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1. Introduction

Thank you for this opportunity to provide an update on the Basel Committee’s work to finalise the global
regulatory framework, as well as its longer-term agenda. I note that I started with similar words on this
occasion last year, adding that our goal was to complete the framework by the year's end. As you know,
that didn't quite happen — but I can nevertheless repeat myself, to the effect that we are now close to
finalising these reforms, which will provide clarity and certainty to supervisors and market participants
alike.

2. Global policy agenda is virtually complete

A. Net Stable Funding Ratio

As we speak, a few of the post-crisis reforms remain to be completed, but the Basel Committee made
good progress at its meeting last week. Let me give you a brief overview of the latest developments. As
announced in a press release last Friday, the Committee has discussed the Net Stable Funding Ratio (NSFR)
standard and agreed to allow national discretion for the NSFR's treatment of derivative liabilities.? At
national discretion, the required stable funding (RSF) treatment for derivative liabilities can be reduced
from 20% to no lower than 5%. We will continue to work on this issue and will consult if a change to this
treatment is proposed. But the existing proposal should facilitate the implementation of the NSFR, which
is due to begin on 1 January 2018, given that most jurisdictions have already published their final or draft
rules.

L Press release, “Implementation of net stable funding ratio and treatment of derivative liabilities”,
6 October 2017.
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B. Step-in risk

We've also made good progress on step-in risk — the risk that a bank will provide financial support to, say,
an off-balance sheet entity, beyond its contractual obligations, if that entity gets into difficulties. Building
on the consultation started in December 2015, final guidelines have been approved, and should be
published later this month. Step-in risk will not attract a minimum capital requirement, but it will be subject
to additional reporting to supervisors. The guidelines are another step in mitigating potential spillover
effects from the shadow banking system to banks. And, as in the case of the NSFR measures, the
Committee will monitor implementation in member jurisdictions.

C. Basel III revisions, including the capital output floor

With thanks to a Basel Committee member who is also a personal friend, I'd like to use the metaphor of
running a marathon to describe where we stand in finalising the post-crisis reforms.

Pace yourself and remember the long-term goal

When running a marathon, it's important to pace yourself and keep sight of the big picture. Keeping track
of your pace is important, but it is the long-term goal that should be your main motivation. For the Basel
Committee, the long-term goal is resilient banks, which underpin safe and stable banking systems. I am
acutely aware that we have recently marked a decade since the Great Financial Crisis began, and yet we
are still working to finalise some of the reforms that respond to that crisis. This is a long time, but it's
important to get it right. Despite this lengthy process, I hear from time to time that we are moving too
quickly! But the Committee cannot arrive at the right decisions without consulting with the public and
properly assessing what the economic effects of reform will be — using what we call quantitative impact
studies. Like proper nutrition and rigorous training for a marathon, these are two preliminaries that cannot
be dispensed with.

The wall

Many marathon runners hit a so-called wall. This happens late in the race, typically at around the 20th mile
in the 26.2-mile marathon. When runners hit the wall, they feel a seemingly insurmountable wave of fatigue
and doubt whether they have the energy or even the will to continue. I think it is safe to say that all of us,
both industry and regulators, have experienced something like this. The list of reforms may seem very
long, and banks, for their part, have made significant progress to correct deficiencies laid bare by the crisis.
The only way to deal with hitting the wall is to endure it and simply push on to the finish line.

The finish

Once you've pushed through the pain and fatigue, you sense that the finish line beckons. Last year, at our
meeting in Santiago, Chile, the Basel Committee had already hit the wall and then regained its stride, but
we were still a few hundred metres from the finish line. I think of it as a steep, uphill finish. In the past few
months, we have laboured to get up and over this last hill, otherwise known as the capital output floor.

Those last few meters

Now, I think we're almost there. In those last few metres of a marathon, with the finish line in sight, it's
fairly clear what the result will be, although the final decision is up to our governing body, the Group of
Central Bank Governors and Heads of Supervision.

As with the conclusion to many of the Basel Committee policy development processes, many
might express unhappiness with the result, and sometimes for opposite reasons. They will believe either
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that the final standard is too stringent, or that it is not stringent enough. But, as in running a marathon,
even if one is not thrilled with the final result, there is satisfaction knowing that the race has ended and
one has done the best that could be expected. I often hear that “no deal is better than a bad deal”. I
disagree. No deal means that we have not finished the job and that we have failed to lay the groundwork
for more resilient banks and a more stable banking system. That we have missed an opportunity to restore
the credibility of risk-weighted capital ratios.

Thus, if we stop now, we will not have satisfactorily addressed the thorny issue of unwarranted
variability in risk-weighted assets (RWA). Indeed, we see that RWA compression continues in some cases,
even though risks have not really been scaled back. Also, all the other revisions to the global regulatory
framework the Committee has worked on and agreed during the past two years would be discarded. These
include updating the standardised approaches for credit and operational risks and adding restrictions to
the use of internal ratings-based approaches. The floor is only one element among many that comprise
this package of reforms. I stress "global” because these revisions are real improvements to the framework
used by the vast majority of banks around the world.

Post-marathon

Finishing a marathon is a major effort, just as reforming the global regulatory framework has been. Once
finished, it is ill advised to attempt another race until one has sufficiently recovered and recuperated. Once
the Basel Committee gets to the finish line, there is likely to be a period during which no further major
policy initiatives will be undertaken. A raucous post-race celebration is unlikely; instead, we'll take the
chance to catch our collective breath. Does this mean that we will stop training and stop worrying about
our fitness level? Certainly not. As a marathon runner keeps training, so we regulators should also be alert
to any new emerging risks in the banking system. There is no room for complacency. History tells us that
there will always be another crisis, albeit in some different guise. We need to keep striving to reduce the
probability of that crisis and to mitigate its impact when — not if — it occurs.

3. Next steps

A. Impact

The next step is to assess what we have done and determine whether the result accords with our
expectations. What is the impact of individual standards? How do the standards work in combination?
What is the broader, macro impact of the revised framework? These questions need to be answered in
cold, hard facts — that is, with data and analysis. What incentives will arise from the new standards? How
are banks adapting to the new rules and what are the behavioural changes? How are banks optimising
their balance sheet and are there already signs of attempts to circumvent the rules? We have seen some
early indications of regulatory arbitrage, and this is something we are watching carefully.

B. Supervision
We need to keep our focus on improving supervision. Better, more effective and forward-looking

supervision is a never-ending quest. A combination of effective supervision and robust standards is
absolutely necessary to enhance the safety and soundness of the banking system.
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C. Implementation

I have spoken before of the “implementation imperative”.? Basel Committee member jurisdictions have
agreed on the importance of implementing the Basel global standards in full, in all jurisdictions. This is
something on which we must continue to focus. For many, recollections of the crisis have faded, but for
others, the lessons of the crisis are seared into memory. Full, timely and consistent implementation of
Basel Committee standards is critical to improving the resilience of the global banking system, promoting
public confidence in prudential ratios and encouraging a predictable and transparent regulatory
environment for internationally active banks. Such implementation is also critical to ensuring global
standards continue to be adopted. This is why we will keep on closely monitoring implementation. Next
week, as it happens, we will publish our 13th progress report on the adoption of the Basel regulatory
framework along with the final four assessment reports on implementation of the LCR.

4. Conclusion

We — all of us — have been running the Basel IIl marathon for quite a while. There is considerable fatigue,
but we are close to the finish line. To quit the race now would negate all of our hard work these past few
years and would do a disservice to the global regulatory framework and banking systems around the
world.

Thank you all for your attention and your stamina.

2 W Coen, "Global adoption of the Basel framework: enhancing financial stability across countries", speech
at the 9th Islamic Financial Services Board Public Lecture on Financial Policy and Stability, Kuala Lumpur,
Malaysia, 5 April 2017; W Coen, “Regulatory equivalence and the global regulatory system”, speech at the
International Financial Services Forum, London, 25 May 2017.

4/4


http://www.bis.org/speeches/sp170405.htm
http://www.bis.org/speeches/sp170525.htm

	The state of global financial regulation
	1. Introduction
	2.  Global policy agenda is virtually complete 
	A.  Net Stable Funding Ratio
	B.  Step-in risk
	C.  Basel III revisions, including the capital output floor 
	Pace yourself and remember the long-term goal
	The wall
	The finish
	Those last few meters
	Post-marathon 


	3.  Next steps
	A.  Impact
	B.  Supervision
	C. Implementation

	4.  Conclusion



<<

  /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



