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Many financial and economic professionals are under-appreciative (and some, possibly,
unaware) of what is stated in the second part of this paper’s title: the biggest players
in “fixing” the global financial system are the Group of Twenty (G20) largest and most
powerful economic and financial nations, and the Financial Stability Board (FSB), the
G20’s main financial system reform policy-making agent. This paper explains the nature of
the G20’s leadership role by presenting a stylized history of that group’s emergence, assisted
by the FSB, as the “premier forum” in reform of the global financial system. The paper
begins with a brief explanation of what the G20 and FSB are, highlighting basic information
on their membership composition and missions, and their relative financial “heft” in the
global economy. Focusing on the major statements, declarations, and communiqués from
G20 Leaders’ Summits beginning in late-2008 at the depth of the global financial crisis,
the paper describes the rapid emergence of the G20 as the pre-eminent global financial
system policy-making entity. That description shows how, over the turbulent 2008-2009
period, the G20, with the aid of the newly-created FSB, established the core elements
of what remains “the” global financial system reform agenda. The study then turns to
the subsequent evolution of that agenda over 20102012, when substantial, but uneven,
progress was made in achieving major objectives. The paper concludes with a summary of
the status of the G20/FSB financial system reform agenda in the aftermath of the September
2013 Leaders’ Summit in St. Petersburg, Russia, an event that in a sense marked the
S-year “anniversary” of the “Lehman Brothers moment” and the full eruption of the global
financial crisis in September 2008.
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banks, G20, Financial Stability Board, international financial regulation and supervision,
global financial system .
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I. INTRODUCTION

The answer to the question posed in the first part of the paper’s title is, of course,
“No one is ‘in charge,”“in the sense that, say, a given country’s central bank
is responsible for conducting the monetary policy of that country; and, in any
case, both “the world’s financial system” and “fixing” it are, at best, elusive
concepts. Even so, amid the generally slow and unsteady recovery from the 2007-
2009 global financial crisis,' and persistent and widespread unease about whether
The author thanks Gary Whalen, Roger Tufts, and Richard Gaffin for helpful comments and sugges-
tions. The opinions expressed in this paper are those of the author alone and should not be interpreted
as reflecting those of the Office of the Comptroller of the Currency, the U.S. Treasury Department, or
any multilateral group.
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'Many researchers, analysts, market observers, and policy makers date “the” global financial crisis
as covering the 2007-2009 period or some significant subset of those three years. Others view the
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another global financial crisis will erupt, many are inclined to assert (at least
inwardly) that “They ought to do something about that.”

When it comes to global financial markets, it is difficult for most people to get
beyond such an appeal to the cosmic “They” because they have little or no idea
of who the “They” options are. Not so, however, with financial market observers,
analysts, participants, and policy makers, who have a much clearer idea of the
landscape. Most, if not all, would name the major international financial and
economic organizations, including in particular the International Monetary Fund
and the World Bank as key players, and many are also likely to point to the Basel
Committee on Banking Supervision, as well as a handful of central banks in key
countries (e.g., the Federal Reserve in the U.S., and the European Central Bank)
as on the short list for the “Theys” with responsibilities and powers for addressing
global financial problems. Nevertheless, many of these financial and economic
professionals are under-appreciative (and some, possibly, unaware) of what is
stated in the second part of this paper’s title:> the biggest players in “fixing” the
global financial system are the Group of Twenty (G20) largest and most powerful
economic and financial nations, and the Financial Stability Board (FSB), the G20’s
main financial system reform policy-making agent.’

The purpose of this paper is to address that blind spot by presenting a “stylized”
history of the G20’s emergence as the “premier forum” in reform of the global
financial system, and the central role played by the FSB in advancing the G20’s

deepening seriousness of the sovereign debt-banking system stresses in the Eurozone as from 2010
as fundamentally a continuation of that same global financial system crisis; see, e.g., Lane (2012),
who designates the early period, ending in “Spring 2009,” as the “market-panic phase of the global
crisis,” and explains that “subsequent crisis stages are still playing out, with Europe at the center of the
current phase.” Regardless of which viewpoint one holds, there is a strong consensus that, as stated in
Financial Crisis Inquiry Commission Report to the President and the Congress of the United States
(2011, p. xvi), “the collapse of the housing bubble [in the U.S.] ... was the spark” that triggered the
financial crisis, which subsequently expanded across financial instruments, markets, networks, and
national borders, exposing financial system vulnerabilities that had been building in many countries.
For detailed timelines of major events from 2007-2009, both from U.S.-centered and international
perspectives, respectively, see Federal Reserve Bank of New York (FRBNY a) and (FRBNY b).

2As if designed to highlight this very point, the description of a conference that came to the author’s
attention during the drafting of this paper explains “[t]he conference brings together economists and
political scientists to address political-economy issues related to international organizations such as
the World Trade Organization, the United Nations, the International Monetary Fund, the World Bank,
and the European Union, and also other international organizations that have as yet received less
attention in the academic literature.” [See “Call for papers: 7th Annual Conference on the Political
Economy of International Organizations, January 16—18, 2014,” Princeton University, USA [note:
italics and emphasis added by the author of the current paper].

3There are, of course, several complex and far-reaching financial system reform initiatives underway
at the national level including, for example, the Dodd-Frank Act in the United States. Such initiatives
generate effects across national borders, dealing as they do with banks and other financial institutions
with global operations. Nevertheless, they are national measures, not global measures, in a legislative
sense as well as in terms of the scope of their implementation. Although the research literature is
thin in this area, as a practical matter it is worth noting that at least one detailed study (see Nolle
[2011]) shows that the Dodd-Frank Act and the G20/FSB financial system reform policy agendas are
fundamentally consistent with each other, and indeed in many respects are (as that study concludes)
closely “in sync” with each other.
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agenda.* Five years and counting since the full eruption of the global financial
crisis in the fall of 2008, and despite the still scant awareness of the G20’s role in
reform of the global financial system, there is in fact a large and growing record
of G20 and FSB financial system reform work. This paper presents one tractable
way to navigate the increasingly complex terrain of that official, publicly available,
documentation. Specifically, it focuses on the major statements, declarations, and
communiqués emerging from the G20 Leaders’ Summits beginning in the fall of
2008, at the depth of the global financial crisis, through the St. Petersburg Summit
in September 2013, an event that in effect marked the 5-year “anniversary” of the
crisis. Those summit statements are in essence capstone summaries highlighting
both the priorities of, and progress on, the G20/FSB financial system reform
agenda.

The paper is structured as follows. Section II presents basic information about
the composition and missions of the G20 and the FSB, and explains the sense
in which the G20 plays “the” lead role in global financial system policy making.
Section III describes the rapid emergence of the G20 as the pre-eminent policy-
making entity from autumn-2008 to autumn-2009, a period that saw the depth of,
and then the beginning of the recovery from, the global financial crisis. That story
is told using the G20 Leaders’ Summits as reference points, a tack continued in
Section IV, which describes the subsequent evolution of the G20’s financial system
reform agenda over the 2010-2012 period, when substantial, but uneven, progress
was made in achieving major objectives. Section V summarizes the financial
system reform portion of the September 2013 Leaders’ Summit in St. Petersburg,
Russia, and presents a post-summit status report on the G20/FSB financial reform
agenda as of the 5-year anniversary of the full eruption of the global financial
crisis in September 2008. Section VI summarizes and concludes.

II. THE G20 AND THE FSB: WHAT ARE THEY, AND HOW DO
THEY WORK?

By the beginning of the fourth quarter of 2008, it was clear that the financial
crisis, triggered initially in the U.S. subprime mortgage market, had become
global in scope. It was also widely recognized by then that a crucial corollary to
that perspective was that national policy responses, however bold and innovative,
would be inadequate to stabilize, much less repair, financial markets and networks
reaching around the world. It was in this environment that the heads of government
in the G20 countries met November 14—15, 2008 at their first Leaders’ Summit in
Washington, DC.5

4As explained in Section III, below, at their Pittsburgh Summit in September 2009, G20 Leaders
officially asserted the G20’s status as the “premier forum for international cooperation on the most
important issues of the global economic and financial agenda.”

SNote that although G20 finance ministers and central bank governors met annually since the group’s
founding in 1999, the November 2008 Summit was the first time G20 heads of state (“Leaders”) met
as a group — precisely because of the gravity of the financial crisis.
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That event represented a sea change in how, and by whom, internationally-
coordinated financial policy was made. In response to the previous global finan-
cial crisis in 1997-1998, the Group of Seven (G7) rich industrial countries held
center stage, as had been the case for years.® Little remarked at that time was the
G7’s decision to establish a new international economic forum with a wider and
more economically varied membership, in particular in recognition of the rapidly
increasing and important role in the world economy of several large emerging
market and developing economies (EMDEs).” As the global financial crisis deep-
ened and widened, that decision looked ever more prescient, especially because
of the profound role reversals characterizing the crisis: the richest G20 Members,
with the biggest financial systems, were under duress while the traditionally less
stable EMDE Members had been considerably less affected by the crisis. This
section explains what the G20 is by (1) identifying its members and presenting
salient data on their importance in the world economic and financial systems; (2)
explaining what the FSB is and how it assists the G20; and (3) describing the
relationships between the G20 and other international policy fora, including in
particular the well-known Basel Committee on Banking Supervision (BCBS; also
“Basel Committee”) and the International Monetary Fund (IMF).

WHAT 1S THE G20? G20 MEMBERS AND THEIR GLOBAL EcoNnomic AND FINANCIAL HEFT

The term “G20” is used commonly to refer to the 19 member countries and
the European Union that are represented in the group. More precisely however, as
from its establishment by the G7 Finance Ministers and Central Bank Governors
in September 1999, “the G20” specifically has meant the Finance Ministers and
Central Bank Governors of the 19 member countries, plus an equivalent-level rep-
resentative from the European Union (EU) — either the President of the European
Council or the Head of the European Central Bank, serving on a rotating basis.
The Finance Ministers and Central Bank Governors (“Ministers & Governors™)
continue to function as the core group within the G20 but, since the darkest days
of late autumn 2008, when the Ministers & Governors requested their direct and
active participation in deciding upon the most important policy issues, the heads
of state, or “Leaders,” in the G20 countries are also called “the G20 in relevant
situations. For clarity’s sake, henceforth in this paper the simple term “G20” refers

6G7 members are Canada, France, Germany, Italy, Japan, the U.K., and the U.S. In 1998, Russia joined
this group of countries, which together became “the G8.” G8 members continue to meet in summit,
but as from Leaders’ designation of the G20 as “the premier forum” for international financial system
policy development, G8 summits have generally focused somewhat more on geopolitical issues, and
somewhat less on financial system issues. Note that the G7 continue to meet as a separate group, at
members’ discretion.

7Foremost among the EMDEs asked to become original members of the G20 were China,
Brazil, and India; see “What is the G207?” the G20 official website at http://www.g20.org/
docs/about/about_G20.html.



Who’s in Charge of Fixing the World’s Financial System? 5

to the Ministers & Governors, and otherwise the terms “G20 Leaders” and “G20
[member] countries/ jurisdictions” are used as appropriate.

Table 1 lists the 19 member countries, and the twentieth “member jurisdiction,”
the European Union. That table also includes key measures of the economic and
financial significance of individual member countries, as well as the combined
significance of those countries as “the G20.”° The largest economies in the world
are included among G20 member countries (e.g., the U.S., China, Japan), but
member countries also include smaller economies from every region of the world.
Together, G20 member countries accounted for 86% of world GDP in 2012.
Even more compelling is the G20 dominance over financial markets, where they
accounted for 90% of world banking system assets, 81% of global stock market
capitalization, and 94% of global bond markets. The far right-hand column in
Table 1 presents an overall measure of global financial market activity by summing
the bank, stock market, and bond market measures; using that “Financial Market”
construct, Table 1 shows that in 2011 the G20 member countries encompassed
90% of world finance.

TaE FSB: PrINCIPAL AGENT FOR THE G20’°Ss FINANCIAL SYSTEM REFORM AGENDA

When the G20 assumed global financial system leadership in late-2008, Min-
isters & Governors and Leaders were confronted with unparalleled demands to
respond effectively and rapidly. Under those circumstances they moved quickly
to establish a separate, strong, and permanent body to develop, initiate, and over-
see their financial system stabilization and reform agenda. Specifically, at their
London Summit in April 2009, G20 Leaders “establish[ed] a new Financial Sta-
bility Board (FSB) with a strengthened mandate, as a successor to the Financial
Stability Forum (FSF)”.!° Significantly, the FSB’s mandate from G20 Leaders
included not only coordination of international work on financial system reform,
but also the responsibility to “oversee action needed” to actualize those reforms.'!

Table 2 shows that membership on the FSB is not limited to G20 mem-
bers; in addition to the 19 countries plus the EU that constitute the G20, Hong
Kong, Singapore, and Switzerland are FSB members, as are the Netherlands and
Spain which, although represented in the G20 by the EU, do not hold separate

8Note that while the G20 does not have a permanent secretariat and staff, it nevertheless does have
a well-defined internal operational structure. Specifically, the group designates a specific member
as the group’s President for a given year, and as such it is that member’s responsibility to organize
periodic meetings of the Ministers & Governors, and to organize, host, and chair the Leaders’ Summit
for that year. In addition, the designated member has the responsibility for official website design,
maintenance, and content. In 2013, Russia held the G20 Presidency, with the Leaders’ Summit to be
held in St. Petersburg in September.

9As explained in G20 totals eliminate any double counting of EU member countries which are
individual G20 members.

10London Summit — Leaders’ Statement (2 April 2009) point #15. The FSF functioned basically as an
in-house think tank for G20 Ministers & Governors.

See the FSB’s Mandate at http://www.financialstabilityboard.org/about/mandate.htm. Emphases
added by the author.
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membership in the G20.'> As the top portion of Table 2 indicates, in deciding its
membership, the FSB’s principal focus is on the impact a given jurisdiction has
on global financial system stability. Because such circumstances can change over
time, the FSB has by design adopted eligibility requirements that allow for adding
members, as warranted. In that vein, the FSB has devoted increasing attention to
establishing “Regional Consultative Groups” as a way of fostering “interaction
of FSB members with non-members,” including prospective future members, and
“promoting implementation with [a given] region of international financial policy
initiatives.”!3

FSB membership also extends to the major international financial institutions
(IFIs), including in particular the IMF and the World Bank, and the international
standard setting bodies (SSBs), as shown in Table 2.!* The SSBs are politically
and legally independent groups of regulatory and supervisory authorities from
member countries whose purpose is to “set out what are widely accepted as
good principles, practices, and guidelines” under which firms and supervisory
authorites in a given economic or financial sector should operate.'> Probably the
best known of the SSBs is the Basel Committee on Banking Supervision, the group
responsible for developing “Basel III,” its most recent version of international
capital standards for banks.'® Prior to the creation of the FSB, the BCBS and
other SSBs operated autonomously, and communication and information sharing
among SSBs was on an ad hoc, case-by-case basis. As the next sub-section makes
clear, although the BCBS and the other SSBs continue their crucial efforts to
promote global financial system stability, under the auspices of the G20 the FSB
has come to played an increasingly dominant role in guiding and coordinating that
work.

PoLicY-MAKING STRUCTURE OF THE G20

The main objectives of the G20 are to coordinate policies between its members
“in order to achieve economic stability [and] sustainable growth;” “promot[e]
financial regulations that reduce risks and prevent future financial crises;” and
“moderniz[e] international financial architecture.”!” The G20 defines itself as
“the premier forum for international cooperation on the most important issues of

12Table A.6A.6 in the Appendix to the current paper presents a grid showing countries’ membership
in the G20, FSB, and other key international groups working on financial system issues.

13SFESB, Charter of the Financial Stability Board, Article 20 (June 2012).

14See Table A.1A.1 in the Appendix to the current paper for the names and summary descriptions of
the major international standard setting bodies.

ISESB, What are Standards? at http://www.financialstabilityboard.org/cos/standards.htm). See also
FSB, Who are the Standard-Setting Bodies? at http://www.financialstabilityboard.org/cos/wssb.htm.
16Note that the term “Basel III,” originally used as a short-hand way of referring to the new capital
standards, has now become the standard, “official” term of reference for that regime, as a glance at the
BCBS website reveals [http://www.bis.org/bcbs/index.htm].

17“What is the G20?” at www.g20.org/docs/about/about_G20.html.
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the global economic and financial agenda.”'® These objectives and, especially, the
G20’s unambigous assertion of its global leadership role seem somewhat at odds
with common perceptions of lead roles traditionally played by other, better known
international policy-making groups, including in particular the Basel Committee
and the IMF.

Drawing on official G20 statements, including key passages in official com-
muniqués and declarations issued by G20 Leaders at various Summits, Figure 1
summarizes the G20’s policy-making structure or, as the figure puts it, the G20’s
“policy-making flow.” The top three sections in the figure show the hierarchical
nature of policy deliberation and decision making within the G20. Featured promi-
nently in the figure is the role of the of the FSB. Also depicted in the figure is
the implicit leadership by the FSB, on behalf of the G20, in cooperative work on
selected issues with independent international organizations. The lower left-hand
panel in the figure summarizes the role of the international standard setting bod-
ies in the G20-lead policy-making process. As noted there, these entities existed
prior to the creation of the FSB, and each continues to pursue an independently
determined agenda of work. Even so, an important operational corollary to the
FSB’s coordinating role with respect to the standard setting bodies is that it acts
as a first-among-equals in aligning selected activities of the standard setters “to
address any overlaps or gaps and clarify demarcations in light of changes in na-
tional and regional regulatory structures relating to prudential and systemic risk,
market integrity, and investor and consumer protection, infrastructure, as well as
accounting and auditing.”!”

The bottom right-hand side panel in Figure 1 summarizes the nature of work
by other major international organizations as it relates to the FSB and, ultimately,
the G20 financial system reform agenda. Chief among these “other international
organizations” is the International Monetary Fund. Starting with the first Leaders’
Summit in November 2008, the IMF has been named in every Summit commu-
niqué for its important roles in the global financial system. Furthermore, as from
the announcement of the creation of the FSB in the April 2009 London Summit
communiqué, the FSB’s collaboration with the IMF on several major intiatives has
been featured.?’ Nevertheless, there has also been a subtle, and perhaps somewhat

18“What is the G20?”

9ESB, Charter of the Financial Stability Board, Article 2(2) (June 2012). The Charter also states
that “in areas which do not fall within the functional domain of another international standard setting
body, or on issues that have cross-sectional implications [the] FSB should, as needed ... develop
or coordinate development of standards and principles, in coordination with the SSBs and others”
(Article 2(3)). A representative, and particularly important, manifestation of the FSB’s authority in
this respect is its production of Key Standards for Sound Financial Systems, a compendium of selected
core principles, codes of good practices, etc. from international standard setters and other international
organizations. Note that the FSB is explicit about its authority in this area: “The list of key standards
will be periodically reviewed and updated by the FSB.” See Table A.2A.2 in the Appendix to the
current paper for a summary list of the Key Standards.

208ee, e. g., London Summit — Leaders’ Statement (2 April 2009) point #15, bullet #2 which states that
“the FSB should collaborate with the IMF to provide early warning of macroeconomic and financial
risks and the actions needed to address them.”
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[SOLID arrow indicates explicit hierarchical relationship; HOLLOW arrow indicates -weak'i.mplicit ‘hierarchical relationship]

G20 LEADERS
Leaders (i.e.. president/prime minister/chancellor) meet in Summit at least annually to ratify/approve policy decisions
and recommendations of. and request new or revised work from the G20 Finance Ministers and Central Bank Govemors.
The Finance Track deals with international banking and financial system issues - banking and financial system stability,
regulation, supervision. and reform. especially in their cross-border aspects. (The Sherpa Track encompasses economic
issues as they are interwined with financial system stability. including international trade and investment issues. economic
stability and growth, etc.). Leaders have ultimate responsibility. via their respective national political, legal. and
regulatory processes, for ensuring national adoption and implementation of, and compliance with, agreed upon policies.

1

G20 Finance Ministers and Central Bank Governors (Ministers & Governors)

"The" G20 core entity, established in 1999 at the initiative of the G7 Ministers & Governors, in response to the financial
crises of the late-1990s. in explicit recognition of: (1) the global and cross-border nature of those crises; and (2) the
growing economic and financial influence. but disproportionately low policy development input by selected emerging
market and developing economies (EMDEs). In Nov. 2008, Ministers & Governors requested that G20 Leaders meet

in Summit at least annually to deliberate and come fo agreement on the policy recommendations of the Ministers &
Governors. At the Pittsburgh Summit (Sept. 2009), Leaders' designated the G20 as "the premier forum" for intemational
work to stabilize and reform the global banking and financial system.

1

Financial Stability Board (ESB)
Established by the G20 Leaders at their London Summit in April 2009 as the successor to the Financial Stability Forum.
Purpose is to coordinate at the international level the work of national financial regulatory authorities and the inter-
national standard setting bodies (see box lower left) to develop the implementation of effective rcgu!alory, Supervisory.
and other financial sector policies. Also has a mandate from G20 Ministers & Governors to: (1) "identify and oversee
action needed to address ... financial system vulnerabilities:" (2) "undertake Jmm stnteg;lc reviews of the policy
dewlopmem work of the international standard setting bodies:" (3) 2 v pl g for cross-
border crisis management. particularly with respect to systemically important ﬁrms e (4) "collaborate with the IMF
to conduct Early Wamning Exercises” [authors’ emphasis; see FSB Mandate at www.financialstabilityboard.org;]. The
FSB's members include relevant financial regulatory authorities from each G20 Member country. the intemational
standard setters, major international organizations (see box lower right) and, at the behest of the G20 Leaders, selected
other countries judged to play meaningful roles in the global financial system. Reports directly to. and operates under
the auspices of. the G20 Ministers & Govemors.

International Standard Setting Bodies IMF and Other International Organizations
(World Bank, OECD, etc.)

(BCBS, [AIS, IASB, I0SCO, etc.)!
Existed as legally/politically independent entities prior to l.zgal.lyfpo]m:ally mdependent entities. However, as
from London Summut (Apr. 2009), G20 Leaders explicit

the creation of the G20, and remained independent as of

the creation of the FSB and its designation as the lead
coordinating entity for the G20's stabilization and reform
of the global banking and financial systems. Standard
sefters agreed to work cooperatively with. and be guided
by, the FSB in selected respects, including: (1) submitting
key outputs to FSB review; (2) deferring to the FSB to
take lead in public release of key outputs; (3) agreeing
the FSB will be conduit for delivery to the G20 of selected
products, including jointly-produced products. BCBS
works cooperatively with IMF on selected 1ssues.

about increasing their contributions to IMF budget/
resources; and as from Pittsburgh Summit (Sept. 2009),
have included as a major. ongoing Agenda item "reform-
ing the global archictecture” with reference specifically
to operation and organization of IMF. International
organizations work cooperatively w/G20 on case-by-case
basis. Working relationships includes: (1) joint pro-
duction and publication on internationally-applicable
principles, standards, policy recommendations, research;
(2) information sharing. IMF Financial Sector Assess-
m:ntl’mgmmakcympmtoFSBpmmwewpmcus
and monitoring of Members'i 1p .

! See Table A.1 in the Appendix of the current paper for details on the standard setting bodies.

Figure 1: G20 Financial System Reform Policy-Making Flow: Main Entities
and Hierarchical Relationships

implicit, understanding that the G20 envisions the IMF deferring and reporting
to the FSB in selected instances. That inference hinges in part on the fact that in
addition to reforming the global financial system, another high-level post-crisis
priority for the G20 has been, and continues to be, the reform of the “international
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financial architecture,”?!' designated in particular by work to “modernize [the] IMF
[to] better reflect the changes in the world economy” and to “enhance the IMF’s
legitimacy, credibility, and effectiveness, making it an even stronger institution for
promoting global financial stability and growth.”?> Such statements have typically
been followed by specific G20 commitments to increase funding for the IMF. Most
recently, the main communique” from the September 2013 G20 Leaders’ Summit
in St. Petersburg, Russia, included an entire section on “International Financial
Architecture” in which Leaders spelled out their expectations for the “complet[ion
of] the ongoing reforms of IMF governance,” and the G20’s lead role in guiding,
monitoring, and financing key IMF initiatives.>}

III. THE G20’S EARLY RESPONSE TO THE GLOBAL FINANCIAL
CRISIS: FROM FRAGILITY TO STABILITY

When G20 Leaders met in Washington, DC in November 2008, all were urgently
aware of the historic nature of the “serious challenges to the world economy and
financial markets,” and indeed Leaders’ began their main summit statement on
that note.2* In that environment, as indicated in the “Washington, DC” (top) row
of Table 3, Leaders’ main focus at the Washington Summit was the stabilization
of global financial markets, which many feared were near meltdown. In response,
they hammered out an ambitious 47-point “action plan,” which included a number
of concrete, near-term, stabilization-aimed measures.?> Action plan items were
designated as either priorities for “immediate action” by the end of the first quarter
of 2009, or as “medium-term actions” to be fully addressed thereafter. The finance
ministers of the G20 were given overall responsibility for getting the action plan
off the ground, with the assistance of the Financial Stability Forum, the IMF, and
the international standard setting bodies.

Most analysts now agree that the global financial system began to emerge, albeit
fragilely, from the depth of the crisis by the end of the second quarter of 2009.2°
However, when G20 Leaders reconvened at the London Summit at the beginning of

21 This phrase appears in the G20 Leaders’ Declaration at the Los Cabos Summit (June 18-19, 2012).
Other terminology covering this topic includes: “global architecture” (Pittsburgh Summit, September
24-25, 2009); “strengthening the IFIs” [international financial institutions] (Toronto Summit, June
26-27,2010); “more stable and resilient International Monetary System” (Cannes Summit, November
3—-4, 2011); and “the process to strengthen IMF resources to safeguard global financial stability and
enhance the IMF’s role in crisis prevention and resolution” (Ministers & Governors meeting in Mexico,
November 4-5, 2012).

22The G20 Seoul Summit Leaders’ Declaration (November 11-12, 2010) point #9, bullet #2.

G20, G20 Leaders’ Declaration, Saint Petersburg Summit, pp. 14—15 (5-6 September 2013).

2 Declaration — Summit on Financial Markets and the World Economy, point #1 (November 15, 2008).
25 Table A.3A.3 in the Appendix to the current paper lists the points in Washington Summit 47-point
action plan, and groups them into what emerged over the year following that summit as major financial
system reform priorities. That table also shows the entity or entities to which lead responsibility was
assigned by the G20 Leaders. For a detailed discussion of the 47-point action plan, see Nolle (2011)
and (2012).

263ee for example International Monetary Fund, Global Financial Stability Report, Navigating the
Financial Challenges Ahead (October 2009).
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the second quarter, there was as yet no clarity about the depth, breadth, or duration
of the financial crisis. Indeed, as noted at the top of the “London” (second) row
in Table 3, the IMF’s official assessment at the time of the London Summit was
that, amid “the deepest post-World War II recession by far ... financial market
stabilization will take longer than previously envisaged.””’ Exactly echoing that
grim assessment, the London Communiqué began by asserting that “We face the
greatest challenge to the world economy in modern times; a crisis which has
deepened since we last met.”?

Nevertheless, G20 Leaders were able to point to progress in addressing many
of the 47 action items outlined at the Washington Summit. To build on what
at that point was limited, but greatly welcomed momentum, Leaders made two
fundamental decisions that have shaped policy developments ever since. First, they
rationalized the lengthy, 47-point agenda into a more limited set of highest priority
“major reforms.”?® Row 2 in Table 3 presents a summary of that more streamlined
agenda, which focused on six major topics: (1) regulation and supervision of all
systemically important financial institutions, instruments, and markets; (2) the
development and implementation of principles on executive compensation aimed
at reducing excessive focus on risky, short-term goals; (3) upgrading the quantity
and quality of bank capital;, (4) improvements in international cooperation on
financial system issues; (5) development and implementation of a single set of
global accounting standards; (6) upgrade regulatory oversight of credit rating
agencies, especially in light of the problematic roles they were viewed to have
played in both the securitization process, and bank capital requirements.*

The second fundamental decision Leaders made at the London Summit was
structural. Specifically, they announced the creation of the Financial Stability
Board. At a stroke, the new FSB became the influential policy development arm
of the G20, a substantial contrast with the role of the old Financial Stability Forum
as multilateral “think tank” lacking formal backing from the major financial center
countries for policy development. To give teeth to the FSB’s policy development
and coordination efforts, members agreed on a process to encourage compliance
with the G20 policies to which they commit. That process consists of periodic
“peer reviews,” which take one of two basic forms: a review of a range of financial

?TInternational Monetary Fund, Global Financial Stability Report, Responding to the Financial Crisis
and Measuring Systemic Risk (April 2009, p. xi).

28G20, London Summit — Leaders’ Statement (2 April 2009).

G20, Declaration on Strengthening the Financial System, 2 April 2009.

30 Author’s interpretation, based on G20, London Summit — Leaders’ Statement (2 April 2009), pp.
3—4. The G20’s financial reform agenda, as envisioned at the London Summit, is laid out in greater
detail in G20, Declaration on Strengthening the Financial System, 2 April 2009. The main point in the
current paper is that, although the long-term shape of the G20/FSB financial system reform agenda
was not fully established until the Leaders’ Summit in Pittsburgh, deliberations at the London Summit
marked the definitive beginning of a policy making process characterized by a strong willingness and
ability on the part of G20 Ministers & Governors, and Leaders, to choose a limited set of top priorities,
rather than engaging in endless debate about the exact nature of a laundry list of nettlesome issues.
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sector policies and practices in a specific country; and thematic reviews focusing
on policies and practices on a specific issue across multiple members.*!

Leaders met again in 2009 in Pittsburgh. That September 24-25 Summit marked,
almost to the day, the one year anniversary of the collapse of Lehman Brothers and
the full eruption of the global financial crisis. Happily, and decisively, the world
financial system had turned the corner in the intervening period due in part, as
Leaders asserted in the main summit communiqué, to their efforts to “do everything
necessary to ensure recovery, to repair our financial systems, and to maintain the
global flow of capital.” In the shortest communiqué verbiage ever, Leaders noted
in point #-5 “It worked.” With those statements setting the tone of their meeting in
Pittsburgh, Leaders then declared that the G20 had become “the premier forum”
for international economic cooperation.* By implication, that sweeping assertion
meant that the FSB, the G20’s principal agent for establishing and pursuing its
global financial system reform agenda, occupied the policy making driver’s seat.

The escape from global financial system meltdown allowed G20 Leaders, be-
ginning with the Pittsburgh Summit, to permanently shift emphasis from financial
crisis “firefighting” to financial system reform. Furthermore, one can argue with
considerable justification that discussions at the Pittsburgh Summit resulted in
the establishment of what has become, with modest variations over time, “the”
long-term financial system reform agenda of the G20.>* The “Pittsburgh” (third)
row in Table 3 summarizes the core of that agenda, focusing on seven key priority

areas:35

3For an example of a country review see the 2010 peer review of Mexico at http://www.
financialstabilityboard.org/publications/r_100927.pdf; for an example of a thematic review,”’ see
the 2011 thematic review of mortgage underwriting practices at http://www.financialstabilityboard.
org/publications/r_110318a.pdf.

2 Leaders’ Statement, the Pittsburgh Summit, September 24-25, 2009. Among the most important —
some would argue the most important — of those efforts was the so-called “stress tests” of the 19
largest banking companies in the U.S., conducted by the three federal-level bank regulatory authorities
(the Federal Reserve System, the FDIC, and the Office of the Comptroller of the Currency). Formally
entitled the Supervisory Capital Assessment Program, the results of the SCAPs were widely considered
credible and positive for the U.S. banking industry when they were released in early May 2009, just
a month after the desperation reflected in the London Summit Leaders’ Statement, a perception some
argue was the turning point in the global financial crisis.

3G20, Leaders’ Statement, the Pittsburgh Summit (September 2425, 2009) point #19, p. 3.

3Nolle (2011) and (2012) points to evidence in a number of key post-Pittsburgh Summit documents
published by the G20 and FSB that support such an interpretation.

35G20, Leaders’ Statement, the Pittsburgh Summit (September 24-25, 2009); see especially “Strength-
ening the International Financial Regulatory System,” pp. 7-10. A eighth major objective of a very
near-term nature can be characterized as “recouping the cost of responding to the financial crisis.”
Leaders agreed that national authorities should ensure that their financial sectors make “a fair and
substantial contribution” toward repaying the costs borne by governments in dealing with the financial
crisis and subsequent repair of the financial system. Note that the issue of reducing reliance on credit
rating agencies (CRAs), identified as a priority issue at the London Summit, was discussed at the
Pittsburgh Summit, it was not highlighted to the extent that the bulleted points in the text were. As
discussed in the next section of the text, CRAs regained their position as a priority agenda item over
the next two years.
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e Bank Capital and Liquidity: G20 Leaders committed to the development,
by end-2010, of internationally agreed rules to improve both the quantity
and quality of bank capital, discourage excessive leverage, and mitigate
pro-cyclicality.

e Systemically Important Financial Institutions (SIFIs): In London, Lead-
ers had identified as a key problem the then-current “regulation and oversight

. of systemically important financial institutions, instruments, and mar-
kets.” In Pittsburgh they specifically singled out the moral hazard/excessive
risk-taking behavior of systemically important financial institutions. From
that point forward, a large subset of the G20/FSB financial system reform
agenda has been devoted to SIFIs.

® Resolution Regimes: In Pittsburgh, Leaders refined their thinking about the
broad issue of the “too big to fail” (TBTF). As part of that process, they
identified as a priority area the development of plans and procedures for
the resolution of SIFIs, including cross-border cooperative efforts for SIFIs
operating across national borders.

® OTC Derivatives: Leaders had discussed policies for improving the safety,
soundness, and transparency of OTC derivatives activities at the London
Summit, and by the Pittsburgh Summit had come to regard the reduction of
systemic risks arising from OTC derivatives activities as a separate major
priority issue.

® Accounting Standards: Following up on their discussions at the London
Summit, in Pittsburgh Leaders asked the main accounting standard setting
bodies to develop a single set of high quality, global accounting standards,
and complete convergence to that standard by the end-2011.%7

® Compensation: Leaders endorsed the (then new) compensation standards
championed by the FSB and aimed at aligning employee compensation at
financial firms with long-term value creation, rather than excessive risk tak-
ing. Leaders also tasked the FSB with monitoring members’ implementation
of those standards.>®

¢ International Cooperation: Leaders committed to developing global stan-
dards for dealing with tax havens, money laundering, proceeds of corruption,
terrorist financing, and prudential standards.

Of these seven policy priorities, the most ambitious was for the development, in
a little more than a year’s time, of new, stronger standards for bank capital. Leaders
tasked the Basel Committee with that job, but made clear that the FSB was to be

36G20, London Summit — Leaders’ Statement (2 April 2009) p. 4.

¥ The International Accounting Standards Board (IASB) is the main international accounting standard
setter; it was tasked with working in cooperation with the Financial Accounting Standards Board
(FASB), the entity that sets U.S. accounting standards, to reach convergence on a single set of standards.
3 Those standards, entitled Principles for Sound Compensation Practices (2 April 2009), were devel-
oped and published by the FSF just ahead of that group’s transformation into the FSB.
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consulted throughout the process. It was in this manner that what became known
as “Basel III” was launched.

IV. THE G20’S RESPONSE TO THE GLOBAL FINANCIAL CRISIS:
SUBSTANTIAL - BUT UNEVEN - PROGRESS, 2010-2012

As from their first summit in November 2008, G20 Leaders agreed to meet in
summit as circumstances warranted, but in any case to convene at least annually.
The necessity of meeting in summit twice in 2009 had been apparent to all that
year; and, although the global financial system had taken a decisive turn for the
better by September 2009, Leaders decided at the Pittsburgh Summit to schedule
two summits for 2010, under the belief that the global financial system faced a
lengthy struggle for sustained stability. To the surprise of many and the relief of all,
by the time Leaders met in June 2010 at the Toronto Summit, “the global recovery
[was] proceeding better than expected,” as noted in the top row of Table 43 In
those circumstances, and with the understanding that the Seoul Summit scheduled
for November 2010 would constitute the key post-Pittsburgh Summit milestone
for 2010, Leaders focused most heavily on their main near-term commitment:
stronger bank capital standards.*’

As shown in Table 4, the main Toronto Summit document featured important
specifics about the incipient stronger capital standards, based directly on Basel
Committee work in the time since Leaders, at their Pittsburgh Summit, called
for a completed product by end-2010. Through the BCBS’ consultative process
on the development of the new capital standards, the public was by June 2010
aware of the likely nature of the underlying details, but the Leaders’ emphasis
in their Toronto Summit Declaration added an important element of certainty
about both the composition and timing of the new standards. The Declaration also
showed that modest progress had been made on other at least one other major
initiative on the financial reform agenda, as solidified at the Pittsburgh Summit:
SIFIs work. As indicated in Table 4, Leaders noted progress in the development
of SIFIs supervision principles, and looked forward to receiving, by the time of
the Seoul Summit, a detailed plan from the FSB (in consultation with the IMF)
for all major (non-Basel III) SIFIs work going forward. Also noteworthy was the
addition of a new main agenda item: reducing reliance on external credit ratings
in the regulation and supervision of financial firms. Although highlighted broadly

3IMF, Global Financial Stability Report, Meeting New Challenges to Stability and Building a Safer
System, p. xi. (April 2010).

401t is important to note that, as pointed out in several places in Tables 3 and 4, although stabilization
and repair of the global financial system was the original driving issue for G20 Leaders in summit,
over time they have increasingly concerned themselves with economic growth initiatives, as their
financial system reform agenda has progressed and matured. Indeed, at least as early as 2011, one
could argue that Leaders concern with economic growth exceeded their concern with financial system
reform efforts. Of course, the G20’s economic growth agenda is beyond the scope of this paper, but the
point is worth making so that readers do not get the impression that the only, or even the main issue,
over time, that Leaders concerned themselves with at their Summits was/is financial system reform.
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at the London Summit, the agenda emerging from the Pittsburgh Summit did not
include that work among the major priorities.*!

By the time of the November 2010 Summit in Seoul, exactly two years to
the month after their urgent gathering in Washington, G20 Leaders expressed
confidence that the global financial system had been restored to a fundamentally
stable state, although they acknowledged that sovereign debt problems festering
in several Eurozone countries presented a nontrivial threat. In that environment,
Leaders were upbeat, an attitude reflected in their official assertion that “Today,
we have delivered core elements of the new financial regulatory framework to
transform the global financial system.”*? Front and center was the Leaders’ sign-
off on the new Basel III capital standards. Not commonly appreciated at that time
was the central and unambiguous, “final endorser” role played by the G20 Leaders,
assisted closely by the FSB, in officially declaring that Basel III was, henceforth,
the new international bank capital and liquidity regime.*? As noted in Table 4, the
official protocol on the issuance of Basel III was that final public release of the
main document came, by design, a few weeks after the standards were endorsed
by G20 Leaders at the Seoul Summit.** By that time, as a consequence of the
BCBS’s consultative/public feedback process, all of the details of the program
were well-known;® still, it is significant that, unlike in the case of the original
Basel capital standards (“Basel I”’), or Basel II, it was the G20 (and FSB), not the
BCBS, who issued the final “stamp of approval” for the Basel III standards.

Two other major elements animated Leaders’ discussions and declarations at
the Seoul Summit. First, they congratulated the FSB for its on-time completion
of a comprehensive program of additional (non-Basel III) SIFIs initiatives, and
approved the FSB’s workplan for them. As noted in the “Seoul” row of Table 4, the
FSB’s “multi-pronged framework” covered five basic issues. Importantly, Leaders
endorsed the FSB’s proposal to focus most intensely over the near term on SIFIs
with a significant cross-border reach, so-called “global SIFIs” or “G-SIFIs.” That
strategy included the immediate task of developing methodology to identify which
internationally active financial institutions should be designated as G-SIFIs.

4INote that Table 4 shows the attempt by the Canadian hosts of the Toronto Summit to reorganize the
financial system reform agenda around a “Four Pillars” framework. For reasons that remain obscure,
that attempt at permanently reconfiguring the agenda did not “take,” and by the Seoul Summit was no
longer referenced. More broadly, while issues move on and off the main agenda, and relative emphases
shift over time in response to ongoing changes in the global financial system and in recognition of
progress made in national jurisdictions, in a real sense the agenda emerging from the Pittsburgh Summit
has remained the core program.

42G20, The G20 Seoul Summit Document, #28, p-11 (11 November 2010).

“Indeed, a case could be made that, even among financial system regulatory authorities around the
world, many still do not fully appreciate the fact that it is not the Basel Committee that makes the final
call on the official status of Basel III capital standards (or, as discussed below, on the determination of
global systemically important banks), but rather the FSB and the G20.

#For complete details on Basel III, see BCBS, Basel III: A global regulatory framework for more
resilient banks and banking systems (December 2010).

4For example, details of the multi-year implementation schedule for Basel III were first revealed in
September 2010. See BCBS, “Group of Governors and Heads of Supervision announces higher global
minimum capital standards,” Press release (Sept. 12, 2010).
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The second major (non-Basel III) development at the Seoul Summit was the ad-
dition of new financial sector reform initiatives, three of which have subsequently
risen to a status equal with the original Pittsburgh Summit core initiatives. As
noted at the bottom of the “Seoul” row in Table 4, Leaders tasked the FSB with
coordinating new work aimed at regulating and supervising the shadow banking
industry.*® Also at Seoul, Korea exercised its prerogative as the summit host to
suggest that G20 members commit to a new workstream devoted to identifying and
developing policy options on “financial stability issues ... of particular interest
to emerging market and developing economies.”*’ After considering the matter,
Leaders accepted the Korean delegation’s suggestion, and an EMDE workstream
has been an important facet since that time. Finally, as noted at the bottom of the
Seoul row in Table 4, Leaders recognized that, in view of the FSB’s rapidly ex-
panding role and workload, they needed to establish an initiative dealing with FSB
governance, organization, and resource issues.*®

By the time Leaders met again at the Cannes Summit in November 2011,
the Eurozone sovereign debt-cum-banking system situation had reached what
many considered a crisis level.*” Indeed, as noted in the top part of the “Cannes”
row in Table 4, the IMF was warning that “time is running out to tackle the
vulnerabilities that threaten the global financial system.”>® As a consequence, the
upbeat mood that characterized the Seoul Summit the previous year was replaced
by a decidedly cautious tone at the beginning of the Leaders” Cannes Communiqué.
In that environment, the main focus of Leaders’ discussions at the Cannes Summit
was on the efficacy — and international coordination — of national macro-money
policies.

Nevertheless, Leaders were pleased to devote part of the meeting to a review of
the progress made on key aspects of their financial system reform agenda, including
especially the FSB’s SIFIs agenda work. In the year since the Seoul Summit,
the FSB’s “SIFIs Framework” had been somewhat reconfigured to emphasize
four major workstreams, each of which focused heavily on G-SIFIs, as noted
in the “Cannes” row of Table 4. Two of those workstreams were particularly
highlighted. The first was the one on the development and future implementation
of international standards for resolution regimes. The FSB generated a good deal
of momentum on that topic by publishing, just ahead of the Cannes Summit, its
Key Attributes for Effective Resolution Regimes for Financial Institutions. Indeed,
the FSB’s development at the international level of the twelve Key Attributes
continues to be one of its most noteworthy successes and, as intended, has guided

46Gee Pozsar, Adrian, Ashcraft, and Boesky (forthcoming) for a clear and comprehensive explanation
of what constitutes shadow banking.

47G20, The G20 Seoul Summit Document, #41, bullet 2, p-14 (11 November 2010).

“Table 4 also notes that a “consumer protection” initiative was introduced at the Seoul Summit.
Although that topic has remained part of the overall G20/FSB financial sector agenda, in the author’s
judgment that issue has not risen in a substantive sense to the same “core initiatives” level as other
issues.

For a description of the Eurozone crisis see, e.g., Lane (2013).

SOIMF, Global Financial Stability Report, Grappling with Crisis Legacies, p.ix (September 2011).
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the dialogue at the national level in many countries as they grapple with the many
challenges inherent in shaping and implementing programs and processes for the
resolution of SIFIs.>!

Leaders also congratulated the FSB on hitting the target set after the Seoul
Summit on the first-ever identification and designation of G-SIFIs.?? Those des-
ignations were based on methodology developed for that purpose by the BCBS
(in close consultation with the FSB), details of which were released to the public
at almost the same time as the FSB’s G-SIFIs designations.>® It is important to
note that, although the 29 institutions designated by the FSB were explicitly listed
as “G-SIFIs,” all of them were banking companies.>* Over the next year, as FSB-
directed work began to focus to some extent on nonbank institutions, banking
companies designated as globally significant came to be referred to by the more
accurate term “G-SIBs.”

In Cannes, Leaders reaffirmed their commitment to continue work on four
other issues that had been priorities since the Pittsburgh Summit (OTC Deriva-
tives, Accounting Standards, Compensation Practices, and International
Cooperation/Non-cooperative Jurisdictions), and five others that had made the
“starting line-up” at a previous summit.>> As noted in the bottom third of the
“Cannes” row in Table 4, those included Consumer Protection, EMDEs issues,
Shadow Banking, and FSB Governance and Resources (all added at the Seoul
Summit), and Credit Rating Agencies (added at the Toronto Summit).>® Signifi-
cant new or upgraded initiatives named at Cannes included work on the integrity
of Credit Default Swaps (CDS) markets, and improvements to the regulation and
supervision of internationally significant Commodity Derivatives markets. Lead-
ers also endorsed the idea of the creation of a Legal Entity Identifier (LEI) system
for uniquely identifying parties to any financial transaction anywhere around the
world.

When G20 Leaders next met in summit, in Los Cabos, Mexico in June 2012,
the threat to global stability posed by the financial situation in the Eurozone had

31See Box A.1 in the Appendix at the end of this chapter for a summary of the twelve Key Attributes.
32The FSB public announcement of the names of the first 29 G-SIFIs was simultaneous with the
Cannes Summit. See FSB, Policy Measures to Address Systemically Important Financial Institutions
(Nov. 4,2011).

3The BCBS’ identification methodology was published as BCBS, Global systemically important
banks: Assessment methodology and additional loss absorbency requirements (Nov. 2011).
>*Specifically, see the terminology used in the one page Annex at the end of the FSB’s Policy Measures
to Address Systemically Important Financial Institutions report. See Table A.4A.4 in the Appendix
to the current paper for an exact list of the banks designated in November 2011as “G-SIFIs,” banks
designated in November 2012, at which time they were explicitly called “G-SIBs,” and the G-SIBs
designated in November 2013.

55The author wishes to emphasize that, in the case of a number of the initiatives described in the current
paper, inclusion on or exclusion from “the list” of “core” projects depends on the author’s exercise of
his own judgment; and, indeed, there is no such thing as a unique, official G20 or FSB “core/main
priorities list” per se.

6 As noted in Section III, reducing reliance on external ratings/CRAs figured prominently in discus-
sions at the London Summit, but the issue was not part of the “core” agenda solidified at Pittsburgh.
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decreased.’” Nevertheless, because of both their magnitude and their seeming
intractability, Eurozone sovereign debt-cum-banking system problems were the
central topic of discussion at the summit, as indicated at the top of the “Los
Cabos” row in Table 4. In the event, that discussion segued into the portion of
the summit devoted to the financial system reform agenda. The starting point for
those deliberations was to congratulate the FSB for it recent efforts to systematize
the process of monitoring members’ implementation of agreed-upon policies.’
Because of that work, by early-2013, implementation monitoring had become
an important component of the FSB’s overall financial system reform program.>”

Most of the remainder of the financial system reform discussion focused on
near-term deadlines and forthcoming products. The SIFIs-framework topics de-
scribed in Table 4 especially fit that characterization. On SIFIs supervision,
Leaders asked the FSB for a report by November 2012 on members’ progress, the
results of which were published in early-2013.%° Also, for the first time, they set
hard deadlines for a non-bank financial industry, calling for the TAIS to (1) de-
velop methodology for identifying global systemically important insurance firms
(G-SIIs), (2) so designate selected insurance firms as G-SlIs, and (3) produce a
common framework for the supervision of G-SIIs in 2013. Furthermore, on SIFIs
identification, Leaders tasked the FSB with coordinating not only BCBS and
IAIS banking and insurance industry work, respectively, but also the work of two
other standard setters. One by-product of broadening the SIFI-identification work
in such a substantive way was that it compelled participants to be more precise in
their terminology. As noted in Table 4, the term “G-SIFI” took on a generic mean-
ing, referring to a global systemically important financial firm in any industry,
while global systemically important banks and insurance firms were referred to,
respectively, as “G-SIBs” and “G-SIIs.” In addition, in anticipation of substantive
work beyond that scheduled in the near-term for banks and insurance firms, the
term “NBNI G-SIFIs” was coined to refer to G-SIFIs that are neither banking
companies nor insurance firms.

Consistent with the FSB strategy endorsed by Leaders at the Seoul Summit,
SIFIs work had focused almost exclusively on G-SIFIs. At the Los Cabos Summit,
Leaders encouraged the FSB and BCBS to carry on with new work on banking
companies deemed to be systemically important at the national, or “domestic,”

57The author is unaware of the existence of any official explanation for why the 2012 Leaders” Summit
was held in June instead of in November. One can speculate that the fact that the 2012 presidential
election in the U.S. was scheduled for early November, preceded in late-summer/early-autumn by the
always politically problematic campaign season, might have had an impact on Leaders’ choice of an
early summit date. In any case, the Ministers & Governors meeting in November 2012 featured an
even-more-than-usual substantive discussion about the financial system reform agenda.

38The FSB had published in October 2011 a “framework” document explaining how it would go
about monitoring members’ compliance/implementation progress, but that program was not fully put
into effect until after the November 2011 Summit in Cannes. See FSB, Coordination Framework for
Implementation Monitoring (CFIM) (October 2011).

Part of the discussion in Section V of the current paper reveals the value of that late-2011/mid-2012
work to set up an effective implementation monitoring system.

%0The next section of this paper briefly highlights those results.
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level only. Specifically, Leaders tasked the BCBS, in consultation with the FSB,
to develop recommendations on the identification and supervision of domestic
systemically important banks, or D-SIBs, for consideration by the Ministers &
Governors at their November 2012 meeting.

Also of note at the Los Cabos Summit was the discussion on FSB governance
and resources. Part of that discussion bears on the central theme of this paper,
which is that the G20/FSB nexus has become the dominant force in global financial
system policy making. In that vein, and as indicated in Table 4, Leaders endorsed
the overhauled and expanded Charter for the FSB, and strengthened its operational
resources.

V. THE G20’S RESPONSE TO THE GLOBAL FINANCIAL CRISIS
AT THE FIVE-YEAR MARK

The announcement on September 15, 2008 that the investment bank Lehman
Brothers had filed for bankruptcy is commonly considered the straw-that-broke-
the-camel’s-back moment fully igniting the global financial crisis.®’ The G20
Leaders Summit in September 2013 in St. Petersburg, Russia served (certainly in
asymbolic sense) as a sort of a five-year anniversary of that financial day in infamy.
Indeed, in the preamble to their main St. Petersburg Summit statement, Leaders
noted the intuitive appeal of taking stock of progress in “the five years since we first
met” in response to the financial crisis.%? In that spirit, this section summarizes
the financial system reform portion of the St. Petersburg Summit, placing the
discussion within the context of an overall status report on the G20/FSB global
financial system reform agenda at the 5-year mark.

G20/FSB FINANCIAL SYSTEM REFORM AGENDA AFTER 5 YEARS: FINANCIAL
INSTITUTIONS

The financial system reform discussion in the Leaders’ summit Declaration
and in related summit documents and reports are substantively consistent with
each other, but vary somewhat in how they order and emphasize issues.%* Table 5

6lSee, for example, Admati, Anat R., “We’re All Still Hostages to the Big Banks,” The New York
Times (August 25, 2013) [“... the coming five-year anniversary ... [of] the bankruptcy of Lehman
Brothers [that] touched off a global financial crisis”]; Sorkin, Andrew Ross, “Five Years After TARP,
Misgivings on Bonuses,” The New York Times DealB%k (August 26,2013) [ ... five-year anniversary
of those white-knuckled days, when Lehman Brothers collapsed”]; Politi, James, “Obama urges action
to bring Dodd-Frank into effect,” Financial Times (August 19, 2013) [“Mr. Obama’s meeting on
financial regulation comes just ahead of next month’s five-year anniversary of the collapse of Lehman
Brothers and AIG”]; and Comfort, Nicholas, Elena Logutenkova, and Ben Moshinsky, “European
Banks Shaping Up Five Years After Lehman,” Bloomberg Businessweek (August 14, 2013).

92G20, G20 Leaders’ Declaration, Saint Petersburg Summit, point #3, p. 3 (5-6 September 2013).
93For example, compare the order and terminology of the “financial regulation” issues discussion on
pp. 15-19 in the St. Petersburg Summit Declaration, with that in the Overview of Progress in the
Implementation of the G20 Recommendations for Strengthening Financial Stability, Report of the
Financial Stability Board to the G20 Leaders (5 September 2013), which in turn differs somewhat
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summarizes that multi-document discussion by mapping it into the issues cate-
gories and terminology developed in the stylized history tables of this paper’s
previous sections. As an aid to exposition, the table adds one more dimension to
the overall review by categorizing the most important priorities on the financial
system reform agenda into two broad (and, admittedly, overlapping) groups: ini-
tiatives to address systemic risks posed by Financial Institutions, and initiatives
to address those posed by Financial Markets.

Turning first to the financial institutions issues, the top five “priority issue” rows
in Table 5 augment the “SIFIs framework™ discussion introduced in Table 4 by
adding key elements of Basel III, as well as work on the compensation issue. The
first row summarizes the most important accomplishments focused on the Identi-
fication and Designation of G-SIFIs. Among those accomplishments is that the
FSB hit the November 2012 deadline set at the Los Cabos Summit for publication
of its second annual designation of G-SIBs.%* At least as important is the concrete
progress the FSB was able to report, shortly before the St. Petersburg Summit, on
the identification of nonbank SIFIs. Specifically, in July 2013 the IAIS published
its methodology on the identification of global systemically important insurance
firms, and using that methodology the FSB designated an initial set of G-SIIs.%
As noted at the bottom of the first “priority issue” row in Table 5, comparable
progress had not been made, by the time of the St. Petersburg Summit, on other
nonbank financial industries. Nevertheless, background information provided to
Leaders by the FSB gave sufficient comfort to Leaders that they could express their
expectations that a consultative paper on the identification of global systemically
important nonbank, non-insurance firms (NBNI G-SIFIs) would be forthcoming
by the end of 2013.

On the second issue highlighted in Table 5, Higher Loss Absorbency (HLA)
Requirements for SIFIs, the FSB was able, ahead the St. Petersburg Summit,
to point to continuing success for initiatives targeting the banking industry. In
particular, by August 2013, 23 of the 25 FSB member countries had issued final
rules for implementing the Basel III risk based capital (RBC) standards; in 11
of those member jurisdictions, RBC rules were already in force, and 12 other
members were on track for implementation of their final RBC rules by end-2013.
Also noted in Table 5, the BCBS had published in January 2013 the final detailed

from that in the document A Narrative Progress Report on Financial Reform, Report of the Financial
Stability Board to G20 Leaders (5 September 2013). Note that henceforth, the current paper refers to
the FSB’s September 5, 2013 progress report to Leaders as the “Overview.”

4 As previously indicated, Table A.4A.4 in the Appendix to this paper includes a list of the banks
designated by the FSB as G-SIBs in 2012. That table also shows the banks first designated as “G-SIFIs”
in November 2011 and, most recently, those designated in November 2013 as G-SIBs.

5The TAIS’ G-SII identification methodology is in TAIS, Global Systemically Important Insurers:
Initial Assessment Methodology (July 2013). See FSB, Global systemically important insurers (G-
SIIs) and the policy measures that will apply to them (18 July 2013). Also, see Table A.5A.5 in the
Appendix to the current paper for a list of designated G-SIIs and a brief summary of the FSB policy
measures and implementation schedule for G-SIIs.
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guidelines for the liquidity coverage ratio (LCR) component of Basel III. Ahead
of the phase-in of those standards, slated to start in January 2015, just under half
(11) FSB members had, by August 2013, issued final or draft rules at the national
level for the implementation of the LCR standards. By comparison, as of the St.
Petersburg Summit, there had been relative little progress for insurance SIFIs, and
even less to report for NBNI G-SIFIs.

The FSB first laid out principles for the effective supervision of SIFIs in its 2010
document Reducing the Moral Hazard Posed by Systemically Important Financial
Institutions. Since then, it has periodically issued reports on members’ progress
on implementing those principles. As indicated in the Supervisory Intensity row
of Table 5, the FSB has devoted particular attention to the implementation and
supervisory oversight of SIFIs’ risk management practices, issuing in February
2013 a detailed thematic peer review on developments in member countries. That
report’s results fit the standard “good news, bad news” mold. The most significant
good news was that for some SIFIs in some member countries “many of the best
risk governance practices ... are more advanced than national guidance;” but the
bad news was that “significant gaps remain in risk management” across member
jurisdictions, including on the part of “national authorities [who] need to better
assess the effectiveness of a firm’s risk governance framework.”%

Also noted in Table 5 is the concrete progress made by the BCBS with respect to
more effective supervision of G-SIBs. In September of 2012, the Basel Committee
fulfilled its commitment to the G20 Ministers & Governors to update its Core
Principles for Effective Banking Supervision. Subsequently, as shown in Table 5,
the BCBS has broadened and deepened its work on the supervision of G-SIBs with
the issuance of guidance and/or consultative documents on internal and external
audit practices, foreign exchange transactions, liquidity management, and anti-
money laundering measures. Further, in consultation with the FSB, the BCBS
will monitor members’ implementation, by January 2016, of higher supervisory
standards for the G-SIBs designated in November 2012.

As in the case of SIFIs identification/designation and the design and implemen-
tation of higher loss absorbency requirements, it is clear from Table 5 that much
less progress has been made on upgrading supervision for nonbanks compared
to banks. While it is true that Principles documents had recently been issued by
various standard setting bodies for nonbanks, by the time of the St. Petersburg
Summit in September 2013, the FSB was in the position of having to emphasize
to Leaders that work with future deadlines was on track, rather than that concrete
accomplishment had been achieved.

How to deal with the failure of a large, globally active financial firm re-
mains one of the most difficult challenges facing regulators and policy makers,
whose reach enters a gray area, at best, once national borders are crossed. In this

66Quoles from, respectively: FSB, Overview; and FSB, Thematic Review on Risk Governance (12
February 2013).
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environment, the FSB’s Key Attributes of Effective Resolution Regimes, published
in October 2011, is considered by some to be a successful first step on what will
remain a particularly difficult policy-making journey.®” The FSB’s April 2013
thematic review of resolution regimes in member countries provided a measure
of clarity on exactly how distant is the ultimate goal of having in place an inter-
nationally seamless resolution process for G-SIFIs.® As noted in the Resolution
Regimes row of Table 5, although “some FSB jurisdictions have undertaken major
reforms to their resolution regimes” consistent with the Key Attributes, overall
“progress has been relatively slow, both because the issue is complex and be-
cause in many jurisdictions the powers necessary for implementing a preferred
resolution strategy have not yet been provided.”® Under those circumstances, at
the St. Petersburg Summit, Leaders were compelled to settle for a cheerleading
role directed at future work by the FSB and the standard setting bodies, as noted
at the bottom of the Resolution Regimes row in Table 5.

Reducing incentives towards excessive risk-taking that arise from the structure
of Compensation Practices, especially at SIFIs, has been an explicit “A-list” goal
for the G20 since Leaders first met in summit in November 2008. In 2009, just
ahead of its transformation into the FSB, the FSF issued a Principles document
on this issue; 7° by the time of the St. Petersburg Summit, the FSB was able to
report to Leaders that, subject to national differences in certain respects, almost
all member jurisdictions had implemented those principles in national regulation
or supervisory guidance.”! To a greater extent than any other financial-institutions
priority issues, future work will be focused on monitoring implementation, rather
than on construction of still unfinished measures.

G20 & FSB FINaNcIAL SYSTEM REFORM AGENDA AFTER 5 YEARS: FINANCIAL
MARKETS

The second group of financial system reform priorities in Table 5 focuses more
broadly on Financial Markets. Strange as it may seem now, when G20 Leaders
first met in summit in November 2008, the term “shadow banking” was not
widely used, and indeed was one not familiar to many outside finance research
circles. In that environment, Leaders’ initial financial system reform agenda did
not incorporate an initiative explicitly directed at addressing systemic risks posed
by the shadow banking system.”> However, by the time of the Seoul Summit in

7See Box A.1 in the Appendix of the current paper for a thumbnail sketch of the Key Artributes.
8ESB, Thematic Review on Resolution Regimes, Peer Review Report (11 April 2013).

9ESB, Implementing the FSB Key Attributes of Effective Resolution Regimes — how far have we come?
(15 April 2013).

OFSF, Principles for Sound Compensation Practices (2 April 2009).

71 As noted in Table 5, see FSB, Overview, p. 15.

72See, for example, the 47-point action plan from the Washington Summit; as previously mentioned,
Table A.3A.3 in the Appendix to the current paper summarizes that plan.
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November 2010, appreciation of the large and growing role played in the global
financial system by shadow banks was widespread; in consequence, from that
time onward, understanding and reducing risks from shadow banking have been
top priorities on the G20/FSB agenda.

The information at the top of Shadow Banking row in Table 5 shows that
within a year of the Seoul Summit, the FSB had outlined a conceptual strategy
for addressing shadow banking issues.”> One prong of that strategy called for
developing a “monitoring framework™ to enhance national authorities’ ability to
track shadow banking system developments, while the second prong identified
five areas where oversight and regulation needed to be strengthened. With that
strategy in place, the FSB’s work on shadow banking advanced during 2012,
although relatively little output reached the stage of published documents that
year.

That changed over the first half of 2013 and, indeed, by the time of the St. Pe-
tersburg Summit, the FSB was able to report substantial recent progress on shadow
banking. First, in March 2013, the Basel Committee published a consultative doc-
ument on a proposed framework for measuring and controlling large exposures
by banks to bank-like activities conducted by nonbanks.”* Three months later,
the FSB released a detailed report on members’ progress in addressing shadow
banking risks.”> Subsequently, at the St. Petersburg Summit, recent progress on
shadow banking initiatives featured prominently in the FSB’s Overview progress
report to Leaders, as explained in the bottom half of the Shadow Banking row
in Table 5.7° Included among the shadow banking accomplishments were the
completion of the second annual monitoring exercise, in 2012, which for the
first time covered all 24 FSB members, and the recent completion by several
member countries of “detailed analyses of their respective shadow banking sys-
tems.””” Also, as indicated at the bottom of the Shadow Banking row in Table 5,
at the St. Petersburg Summit, the FSB briefed Leaders on expected near-term
completion, by the FSB or by designated standard setting bodies, of work in the
following shadow banking system areas: (1) banks’ interactions with the shadow
banking system; (2) the susceptibility of money market mutual funds to runs;
(3) improved transparency in securitization markets; and (4) securities financing
transactions.

From the first Leaders’ Summit in November 2008, the G20 has focused con-
siderable attention on extending and improving oversight of financial institu-
tions and markets. At the same time, it has deepened its commitment to market

73ESB, Shadow Banking: Strengthening Oversight and Regulation (October 2011).

74That BCBS document (Supervisory framework for measuring and controlling large exposures [March
2013]) dealt more broadly with bank exposures of various kinds.

TSESB, Reducing Shadow Banking Risks since the Crisis: An Overview of the FSB Strategy (19 June
2013).

T0FSB, Overview.

TTESB, Overview, pp. 23-24.
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discipline in the realization that no amount of regulatory oversight can, by itself,
ensure the stability of increasingly complex and interconnected financial markets.
In its Narrative progress report to Leaders at the St. Petersburg Summit, the FSB
emphasizes that the key to stable and efficient “market-based finance ... [is] ...
having continuously-functioning markets.”’® The Narrative elaborates as follows:
“The crisis highlighted how the interconnectedness of the major firms and markets
in the financial system can lead to rapid contagion when markets and liquidity
suddenly dry up,” in consequence of which it is necessary “to ensure that markets
remain liquid and their participants well protected against default by one of their
number, so that markets can be sources of strength rather than weakness, even in
times of stress.”” In its Overview progress report to Leaders in St. Petersburg,
the FSB divided its various initiatives targeting that goal into two broad cate-
gories: “OTC derivatives reforms” and “other market reforms,” including reduced
reliance on external ratings and, more recently, reforming the process of financial
benchmark setting.®” The two “Continuous Markets” rows in Table 5 follow that
characterization.

Reform of OTC Derivatives markets has been a top priority on the G20 agenda
since Leaders first met in Washington in late-2008. As shown previously in Tables 3
and 4, work on reforming OTC derivatives markets evolved over time; by the
St. Petersburg Summit, reform efforts had become focused on the four basic
areas listed at the top of the OTC Derivatives row in Table 5. As Table 5 makes
clear, reform efforts have resulted in concrete but uneven progress across the four
basic issues and across member countries. Even so, in St. Petersburg, Leaders
opted for a “glass-half-full” perspective on the overall character of G20/FSB
work on OTC derivatives market reform. Their modestly optimistic stance was
bolstered by several accomplishments, including successes in developing and
beginning the implementation of (1) central clearing requirements “in most of
the largest derivatives markets,” and (2) “international minimum standards ...
for sound risk management of financial market infrastructures.”®! Furthermore,
the FSB was able to report the actual or imminent implementation of regulations
in “three-quarters of FSB member jurisdictions ... to require transactions to be
reported to trade repositories,” as well as the fact that “international standards for
bilateral margin requirements and for capital requirements have been proposed or
agreed.”®?

Set against those substantial accomplishments was a still long to-do list of
reforms, as noted at the bottom of the OTC Derivatives row in Table 5. Those tasks

78ESB, A Narrative Progress Report on Financial Reform, Report of the Financial Stability Board to
the G20 Leaders (5 September 2013), p. 6. Note: references to this source, below, are designated as
“Narrative.”

7 Narrative, p. 6.

800verview, pp. 26-33.

81 FSB Chairman’s Report on OTC Derivatives Reforms (2 September 2013).

82bid.
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might have been made a bit less daunting, however, by a new principle asserted by
Leaders in St. Petersburg, to be applied specifically to OTC derivatives reforms
going forward: “[J]urisdictions and regulators should be able to defer to each other
when it is justified by the quality of their respective regulatory and enforcement
regimes, based on similar outcomes.”8?

The FSB’s agenda includes other continuous markets initiatives to “make mar-
kets less prone to boom-bust cycles and to reduce herd behavior.”®* Among these
initiatives, the effort to reduce mechanistic reliance on external ratings from CRAs
is the most long-standing, as documented in the previous sections of this paper.
The top part of the Continuous Markets: Other Measures row in Table 5 sum-
marizes CRA-initiatives developments just ahead of, and as of, the St. Peters-
burg Summit. In St. Petersburg, Leaders praised the thoroughness of the FSB’s
August 2013 peer review of all members’ work to “remove the hard-wiring
of CRA ratings from their rules and regulations.”® Two conclusions of that
peer review were particularly noteworthy: (1) “Both the US and the EU have
taken significant steps;”%® and (2) “Progress in most other jurisdictions has been
slower.”®’

The August 2013 peer review completed the first part of a two-stage commitment
by the FSB on the external ratings issue; the FSB confirmed that work on the
second stage, i.e., a report offering recommendations for alternatives to the use of
CRAs, was on schedule for completion in 2014. The biggest area of concern about
mechanistic reliance on external ratings has, from the initial identification of the
issue, been banking industry use, and banking industry regulations; hence, the FSB
confirmation to Leaders in St. Petersburg that CRA work by the BCBS was well in
hand was a welcomed development. Also noted in Table 5 is the FSB’s statement
that other standard setting bodies could be expected “to provide guidance to their
members on steps to further discourage reliance on CRA ratings” by end-2013.%8

As might be expected, when details of the LIBOR manipulation scandal began
to surface in mid-2012, the issue rocketed to the top of financial policy agendas
in countries hosting the world’s largest financial centers. The FSB’s response
was also relatively rapid, members agreeing in October 2012 that, given the
inherent international nature of financial benchmarking, the FSB should guide and
coordinator the various national responses in process or about to be launched.®’
From that point on, reforming the process of financial benchmark setting has been
a priority issue on the FSB agenda. As explained in the bottom part of the “Other

8 Declaration, point # 71, pp. 17-18.

84Narrative, p.7.

85ESB, Credit Rating Agencies: Reducing reliance and strengthening oversight, Progress report to the
St. Petersburg G20 Summit, p. 3 (29 August 2013).

8 1bid.

87 Overview, p. 30.

88 Overview, p.31.

89FSB, Statement of Mark Carney, Chairman of the Financial Stability Board, to the International
Monetary and Financial Committee, Tokyo (13 October 2012).
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Measures” row in Table 5, the FSB responded by establishing the Official Sector
Steering Group (OSSG) to coordinate members’ work on this issue. Under the
auspices of the OSSG, IOSCO issued in July 2013 guidance to “address conflicts of
interest in the Benchmark-setting process, as well as transparency and openness”
in that process.”” In addition, the FSB reported to Leaders in St. Petersburg that the
OSSG would produce by mid-March 2014 a substantive set of recommendations
on reforming the process of financial benchmarking.

Table 5 summarizes in the Accounting and Disclosure Standards row the status
of efforts to address Leaders’ long-standing desire for convergence to a single set
of high quality global accounting standards. As indicated in the table, deadlines
for reaching that ultimate goal continue to be pushed back. In that environment,
ahead of the St. Petersburg Summit, the FSB reported that it had broken the work
up into a number of somewhat more tractable pieces with near-term deadlines.
Even so, as of September 2013, this priority continued to be characterized as much
by good intentions as by concrete accomplishments.”!

The last priority issue on the FSB’s agenda, as interpreted in Table 5, is continu-
ing work to ensure members’ Adherence to International Standards.”> The table
highlights four initiatives of particular importance in this respect. Implementation
monitoring is, arguably, one of the most important functions performed by the FSB
under the auspices of the G20, both because that process has tended to encourage
members to take policy implementation seriously, and because the process has
yielded, over time, more and better quality public information. In St. Petersburg,
Leaders congratulated the FSB on its expanded efforts in this respect which, as
noted in Table 5, emphasized six priority areas for continuing monitoring.

Also included in Table 5 under the “Adherence to International Standards”
category is the ongoing work by the FSB to expand its outreach to non-G20
countries, particularly Emerging Market and Developing Economies. As of the St.
Petersburg Summit, the FSB was focused most heavily on ensuring the success of
recently established Regional Consultative Groups. As noted above in Section IV,
Leaders committed at the Cannes Summitin 2011 to helping with the establishment
of a global Legal Entity Identifier (LEI) for financial transactions and, as noted
in Table 5, the FSB updated Leaders on progress on that commitment. Finally,
included in the “Adherence to International Standards” row of Table 5 are the
FSB’s ongoing efforts to improve its own operation and transparency. The FSB

9108CO, Principles for Financial Benchmarks, Final Report (July 2013).

91For those who would argue that the G20 and FSB are not, effectively speaking, the premier entities
driving reform of the global financial system, the persistent lack of progress in developing a single set
of internationally-accepted financial accounting standards might be cited as “exhibit A.”

9This characterization follows that used in the FSB’s Overview progress report to Leaders in St.
Petersburg, specifically initiative #9 “Strengthening adherence to international financial standards”
(p. 38). Note that the Overview includes a category of “Other issues” (initiative # 11, pp. 41-43) which
are not summarized in Table 5. Also note that Table 5 includes as the last initiative in the Adherence to
International Standards row the “FSB’s role, governance, and resources,” in contrast to the Overview,
where that work is covered separately as its own initiative #12 (pp. 43—44).
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informed Leaders in St. Petersburg of the progress it had made since the Los Cabos
Summit in these respects.

VI. SUMMARY AND CONCLUSIONS

The stated purpose of this paper is to increase awareness and understanding
of the important role played by the G20 and the FSB in shaping and promot-
ing policies to improve the safety, soundness, and resiliency of the global fi-
nancial system. Information presented throughout the paper justifies the basic
message conveyed in the (intentionally over-the-top) title: the G20 and FSB have
the lead role in reforming that system. There is an element of self-anointing
in that status, as noted in the paper. However, as shown in Section II, in every
meaningful concrete sense, the financial activities of the G20 members are the
global financial system. Furthermore, the paper’s leitmotif is that cross-border,
international activities are the essence of modern finance; in that environment,
international cooperation in policy making is more than desirable, it is essen-
tial. Section II explains that, although the traditional entities engaged in interna-
tional policy coordination, including in particular the IMF and Basel Commit-
tee, have not seen their roles diminished in the post-crisis world, there is now
an implicit, but distinct, hierarchical relationship between those entities and the
G20/FSB.

Having explained in Section II the significant roles played by the G20 and
FSB, the next two sections of the paper present a “stylized history” of the devel-
opment and implementation of the G20’s/FSB’s financial system reform agenda.
Two overarching observations emerge from that discussion. First, from the time
Ministers & Governors appealed to the G20 Leaders to become directly involved
in leading the global response to the financial crisis, Leaders have been willing to
devote considerable attention and resources to “fixing” the global financial sys-
tem. When they first met in summit in November 2008, few would have criticized
the group if it had focused exclusively on stabilizing the financial system; in-
deed many wondered whether the best efforts from the G20 would be adequate to
avoid a global meltdown of the financial system. In hindsight, Leaders’ decision
at the depth of the crisis to allocate meaningful time and effort to financial system
reform appears both wise and prescient.

In a related vein, a second main observation emerging from the history pre-
sented in Sections III and IV starts with a realization of what did not happen.
Specifically, early on (i.e., in late-2008/early-2009), it would have been under-
standable if Leaders had offered up a laundry list, kitchen sink sort of response
for financial system reform. After all, at that point there was a great deal of de-
bate, but relatively little certainty, about what the basic causes of the financial
crisis were. Furthermore, the normal, but not inconsequential obstacles that typ-
ically make multilateral policy discussions challenging were exacerbated by the
urgency of the situation, and the newness of the role in which Leaders found
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themselves. Under those circumstances, it is particularly impressive that, from
the beginning, Leaders’ financial system reform agenda has been relatively well
thought out.

The overall accuracy of that assessment is reflected in the continuity evident
between the early (especially Pittsburgh Summit) priorities, and the current (i.e.,
September 2013) agenda issues. Obviously, the original agenda evolved over time,
as emphases shifted, progress was made, and new developments lead to additional
issues being placed high on the agenda. Nevertheless, through five historically
challenging years for the global economy, no one has called for an overhaul or a
fundamental rethink of the agenda.

The previous section explained that the financial system reform agenda has
progressed most with respect to addressing risks posed by systemically important
financial institutions, especially in the banking industry. Even so, as of September
2013, the G20 and FSB could point to the beginnings of progress on nonbank
financial institutions. Finally, from the review of the agenda’s current status, it
is clear that the G20 and FSB are aware that the substantial progress on SIFIs
initiatives is offset by the modest progress in other respects. High on the to-do
list are improving the safety and soundness of the operation of nonbank global
financial markets, and effective cross-border cooperation in the oversight, super-
vision, and resolution of financial firms operating in national markets around the
world.

A final note is warranted on the basic nature of the relationships between the
G20-FSB and other traditionally independent international entities such as the IMF
and the standard setting bodies. Specifically, what this study has characterized as
a “hierarchical relationship” between the G20-FSB and other major international
bodies is based on an implicit understanding among the parties. There is no cod-
ified, explicit declaration or agreement delineating who is “in charge,” nor is
there ever likely to be such a contract, given the inherent fragility of international
cooperative efforts. Furthermore, it would be a chance occurrence if any of the
relevant parties viewed the “implicit understanding” in exactly the same light,
given their overlapping but not identical constituencies, the complexity of the rel-
evant issues, and the high stakes involved in “getting it right,” and the even higher
stakes in “getting it wrong.” Somewhat paradoxically, this litany of the inherent
frictions that bedevil all meaningful efforts to achieve international cooperation
underscores how remarkable it is that measureable progress has been made by
the G20, FSB, and affiliated entities on crucial issues. Under those circumstances,
one hopes that this inaugural “history” of the G20 and FSB will be followed
by other.
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Box A.1. The FSB’s 12 Key Attributes for Effective Resolution Regimes for
Financial Institutions*

. Scope: Should cover any financial institution that could be systemically

significant of critical if it fails.

. Resolution authority: The regime should be administered by a resolution

authority with a statutory mandate to promote financial stability and the
continued performance of critical functions.

. Resolution powers: The regime should provide for a broad range of

resolution powers including: power to transfer critical functions of a failing
firm to a 3rd party; power to convert debt instruments into equity and
preserve critical functions; power to impose temporary stay on the exercise
of termination rights under financial contracts and impose a moratorium
on payments and debt enforcement actions against the failing firm; power
to achieve the orderly closure and wind-down of all or parts of the firm’s
business with timely pay-out or transfer of insured deposits.

. Set-off, netting, collateralization, segregation of client assets: The seg-

regation of client assets should be effective in resolution. Financial con-
tracts, including netting and collateralization agreements, should be en-
forceable. However, entry into resolution and the exercise of any resolution
powers should not in principle constitute an event that entitles any counter-
party of the firm in resolution to exercise acceleration or early termination
rights under such agreements, provided the substantive obligations under
the contract continue to be performed.

. Safeguards: All creditors should receive at a minimum what they would

have received in a liquidation of the firm. Resolution powers should be
exercised in a way that respects the hierarchy of claims, subject to some
flexibility for authorities to depart from the general principle of equal
treatment of creditors of the same class where necessary to contain the
potential systemic impact of a firm’s failure or to maximize the value for
the benefit of all creditors as a whole. Rights to judicial review should be
available for affected parties to challenge actions that are outside the legal
powers of the resolution authority.

. Funding of firms in resolution: Resolution regimes should include fund-

ing mechanisms that can provide temporary financing to continue critical
operations as part of the resolution of a failing firm. Such funding should
be derived, or recovered, from private sources.

. Legal framework conditions for cross-border cooperation: Resolution

regimes should empower and encourage resolution authorities wherever
possible to act to achieve a cooperative solution with their foreign coun-
terparties. Authorities should be able to give effect in their jurisdiction to
resolution measures taken by a foreign authority.
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8. Crisis Management Groups (CMGs): Home and key host authorities
of all G-SIFIs should maintain CMGs with the objective of enhancing
preparedness for, and facilitating the resolution of a G-SIFI.

9. Institution-specific cross-border cooperation agreements (COAGs):
COAGs should be in place between the home and relevant host authorities
that need to be involved in the preparation and management of a crisis
affecting a G-SIFL

10. Resolvability assessments: Resolvability assessments should be carried
out for all G-SIFIs. Authorities should have appropriate powers to require
the adoption of appropriate measures to ensure that a firm is resolvable
under the applicable regime.

11. Recovery and resolution planning: Recovery and resolution plans should
be in place for all firms that may be systemic or critical in the event of
failure.

12. Access to information and information sharing: Jurisdictions should
remove legal, regulatory, and policy impediments that hinder the domestic
and cross-border exchange of information - in normal times and during a
crisis - necessary for recovery and resolution planning and for resolution.

*Source: Financial Stability Board, Resolution of Systemically Important
Financial Institutions, Progress Report (Nov. 2012).
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