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Dear members and friends,
We will start with the interesting presentation from
Governor Lael Brainard (U.S. Federal Reserve's Board of
Governors), at the National Housing Conference, National
Advisory Council Meeting.

Modernizing and Strengthening CRA Regulations: A
Conversation with the Housing Community
I want to thank David Dworkin for inviting me to participate in this
discussion. I am pleased to be with you to talk about Community
Reinvestment Act (CRA) modernization and how this process can help
address the housing challenges facing minority and low- and moderateincome (LMI) communities around the country. The National Housing
Conference (NHC) is an important voice in housing and community
development policy, so I look forward to hearing from you.
During the mortgage foreclosure crisis, many families around the country
suffered the devastating loss of their home through no fault of their own,
and homeownership rates have not recovered to pre-crisis levels for the
affected groups. Now, the COVID-19 pandemic is raising a new set of
housing challenges for renters and the rental market.
The current crisis is hitting LMI households with limited financial
resources the hardest, and this is especially true for Black and Latinx
households. Data from the Census Household Pulse Survey indicate that 25
percent of Black renters and 22 percent of Hispanic renters were behind on
their rent payments as of September, along with 12 percent of White
renters.
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Among homeowners, Black and Hispanic households have been
"significantly more likely to miss or defer monthly mortgage payments and
experience uncertainty about making next month's payment than white
households" during the pandemic.
Coronavirus Aid, Relief, and Economic Security (CARES) Act emergency
payments and supplemental unemployment benefits provided vital support
to households in the initial stages of the crisis, and the mortgage
forbearance period of up to 360 days in the Act and eviction moratoriums
at the federal, state, and local level have provided vital stop-gap stability
for many families.
There is growing concern about what will happen to individuals who may
be behind on their rent or mortgage payments as a result of job loss or
reduced hours when eviction moratoriums and mortgage forbearance
programs come to an end, especially given uncertainty about whether there
will be further fiscal support.
The housing challenges resulting from the COVID-19 pandemic are layered
on top of existing challenges in both the homeownership and rental
markets. Affordable housing is essential to providing low-income
households the stability necessary to engage in employment and schooling,
provide for essential needs, and accumulate some financial cushion for
emergencies. However, the need for affordable housing has grown at a
faster pace than the supply.
With limited supply of lots and other challenges, new construction in many
places has been oriented to higher-end units, leaving more limited supply
for households with lower incomes, especially in higher cost cities. Many
households have been unable to purchase a home since the last financial
crisis due to a confluence of factors, including higher home prices and
stricter lending standards.
For those who have purchased a home, higher home prices have translated
into higher debt levels relative to household income.
For renters, available subsidies or programs for affordable housing have
fallen short of the need, particularly in higher cost cities, while new higherend rental housing has increased significantly since the financial crisis. The
high cost of renting leaves many families paying a higher share of their
income for housing. American Community Survey data from 2019 show
that 45 percent of renter households spend more than 30 percent of their
monthly income on rent.
While 22 percent of renters pay more than half of their income toward
rent, this figure jumps to nearly 38 percent for renters earning below
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$50,000. This leaves families with little to no room to save for
emergencies, such as the COVID-19 pandemic.
This growing shortage underscores the importance of the incentives
provided by the CRA for the production and rehabilitation of affordable
housing. With the demand for affordable units significantly exceeding
supply, it is essential to strengthen the incentives for these loans and
investments as part of CRA modernization.
Increasing access to affordable housing is critical to creating opportunities
for homeownership for LMI households and with it the chance to build
wealth through home equity. Here too, CRA plays a role, not only in
providing incentives for the provision of affordable housing, but also in
encouraging access to credit for homeownership for LMI households and
communities. Indeed, mortgage lending has long been at the center of
evaluating CRA performance.
The challenges facing LMI and minority renters and would-be homeowners
underscore the importance of getting CRA modernization right. The
Federal Reserve Board unanimously voted to approve an Advance Notice of
Proposed Rulemaking (ANPR) about CRA modernization on September 21,
2020.
The ANPR was published yesterday in the Federal Register, and the
comment period will end on February 16, 2021.
By providing a 120-day comment period, we hope to receive comments
from a wide range of stakeholders and build on the already robust feedback
that informed the development of the ANPR.
Throughout this process, NHC has provided the Federal Reserve with
valuable insights into the unique role and needs of affordable housing
providers. Your members support community development projects in
communities throughout the country, and we have benefited from the
engagement of NHC and its members both in the form of detailed
comment letters and through meetings to discuss different aspects of CRA
reform.
The CRA is a critical law, enacted along with other complementary federal
civil rights laws during the late 1960s and 1970s. The intent of these laws
was to address redlining and systemic inequities in access to credit and
other financial services for LMI and minority communities.
The core purpose of CRA remains as important as ever, especially given the
national conversation we are having about racial equity in our society and
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the disproportionate impact that COVID-19 is having on LMI and minority
communities.
Even with these critical laws, the wealth gap remains stubbornly wide. The
Survey of Consumer Finances for 2019 found that the typical White family
has eight times the wealth of the typical Black family.
For many American families, homeownership is the single most important
component of their wealth. In 2019, the homeownership rate for Black
households was 42.1 percent, as compared to the 73.3 percent for White
households. This homeownership gap of 31.2 percent is 3.1 percentage
points wider than a decade ago.
The Board's ANPR seeks to advance the law's core purpose of addressing
unequal access to credit for LMI and minority communities and
disinvestment in underserved communities. A modernized CRA should
help move the needle on credit access, wealth building, and the availability
of community development financing.
This includes strengthening the regulations to ensure that a wide range of
low-income and minority banking needs are being met. It also includes
promoting financial inclusion by proposing incentives for further bank
investments in Minority Depository Institutions, Community Development
Financial Institutions (CDFIs), and community development activity in
designated areas of need outside of assessment areas, such as Indian
Country.
The ANPR also seeks to provide greater certainty, tailor regulations based
on bank size and business model, and minimize burden. For example, the
ANPR introduces a metrics-based approach that would separately evaluate
retail lending and community development financing activity.
The use of standardized metrics would provide greater clarity and
transparency on how lending and investment activity is evaluated. These
proposed metrics would also use thresholds that are tailored to local
market conditions, while also retaining a focus on targeted performance
context factors.
Lastly, we hope the ANPR will provide a foundation for the agencies to
converge on a consistent approach that has broad support among
stakeholders. Stakeholders, including the NHC, have expressed strong
support for the agencies to work together to modernize CRA.
By reflecting stakeholder views and providing a long public comment
period, we believe that the ANPR provides the basis for the agencies to
establish a consistent approach that has broad support.
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Before concluding, I want to highlight a few proposals in the ANPR that
have particular relevance to affordable housing. First, the ANPR proposes
two separate tests for evaluating the CRA performance of large retail
banks—a Retail Test and a Community Development Test—in response to
the overwhelming stakeholder feedback we heard about the vital
importance of both retail and community development activities.
In the ANPR, each of these tests would have a subtest that focuses on
financing and a subtest that focuses on services, resulting in four overall
subtests for large retail banks.
Second, the ANPR proposes evaluating a bank's retail lending in its major
product lines using metrics that measure the number of loans a bank
makes, not the dollar-value of these loans. As a result, a larger mortgage
loan would count the same as a smaller-dollar mortgage under the
proposed metrics.
We think this is important to avoid providing incentives to serve borrowers
seeking to finance higher-priced homes at the expense of lower-income
borrowers seeking finance for lower-priced homes.
Third, the ANPR proposes combining consideration of community
development loans and qualified investments, including originations and
purchases, into one metrics-based Community Development Financing
Subtest.
We believe this could encourage the provision of patient capital because
both new originations and those already on the balance sheet would be
included in the evaluation metric.
Fourth, stakeholders have emphasized the critical importance of CRAmotivated capital as a source of funding for affordable rental and singlefamily housing for LMI populations.
Given the significant unmet need for affordable housing, the ANPR
provides an opportunity to carefully reconsider how we define affordable
housing in the CRA regulations and how we can strengthen existing
provisions for the creation and preservation of affordable housing, both
rental and owner-occupied.
The ANPR proposes new regulatory language that would specify that a
housing unit would be considered affordable if it is purchased, developed,
rehabilitated, or preserved in conjunction with a federal, state, local, or
tribal government affordable housing program or subsidy, with the bona
fide intent of providing affordable housing.
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This definition is intended to capture a wide variety of subsidies, including
tax credit programs (such as the Low-Income Housing Tax Credit), federal
government direct subsidies, and state and local government direct
subsidies for the production or preservation of affordable housing. These
programs could be for rental housing or homeownership.
The suggested language is also intended to capture programs that do not
provide monetary subsidies, but that have the express intent of producing
or preserving affordable housing, such as a loan in support of a land bank
program.
In addition, many stakeholders have noted the importance of preserving
unsubsidized housing that is affordable to LMI households and ensuring
units retain their affordability in gentrifying areas.
In response to these concerns, the ANPR seeks to clarify the criteria under
which banks can receive CRA consideration for investing in unsubsidized,
or naturally-occurring, affordable housing.
We are also considering other options to ensure that housing-related
community development financing activities maintain long-term
affordability, limit displacement, and encourage affordable housing located
in all communities.
As experts in this field, we look forward to receiving your feedback on what
specific data sources and criteria we should consider to promote the
preservation of naturally-occurring, affordable housing.
Fifth, the ANPR seeks feedback on the appropriate CRA treatment of
mortgage-backed securities (MBS) that are backed by loans that finance
subsidized multifamily rental housing, loans for mixed-income housing
that includes affordable housing for LMI families, or loans to LMI
borrowers.
While issuance of qualifying MBS can improve liquidity, and thereby
increase capacity for lenders that make home mortgage loans to LMI
borrowers, some stakeholders have expressed concern that MBS purchases
may be undertaken in lieu of other more impactful community
development financing activities that may require greater effort.
Finally, the ANPR seeks feedback on extending to CDFIs the status that is
extended to Minority Depository Institutions, women-owned financial
institutions, and low-income credit unions. Such an approach would
effectively give banks CRA consideration for loans, investments, or services
in conjunction with a CDFI anywhere in the country.
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Additionally, the ANPR discusses granting automatic CRA community
development consideration for qualified activities in conjunction with U.S.
Department of the Treasury-certified CDFIs for activities in a bank's
assessment area(s).
We hope that you will provide us with feedback on how to modernize the
CRA in a way that supports affordable housing and promotes housingrelated credit and investments to LMI and minority individuals and
communities. We thank you for your engagement and look forward to
hearing more from you and your members through the rulemaking
process.
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When the Nail Fails – Remarks before the National Society of
Compliance Professionals

Commissioner Hester Peirce, U.S. Securities and Exchange Commission

It is a pleasure to be speaking to you for the second time, albeit virtually, at
your national conference. I would like to thank Lisa Crossley, Holly
Orefice, and Kristen Hinz for their work in coordinating the virtual
transmission of the thoughts I have to share today.
Of course, I need to include the standard disclaimer: the views I express
are my own and do not necessarily reflect those of the Commission or my
fellow Commissioners.
Conferences and speeches certainly have changed in the time of COVID, as
have the challenges you face as compliance officers. Two years ago, I spoke
with you about the important function compliance personnel, including
chief compliance officers (“CCOs”), serve in facilitating the work of the
Commission.
Since then everything has gotten more complicated. I built that speech
around the seasonal activity of trick-or-treating, something the county in
which I live now has directed its residents to avoid. A frightening sign of
the times.
Nobody could have anticipated such a fraught turn of events, and the
difficult conditions now facing compliance professionals, whose
compliance programs now often have to operate remotely, also were not
foreseen. Compliance professionals, perhaps better than the rest of us,
however, adapt to changing circumstances with impressive alacrity and
skill.
In an increasingly complex regulatory environment, and with the
additional complications caused by the COVID-19 pandemic, a good
working relationship between compliance officers at regulated entities and
our staff in the Commissions’ Office of Compliance Inspections and
Examinations (OCIE) is more important than ever.
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Under the leadership of Pete Driscoll, OCIE has sought to deepen that
relationship. Among other things, recognizing the unique difficulties of
compliance during a pandemic in which everyone is being asked to
function virtually, OCIE has provided relevant guidance. As new issues
arise for which guidance would be useful, please note them for me and the
OCIE staff.
Today, though, rather than focusing on compliance during COVID, I would
like to focus on a concern that is not new—the question of how to define the
parameters of personal liability for compliance officers.
Near the end of my remarks in 2018, I spoke briefly about the role that the
Commission’s Division of Enforcement plays with respect to compliance
functions. I noted that I shared the concerns expressed in some quarters
that the increasing specter of personal liability could cause talented
individuals to forgo a career in compliance, among other negative effects.
Those concerns have increased over the past two years. Compliance
officers’ responsibilities are growing, but the nature of the liability they face
in executing those responsibilities remains unclear. Indeed, this past
February, the New York City Bar published a report that distilled many of
the concerns, and offered a number of recommendations.
I hope that my remarks today can help to foster feedback from you and
your compliance colleagues, which, in turn, can help me better perceive
what useful formal guidance on the topic of individual compliance officer
liability might look like.
I want to start with an equine hypothetical, one that I am sure that many of
you have heard. It is an old proverb about a nail and a horseshoe—
attributed sometimes to a particular person and sometimes to no person in
particular, and taking one of a number of forms.
One form goes like this:
For want of a nail the shoe was lost.
For want of a shoe the horse was lost.
For want of a horse the rider was lost.
For want of a rider the message was lost.
For want of a message the battle was lost.
For want of a battle the kingdom was lost.
And all for the want of a horseshoe nail.
Typically, the proverb is used to illustrate that a seemingly inconsequential
event can lead to grave consequences. A missing nail from a horseshoe
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leads to a series of bad events and ultimately the downfall of an entire
kingdom.
I would like to look at this story from a slightly different perspective: who
is responsible when the nail fails? Suppose that the farrier trade is a
heavily regulated industry, and the regulator comes calling to determine
how the nail failure happened and who, precisely, was at fault.
(I know that some of you are thinking “For want of the kingdom, the
kingdom’s regulator was lost,” but we will assume for purposes of this
illustration that all that remains standing of the old kingdom is its
regulatory bureaucracy.)
So the regulator, the Royal Farrier Commission, comes calling for a cause
exam to investigate the wanting nail matter and to determine whether an
enforcement action is warranted. What happened? Who is to blame for
the missing nail? Why did it happen? Was the farrier whose job it was to
secure the nail in place at fault? Did he perform his job badly? What if he
did place the nail properly, but the nail was defective? What if the nail was
not defective, but it was placed in the horse’s hoof in a manner that did not
conform to regulatory specifications?
These questions quite naturally lead to second-level questions: did the
farrier’s employer have adequate policies and procedures with respect to
the proper way to place the nail in the shoe? Was there a supervisor
regularly checking on the performance of the farrier and his colleagues in
the field? Did the employer have compliance surveillance systems
adequately designed to detect the use of defective nails and departures
from regulatory specifications? Why didn’t those systems identify,
remediate, and report the nail failure? Were there any red flags? And, of
course, where was the CCO? Why didn’t the CCO prevent this failure from
happening?
I hope that the Royal Farrier Commission, in my hypothetical, had
provided more recent and formal guidance on the subject of CCO liability
than the Commission has. With respect to the SEC, people still point back
to a Keynote Address by the then-Director of the Division of Enforcement
at your 2015 National Conference.
In that speech, the Enforcement Director identified three broad categories
of cases where the Commission has charged chief compliance officers:
(1) cases where the compliance officer participated in the underlying
misconduct unrelated to her compliance duties;
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(2) cases where compliance officers obstructed or misled Commission staff;
and,
(3) cases where, in the Enforcement Director’s words, “the CCO has
exhibited a wholesale failure to carry out his or her responsibility.”
The first category should not be controversial. After all, serving in a
compliance capacity is not a get-out-of-jail free card for clearly unlawful
conduct.
If it were, lots of bad actors would want the compliance officer title to
shield them from liability. So a compliance officer who, outside of her
compliance functions, directly violates provisions of the securities laws is
liable the same way anyone else would be.
For example, when a person knows that an investment adviser is
misappropriating client funds, does nothing to stop it, and participates in a
scheme to hide the theft, she is liable for that conduct no matter her
compliance functions.
In cases such as these, compliance personnel are liable on the same terms
and to the same extent as any other bad actor. In other words, if you
knowingly and intentionally use defective nails or willfully misplace the
nails, you are responsible for the thrown shoe, no matter your compliance
function.
The second category of cases relates more directly to compliance functions.
These cases typically involve facts where a compliance officer obstructs or
misleads the Commission’s staff.
In a recent example, a compliance officer created and backdated
compliance memoranda. When she subsequently provided them to the
Commission’s examination staff, she described them as a
contemporaneous memorialization of the events, an assertion she knew to
be false.
I supported this case. The Commission’s examination process is essential
to its regulatory functions, and conduct that undermines the process must
be addressed. In another recent case, a compliance officer similarly misled
the Commission’s examiners and enforcement staff by producing altered
documents.
The alteration was material because it created the appearance that the
compliance officer had timely performed certain reviews, when she had
not. Again, I supported the case because it evidenced the sort of knowing
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and intentional misconduct that materially undermines the examination
process.
The third category of cases, the ones involving a wholesale failure of a
compliance officer is the one that understandably generates the most
controversy and is the most challenging area for me. Typically, in such
cases, the Commission charges the compliance officer with aiding and
abetting the company’s violations, causing the company’s violations, or
both.
The distinctions between these charges matters a great deal. To establish
that a compliance officer aided and abetted the company’s violation, the
Commission must show that the compliance officer engaged in reckless
conduct.
This standard is not simply negligence on steroids; rather, the evidence
must show that there was “a danger so obvious that the [compliance
officer] must have been aware of the danger.”
In contrast, to establish in an administrative cease and desist proceeding
that a compliance officer was the cause of a company’s violation, it is only
necessary to show that the individual committed an “‘an act or omission
the person knew or should have known would contribute’” to the violation.
The phrase “should have known” is “classic negligence language,” and the
Commission and courts both have concluded that it sets a negligence
standard for liability.
Thus, where a company has committed a violation that does not require
scienter—such as failing to have sufficient policies and procedures—a
compliance officer can be held to have caused the violation based on her
own negligent conduct.
In my example, the Royal Farrier Commission might charge the CCO with
causing the company’s failure to have reasonably designed policies and
procedures to check for defective nails, because the CCO did not put a
rigorous enough nail-checking policy in place.
Rule 206(4)-7, the investment adviser compliance rule, exacerbates the
problem. It supports negligence-based charges against an adviser’s CCO,
whom the rule makes “responsible for administering written policies and
procedures” that must be “reasonably designed to prevent violation, by you
and your supervised persons, of the Act and the rules that the Commission
has adopted under the Act.”
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As former Commissioner Dan Gallagher pointed out, in practice, however,
the rule’s standard has looked more like strict liability.
To read more: https://www.sec.gov/news/speech/peirce-nscp-2020-10-19
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COVID-19 and cashless payments - has coronavirus changed
Europeans' love of cash?
Burkhard Balz, Member of the Executive Board of the Deutsche
Bundesbank, at the SME Europe, virtual event.

Ladies and gentlemen,
Thank you very much for inviting me to this conference, and for giving me
the opportunity to talk about a very virulent topic: the consequences of
COVID-19 for payments.
Do you remember the term "disruption"? If I remember rightly, that was
one of the biggest buzz words five years ago, when blockchain, fintech and
platformication were the talk of the town.
Disruptive elements are still at play, of course, but we only really saw the
true meaning of disruption this year. The threat of the pandemic forced
people worldwide to totally change their day-to-day habits.
Many pleasurable activities that people had taken for granted suddenly
became impossible: travelling to exciting places all over Europe, going to
nice restaurants, or meeting friends or family.
Public life as we knew it ground to a complete halt. This resulted in a
dramatic economic downturn, with widespread insolvencies and
unemployment cushioned, to a greater or lesser degree, by government
support in many countries. This was truly "disruptive" in the worst possible
sense of the word.
However, there is a famous saying: every cloud has a silver lining. And
indeed, we have observed some "disruption" in the positive sense of the
term.
The pandemic has facilitated and driven change. It has turned out to be a
catalyst for digital transformation and thus an "innovation accelerator" for
the economy.
Apart from getting used to face masks, for many people it was the first time
they did their shopping online, the first time they had remote video
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conversations with colleagues, friends and family, and the first time they
started to follow movie series via streaming services.
This quantum leap in digitalisation has also seen a boom in cashless
payments. On the one hand, this was a consequence of the uptick in online
shopping.
One indicator of this might be the rise in transactions which PayPal
registered worldwide in the second quarter of 2020 compared with the first
quarter: its transactions increased from about 3.26 billion to around 3.74
billion.
The general decline in shopping activities makes these figures even more
impressive. On the other hand, the shift towards cashless payments had
something to do with preventing transmission of the virus.
While handling banknotes and coins is not a likely cause of infection, the
wish to avoid any contact was still reason enough for many retailers to start
offering card payments more actively.
For many payers in Germany, it was the first time they realised that they
already had not just a card in their wallet, but a card with contactless
payment features.
Acceptance of these payment methods experienced a surge, as even the
notoriously conservative German consumer became aware of the
advantages this new and easy-to-handle payment instrument has to offer.
Recent figures from girocard - the German debit card system run by the
banking sector - seem to confirm this change.
The number of girocard transactions in the first half of 2020 was 21% up
on the first two quarters of 2019, climbing to 2.6 billion transactions.
About 50% of all girocard transactions were contactless in the first two
quarters of 2020, up from 25% in June 2019.
The question now is whether the habits acquired in times of disruption are
here to stay.
I think they very well might be. Bundesbank online surveys of April and
May 2020 found out that 73% of respondents who changed their payment
behaviour during the pandemic said they would probably or even certainly
stick to this new behaviour. COVID-19 was just a catalyst.
Because we had already seen in 2019 that cashless payments were
becoming more popular and that the shift from cash to cards was stronger
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than in preceding years. But with a 73% share of transactions, cash is not
on the way out, at least not in Germany.
Nevertheless, the changing shape of the payments and settlement
landscape raises questions that go to the very heart of a central bank's core
functions.
With the onset of COVID-19, talk about digital central bank currency
(CBDC) seems to be that much out of scope in the eyes of the average
consumer.
Technological advances such as distributed ledger technology (DLT), which
opens up fresh opportunities e.g. in the Internet of Things, and also the
initiatives pursued by other central banks and private companies to
develop new means of payment, like Libra, have triggered debate on the
future of payments.
In January 2020, the Governing Council of the ECB established a HighLevel Task Force in order to advance joint work on CBDC. Being the
Deutsche Bundesbank Executive Board member responsible for the area of
payments, I am a member of this group. On 2 October, we published the
first results of our analysis.
The main question to be asked is this: under what conditions might it
become necessary to introduce CBDC for the general public, or a digital
euro?
A structural decline in demand for cash, general support for digital
transformation, and potentially competing other offerings of digital money
from bigtech firms or other central banks are mentioned as possible
motives for issuing a digital euro.
This brings me back to disruption. The debate on the digital euro has just
started. My impression is that many stakeholders in the economy have only
now begun to understand this thing called CBDC.
Banking sector players who run successful business models for cashless
payments, especially, need to grasp what it means to issue a digital euro in
the euro area.
Some challenges would need to be overcome in this regard, particularly
concerning the potential impact on banking business, financial stability
and the central bank balance sheet.
Whether we will issue a digital euro is something which has not yet been
decided. I would like to mention the ongoing public consultation which is
open until 12 January 2021.
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The aim of this consultation is to find out the opinions of individuals,
companies and other stakeholders on the digital euro, which we need to
take on board when reaching a decision about an imminent "go", a "no-go"
or a "go later".
Considering what COVID-19 has taught us about real disruption, I think
there needs to be a response to the growing demand in the economy for
cheap, quick and convenient means of payment which can also be used in
new payment situations, like machine-to-machine payments.
The Bundesbank is deeply engaged in the debate on CBDC. But we are also
thinking about alternative solutions, which could avoid disruption and help
overcome the existing challenges, reap the benefits of going digital, and
support new payment use cases without introducing CBDC.
One way could be to enhance conventional payment systems, both at a
domestic and a global level. In this respect, we urge the market to develop a
pan-European payment solution with full deployment of the new instant
payments infrastructure.
In addition, we believe that the roadmap developed by the Financial
Stability Board (FSB) provides an excellent plan to enhance cross-border
payments.
In this respect, it also becomes clear that CBDC is not a panacea; the
challenges we face are multi-faceted, and we need to find a whole array of
tailor-made solutions to them.
We are also examining the possibilities of interlinking blockchain-based
solutions with conventional payment systems - like our real-time gross
settlement system TARGET2.
For example, a technical link between a smart contract on a blockchain
could automatically trigger a payment in TARGET2.
This would have the benefit that the existing payment infrastructure could
be used in a tokenised economy without any potential disruption to the
division of labour between central banks and the financial sector.
Let me summarise: introducing CBDC is not just a technical decision - it's a
policy stance. Therefore, to prevent disruption, a comprehensive
conceptual analysis and assessment of CBDC compared to the alternatives
needs to be carried out - especially with a view to the fulfilment of our
mandate, but also regarding its impact on society.
Thank you for your attention.
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Is home working good for you?
Andrew G Haldane, Executive Director and Chief Economist of the Bank of
England, at the Engaging Business Summit and Autumn Lecture.

I am delighted to be speaking at this “Engaging Business” Summit, at such
a critical time for business, for workers and for the wider economy.
The focus of today, and the excellent background report, is happiness in
the workplace. This is an issue in which everyone has a stake.
It is particularly pertinent with many people having had to adapt their
ways of working as a result of the Covid crisis.
Indeed, this year may well have seen the largest shift in working practices
ever seen, certainly the largest in modern times.
That begs a host of questions about the impact of these changes in working
practices on workers, businesses, communities and the wider economy.
For economists like me, it raises questions about the impact on
productivity and output in the workplace.
As arid as these concepts can sometimes sound, they are crucial for
shaping how this crisis will affect incomes and living standards over the
medium-term.
Equally important are issues of well-being, not least given understandable
concerns about how the virus and lockdown are affecting our mental
health.
The background report for this event is timely in providing some early
answers to these questions.
Taken at face value, its conclusions are encouraging.
Workplace happiness is, in general, higher and many are feeling a greater
sense of workplace empowerment.
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At the same time, it is too early to be reaching definitive conclusions on
what the long-term effects of these seismic shifts in how we work will be.
It is also crucial to recognise that these changes have affected individuals in
very different ways.
For many frontline workers - from health and social care, to public
transport and police – home-working has simply not been an option.
Those jobs, and many others like them, have become both harder and more
hazardous as a result of the Covid crisis.
The report captures some of those important distributional differences,
with happiness lowest among young people, black people, females and
those in the worst-affected sectors whose jobs and incomes are most at
risk.
Even for those who are currently content home-working, there is a
question about whether the benefits will persist.
Some of the potential costs of home-working, including the loss of social
engagement, are only now being felt and may grow with time, in ways
which affect both our well-being and productivity at work.
In what follows, I will try to navigate through some of these issues, drawing
on evidence where possible.
There are both positives and negatives from the shift in working practices
that has taken place this year and the balance of these is likely itself to shift
over time.
If you’ll forgive the indulgence, I’ll try and weave in some of my own work
experiences to add some personal colour.
The Changing World of Work
Even before the Covid crisis struck, there was evidence of a secular shift
towards more flexible forms of working.
Analysis of working trends by the Association of Professional Staffing
Companies in 2019 found that, over the past two decades, the number of
people working ‘flexible hours’ has increased five-fold, from less than 10%
to more than half the workforce.
As with many other things, the Covid crisis brought about an overnight
transformation and acceleration of those trends.
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ONS data suggests that, prior to the pandemic, around 5% of people
worked from home as their main location.
Around 12% had worked from home in the previous week and a little more
than a quarter said they had worked from home at some point in the recent
past.
At the peak of lockdown in April, almost half of the workforce was working
from home in any given week, either exclusively or partially.
Over the summer that fraction began falling as restrictions were loosened,
before beginning to rise again gradually following government
announcements in September.
The fraction of the workforce home-working currently stands at around a
third, multiples of its pre-Covid level.
Of course, these averages obscure some sharp differences across sectors
and occupations.
Even before the pandemic, there was a high incidence of home-working in
sectors such as information and communication (over 50%), professional
and scientific (around 45%) and real estate and finance (about 40%).
During lockdown, all of these sectors headed towards a 100% model of
home-working.
That was not the case, either pre or post-Covid, among a range of other
occupations representing between half and two-thirds of the workforce.
Many of those were key workers, including in health and social care,
dealing with the effects of the pandemic.
In this respect, Covid has not only accelerated pre-existing trends towards
home-working; it has also widened pre-existing occupational divides
between those who can and cannot exercise the option of home-working.
Surveys of workers and businesses suggest increased home-working is
likely to persist, albeit not on the same scale.
Around a fifth of businesses say they intend using home-working as a
permanent business model.
Interestingly, the main reason cited is improved staff well-being.
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Among workers the picture is much the same, with surveys suggesting
more than a quarter expect to spend more time home-working after the
pandemic has abated.
My own experience since March has mirrored trends in the wider economy.
I am one of the lucky ones who has been able to work from home, as have
virtually all other Bank of England staff.
I have been back into the office only twice in the past six months. Full-time
home-working has, for me, been a radical shift.
For the past 30, my working week has been 5-0, office versus home.
Nonetheless, like many others, if you asked me how my future working
week might look, I think it unlikely I will revert back to the 5-0 model.
To read more: https://www.bis.org/review/r201026a.pdf
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Financial stability implications of the pandemic
Ignazio Visco, Governor of the Bank of Italy, at the 2nd Bank of Italy and
Bocconi University - BAFFI CAREFIN Conference "Financial Stability and
Regulation", Rome.

It is a pleasure for me to open the second conference on "Financial Stability
and Regulation" organised by Banca d'Italia and the Baffi Centre for
Applied Research on International Markets, Banking, Finance and
Regulation.
This event could not take place in March in Rome as we had all wished. But
it is taking place today with its original programme, albeit in a virtual
format.
I want to thank the organisers at Bocconi and at the Bank for their efforts,
the contributors to the five sessions, and the keynote speakers. The papers
that will be presented today and tomorrow will cover financial stability and
regulatory issues that have been hotly debated over recent years.
The keynote lectures will address forward-looking issues on the
implications of Fintech competition on payment systems, the determinants
of the low price-to-book ratios observed in the banking sector, and the
challenges to central banking and financial stability created by climate
change.
In these brief remarks I will focus on the financial stability implications of
the outbreak of the current pandemic. This is of course a topic not
explicitly covered in the sessions of this conference.
Last November, when the call for papers was closed, nobody could have
anticipated the events that would then unfold. But this does not mean that
the discussions that will take place during this event will have no relevance
to current financial and policy developments.
On the contrary, many of the topics that will be covered in this conference like the pro-cyclicality of loan loss provisioning requirements, the
challenges associated with the rapid adoption of new technologies in the
banking sector, the effects of bank dividend pay-out policies, or the
implications of rising corporate solvency risk on banks' balance sheets International Association of Hedge Funds Professionals (IAHFP)
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have been and will continue to be at the heart of the debate on the policy
response to the Covid-19 crisis in the coming months.
The spread of the Covid-19 disease and the necessary lockdown and social
distancing measures adopted to contain it have triggered a contraction of
the global economy of unparalleled magnitude.
The reaction to the uncertainty and risks surrounding the initial stages of
the Covid-19 outbreak led to serious liquidity strains in global financial
markets.
The traditional flight-to-quality behaviour among investors during stress
episodes was followed by an unprecedented "dash for cash" in which even
US Treasuries became illiquid.
The lockdown measures adopted in many countries in the following weeks
halted economic activity in several sectors, triggering massive increases in
(observed and disguised) unemployment and plummeting corporate sales.
Without policy intervention, a credit crunch would have unfolded and
households' and firms' cash shortfalls would most likely have led to a large
wave of defaults.
The prompt and massive response of monetary and fiscal authorities
prevented an immediate liquidity crisis, which would have had profound
economic and financial stability consequences.
Central banks reacted swiftly to market turmoil in March by deploying a
wide array of emergency liquidity facilities and new asset purchase
programmes.
Further lending support was also provided through the introduction of
funding facilities for banks conditional on them granting new loans to the
real economy.
Most governments introduced measures to assuage firms' and households'
liquidity needs, such as debt moratoriums and temporary lay-off
assistance, and to facilitate their access to new financing, such as loan
guarantee programmes.
Bank supervisors in turn used the flexibilities embedded in Basel III
regulation and accounting standards to increase banks' headroom to
absorb losses and continue financing the economy.
The policy response has been effective in achieving its short-term
objectives. Markets have stabilised.
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Credit is flowing to firms and households, sustained to a large extent by
exceptionally generous loan guarantee schemes.
Economic activity is recovering. Growth forecasts have improved slightly,
although there is still substantial uncertainty, driven mostly by the
evolution of the global health crisis.
But, while this crisis is not over, it has already created some "legacies" of its
own, which could threaten financial stability in the medium term.
First, authorities will soon have to make difficult decisions about the
extension or phasing-out of some lending support measures. On the one
hand, an early removal of lending support could have a destabilising cliff
effect on credit supply conditions, holding back the pace of economic
recovery.
Even viable firms, especially those with high leverage, could face credit
rationing problems. On the other hand, the extension of support measures
could give rise to an undesirable allocation of credit towards unviable
firms, which will eventually weigh on growth prospects. This is a dynamic
trade-off.
At the current juncture, where uncertainty is high and recovery still weak,
downside risks from an early removal loom large and would call for a
cautious extension of expiring measures.
Going forward, the appropriate modulation of exit strategies must take
careful account of the evolution of underlying sanitary, economic and
financial developments.
Second, non-financial firms' indebtedness is expected to increase
significantly, giving rise to debt overhang problems. In the wake of the first
stage of the crisis, it had to be ensured that firms were able to obtain
financing to cover cash shortfalls created by lockdowns.
Speed in the delivery of funds to hundreds of thousands of cash-strapped
small firms - as we observed in Italy - was key. In several jurisdictions this
was achieved by designing policies, such as loan guarantees, that made use
of the existing bank lending "infrastructure".
Yet, as corporate revenue losses are unlikely to be recouped entirely, this
bridge financing may lead to a permanent increase in leverage for some
firms. This creates challenges in the medium term; it could lead to
generalised debt overhang problems that would reduce firms' investment,
weaken competitiveness and hamper economic growth.
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Therefore, capital-strengthening measures by governments to reduce nonfinancial firms' leverage and increase their debt servicing capacity seem to
be necessary.
Several options have been proposed and, in some countries, already
implemented, such as direct cash transfers, purchase of equity stakes or
subordinated debt instruments by special purpose vehicles with public
capital, and fiscal incentives to favour private equity injections into firms.
The challenges are nevertheless substantial. An efficient use of public funds
calls for the establishment of procedures which effectively separate, in a
fast-moving environment, those firms deserving of support from the nonviable ones.
This will undoubtedly be a demanding task; at the same time policy
measures should be tailored to account for the differences between the
governance of (often very) small firms, mostly managed by their owners,
and larger firms (often joint stock companies), run by managers on behalf
of shareholders.
Losses from public investment in firms' equity should be minimised, if not
completely fended off, while at the same time avoiding excessive and
intrusive interventions in business governance and decisions.
Third, how to ensure the resilience of the banking system in the face of a
likely surge in credit losses is a crucial question. Banks entered the
pandemic crisis with much stronger capital and liquidity positions than
before the global financial crisis, not least because of the regulatory
reforms in the aftermath of the latter.
As a result, there has been some room for supervisory authorities to release
macroprudential buffers and to provide a flexible interpretation of
microprudential requirements, with the aim of allowing banks to absorb
losses and sustain the flow of credit to all borrowers, including the most
vulnerable ones; an important contribution to banks' resilience has come
also from supervisors' recommendations to abstain from paying out
dividends or undertaking share buybacks.
As further credit losses are expected to materialise over the coming
months, several banks have already started to increase their provisions
substantially.
A prudent approach to provisioning in the current phase is certainly
desirable. Looking ahead, it is crucial that supervisors and regulators reach
a difficult balance between avoiding pro-cyclical credit restrictions and
maintaining safe and forward-looking risk management practices.
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That said, the scale of the current crisis could nevertheless require
extraordinary interventions in the banking sector. Banks have to continue
to manage non-performing loans (NPLs) effectively, so that they do not
build up in balance sheets, hindering efforts to strengthen capital and
undermining market and consumer confidence.
In Europe there is a discussion around initiatives aimed at setting up or
improving the functioning of special purpose vehicles focused on the
management of NPLs (asset management companies, or "bad banks").
Proposals that also include the possibility of private investors participating
in the capital of these companies could be looked upon favourably.
Moreover, this unprecedented shock could potentially have some banks
among its victims. Unresolved issues with the crisis management
framework in Europe, then, should be addressed promptly.
This comprises harmonising the liquidation procedures for small and
medium-sized intermediaries, including through the possibility of using
common funds to conduct orderly liquidations, and finalising the creation
of a backstop to the Single Resolution Fund as part of the crisis
management framework.
Finally, we are left with the need to address the moral hazard, in particular
on non-bank financial intermediation, created by the expectation of a
"central bank put".
With the outbreak of the Covid-19 pandemic, investor risk aversion has
increased rapidly, leading to a surging demand for cash and to the exit
from equity and fixed income markets in search of short-term, risk-free
assets.
Large price swings have been observed in many asset classes, volatility has
increased enormously and redemptions in open-end funds have been at
record high levels.
Central banks have had to introduce extraordinary asset purchase
programmes, special liquidity operations and US dollar funding facilities to
restore market functioning and maintain the efficient transmission of
monetary policy measures.
These interventions have been effective, but the expectation of public
intervention in the event of systemic market disruption could create moral
hazard, and subsequently result in making further disruption more
likely.
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As a consequence, progress needs to be made to introduce or reinforce the
macroprudential framework for non-bank financial intermediaries
(NBFIs), in particular investment funds and insurers.
Macroprudential stress testing, which aims at identifying possible
transmission channels and feedback effects among financial firms and
markets, is still at a preliminary stage in the non-bank sector. It could
represent a useful tool to assess how shocks originating in one part of the
financial system can spread to other components.
Further NBFI areas that need additional investigation include: minimum
liquidity buffers; rules to reduce structural liquidity transformation;
possible additional requirements for synthetic and traditional leverage;
concentration and interconnectedness.
To conclude, the extreme macroeconomic shock triggered by the Covid-19
outbreak is testing the resilience of the global financial system and the
ability of policy makers to respond to tail events, highlighting the strengths
of the current regulatory framework but also some of its vulnerabilities.
It is also accelerating trends that are likely to reshape the financial industry
in the future. The coming months will be challenging for our societies, and
the following years will see substantial structural transformations.
Complex decisions with far reaching consequences will have to be taken by
authorities and intermediaries all over the world.
Experience in the use of existing policies is growing, but new risks are also
emerging. Research and discussion fora like this conference, in which fresh
ideas and experiences are exchanged among academics and policymakers,
will be ever more important. Therefore, I wish you all two very fruitful and
constructive days of open discussion.
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Effective Practices for Cyber Incident Response and Recovery
Final Report

Cyber incidents pose a threat to the stability of the global financial system.
In recent years, there have been a number of cyber incidents that have
significantly impacted financial institutions and the ecosystems in which
they operate.
A significant cyber incident, if not properly contained, could seriously
disrupt the financial system, including critical financial infrastructure,
leading to broader financial stability implications.
Efficient and effective response to and recovery from a cyber incident by
organisations in the financial ecosystem are essential to limit any related
financial stability risks.
Such risks could arise, for example, from interconnected IT systems
between multiple financial institutions or between financial institutions
and third-party service providers, from loss of confidence in a major
financial institution or group of financial institutions, or from impacts on
capital arising from losses due to the incident.
The cyber resilience of organisations is crucial for the smooth functioning
of the financial system and in engendering financial stability.
Enhancing cyber incident response and recovery (CIRR) at organisations is
an important focus for national authorities.
National authorities are in a unique position to gain insights on effective
CIRR activities in financial institutions from their supervisory work, and
their observations across multiple organisations can help suggest areas for
enhancement.
Authorities also have an important role to play in responding to cyber
incidents that present potential risks to financial stability.
Authorities can consider the sector-wide implications of a cyber incident or
series of cyber incidents, including any market confidence issues and
reactions resulting from information from public market data, news and
social media, or from partial or inaccurate information, possibly
proliferated by fraudulent sources.
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Authorities may also, as appropriate, support organisations in sharing
information to protect against threats that could have a detrimental impact
on financial stability.
The FSB has developed a toolkit of effective practices that aims to assist
organisations in their cyber incident response and recovery activities.
In this regard, organisations’ respond function executes the appropriate
activities in reaction to a detected or reported cyber incident, while the
recover function carries out the appropriate activities to restore any
systems, capabilities or resume services or operations that were impaired
due to a cyber incident.
The FSB encourages authorities and organisations to use the toolkit to
enhance their CIRR activities.
To read more: https://www.fsb.org/wp-content/uploads/P191020-1.pdf
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Covid-19 and banking supervision: where do we go from here?
Keynote speech by Pablo Hernández de Cos, Chair of the Basel Committee
on Banking Supervision and Governor of the Bank of Spain, at the 21st
International Conference of Banking Supervisors.

Introduction
Good morning, good afternoon and good evening. Welcome to the 21st
International Conference of Banking Supervisors (ICBS).
This is my first ICBS, following my appointment as Chairman of the
Committee in March of last year. But I had long heard about its reputation
as the premier global banking conference for central banks and supervisory
authorities.
For over 40 years since its inception, the ICBS has been a key forum for
senior central bankers and bank supervisors from more than 100 countries
to discuss topical supervisory issues.
Its enduring success is a testament to the ongoing importance that we all
attach to cross-border cooperation, a theme which I will return to.
While this year’s ICBS is being held in a somewhat different format, I have
no doubt that it will continue to build on its historical achievements.
I would like to start by thanking Governor Macklem, Superintendent Rudin
and their teams at the Bank of Canada and the Office of the Superintendent
of Financial Institutions for hosting this year’s ICBS virtually.
I am sure that I speak on behalf of all participants in saying that we would
have loved to be in Vancouver, the vibrant heart of beautiful British
Columbia.
But we can still recognise the fitting choice of this virtual venue. Vancouver
has long been the financial centre of British Columbia’s resource economy.
A recent history of this role vividly depicts how “stock brokers, financial
agents and bankers played essential roles as intermediaries in the fluid
commercial life of early twentieth-century Vancouver”.
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What’s more, the Vancouver Stock Exchange was incorporated in 1907 –
almost 30 years before the Bank of Canada was founded! Tiff and Jeremy,
while we may be physically distanced around the world at this year’s ICBS,
you and your organisations have done an excellent job at ensuring that we
remain socially together this week. Thank you.
The overarching theme for this year’s ICBS - the future of supervision in a
changing world – is perhaps more relevant than ever before.
The world has changed profoundly since the outbreak of Covid19 seven
months ago.
The uniqueness of the sudden stop to the global economy in response to
the tragic health crisis is only matched by the sheer uncertainty about the
outlook.
To borrow a sports metaphor, we still do not know if we are in the first
inning, quarter or half of this crisis. Uncertainty is the only certainty there
is.
So what is the future of supervision in this changing world, and what can
we learn from the current crisis?
When the former Chinese premier Zhou Enlai was asked in 1972 about the
impact of the French Revolution of 1789 – or, as is now generally accepted,
the civil unrest of May 1968 – he famously replied that it was “too early to
say”.
Given that we’ve yet to reach the four year mark since the start of the
pandemic – let alone the 184th anniversary! – it would be premature to
provide a definitive discourse at this stage.
Yet we have already seen fundamental changes to the way we live and
work.
For example, we witnessed a tremendously rapid shift to remote working
arrangements across many sectors.
Professor Prithwiraj Choudhury will discuss the implications of the
‘working from anywhere’ geographic flexibility in more detail on
Wednesday, and we will have the opportunity to discuss what this means
for supervision.
These changes, whether temporary or permanent, offer some clues about
the future landscape.
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So there is merit in starting a discussion about what we have learned to
date and, more importantly, the future and changes that we want to see in
banking supervision.
Allow me to outline some personal thoughts on these issues, which may not
necessarily represent the view of the Basel Committee.
To read more: https://www.bis.org/speeches/sp201019.pdf
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How we're tackling evolving online threats
Shane Huntley, Threat Analysis Group

Major events like elections and COVID-19 present opportunities for threat
actors, and Google’s Threat Analysis Group (TAG) is working to thwart
these threats and protect our products and the people using them.
As we head into the U.S. election, we wanted to share an update on what
we’re seeing and how threat actors are changing their tactics.
What we’re seeing around the U.S. elections
In June, we announced that we saw phishing attempts against the personal
email accounts of staffers on the Biden and Trump campaigns by Chinese
and Iranian APTs (Advanced Persistent Threats) respectively. We haven’t
seen any evidence of such attempts being successful.
The Iranian attacker group (APT35) and the Chinese attacker group
(APT31) targeted campaign staffers’ personal emails with credential
phishing emails and emails containing tracking links. As part of our wider
tracking of APT31 activity, we've also seen them deploy targeted malware
campaigns.
One APT31 campaign was based on emailing links that would ultimately
download malware hosted on GitHub. The malware was a python-based
implant using Dropbox for command and control. It would allow the
attacker to upload and download files as well as execute arbitrary
commands. Every malicious piece of this attack was hosted on legitimate
services, making it harder for defenders to rely on network signals for
detection.

In one example, attackers impersonated McAfee. The targets would be
prompted to install a legitimate version of McAfee anti-virus software from
GitHub, while malware was simultaneously silently installed to the system.
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When we detect that a user is the target of a government-backed attack, we
send them a prominent warning. In these cases, we also shared our
findings with the campaigns and the Federal Bureau of Investigation. This
targeting is consistent with what others have subsequently reported.

Overall, we’ve seen increased attention on the threats posed by APTs in the
context of the U.S. election.
U.S government agencies have warned about different threat actors, and
we’ve worked closely with those agencies and others in the tech industry to
share leads and intelligence about what we’re seeing across the ecosystem.
This has resulted in action on our platforms, as well as others.
Shortly after the U.S. Treasury sanctioned Ukrainian Parliament member
Andrii Derkach for attempting to influence the U.S. electoral process, we
removed 14 Google accounts that were linked to him.
To read more: https://blog.google/threat-analysis-group/how-weretackling-evolving-online-threats
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ENISA Threat Landscape 2020: Cyber Attacks Becoming More
Sophisticated, Targeted, Widespread and Undetected

Apart from indicating adversaries’ motivations, it provides evidence
about the most common attack techniques and threat exposure applying
to a particular sector, thus indicate protection requirements and
priorities.
With respect to themes, the analysis of threats and challenges
associated with specific emerging technologies contributes to the
process of assessing, evaluating and mitigating future risks.
Contextualised cyber threat intelligence (CTI) for sectors
is an important preparedness tool for drawing conclusions on expected
cyberattacks within a specific sector.

Contextualisation of sectoral CTI is mainly based on cybersecurity
incidents encountered in a sector.
Although this is a standard method for existing and established IT
components and digital services, it does not cover emerging technologies.
This is mainly because no incident information exists for technologies that
are only at a pilot or experimental phase.
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CTI for emerging technologies is contextualised through threat
assessments of asset categories pertinent to a specific sector.
ENISA performs such assessments for emerging sectors such as 5G, IoT
and smart cars . Sectorial and thematic threat landscapes and assessments
of baseline protection are the methods used by ENISA to contextualise CTI.
In this report, besides sectorial CTI relying on incident-based statistics, we
present a summary of assessed CTI for emerging technology sectors based
on ENISA work.
To read more: https://www.enisa.europa.eu/topics/threat-riskmanagement/threats-and-trends
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BIS international banking statistics at end-June 2020

• Cross-border claims contracted by $1.1 trillion from Q1 to Q2 2020. The
yearon-year growth rate dropped from 10% at end-March to 5% at endJune 2020. Interbank claims, which had surged in the first quarter, fell
sharply, driving the overall contraction.
• Cross-border claims on emerging market and developing economies
(EMDEs) fell year on year for the first time since 2016, mainly driven by a
$43 billion contraction in claims on Latin America and the Caribbean.
• Banks have continued to rebalance their portfolios into government
assets. Their consolidated foreign claims on the official sector globally rose
to 29% of their total foreign claims in Q2 2020, up from 19% at end-2010.

To read more: https://www.bis.org/statistics/rppb2010.pdf
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SEC Updates Auditor Independence Rules
Amendments Reflect Staff Experience Applying the Auditor Independence
Framework

The Securities and Exchange Commission today announced that it adopted
final amendments to certain auditor independence requirements in Rule 201 of Regulation S-X.
Informed by decades of staff experience applying the auditor independence
framework, the final amendments modernize the rules and more effectively
focus the analysis on relationships and services that may pose threats to an
auditor’s objectivity and impartiality.
The final amendments reflect updates based on recurring fact patterns that
the Commission staff has observed over years of consultations in which
certain relationships and services triggered technical independence rule
violations without necessarily impairing an auditor’s objectivity and
impartiality.
These relationships either triggered non-substantive rule breaches or
required potentially time-consuming audit committee review of nonsubstantive matters, thereby diverting time, attention, and other resources
of audit clients, auditors, and audit committees from other investor
protection efforts.
The final amendments result in auditor independence requirements that
will be used to evaluate specific relationships and services, with a focus on
protecting investors against threats to the objectivity and impartiality of
auditors.
“Today’s amendments reflect the Commission’s long-recognized view that
an audit by an objective, impartial, and skilled professional contributes to
both investor protection and investor confidence,” said Chairman Jay
Clayton.
“These modernized auditor independence requirements will increase
investor protection by focusing audit clients, audit committees, and
auditors on areas that may threaten an auditor’s objectivity and
impartiality. They also will improve competition and audit quality by
increasing the number of qualified audit firms from which an issuer can
choose.”
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FACT SHEET
Amendments to Rule 2-01, Qualification of Accountants
Since the initial adoption of the current independence requirements in
2000 and amendments adopted in 2003, the Commission and its staff
have continued to learn about the application, efficiency, and effectiveness
of auditor independence requirements amidst changing capital market
conditions.
Additionally, in the May 2018 Proposing Release for Auditor Independence
with Respect to Certain Loans or Creditor/Debtor Relationships, the
Commission solicited suggestions for other revisions to the independence
requirements.
In December 2019, the Commission issued the Proposing Release for
Amendments to Rule 2-01. The final amendments respond to recent
changes in capital market conditions, reflect the Commission staff’s
experience administering the independence requirements, and incorporate
both recent and long-term feedback.
Focusing on Risks to Audit Firm Objectivity and Impartiality
The final amendments seek to focus our auditor independence rules on
relationships and services that are more likely to jeopardize the objectivity
and impartiality of auditors. The following examples, based, in part, on the
SEC staff’s consultation experience, help to illustrate some of the concerns
with the prior rules that today’s amendments address.
Example 1 – Student Loans
Audit Firm has an audit partner based in Atlanta who continues to pay her
student loans taken to attend college before starting her career at Audit
Firm.
A different audit partner in Atlanta audits the lender that provided the
student loan, a large student loan company that originates thousands of
student loans.
Under the rules prior to today’s amendments, the student loan of the audit
partner who is not part of the audit would still lead to an independence
violation for the audit engagement of the lender.
Under the amended rules, that student loan would no longer result in an
independence violation for the audit engagement of the lender.
Example 2 – Portfolio Companies
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Assume Company X is a U.S.-based portfolio company of Fund F. Fund F
invests in various companies around the globe, perhaps dozens or even
hundreds, including Company X.
Audit Firm A is the auditor of Company X. Also assume that two of Audit
Firm A’s global network affiliates provide the services discussed below to
two separate portfolio companies of Fund F, Company Y and Company Z.
Further assume that Company Y and Company Z have no relation to each
other or to Company X except for the fact that Fund F is invested in each
Company. To add practical context, further assume that:
1. An Australian affiliate of Audit Firm A provides limited staffing services
to Company Y –– a healthcare portfolio company based in Australia –– for
a short-period of time to meet a resource need.
2. A Spanish affiliate of Audit Firm A provides payroll services to Company
Z – a lodging (hotel chain) portfolio company based in Spain – for a shortperiod of time.
3. Company X has its own separate governance structure that is unrelated
to Company Y or Z, and Company Y and Z are not material to Fund F.

Under the auditor independence rules prior to today’s amendments, if
Company X registers with the SEC (e.g., by conducting an initial public
offering), Audit Firm A would not be independent of Company X as a result
of the services provided to either Company Y or Z. This is the case
regardless of whether, as the SEC staff has observed in similar situations,
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these limited services at immaterial portfolio companies (like Companies Y
and Z) have no impact on the entity under audit in any way and do not
affect the objectivity and impartiality of the auditor in conducting the audit
for Company X.
Under the rules prior to today’s amendments, Company X would be
required: (1) to replace Audit Firm A with another audit firm; (2) to wait to
register with the SEC for up to three years after termination of the services
provided to Company Y and Company Z; or (3) to make a determination,
likely in consultation with Commission staff and/or the audit committee,
that the rule violation did not impair the auditor’s objectivity and
impartiality.
In some situations, the existing audit firm cannot be replaced as a practical
matter because all other qualified audit firms have themselves provided
services or established other relationships with portfolio companies of
Fund F that triggered a breach of our independence rules.
The issue of the independence rule set affecting auditor choice is brought
home by this example and has increased significantly as the asset
management industry has grown, investments have become more global
and the global audit services ecosystem has consolidated and become more
specialized.
Under the rules as amended, Company X would be able to engage Audit
Firm A for audit services. The hypothetical scenario described above is
based directly on SEC staff’s experience over the past decade.
In recent years, the SEC staff conducted a number of consultations in
which this fact pattern, or one similar to it, was raised to the SEC staff by
the registrant’s audit committee and its auditor, and the SEC staff, under
such circumstances, did not object to the auditor’s and the audit
committee’s conclusion that the auditor’s objectivity and impartiality
would not be impaired.
SEC staff has provided similar feedback in these types of scenarios over the
past decade. The amended rules would mitigate the need for registrants
audit committees and their auditors to seek SEC staff guidance in these
scenarios.
Highlights
The final amendments will:
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1. Amend the definitions of “affiliate of the audit client,” in Rule 2-01(f)(4),
and “investment company complex,” in Rule 2-01(f)(14), to address certain
affiliate relationships, including entities under common control;
Amend the definition of “audit and professional engagement period,”
specifically Rule 2-01(f)(5)(iii), to shorten the look-back period, for
domestic first time filers in assessing compliance with the independence
requirements;
2. Amend Rule 2-01(c)(1)(ii)(A)(1) and (E) to add certain student loans and
de minimis consumer loans to the categorical exclusions from
independence-impairing lending relationships;
3. Amend Rule 2-01(c)(3) to replace the reference to “substantial
stockholders” in the business relationships rule with the concept of
beneficial owners with significant influence;
4. Replace the outdated transition provision in Rule 2-01(e) with a new
Rule 2-01(e) to introduce a transition framework to address inadvertent
independence violations that only arise as a result of a merger or
acquisition transactions; and
5. Make certain other miscellaneous updates.
What’s Next?
The amendments will be effective 180 days after publication in the Federal
Register. Voluntary early compliance is permitted after the amendments
are published in the Federal Register in advance of the effective date
provided that the final amendments are applied in their entirety from the
date of early compliance. Auditors are not permitted to retroactively apply
the final amendments to relationships and services in existence prior to the
effective date or the early compliance date if selected by an audit firm.
To read more: https://www.sec.gov/rules/final/2020/33-10876.pdf
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Implementation of Basel standards - A report to G20 Leaders on
implementation of the Basel III regulatory reforms
A report to G20 Leaders on implementation of the Basel III regulatory
reforms, November 2020

This report updates G20 Leaders on progress by the member jurisdictions
of the Basel Committee on Banking Supervision (BCBS) in implementing
the Basel III regulatory reforms.
It is the 10th such report, and summarises the outcomes of the
Committee’s Regulatory Consistency Assessment Programme (RCAP).
You can find all the reports at:
https://www.bis.org/bcbs/implementation/impl_moni_g20.htm
The RCAP:
(i) monitors members’ progress in adopting the Basel III standards;
(ii) assesses the consistency of domestic (national or regional) banking
regulations with the Basel III standards; and
(iii) analyses the prudential outcomes of those regulations.
Overall, further progress has been made since last year in implementing
the Basel III standards in a full, timely and consistent manner.
In addition, banks have continued to build capital and liquidity buffers
while reducing their leverage.
Prior to the impact of Covid-19, large internationally active banks made
further progress towards meeting fully phased-in final Basel III capital
requirements, and their liquidity ratios remained stable compared with
end-2018.
More recent data, which incorporate the impact of Covid-19, suggest that
banks’ capital and liquidity ratios have generally remained stable.
The Basel III standards for capital, liquidity and global systemically
important banks (G-SIBs) have generally been transposed into domestic
regulations within the time frame set by the Basel Committee.
The key components, including the risk-based capital standards and the
Liquidity Coverage Ratio (LCR), are now enforced by all member
jurisdictions.
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Further, most of the member jurisdictions have final rules in place for
other Basel III standards, including those relating to the Net Stable
Funding Ratio (NSFR), the leverage ratio, the standardised approach for
measuring counterparty credit risk (SA-CCR) and the supervisory
framework for measuring and controlling large exposures (LEX).
However, final rules for some standards have not yet come into force in
some jurisdictions, and many jurisdictions have faced delays in
implementing some standards based on the agreed timelines.
In December 2017, the Basel Committee’s oversight body, the Group of
Governors and Heads of Supervision (GHOS), finalised the Basel III
reforms and members reaffirmed their expectation of full, timely and
consistent implementation of all elements of the package that includes the
following elements:
• a revised standardised approach for credit risk;
• revisions to the internal ratings-based (IRB) approach for credit risk;
• revisions to the credit valuation adjustment (CVA) framework;
• a revised standardised approach for operational risk;
• revisions to the measurement of the leverage ratio and a leverage ratio
buffer for G-SIBs; and
• an aggregate output floor, which will ensure that banks’ risk-weighted
assets (RWA) generated by internal models are no lower than 72.5% of
RWA as calculated by the Basel III Framework's standardised approaches.
Banks will also be required to disclose their RWA based on these
standardised approaches.
The revised standards were to take effect from 1 January 2022, with the
output floor to be phased in over five years.
However, in March 2020 the GHOS endorsed a set of measures to provide
additional operational capacity for banks and supervisors to respond to the
immediate financial stability priorities resulting from the impact of Covid19 on the global banking system.
The measures endorsed by the GHOS comprise the following changes to
the implementation timeline of the outstanding Basel III standards:
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• The implementation date of the Basel III standards finalised in December
2017 has been deferred by one year to 1 January 2023. The accompanying
transitional arrangements for the output floor have also been extended by
one year to 1 January 2028.
• The implementation date of the revised market risk framework finalised
in January 2019 has been deferred by one year to 1 January 2023.
• The implementation date of the revised Pillar 3 disclosure requirements
finalised in December 2018 has been deferred by one year to 1 January
2023.
The capital strength of the global banking system will be maintained under
the revised timeline and GHOS members unanimously reaffirmed their
expectation of full, timely and consistent implementation of all Basel III
standards based on this revised timeline.
In order to maximise the benefits of its regulatory post-crisis reforms, the
Basel Committee will continue to closely monitor the implementation and
evaluate the impact of its standards and regularly report to the G20 on
progress.
Regarding the consistency of regulatory implementation, the Committee
has published its assessment reports on all 27 members regarding their
implementation of the initial risk-based capital standards and LCR.
Further, assessments of implementation of the G-SIB framework were
published in June 2016, covering the five jurisdictions that were home to
G-SIBs at that time.
These reviews have shown that the domestic regulations are generally
consistent with Basel III standards, while further consistency may be
achieved in some jurisdictions.
Importantly, most member jurisdictions have actively rectified observed
deviations by amending their domestic regulations in the course of the
assessment.
In 2018, the Committee started assessing the consistency of
implementation of the NSFR and the LEX framework. To date, 10
jurisdictions have been assessed and found to be “compliant” with both
standards.
The Committee initially planned to complete its review of the
implementation of the NSFR and the LEX framework for all member
jurisdictions in 2021.
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However, in March 2020 the Committee agreed to postpone all
outstanding jurisdictional assessments planned in 2020 under its RCAP in
order to commit all the resources that are required to assess and address
the banking and supervisory implications of Covid-19.
The Committee has been gradually mapping out a return to resuming its
jurisdictional assessments, with a view to completing the outstanding
implementation assessments of the NSFR and LEX framework by end2022 and preparing the implementation assessments of the final Basel III
reforms.
Regarding the analysis of regulatory outcomes, the Committee has
published five reports on the regulatory consistency of risk-weighted assets
(RWAs) in the banking book and in the trading book.
Further, the Basel III monitoring exercises show that, over the past few
years, the international banking system has made substantial progress in
building capital and liquidity buffers.
As of end-2019, all internationally active banks continue to meet the fully
phased-in risk-based minimum capital requirement and the target
Common Equity Tier 1 (CET1) capital requirements.
In addition, the Committee is taking forward the evaluation of its Basel III
reforms that have been implemented to date.
The evaluation will examine the extent to which Basel III standards have
achieved their intended objectives and will incorporate lessons learned
from the Covid-19 crisis.
The Committee has also been monitoring the regulatory and supervisory
measures taken by its members in response to Covid-19 and related to the
Basel Framework, including the use of flexibility and consistency of these
measures with Basel III standards.
Overall, most measures taken by members have been capital- or liquidityrelated, with the primary objective to support banks’ ability to continue
lending and providing liquidity to the real economy.
Most measures make use of the flexibility embedded in the Basel
Framework, or are otherwise temporary in nature.
The measures are summarised in Section 5 of the present report, which
served as an input to the Financial Stability Board (FSB)’s Covid-19 reports
to the G20.

International Association of Hedge Funds Professionals (IAHFP)

P a g e | 47

To read more: https://www.bis.org/bcbs/publ/d510.pdf
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Implementation and Effects of the G20 Financial Regulatory
Reforms - 2020 Annual Report

The G20 reforms that followed the 2008 crisis have served the financial
system well during the pandemic.
-

The COVID-19 shock hit a global financial system that is more resilient
and better placed to sustain financing to the real economy as a result of
progress made in implementing the G20 reforms.

-

Greater resilience of major banks at the core of the financial system has
allowed the system largely to absorb, rather than amplify, the
macroeconomic shock. Bold and decisive actions by authorities have
helped maintain global financial stability.

-

Monetary, fiscal and prudential responses by authorities to the
pandemic sustained the supply of credit to the real economy, supported
financial intermediation, and preserved the resilience of the financial
system. Coordinated action between jurisdictions, including through
the FSB, helped preserve a level playing field and avoid market
fragmentation.

-

The large majority of regulatory and supervisory measures introduced
by authorities made use of the flexibility built into existing
international standards, though there have been a few instances where
individual temporary measures went beyond this flexibility. Given the
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pandemic, there has been limited additional progress in implementing
G20 reforms since last year.
-

Acknowledging the extraordinary circumstances, the FSB and
standard-setting bodies (SSBs) have extended implementation
deadlines for certain international reforms to provide additional
capacity for firms and authorities to respond to the COVID-19 shock.

-

Regulatory adoption of several core Basel III elements has generally
been timely to date, although there have been delays in implementing
other Basel III standards. Implementation of over-the-counter (OTC)
derivatives reforms is also well-advanced.

-

Substantial work remains to operationalise resolution plans for
systemically important banks and implement effective resolution
regimes for insurers and central counterparties (CCPs). Work is also
ongoing at the international level to enhance CCP resilience, recovery
and resolution, and to make trade reporting truly effective. The
implementation of non-bank financial intermediation (NBFI) reforms
continues but it is at an earlier stage than other reforms. The pandemic
provides an opportunity to assess the effectiveness of the reforms...

-

An FSB evaluation based on information collected prior to the
pandemic finds that toobig-to-fail (TBTF) reforms have made banks
more resilient and resolvable, resulting in significant net benefits for
society. The evaluation also finds some gaps that need to be addressed.

-

The COVID-19 pandemic represents the first major global test of the
post-crisis financial system, and an opportunity to examine whether
reforms have worked as intended.

-

The question of whether the flexibility provided by authorities is
actually used by financial institutions – for example, in the case of bank
capital and liquidity buffers – may require particular attention and will
inform discussions of future policy adjustments, including on the
eventual exit from temporary measures.

-

The extraordinary policy measures taken in response to the financial
market turmoil in March raise issues for further consideration. The
FSB’s holistic review of the turmoil considers the implications for
regulatory and supervisory policies, especially for NBFI. The FSB and
SSBs will carry out further work to identify potential lessons learned
from the COVID-19 experience for international standards.
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To read more:
https://www.fsb.org/wp-content/uploads/P131120-1.pdf
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The Federal Reserve's New Framework: Context and
Consequences

Richard H. Clarida, Vice Chair of the Board of Governors of the Federal
Reserve System, at the "The Economy and Monetary Policy" event hosted
by the Hutchins Center on Fiscal and Monetary Policy at the Brookings
Institution, Washington, D.C.

On August 27, the Federal Open Market Committee (FOMC) unanimously
approved a revised Statement on Longer-Run Goals and Monetary Policy
Strategy that represents a robust evolution of its monetary policy
framework.
The new framework has important implications for the way the FOMC
going forward will conduct monetary policy in support of its efforts to
achieve its dual-mandate goals in a world of low neutral policy rates and
persistent global disinflationary pressures.
At the September 16 FOMC meeting, the Committee made material
changes to its forward guidance for the future path of the federal funds rate
to bring the guidance into line with the new policy framework and, in so
doing, provided transparent outcome-based guidance linked to the
macroeconomic conditions that must prevail before the Committee expects
to lift off from the effective lower bound (ELB).
In my remarks today, I would like to look ahead and offer my individual
perspective on the consequences of our new framework for the conduct of
monetary policy over the business cycle, and I also want to provide some
context that connects key elements of our new framework to the literature
on optimal monetary policy subject to an ELB constraint that binds in
economic downturns.
Let me say at the outset that when I am not quoting directly from the
consensus statement and the September FOMC statement, the views
expressed are my own and do not necessarily express the views of other
Federal Reserve Board members or FOMC participants.
The plan of my talk is as follows. I will first highlight and discuss the five
elements of the new framework that define how the Committee will seek to
achieve its price-stability mandate over time and how, in September, it
International Association of Hedge Funds Professionals (IAHFP)

P a g e | 52

revised its forward guidance on the federal funds rate to bring the FOMC's
policy communications into line with the new framework.
I will then provide my perspective on how these key elements of the new
framework and the related forward guidance connect to the literature on
conducting optimal monetary policy at—and after lifting off from—the
ELB.
I will next discuss how the Committee's conception of its maximum employment mandate, a sixth element of the new framework, has evolved
since 2012, what this evolution implies for the conduct of monetary policy,
and how I plan to factor in this information as I think about the
appropriate path for setting the federal funds rate once the conditions for
liftoff have been met.
I will conclude with a brief recap of my thesis before joining David Wessel,
Seth Carpenter, and Annette Vissing-Jørgensen in what I am sure will be
an engaging virtual conversation.
The New Framework and Price Stability
In my remarks today, I will focus on six key elements of our new
framework and the forward guidance provided by our September FOMC
statement.
Five of these elements define how the Committee will seek to achieve its
price-stability mandate over time, while the sixth pertains to the
Committee's conception of its maximum-employment mandate.
Of course, the Committee's price-stability and maximum-employment
mandates are generally complementary, and, indeed, this complementarity
is recognized and respected in the forward-guidance language introduced
in the September FOMC statement.
However, for ease of exposition, I will begin by focusing on the five
elements of the new framework that define how the Committee will seek to
achieve over time its price-stability mandate, before discussing how
maximum employment is defined in the new framework and what this
definition implies for the conduct and communication of monetary policy
under the new framework.
Five features of the new framework and September FOMC statement
define how the Committee will seek to achieve its price-stability mandate
over time:
- The Committee expects to delay liftoff from the ELB until PCE
(personal consumption expenditures) inflation has risen to 2 percent
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on an annual basis and other complementary conditions, consistent
with achieving this goal on a sustained basis and to be discussed later,
are met.
-

With inflation having run persistently below 2 percent, the Committee
will aim to achieve inflation moderately above 2 percent for some time
in the service of having inflation average 2 percent over time and
keeping longer-term inflation expectations well anchored at the 2
percent longer-run goal.

-

The Committee expects that appropriate monetary policy will remain
accommodative for some time after the conditions to commence policy
normalization have been met.

-

Policy will aim over time to return inflation to its longer-run goal,
which remains 2 percent, but not below, once the conditions to
commence policy normalization have been met.

-

Inflation that averages 2 percent over time represents an ex ante
aspiration of the FOMC, but not a time-inconsistent ex post
commitment.

To read more:
https://www.federalreserve.gov/newsevents/speech/clarida20201116a.ht
m
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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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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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