Maja Kadievska-Vojnovik: Rules and regulation update

Speech by Ms Maja Kadievska-Vojnovik, Vice-Governor of the National Bank of the Republic
of Macedonia, at the Erste Group Bank workshop “Rules and regulation update”, Skopje,
1 December 2014.

Dear Governor Bogov,

Dear Guest Speakers from Erste Group Bank,

Dear representatives from financial regulatory agencies,
Dear colleagues,

Please, let me thank you Governor Bogov for supporting the idea of organizing such an
event that summarizes financial regulatory reform after six years of the global financial crisis
and also | would like to give my appreciation to the guest lecturers from Erste Group Bank for
their quick response to help us to better understand it.

This workshop is distinctive, in my opinion, as it will point at numerous regulatory changes
aimed at supporting the vision of a financial system that would be both globally integrated
and adequately regulated over the medium-to-long-term.

Why we are here today?
Probably, some of you have already asked this question. Why?

The subject and the presentations of today’s workshop are of great importance, having in
mind that, we, the Central Bank with its unique foreign reserves management function, and
other institutional investors (banks, pension funds, insurance companies) that are supervised
by the regulators participating in this workshop, all of us, are investors on the European and
global financial markets. In that regard, understanding of the regulations that are changing
the financial markets landscape is of greatest significance for each market participant.

The second question raised today is:
What were the reasons for undertaking steps for financial sector reform?

The recent financial crisis served as a reminder that the impaired financial system can have
a significant impact on the functioning of the overall economy. Moreover, the 2007-08
financial crises was, to a great extent, a result of the failure of public authorities in the United
States and Europe to adequately monitor and address systemic risk. By comparison, Asia
and other parts of the world where memories of systemic financial crises were still fresh, had
adopted more prudent policies and practices, and were less impacted by the subprime-
triggered financial shockwaves. In order to make global finance more stable, the 2009
G20 summits in London and Pittsburg listed commitments on financial regulatory reform,
pushing the financial regulation to the forefront of the global economic cooperation agenda at
the level of political principles, which had until then, been mainly focused on trade and
macroeconomic policy.

The items on regulation can themselves be divided into two subgroups.

On the one hand, the G20 decided to tighten or strengthen the regulatory framework
applying to entities or activities that had already been regulated before the crisis. Examples
include:

* A more demanding framework for the capital, leverage, and liquidity of banks, prepared by
the Basel Committee on Banking Supervision (BCBS) and known as the Basel Ill Accord
since its initial exposition in 2010;
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+ Special regulatory treatment of systemically important financial institutions (SIFls), such as
additional capital (or in the Basel jargon, “loss absorbency”) requirements; and

 Additional disclosure obligations for banks.

On the other hand, entities or activities that until 2008 were mostly outside of the scope of
regulators were made subject to a comprehensive regulatory framework:

* Over-The-Counter (OTC) Derivatives,
» Executive compensation,
* Credit rating agencies,

* Hedge funds, “shadow banking” (i.e. entities and activities that are not regulated as banks,
but present bank-like systemic risk profiles) and, more recently,

+ Financial benchmarks (following the detecting of fraud in the setting of LIBOR, the London
Interbank Offered Rate, and other similar reference rates).

All those initiatives that were envisaged by the G20 are translated into regulatory changes in
US and Europe.

In the US, Dodd—Frank Wall Street Reform and Consumer Protection Act (or known as
Dodd-Frank Act) implements changes that, among other things, affect the oversight and
supervision of financial institutions. The Dodd-Frank Act creates the Financial Stability
Oversight Council to oversee financial institutions. Additionally, it provides for a new
resolution procedure for large financial companies, a creation of a new agency responsible
for implementing and enforcing compliance with consumer financial laws, introduces more
rigorous regulatory capital requirements, affects significant changes in the regulation of OTC
derivatives, includes reform of the regulation of credit rating agencies, implements changes
to corporate governance and executive compensation practices, incorporates the Volcker
Rule, requires registration of advisers to certain private funds, and affects significant changes
in the securitization market.

In the EU, Markets in Financial Instruments Directive MIFID is an important step in the
biggest overhaul of financial markets regulation in the EU for a decade. However, the new
regulatory framework consists of Directive (MiFID 2) and Regulation on markets in financial
instruments (MiFIR). It is an integral part of the EU’s strategy to address the effects of the
financial crisis, but at the same time aims to bring greater transparency to markets and to
strengthen investor protection. These changes are a key for restoring the trust in the EU
financial markets. In reaction to the global financial crisis, the EU has also introduced the
European Market Infrastructure Regulation (EMIR) that initiates a reporting obligation for
OTC derivatives, a clearing obligation for eligible OTC derivatives, measures to reduce
counterparty credit risk and operational risk for bilaterally cleared OTC derivatives, common
rules for central counterparties (CCPs) and trade repositories (TRs), and rules on the
establishment of interoperability between CCPs. MIiFID 2 and EMIR are causing many
changes in the financial market infrastructure, but changes are also happening as a result of
other regulations such as the Central Securities Depositories Regulation and Target 2
Securities project. Some of them will change market practices as well, not only financial
infrastructure.

To conclude, excessive risk taking and leveraging have been one of the main causes of the
financial crisis. As we are all aware, various policy initiatives are on the policy agenda to
enable effective financial services reform. A sound, stable and resilient financial sector
capable of providing funding to the real economy is of major importance for growth in the
medium and long term. Both the financial reform agenda (internationally coordinated by G20)
and the unique project of creating a Banking Union with Single Supervisory and Resolution
Mechanisms (SSM, SRM) and a single rulebook will change the set-up of financial markets.
The implementation of the financial sector reforms will also necessitate a vast amount of
secondary legislation that may have a sizeable impact on the funding of the real economy.
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| hope that you will enjoy the workshop and that we will all learn much from the very
impressive array of speakers.

Thank you.

BIS central bankers’ speeches 3




<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /PageByPage

  /Binding /Left

  /CalGrayProfile (Gray Gamma 2.2)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Warning

  /CompatibilityLevel 1.6

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages false

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.1000

  /ColorConversionStrategy /LeaveColorUnchanged

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams true

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo false

  /PreserveCopyPage false

  /PreserveDICMYKValues true

  /PreserveEPSInfo false

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments false

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Remove

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

    /SymbolMT

    /Wingdings-Regular

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 150

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 150

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.00000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /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

  /CropGrayImages true

  /GrayImageMinResolution 150

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 150

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.00000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /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

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 600

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.00000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /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)

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<





    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>







    /HUN <>

    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 6.0 e versioni successive.)

    /JPN <>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200036002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 6.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>





    /SKY <>



    /SUO <>

    /SVE <>

    /TUR <>



    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 6.0 and later.)

  >>

>> setdistillerparams

<<

  /HWResolution [600 600]

  /PageSize [595.276 841.890]

>> setpagedevice



