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The ArgumentThe Argument

Financial supervisors have achieved substantial Financial supervisors have achieved substantial 
success in building a “new financial architecture.”success in building a “new financial architecture.”
That supervisory structure should be viewed as a That supervisory structure should be viewed as a 
“work in progress” due to the (paradoxical) changes “work in progress” due to the (paradoxical) changes 
in the financial risk environment: (1) the emergence in the financial risk environment: (1) the emergence 
of large and complex financial institutions (of large and complex financial institutions (LCFIsLCFIs); ); 
and (2) the “atomization” or transference of financial and (2) the “atomization” or transference of financial 
risk onto firms and households. risk onto firms and households. 
Further reforms are needed in financial regulation, Further reforms are needed in financial regulation, 
with elected officials likely assuming a greater voice with elected officials likely assuming a greater voice 
in future regulatory arrangements.in future regulatory arrangements.



Why Cooperate?Why Cooperate?

Public Interest approach: High levels of financial interdependenPublic Interest approach: High levels of financial interdependence increases ce increases 
the risk of global contagion; international cooperation to produthe risk of global contagion; international cooperation to produce minimum ce minimum 
standards (standards (egeg for capital adequacy) therefore a necessity for financial for capital adequacy) therefore a necessity for financial 
stability. But despite interdependence in many issuestability. But despite interdependence in many issue--areas, level and type of areas, level and type of 
international cooperation varies.international cooperation varies.
Private Interest approach: Regulation as the outcome of politicaPrivate Interest approach: Regulation as the outcome of political efforts l efforts 
(e.g. by firms and elected officials) to use state authority for(e.g. by firms and elected officials) to use state authority for personal ends. personal ends. 
International cooperation in finance therefore viewed as effort International cooperation in finance therefore viewed as effort to “level the to “level the 
playing field” for financial intermediaries. Casts skepticism onplaying field” for financial intermediaries. Casts skepticism on welfare welfare 
benefits of international cooperation and instead urges “competibenefits of international cooperation and instead urges “competition in tion in 
regulation.”regulation.”
My approach (following Sam My approach (following Sam PeltzmanPeltzman): Regulators pursue multiple ): Regulators pursue multiple 
objectives; objectives; International cooperation among financial supervisors may International cooperation among financial supervisors may 
therefore be defined as a multilateral effort to reconcile divertherefore be defined as a multilateral effort to reconcile diverse demands se demands 
for both a more level and more stable environment for global finfor both a more level and more stable environment for global finance.ance.



How Is Cooperation Achieved?How Is Cooperation Achieved?

Financial cooperation has required a combination of Financial cooperation has required a combination of 
“power” and “purpose”:“power” and “purpose”:
Power refers to exercise of US (and UK) financial Power refers to exercise of US (and UK) financial 
market power, specifically the power to require market power, specifically the power to require 
foreign firms to adopt host country standards if they foreign firms to adopt host country standards if they 
wish to access US and UK financial markets.wish to access US and UK financial markets.
Purpose refers to the political objectives of Purpose refers to the political objectives of 
international cooperation: the search for both a stable international cooperation: the search for both a stable 
and a level playing field.and a level playing field.



Case Study: Basel ICase Study: Basel I

Origins of Basel capital adequacy accord in debt Origins of Basel capital adequacy accord in debt 
crisis and demand by US Congress that banks must crisis and demand by US Congress that banks must 
increase capital as cost of any increase in IMF quota.increase capital as cost of any increase in IMF quota.
US banks refuse to accept unilateral capital increase, US banks refuse to accept unilateral capital increase, 
especially in light of competition from weakly especially in light of competition from weakly 
capitalized Japanese banks.capitalized Japanese banks.
US legislation requires FED to negotiate international US legislation requires FED to negotiate international 
capital adequacy standards.capital adequacy standards.
Thus, Basel I seeks to “level” and “stabilize” global Thus, Basel I seeks to “level” and “stabilize” global 
finance.finance.



Mexico, Asia and the New Financial Mexico, Asia and the New Financial 
ArchitectureArchitecture

Robert Rubin’s Lessons from Mexico and Asia:Robert Rubin’s Lessons from Mexico and Asia:
Congressional appetite for financial leadership is Congressional appetite for financial leadership is 
limited;limited;
Burden of financial leadership must be shared with Burden of financial leadership must be shared with 
other nations;other nations;
This requires a “new financial architecture” which This requires a “new financial architecture” which 
includes, inter includes, inter aliaalia, minimum global standards for , minimum global standards for 
financial intermediaries.financial intermediaries.



The Changing Financial Risk EnvironmentThe Changing Financial Risk Environment

The supervisory architecture remains a work in The supervisory architecture remains a work in 
progress because of:progress because of:
Emergence of Emergence of LCFIsLCFIs
Development of Derivatives MarketsDevelopment of Derivatives Markets
Transfer of financial risk onto households and firms Transfer of financial risk onto households and firms 
whose absorptive capacity remains untestedwhose absorptive capacity remains untested
These developments suggest possible politicization of These developments suggest possible politicization of 
future financial crises!future financial crises!



Consolidation in US BankingConsolidation in US Banking



A Less Risky Banking System?A Less Risky Banking System?



Basel II and Financial StabilityBasel II and Financial Stability

Basel Basel II’sII’s approach to riskapproach to risk--weighted capital weighted capital 
represents a necessary, postrepresents a necessary, post--Basel I evolution, but it Basel I evolution, but it 
raises continuing questions; for example:raises continuing questions; for example:
Is the risk environment becoming more opaque with Is the risk environment becoming more opaque with 
the growth in derivatives? If so, what “fixes” are the growth in derivatives? If so, what “fixes” are 
needed?needed?
Is there a proIs there a pro--cyclical bias in Basel II? If so, to what cyclical bias in Basel II? If so, to what 
extent are domesticextent are domestic--level policy changes forthcoming level policy changes forthcoming 
that would, for example, counteract those effects?that would, for example, counteract those effects?



Does Basel II Contribute to a Level Playing Does Basel II Contribute to a Level Playing 
Field?Field?
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Policy RecommendationsPolicy Recommendations

Future financial crises may be highly politicized as firms and Future financial crises may be highly politicized as firms and 
households bear burden of their exposure households bear burden of their exposure this this suggests that suggests that 
following steps might be contemplated:following steps might be contemplated:
“War gaming” financial crises with relevant actors, including “War gaming” financial crises with relevant actors, including 
elected officials.elected officials.
Continuing refinement of Basel II to meet new challenges.Continuing refinement of Basel II to meet new challenges.
Consideration of further institutional changes that may be Consideration of further institutional changes that may be 
needed in order to promote competition and prevent market needed in order to promote competition and prevent market 
domination by domination by LCFIsLCFIs or other financial intermediaries.or other financial intermediaries.



ConclusionConclusion

““Our politics may not be well suited to Our politics may not be well suited to 
coping with the new risks of the global coping with the new risks of the global 
economy” Robert Rubin, 2003. economy” Robert Rubin, 2003. 


	Architects of Stability?International Cooperation Among Financial Supervisors
	The Argument
	Why Cooperate?
	How Is Cooperation Achieved?
	Case Study: Basel I
	Mexico, Asia and the New Financial Architecture
	The Changing Financial Risk Environment
	Consolidation in US Banking
	A Less Risky Banking System?
	Basel II and Financial Stability
	Does Basel II Contribute to a Level Playing Field?
	Policy Recommendations
	Conclusion


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (None)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.3
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize false
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo true
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
    /BIS-Logo
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages false
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth 8
  /ColorImageDownsampleThreshold 1.20000
  /EncodeColorImages true
  /ColorImageFilter /FlateEncode
  /AutoFilterColorImages false
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages false
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth 8
  /GrayImageDownsampleThreshold 1.20000
  /EncodeGrayImages true
  /GrayImageFilter /FlateEncode
  /AutoFilterGrayImages false
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages false
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /RunLengthEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /False

  /SyntheticBoldness 1.000000
  /Description <<
    /JPN <FEFF3053306e8a2d5b9a306f300130d330b830cd30b9658766f8306e8868793a304a3088307353705237306b90693057305f00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /FRA <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /DEU <>
    /ENU <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [595.276 841.890]
>> setpagedevice


