the population—
reached its lowest level in 30 years even as the unemployment rate
declined to a relatively low 5 percent. Also concerning was that much of the
decline in participation up to that point had been concentrated in the
population without a college degree (figure 2).
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At the time, many forecasters worried that globalization and technological
change might have permanently reduced job opportunities for these
individuals, and that, as a result, there might be limited scope for
participation to recover.
Fortunately, the participation rate after 2015 consistently outperformed
expectations, and by the beginning of 2020, the prime-age participation
rate had fully reversed its decline from the 2008-to-2015 period.
Moreover, gains in participation were concentrated among people without
a college degree. Given that U.S. labor force participation has lagged
relative to other advanced economy nations, this progress was especially
welcome (figure 3).
As I mentioned, we also saw faster wage growth for low earners once the
labor market had strengthened sufficiently. Nearly six years into the
recovery, wage growth for the lowest earning quartile had been persistently
modest and well below the pace enjoyed by other workers.
At the tipping point of 2015, however, as the labor market continued to
strengthen, the trend reversed, with wage growth for the lowest quartile
consistently and significantly exceeding that of other workers (figure 4).
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At the end of 2015, the Black unemployment rate was still quite elevated, at
9 percent, despite the relatively low overall unemployment rate. But that
disparity too began to shrink; as the expansion continued beyond 2015,
Black unemployment reached a historic low of 5.2 percent, and the gap
between Black and white unemployment rates was the narrowest since
1972, when data on unemployment by race started to be collected. Black
unemployment has tended to rise more than overall unemployment in
recessions but also to fall more quickly in expansions.
Over the course of a long expansion, these persistent disparities can decline
significantly, but, without policies to address their underlying causes, they
may increase again when the economy ultimately turns down.
These late-breaking improvements in the labor market did not result in
unwanted upward pressures on inflation, as might have been expected; in
fact, inflation did not even rise to 2 percent on a sustained basis. There was
every reason to expect that the labor market could have strengthened even
further without causing a worrisome increase in inflation were it not for
the onset of the pandemic.
The Labor Market Today
The state of our labor market today could hardly be more different. Despite
the surprising speed of recovery early on, we are still very far from a strong
labor market whose benefits are broadly shared. Employment in January
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of this year was nearly 10 million below its February 2020 level, a greater
shortfall than the worst of the Great Recession's aftermath (figure 5).

After rising to 14.8 percent in April of last year, the published
unemployment rate has fallen relatively swiftly, reaching 6.3 percent in
January. But published unemployment rates during COVID have
dramatically understated the deterioration in the labor market.
Most importantly, the pandemic has led to the largest 12-month decline in
labor force participation since at least 1948. Fear of the virus and the
disappearance of employment opportunities in the sectors most affected by
it, such as restaurants, hotels, and entertainment venues, have led many to
withdraw from the workforce. At the same time, virtual schooling has
forced many parents to leave the work force to provide all-day care for their
children.
All told, nearly 5 million people say the pandemic prevented them from
looking for work in January. In addition, the Bureau of Labor Statistics
reports that many unemployed individuals have been misclassified as
employed. Correcting this misclassification and counting those who have
left the labor force since last February as unemployed would boost the
unemployment rate to close to 10 percent in January (figure 6).
Unfortunately, even those grim statistics understate the decline in labor
market conditions for the most economically vulnerable Americans.
Aggregate employment has declined 6.5 percent since last February, but
the decline in employment for workers in the top quartile of the wage
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distribution has been only 4 percent, while the decline for the bottom
quartile has been a staggering 17 percent (figure 7).

Moreover, employment for these workers has changed little in recent
months, while employment for the higher-wage groups has continued to
improve. Similarly, the unemployment rates for Blacks and Hispanics have
risen significantly more than for whites since February 2020 (figure 8). As
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P a g e | 20

a result, economic disparities that were already too wide have widened
further.

In the past few months, improvement in labor market conditions stalled as
the rate of infections sharply increased. In particular, jobs in the leisure
and hospitality sector dropped over 1/2 million in December and a further
61,000 in January. The recovery continues to depend on controlling the
spread of the virus, which will require mass vaccinations in addition to
continued vigilance in social distancing and mask wearing in the
meantime.
Since the onset of the pandemic, we have been concerned about its longerterm effects on the labor market. Extended periods of unemployment can
inflict persistent damage on lives and livelihoods while also eroding the
productive capacity of the economy.
And we know from the previous expansion that it can take many years to
reverse the damage.
At the start of the pandemic, the increase in unemployment was almost
entirely due to temporary job losses.
Temporarily laid-off workers tend to return to work much more quickly, on
average, than those whose ties to their former employers are permanently
severed. But as some sectors of the economy have continued to struggle,
permanent job loss has increased (figure 9).
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So too has long-term unemployment. Still, as of January, the level of
permanent job loss, as a fraction of the labor force, was considerably
smaller than during the Great Recession. Research shows that the
Paycheck Protection Program has played an important role in limiting
permanent layoffs and preserving small businesses. The renewal of the
program this year in the face of another surge in COVID-related job cuts is
an encouraging development.
Of course, in a healthy market-based economy, perpetual churn will always
render some jobs obsolete as they are replaced by new employment
opportunities. Over time, workers and capital move from firm to firm and
from sector to sector. It is likely that the pandemic has both increased the
need for such movements and brought forward some movement that would
have occurred eventually.
Getting Back to a Strong Labor Market
So how do we get from where we are today back to a strong labor market
that benefits all Americans and that starts to heal the damage already
done? And what can we do to sustain those benefits over time? Experience
tells us that getting to and staying at full employment will not be easy.
In the near term, policies that bring the pandemic to an end as soon as
possible are paramount. In addition, workers and households who struggle
to find their place in the post-pandemic economy are likely to need
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continued support. The same is true for many small businesses that are
likely to prosper again once the pandemic is behind us.
Also important is a patiently accommodative monetary policy stance that
embraces the lessons of the past—about the labor market in particular and
the economy more generally. I described several of those important
lessons, as well as our new policy framework, at the Jackson Hole
conference last year.
I have already mentioned the broad-based benefits that a strong labor
market can deliver and noted that many of these benefits only arose toward
the end of the previous expansion. I also noted that these benefits were
achieved with low inflation. Indeed, inflation has been much lower and
more stable over the past three decades than in earlier times.
In addition, we have seen that the longer-run potential growth rate of the
economy appears to be lower than it once was, in part because of
population aging, and that the neutral rate of interest—or the rate
consistent with the economy being at full employment with 2 percent
inflation—is also much lower than before.
A low neutral rate means that our policy rate will be constrained more
often by the effective lower bound. That circumstance can lead to worse
economic outcomes—particularly for the most economically vulnerable
Americans.
To take these economic developments into account, we made substantial
revisions to our monetary policy framework, as described in the FOMC's
Statement on Longer-Run Goals and Monetary Policy Strategy.
This revised statement shares many features with its predecessor,
including our view that longer-run inflation of 2 percent is most consistent
with our mandate to promote maximum employment and price stability.
But it also has some innovations.
The revised statement emphasizes that maximum employment is a broad
and inclusive goal. This change reflects our appreciation for the benefits of
a strong labor market, particularly for many in low- and moderate-income
communities.
Recognizing the economy's ability to sustain a robust job market without
causing an unwanted increase in inflation, the statement says that our
policy decisions will be informed by our "assessments of the shortfalls of
employment from its maximum level" rather than by "deviations from its
maximum level."
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This means that we will not tighten monetary policy solely in response to a
strong labor market. Finally, to counter the adverse economic dynamics
that could ensue from declines in inflation expectations in an environment
where our main policy tool is more frequently constrained, we now
explicitly seek to achieve inflation that averages 2 percent over time.
This means that following periods when inflation has been running
persistently below 2 percent, appropriate monetary policy will likely aim to
achieve inflation moderately above 2 percent for some time in the service
of keeping inflation expectations well anchored at our 2 percent longer-run
goal.
Our January postmeeting statement on monetary policy implements this
new framework. In particular, we expect that it will be appropriate to
maintain the current accommodative target range of the federal funds rate
until labor market conditions have reached levels consistent with
maximum employment and inflation has risen to 2 percent and is on track
to moderately exceed 2 percent for some time.
In addition, we will continue to increase our holdings of Treasury securities
and agency mortgage-backed securities by $80 billion and $40 billion per
month, respectively, until substantial further progress has been made
toward our maximum-employment and price-stability goals.
The Broad Responsibility for Achieving Maximum Employment
Seventy-five years ago, in the wake of WWII, the United States faced the
challenge of reemploying millions amid a major restructuring of the
economy toward peacetime ends.
Part of Congress's response was the Employment Act of 1946, which states
that "it is the continuing policy and responsibility of the federal
government to use all practicable means . . . to promote maximum
employment."
As later amended in the Humphrey-Hawkins Act, this provision formed the
basis of the employment side of the Fed's dual mandate. My colleagues and
I are strongly committed to doing all we can to promote this employment
goal.
Given the number of people who have lost their jobs and the likelihood that
some will struggle to find work in the post-pandemic economy, achieving
and sustaining maximum employment will require more than supportive
monetary policy. It will require a society-wide commitment, with
contributions from across government and the private sector.
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The potential benefits of investing in our nation's workforce are immense.
Steady employment provides more than a regular paycheck. It also bestows
a sense of purpose, improves mental health, increases lifespans, and
benefits workers and their families.
I am confident that with our collective efforts across the government and
the private sector, our nation will make sustained progress toward our
national goal of maximum employment.
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FSB Work Programme for 2021

The Financial Stability Board’s (FSB) work programme for 2021 reflects a
strategic shift in priorities in the COVID-19 environment.
The work programme aims to maximise the value of FSB work to foster
global financial stability while preserving the capacity for the FSB to
respond to new issues that may emerge.
The FSB will reinforce its forward-looking monitoring of developments to
identify, assess and address new and emerging risks to global financial
stability, and continue to assess the functioning of the regulatory
framework put in place after the 2008 global financial crisis.
This note summarises the ongoing and planned FSB initiatives in 2021
organised by:
(1) priority areas of work and new initiatives;
(2) work programme items that are continuing or reaching completion;
and
(3) regular monitoring and reporting.
The Annex provides an indicative timeline of the FSB’s publication planned
for 2021.
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1. Priority areas of work and new initiatives
Supporting international cooperation and coordination on the COVID-19
response.
The FSB, with its broad and diverse membership of national authorities,
international standard setters and international bodies, continues to
promote financial stability during market stress related to COVID-19.
This work will continue to include: assessments of vulnerabilities in the
global financial system; sharing information on policy responses; assessing
their effectiveness and coordinating the future timely unwinding of the
temporary measures taken; and monitoring, with the standardsetting
bodies (SSBs), the use of flexibility and consistency of policy responses
with existing international financial standards.
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-

Work on COVID-19 responses will continue in a flexible mode,
including on specific COVID-19 related vulnerabilities and policy
issues, and be adjusted as needed.

-

As a new project, the FSB will work with SSBs to assess initial lessons
learnt from COVID-19 for financial stability, and report them to the
G20.

Enhancing the resilience of the non-bank financial intermediation (NBFI)
sector, while preserving its benefits.
The FSB’s holistic review of the March market turmoil1 lays out a
comprehensive and ambitious work programme for strengthening the
resilience of NBFI.
The FSB will coordinate and oversee work on NBFI under this programme
for 2021 and beyond, which will be carried out within the FSB as well as by
SSBs and international organisations over the next two years.
-

Work in 2021 will focus on the specific issues identified in the holistic
review, including money market funds (MMFs), open-ended funds,
margining practices, liquidity, structure and resilience of core bond
markets, and cross-border USD funding. The FSB will also launch an
evaluation on the effects of G20 financial reforms on bond market
liquidity.

-

Key deliverables under the NBFI work programme in 2021 are policy
proposals to enhance MMF resilience and a report on progress in the
work programme for strengthening NBFI resilience.

To read more: https://www.fsb.org/wp-content/uploads/P200121.pdf
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EIOPA publishes the second paper on the methodological
principles of insurance stress testing with focus on liquidity

The European Insurance and Occupational Pensions Authority (EIOPA)
published the second paper in a series of papers on the methodological
principles of insurance stress testing.
The Methodological Paper is a follow-up to the consultation with
stakeholders and focuses on the liquidity component. Overall, it is a further
step in enhancing EIOPA’s stress testing framework.
In particular, the paper sets out methodological principles that can be used
to design bottom-up stress test exercises to assess the vulnerability of
insurers to liquidity shocks.
The conclusions are based on the current understanding and knowledge of
the liquidity risk in the insurance industry. Hence, this might evolve in the
future to reflect also the experience gained in the assessment of such risk at
European and global level.
Amid the increasing consideration given to liquidity risk by the insurance
industry and by the supervisors at European and global level, and in the
absence of a commonly adopted liquidity framework for industry in the
European Union, the paper depicts a conceptual approach to the
assessment of the liquidity position of insurers under adverse scenarios.
To read more: https://www.eiopa.europa.eu/content/methodologicalprinciples-insurance-stress-testing_en
https://www.eiopa.europa.eu/sites/default/files/financial_stability/insura
nce_stress_test/methodological-principles-liquidity.pdf
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EU-wide stress testing
The European Banking Authority (EBA) will launch its 2021 EU-wide
stress test exercise with the publication of the macroeconomic scenarios on
29 January at 18:00 CET. The EBA expects to publish the results of the
exercise by 31 July 2021.

This section is dedicated to the EBA EU-wide stress tests and provides
information about the methodologies and the scenarios used, as well as any
additional supporting information released by the EBA during the conduct
of the exercise.
EBA's role in stress testing
One of the responsibilities of the European Banking Authority (EBA) is to
ensure the orderly functioning and integrity of financial markets and the
stability of the financial system in the EU.
To this end, the EBA is mandated to monitor and assess market
developments as well as to identify trends, potential risks and
vulnerabilities stemming from the micro-prudential level.
One of the primary supervisory tools to conduct such an analysis is the EUwide stress test exercise. The EBA Regulation gives the Authority powers to
initiate and coordinate the EU-wide stress tests, in cooperation with the
European Systemic Risk Board (ESRB).
The aim of such tests is to assess the resilience of financial institutions to
adverse market developments, as well as to contribute to the overall
assessment of systemic risk in the EU financial system.
The EBA's EU-wide stress tests are conducted in a bottom-up fashion,
using consistent methodologies, scenarios and key assumptions developed
in cooperation with the ESRB, the European Central Bank (ECB) and the
European Commission (EC).
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Public policy for big techs in finance
Introductory remarks by Mr Agustín Carstens, General Manager of the BIS,
at the Asia School of Business Conversations on Central Banking webinar,
"Finance as information", Basel, 21 January 2021.

Introduction
The financial sector has always been information-hungry and an avid
adopter of technology.
It is said that in the Renaissance, Venetian traders were among the first
adopters of the telescope, to keep watch for incoming ships.
Early information could give traders an edge in buying and selling assets.
Financial institutions were also among the first adopters of the telegraph
and of satellite images, again aiming to achieve an information advantage.
Over time, the volume of information available has grown and grown – and
finance has continued to use this information to allocate funds and risks in
the economy.
Is today any different?
We have smartphones, machine learning and blockchains, but are we
seeing fundamental changes in the role of information?
In my remarks, I’d like to focus on one thing that has changed, namely who
is offering financial services.
Recently, we’ve seen the entry of big techs, which are able to exploit their
massive data, networks and range of activities.
The entry of big techs requires a comprehensive public policy approach
that combines financial regulation, competition policy and data privacy.
Big techs operate a broad range of business lines and have grown very
large.
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Big techs have done something quite remarkable: within less than two
decades: they have gone from being startups to dominating a range of
markets. This is unprecedented.
Today, their reach extends across a wide range of industries, of which
finance is only one. You can see this in the left-hand panel of Slide 1.
Indeed, financial services make up only 11% of big techs’ revenues so far.

And – to quote the Latin proverb “nomen est omen” (“the name is a sign”)
– they have become very large.
As a result of their control over key digital platforms in e-commerce, search
and social media, big techs are able to gather, process and communicate
huge volumes of data.
Not surprisingly, they have become among the largest companies in the
world, operating in multiple jurisdictions. As seen in the right-hand panel
of Slide 1, big techs like Google, Apple, Facebook and Amazon in the United
States and Alibaba and Tencent in China have market capitalisations that
far surpass those of the largest banks.
Why? The DNA of big techs
Why have they gotten so large? Big tech business models rest on enabling
direct interactions among a large number of users. This may be in ecommerce – such as Alibaba and Amazon; social media – such as Tencent
or Facebook; or search – such as Baidu or Google.
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An essential by-product of their business is the massive user data they
collect. They exploit natural network effects, generating further user
activity.
As an example, payment services generate transaction data, network
externalities facilitate the interaction among users, and this helps serve
needs related to other activities (such as credit).
But these activities will provide further data and will again fuel the DNA
feedback loop.
Data analytics, network externalities and interwoven activities (DNA)
constitute the key features of big techs’ business models (Slide 2). These
three elements reinforce each other.

To read more: https://www.bis.org/speeches/sp210121.pdf
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Climate change and central banking

Keynote speech by Ms Christine Lagarde, President of the European
Central Bank, at the ILF conference on Green Banking and Green Central
Banking, Frankfurt am Main

In the famous fable "Belling the Cat", a group of mice gather to discuss how
to deal with a cat that is eating them one by one.
They hatch a plan to put a bell on the cat so they can hear it coming and
escape before being caught.
When it comes to who will actually do it, however, each mouse finds a
reason why they are not the right mouse for the job, and why another
mouse should do it instead.
The cat never does receive a bell – and the story ends poorly for the mice.
In many ways, that fable describes mankind's reaction to the threats posed
by climate change.
Already in 1986, the front cover of Der Spiegel showed Cologne cathedral
half-submerged by water and the headline declared a "Climate
Catastrophe".
This is just one example, among many, that demonstrates that people were
aware of the risks posed by climate change a generation ago.
Yet, while many people agreed on the seriousness of the issue, and that
something had to be done, concrete action has been much less prevalent.
It is with this history in mind that I want to talk about the role of central
banks in addressing climate change.
Clearly, central banks are not the main actors when it comes to preventing
global heating.
Central banks are not responsible for climate policy and the most
important tools that are needed lie outside of our mandate.
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But the fact that we are not in the driving seat does not mean that we can
simply ignore climate change, or that we do not play a role in combating it.
Just as with the mice in the fable, inaction has negative consequences, and
the implications of not tackling climate change are already visible.
Globally, the past six years are the warmest six on record, and 2020 was
the warmest in Europe.
The number of disasters caused by natural hazards is also rising, resulting
in $210 billion of damages in 2020.
An analysis of over 300 peer-reviewed studies of disasters found that
almost 70% of the events analysed were made more likely, or more severe,
by human-caused climate change.
That said, there are now signs that policy action to fight climate change is
accelerating, especially in Europe.
We are seeing a new political willingness among regulators and fiscal
authorities to speed up the transition to a carbon neutral economy, on the
back of substantial technological advances in the private sector.
This increased action is often considered as a source of transition risk,
which we need to take into account and reflect in our policy framework.
This is not "mission creep", it is simply acknowledging reality.
Yet the transition to carbon neutral is not so much a risk as an opportunity
for the world to avoid the far more disruptive outcome that would
eventually result from governmental and societal inaction.
Scenarios show that the economic and financial risks of an orderly
transition can be contained.
Even a disorderly scenario, where the economic and financial impacts are
potentially substantial, represents a much better overall outcome in the
long run than the disastrous impact of the transition not occurring at all.
It now seems likely that faster progress will be made along three
interlocking dimensions.
Each of them lies outside the remit of central banks, but will have
important implications for central bank balance sheets and policy
objectives.
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Including, informing and innovating
The first dimension along which we expect rapid progress is including the
true social and environmental cost of carbon into the prices paid by all
sectors of the economy.
Appropriate pricing can come via direct carbon taxes or through
comprehensive cap and trade schemes.
Both are used to some extent in the EU.
It is likely, though, that the next steps in Europe will come mainly via the
EU's Emissions Trading System (ETS), a cap and trade scheme.
The ETS is an essential infrastructure, although it has not always been
successful in the past at delivering a predictable price of carbon.
Moreover, it currently covers only around half of EU greenhouse gas
emissions and a significant amount of allowances continue to be given for
free.
The effective price of carbon is expected to rise if the EU's targets for
reducing emissions are to be reached.
Modelling by the OECD and the European Commission suggests that an
effective carbon price between €40–60 is currently needed, depending on
how stringent other regulations are.
The introduction of the ETS Market Stability Reserve and the review of the
ETS scheduled for this year should provide the opportunity to deliver a
clear path towards adequate carbon pricing.
The second dimension where we expect to see progress is greater
information on the exposure of individual companies.
At present, information on the sustainability of financial products – when
available – is inconsistent, largely incomparable and at times unreliable.
That means that climate risks are not adequately priced, and there is a
substantial risk of sharp future corrections. Yet for an open market
economy to allocate resources efficiently, the pricing mechanism needs to
work correctly.
This requires a step change in the disclosure of climate-related data using
standardised and commonly agreed definitions.
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While TCFD-based disclosures have underpinned public/private efforts to
better inform, disclosure needs to be at a far more granular level of detail
than is currently available.
In Europe climate disclosures are governed by the Non-Financial
Reporting Directive (NFRD), which is currently under review.
The Eurosystem has advocated for mandatory disclosures of climaterelated risks from a far greater number of companies, including non-listed
entities.
Moreover, disclosures should be complemented by forward-looking
measures that assess the extent to which both financial and non-financial
firms are aligned with climate goals and net zero commitments.
The European Taxonomy Regulation that entered into force last year is also
an important milestone along this path.
But it still needs to be fleshed out with concrete technical criteria and
complemented by an equivalent taxonomy for carbon-intensive activities.
A further essential step is the consistent and transparent inclusion of
climate risks in credit ratings. Here, again, we have high hopes that
progress will now speed up.
While adequate carbon prices and greater information on exposures will
help provide incentives to decarbonise, that economic transformation
cannot take place without the third dimension: substantial green
innovation and investment.
Both, however, require a complex ecosystem of which finance is a key
element, so we expect to see increasing availability of green finance.
Green bond issuance by euro area residents has grown sevenfold since
2015, reaching €75 billion in 2020 – this represents roughly 4% of the total
corporate bond issuance.
We need to see funding for green innovation increasing from other market
segments as well, especially as recent analyses point to the beneficial role
of equity investors in supporting the green transition.
Assets under management by investment funds with environmental, social
and governance mandates have roughly tripled since 2015, and a little
more than half of these funds are domiciled in the euro area.
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Completing the capital markets union should provide a further push to
support equity-based green finance by fostering deep and liquid capital
markets across Europe.
Simultaneous progress along each of these three dimensions increases the
likelihood of substantial economic change in the near term.
That is so because movement along each dimension reinforces progress
along the others and magnifies the effectiveness of climate policy.
For example, the economic impact of higher carbon prices depends on the
availability of alternative green technologies.
In the past, a sudden and substantial increase in carbon taxes could have
resulted in an economic downturn, substantial stranded assets and threats
to financial stability.
Today, however, solar power is not only consistently cheaper than new coal
or gas-fired plants in most countries, but it also offers some of the lowest
cost electricity ever seen.
Green finance and innovation are also developing rapidly.
Introducing well-signalled carbon pricing therefore becomes more feasible
and could further sharpen incentives both to develop new technologies and
to carry out the substantial investment required for the widespread
adoption of the green technologies that already exist.
Climate change and central banks
Today, then, central banks face two trends – more visible impacts of
climate change and an acceleration of policy transition.
Both trends have macroeconomic and financial implications and have
consequences for our primary objective of price stability, for our other
areas of competence including financial stability and banking supervision,
as well as for the Eurosystem's own balance sheet.
Central banks are both aware of those consequences, and determined to
mitigate them.
Much has already been accomplished and more is under way:
The founding of the Network for Greening the Financial System (NGFS),
with membership including all major central banks, is testament to that
collective engagement with climate change.
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At the ECB, we are now launching a new climate change centre to bring
together more efficiently the different expertise and strands of work on
climate across the Bank. Climate change affects all of our policy areas.
The climate change centre provides the structure we need to tackle the
issue with the urgency and determination that it deserves.
In the area of financial stability and banking supervision, the ECB has
taken concrete steps towards expanding the financial system's
understanding of climate risks and its ability to manage them.
We have issued a guide on our supervisory expectations relating to the
management and disclosure of climate-related and environmental risks.
A recent survey of the climate-related disclosures of 125 banks suggests
there is still a way to go. It evaluated climate disclosures across several
basic information categories.
Only 3% of banks made disclosures in every category, and 16% made no
disclosure in any category.
ECB Banking Supervision has requested that banks conduct a climate risk
self-assessment and draw up action plans, which we will begin assessing
this year.
We will conduct a bank-level climate stress test in 2022.
The ECB is also currently carrying out a climate risk stress test exercise to
assess the impact on the European banking sector over a 30-year horizon.
Preliminary results from mapping climate patterns to the address-level
location of firms' physical assets show that in the absence of a transition,
physical risks in Europe are concentrated unevenly across countries and
sectors of the economy.
But there is more: climate change also impacts our primary mandate of
price stability through several channels. This is why climate change
considerations form an integral part of our ongoing review of our monetary
policy strategy.
Climate change can create short-term volatility in output and inflation
through extreme weather events, and if left unaddressed can have longlasting effects on growth and inflation.
Transition policies and innovation can also have a significant impact on
growth and inflation.
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These factors could potentially cause a durable divergence between
headline and core measures of inflation and influence the inflation
expectations of households and businesses.
The transmission of monetary policy through to the interest rates faced by
households and businesses could also be impaired, to the extent that
increased physical risks or the transition generate stranded assets and
losses by financial institutions.
According to a recent estimate by the European Systemic Risk Board, a
disorderly transition could reduce lending to the private sector by 5% in
real terms.
And climate change can also have implications for our monetary policy
instruments.
First, the Eurosystem's balance sheet itself is exposed to climate risks,
through the securities purchased in the asset purchase programmes and
the collateral provided by counterparties as part of our policy operations.
Furthermore, several factors associated with climate change may weigh on
productivity and the equilibrium interest rate, potentially reducing the
space available for conventional policy.
For example, labour supply and productivity may diminish as a result of
heat stress, temporary incapability to work and higher rates of mortality
and morbidity.
Resources may be reallocated away from productive use to support
adaptation, while capital accumulation may be impaired by rising
destruction from natural hazards and weaker investment dynamics related
to rising uncertainty.
And the increase in short-term volatility and accelerated structural change
could hamper central banks' ability to correctly identify the shocks that are
relevant for the medium-term inflation outlook, making it more difficult to
assess the appropriate monetary policy stance.
Our strategy review enables us to consider more deeply how we can
continue to protect our mandate in the face of these risks and, at the same
time, strengthen the resilience of monetary policy and our balance sheet to
climate risks.
That naturally involves evaluating the feasibility, efficiency and
effectiveness of available options, and ensuring they are consistent with
our mandate.
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The ECB is also assessing carefully, without prejudice to the primary
objective of price stability, how it can contribute to supporting the EU's
economic policies, as required by the treaty.
Europe has prioritised combating climate change and put in place targets,
policies and regulations to underpin the transition to a carbon-neutral
economy.
While the Eurosystem is not a policy maker in these areas, it should assess
its potential role in the transition.
We recognise that our active role in some markets can influence the
development of certain market segments. The ECB currently holds around
a fifth of the outstanding volume of eligible green bonds.
Standardisation helps nascent markets gain liquidity and encourages
growth. And our eligibility criteria can provide, in this context, a useful
coordination device.
For example, since the start of this year, bonds with coupon structures
linked to certain sustainability performance targets have been eligible as
collateral for Eurosystem credit operations and for outright purchases for
monetary policy purposes.
We have also taken action with regards to our non-monetary policy
portfolio, namely our own funds and pension fund.
The ECB raised the share of green bonds in its own funds portfolio to 3.5%
last year and is planning on raising it further as this market is expected to
grow in the coming years.
Investing parts of the own funds portfolio in the green bond fund of the
Bank for International Settlements marks another step in this direction.
A shift of all conventional equity benchmark indices tracked by the staff
pension fund to low-carbon equivalents last year significantly reduced the
carbon footprint of the equity funds. Other central banks are also aligning
decisively their investment decisions with sustainability criteria.
Conclusion
Let me conclude.
Climate change is one of the greatest challenges faced by mankind this
century, and there is now broad agreement that we should act. But that
agreement needs to be translated more urgently into concrete measures.
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The ECB will contribute to this effort within its mandate, acting in tandem
with those responsible for climate policy.
Unlike the mice in the fable, not only do we have to recognise that we
cannot keep waiting for someone else to act, we also must recognise that
the burden cannot fall on one party alone.
There is no single panacea for climate change, and combating it requires
rapid progress along several dimensions.
Relying on just one solution, or on one party, will not be enough to avoid a
climate catastrophe. And here we can actually learn something from mice.
As the Roman playwright Plautus wrote, "How wise a beast is the little
mouse, who never entrusts its safety to only one hole."
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Criminals continue to take advantage of coronavirus vaccine rollout as phishing email reports soar
Action Fraud is raising awareness of another coronavirus vaccine scam,
after it received a high volume of reports relating to a phishing email on
Monday 25 January.

The email, which attempts to trick people into handing over their bank
details, was reported more than 1,000 times in 24 hours. It appears to
come from the NHS and asks the recipient to click on a link to accept or
decline an invitation to receive the coronavirus vaccine. If they click accept,
they are asked to input personal information and their bank card details.
The national reporting centre for fraud and cyber crime has previously
warned about coronavirus vaccine scams, with many people reporting
receiving fake text messages purporting to be from the NHS.
Head of Action Fraud, Pauline Smith, is warning the public to remain
vigilant as fraudsters continue to act:
“It’s despicable that fraudsters will take advantage of such an important
tool in the fight against this evil and deadly disease. Not only are the people
being targeted with this email at risk of losing money, or having their
identity stolen, but they are also at risk of not receiving the real vaccine.
“The public have been fantastic at reporting these scams to us and raising
awareness in their local community as well. But unfortunately, as this
latest phishing campaign shows, we still have to remain cautious and alert.
Remember: anything purporting to be from the NHS asking you to pay for
the vaccine, or provide your bank account or card details, is a scam.”
How to protect yourself
In the UK, coronavirus vaccines will only be available via the National
Health Services of England, Northern Ireland, Wales and Scotland. You
can be contacted by the NHS, your employer, a GP surgery or pharmacy
local to you, to receive your vaccine. Remember, the vaccine is free of
charge. At no point will you be asked to pay.
The NHS will never:
-

ask you for your bank account or card details.

-

ask you for your PIN or banking password.
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-

arrive unannounced at your home to administer the vaccine.

-

ask you to prove your identity by sending copies of personal documents
such as your passport, driving licence, bills or pay slips.

If you receive a call you believe to be fraudulent, hang up. If you are
suspicious about an email you have received, forward it to
report@phishing.gov.uk. Suspicious text messages should be forwarded to
the number 7726 which is free of charge.
If you believe you are the victim of a fraud, please report this to Action
Fraud as soon as possible by calling 0300 123 2040 or visiting
www.actionfraud.police.uk

International Association of Hedge Funds Professionals (IAHFP)

P a g e | 44

BIS Working Papers No 922

Does regulation only bite the less profitable? Evidence from the
too-big-to-fail reforms
Tirupam Goel, Ulf Lewrick and Aakriti Mathur, Monetary and Economic
Department, January 2021

Regulatory reforms following the financial crisis of 2007–08 created
incentives for large global banks to lower their systemic importance.
We establish that differences in profitability shape banks’ response to these
reforms. Indeed, profitability is key because it underpins banks’ ability to
generate capital and drives the opportunity cost of shrinking.
Our analysis shows that only the less profitable banks lowered their
systemic footprint relative to their equally unprofitable peers that were
unaffected by the regulatory treatment.
The more profitable banks, by contrast, continued to raise their systemic
importance in sync with their untreated peers.
Introduction
Banking regulation builds on the premise that capital requirements can
make banks internalise the negative externalities they impose on the
financial system.
The case for regulation is particularly strong for large global banks. As the
financial crisis of 2007–08 highlighted, the size, complexity and
interconnectedness of these banks implies that their failure risks
undermining financial stability.
The crisis experience has sparked a stream of research on too-big-to-fail
concerns in banking, giving rise to new measures of systemic risks and
deepening our understanding of their origin (e.g., Acharya et al. (2012),
Adrian and Brunnermeier (2016), Brownlees and Engle (2016), Acharya et
al. (2017)).
However, much less is known about the effectiveness of policy reforms to
mitigate such risks. A case in point is the framework for global systemically
important banks (G-SIBs), which is one element of the broader post-crisis
agenda to address too-big-to-fail concerns. By applying higher capital
surcharges to banks that are more systemically important, the G-SIB
framework intends to bolster their resilience.
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At the same time, it creates incentives for these banks to lower their
systemic footprint in order to benefit from capital relief.
In this paper, we assess whether the introduction of the framework – the
regulatory treatment – has led G-SIBs to reduce their systemic importance.
Our focus is on exploring the framework’s differential impact on banks
given that the strength of regulatory incentives can vary.
Incentives to lower their systemic importance are likely to be particularly
strong for banks that face high costs of raising capital. Yet banks that stand
to sacrifice a lot of revenue by downsizing may have few incentives to
reduce their systemic footprint.
Our main finding is that profitability plays a determining – but typically
overlooked – role in shaping banks’ response to the framework. The
framework caused the less profitable G-SIBs, measured in terms of their
pre-treatment return on assets (ROA), to cut back their systemic
importance relative to the less profitable Non G-SIBs (the untreated peers).
The contraction was even stronger for those G-SIBs that were close
to the regulatory thresholds that determine their capital surcharges. By
contrast, the more profitable G-SIBs have continued to raise their systemic
footprint in sync with the more profitable Non G-SIBs.
The wedge in the footprint of the more and less profitable G-SIBs has thus
widened substantially post treatment. Nevertheless, the concentration
of systemic importance within our global sample of banks has declined
somewhat during the period of observation.
The contraction by the less profitable G-SIBs has thus more than
compensated for the increase in systemic importance of the more
profitable banks.
Moreover, we assess jointly the changes in banks’ systemic importance and
their market-implied default risks to approximate the evolution of the
banks’ systemic risk contribution.
This assessment points to a significant decline in the less profitable G-SIBs’
systemic risk contribution, and a small but insignificant increase in case of
the more profitable G-SIBs.
Our findings are based on a difference-in-differences (DD) specification,
which allows us to benchmark G-SIBs’ responses to the framework against
those of Non G-SIBs.
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The DD approach lays the ground for our main analysis based on a triple
interaction of G-SIB designation, profitability, and the regulatory
treatment.
Throughout our analysis, we control for fixed and time-varying bank
characteristics, as well as for differences in the economic or regulatory
developments across jurisdictions over time.
To read more: https://www.bis.org/publ/work922.pdf
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The Federal Reserve’s New Framework: Context and
Consequences

Remarks by Richard H. Clarida, Vice Chair, Board of Governors of the
Federal Reserve System, at “The Road Ahead for Central Banks,” a seminar
sponsored by the Hoover Economic Policy Working Group, Hoover
Institution, Stanford University, Stanford, California

On August 27, 2020, the Federal Open Market Committee (FOMC)
unanimously approved a revised Statement on Longer-Run Goals and
Monetary Policy Strategy, which represents a robust evolution of its
monetary policy framework.
At its September and December FOMC meetings, the Committee made
material changes to its forward guidance to bring it into line with the new
policy framework.
Before I discuss the new framework in detail and the policy implications
that flow from it, please allow me to provide some background on the
reasons the Committee felt that our framework needed to evolve.
Motivation for the Review
As my FOMC colleagues and I indicated from the outset, the fact that the
Federal Reserve System chose to conduct this review does not indicate that
we believed we were poorly served by the framework in place since 2012.
Indeed, I would argue that over the past eight years, the framework served
us well and supported the Federal Reserve’s efforts after the Global
Financial Crisis (GFC) first to achieve and then, for several years, to
sustain—until cut short this spring by the COVID-19 pandemic—the
operation of the economy at or close to both our statutorily assigned goals
of maximum employment and price stability in what became the longest
economic expansion in U.S. history.
Nonetheless, both the U.S. economy—and, equally importantly, our
understanding of the economy—have clearly evolved along several crucial
dimensions since 2012, and we believed that in 2019 it made sense to step
back and assess whether, and in what possible ways, we might refine and
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rethink our strategy, tools, and communication practices to achieve and
sustain our goals as consistently and robustly as possible in the global
economy in which we operate today and for the foreseeable future.
To read more: https://www.bis.org/review/r210114a.pdf
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2020 CONSUMER TRENDS REPORT

Given the impact of COVID-19 on the economy and on the insurance and
occupational pension sectors, this year’s report focuses on the pandemic, to
provide an initial and preliminary overview on the impact on the sectors,
responses and the challenges which emerged. This includes taking stock as
to how EIOPA’s measures have been implemented and their impact.
The report only focuses on observations from Q1 and Q2 2020; hence,
overall conclusions on the COVID-19 crisis cannot be drawn.
Because of the extrinsic nature of the current crisis, this year’s evolutions
in consumer behaviours are mostly dictated by external factors which
include:
› Forced changes in consumers’ habits impacting consumers’ insurance
needs;
› A deterioration of consumers’ disposable income and changes in
employers’ cashflows; and
› Market shocks and the continued and prolonged low-interest rate
environment.
Despite initial concerns, insurers, insurance intermediaries and pension
funds have worked hard to guarantee business continuity.
When operational disruptions emerged, they have been isolated and not
material.
Evidence from consumer interviews also confirms that business continuity
has been ensured rendering the process of buying products, submitting
claims and complaints or asking information as ‘normal’ as possible.
The sudden shift towards digital channels has crystallised some benefits of
financial innovation / digitalisation both for insurers and intermediaries as
well as for consumers.
However, in particular for more vulnerable and less digitally savvy
consumers, intermediaries have also played a key role, being a first point of
contact for consumers to seek guidance on their insurance coverage.
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Given the increased digitalisation, risks relating to increased fraud both
against insurance undertakings, pension funds and against consumers,
members and beneficiaries have also emerged.
Looking at growth trends, at the end of Q2 2020 a majority of Member
States in the EEA reported a decrease in life insurance GWP:
› The decrease has been led by a -24.2% drop in insurance with profit
participation;
› Unit-linked insurance slightly grew, remaining the largest single line of
business;
› Considering the heterogeneous nature of the other-life insurance line of
business, trends have been dictated by different factors with mortgage life
insurance decreasing in several Member States, while term life insurance
reported an increase.
Amidst the crisis concerns with regard to unit-linked contracts continued
to persist:
› The sharp fall in asset prices observed in March, which was accompanied
by redemptions from some investment funds and a deterioration in
financial market liquidity, raised some initial concerns.
› Moreover, as consumers may start to surrender their policies early,
existing structural problems such as a mismatch between actual and
expected returns because of the features (e.g., high risk, complex fee
structure) of some unit-linked products may surface. Expected lower
returns and market volatility can also further exacerbate
existing problems, heightening the impact that high costs can have.
Looking at non-life insurance, the sector grew by 3.3% in the first half of
2020. Growth trends were more heterogeneous and diverse across Europe.
Amidst the crisis accident and health insurance products appear to have
continued to offer valuable cover to consumers, reporting the second
highest claims ratios and with no major decreases / increases in total
claims incurred.
In several Member States, COVID-19 related treatments were covered
and/or several initiatives, including good-will payments, have been put in
place to ensure that accident and health insurance products continue
to offer value to consumers.
Accident and health insurance is the product for which most
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good-will actions have also been reported.
The fire and other damage to property line of business increased in 26
Member States — in 4 of them by more than 15%.
Given changes in working habits and travel restrictions, at the on-set of the
crisis, concerns arose with consumers possibly breaching contractual
obligations and loosing coverage. However, insurers showing forbearance
towards consumers have been observed, albeit not in a consistent manner.
Trends in income protection insurance have varied significantly across
Member States.
The unknown nature of COVID-19, in particular in relation to its long-term
implications, may also lead to some changes in product design (e.g.,
insurers introducing exclusions or putting in place screening procedures to
avoid ‘silent risks’).
The miscellaneous financial loss is the line of business which experienced
the highest increase in claims ratios, more than doubling in several
Member States.
This could be due to the fact that travel cancellation claims are covered
under this line of business.
It could also relate to the fact that some business interruption claims may
also fall under this line of business and insurers may have provisioned for
expected future claims.
Concerns with regard to travel insurance products also exist. EIOPA in the
past highlighted the utility of these products whilst raising concerns on the
value some products bring to consumers and on some problematic
business models.
The COVID-19 crisis surfaced concerns both in relation to inconsistent
consumer outcomes with regard to travel insurance products and in
relation to problematic business models.
Exclusions and lack of clarity in terms and conditions have raised
particular challenges.
On one hand, exclusions relate to the fact that pandemics raise specific
difficulties from an insurance perspective; on the other hand, increasing
pressure has been put on the sector to pay out claims even though the risk
may have not been originally foreseen.
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To this extent at the on-set of the crisis EIOPA clearly outlined the risks of
imposing retroactive coverage.
EIOPA also highlighted measures to be taken to limit possible consumer
detriment, though it is not clear that these have been consistently adopted,
raising concerns as to whether consumer detriment has thereby
materialized.
To read more: https://www.eiopa.europa.eu/content/consumer-trendsreport-2020_en
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Cybersecurity to the Rescue: Pseudonymisation for Personal
Data Protection

ENISA’s new report explores pseudonymisation techniques and use cases
for healthcare and information sharing in cybersecurity

Pseudonymisation is an established and accepted data protection measure
that has gained additional attention following the adoption of the General
Data Protection Regulation (GDPR) where it is both specifically defined
and many times referenced as a safeguard.
ENISA, in its prior work on this field, has explored the notion and scope of
data pseudonymisation, while presenting some basic technical methods
and examples to achieve pseudonymisation in practice.
In this new report, ENISA complements its past work by discussing
advanced pseudonymisation techniques, as well as specific use cases from
the specific sectors of healthcare and cybersecurity.
In particular, the report, building on the basic pseudonymisation
techniques, examines advanced solutions for more complex scenarios that
can be based on asymmetric encryption, ring signatures and group
pseudonyms, chaining mode, pseudonyms based on multiple identifiers,
pseudonyms with proof of knowledge and secure multi-party computation.
It then applies some of these techniques in the area of healthcare to discuss
possible pseudonymisation options in different example cases, while also
exploring the possible application of the data custodianship model.
Lastly, it examines the application of basic pseudonymisation techniques in
common cybersecurity use cases, such as the use of telemetry and
reputation systems.
Based on the analysis provided in the report, the following basic
conclusions and recommendations for all relevant stakeholders are
provided.
Defining the best possible technique
As it has been stressed also in past ENISA’s reports, there is no fit-for-all
pseudonymisation technique and a detailed analysis of the case in question
is necessary in order to define the best possible option. To do so, it is
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essential to take a critical to look into the semantics (the “full picture”)
before conducting data pseudonymisation.
In addition, pseudonymisation is only one possible technique and must be
combined with a thorough security risk assessment for the protection of
personal data.
Data controllers and processors should engage in data pseudonymisation,
based on a security and data protection risk assessment and taking due
account of the overall context and characteristics of personal data
processing.
This may also comprise methods for data subjects to pseudonymise
personal data on their side (e.g. before delivering data to the
controller/processor) to increase control of their own personal data.
Regulators (e.g. Data Protection Authorities and the European Data
Protection Board) should promote risk-based data pseudonymisation
through the provision of relevant guidance and examples.
Advanced techniques for advanced scenarios
While the technical solution is a critical element for achieving proper
pseudonymisation, one must not forget that the organisational model and
its underlying structural architecture are also very important parameters of
success.
Advanced techniques go together with advanced scenarios, such as the case
of the data custodianship model.
Data controllers and processors should consider possible scenarios that
can support advanced pseudonymisation techniques, based – among other
– on the principle of data minimisation.
The research community should support data controllers and processors in
identifying the necessary trust elements and guarantees for the advanced
scenarios (e.g. data custodianship) to be functional in practice.
Regulators (e.g. Data Protection Authorities and the European Data
Protection Board) should ensure that regulatory approaches, e.g. as
regards new technologies and application sectors, take into account all
possible entities and roles from the standpoint of data protection, while
remaining technologically neutral.
Establishing the state-of-the-art
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Although a lot of work is already in place, there is certainly more to be done
in defining the state-of-the-art in data pseudonymisation.
To this end, research and application scenarios must go hand-in-hand,
involving all relevant parties (researchers, industry, and regulators) to
discuss joined approaches.
The European Commission, the relevant EU institutions, as well as
Regulators (e.g. Data Protection Authorities and the European Data
Protection Board) should support the establishment and maintenance of
the state-of-the-art in pseudonymisation, bringing together all relevant
stakeholders in the field (regulators, research community, and industry).
The research community should continue its efforts on advancing the
existing work on data pseudonymisation, addressing special challenges
appearing from emerging technologies, such as Artificial Intelligence.
The European Commission and the relevant EU institutions should
support and disseminate these efforts.
Towards the broader adoption of data pseudonymisation
Recent developments, e.g. in international personal data transfers, show
clearly the need to further advance appropriate safeguards for personal
data protection.
This will only be intensified in the future by the use of emerging
technologies and the need for open data access.
It is, thus, important to start today the discussion on the broader adoption
of pseudonymisation in different application scenarios.
Regulators (e.g. Data Protection Authorities and the European Data
Protection Board), the European Commission and the relevant EU
institutions should disseminate the benefits of data pseudonymisation and
provide for best practices in the field.
To read more: https://www.enisa.europa.eu/publications/datapseudonymisation-advanced-techniques-and-use-cases
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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-fundsassociation.com/Distance_Learning_and_Certification.htm
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