
Unedited Event Transcript  
 
Conference: US Interest in International Financial Cooperation  
 
Peterson Institute for International Economics, Washington  
March 17, 2017 
 
Transcript includes: 
Panel 1: Christine Cumming, Patrick Honohan, and Barbara Novick 
Panel 2: Anna Gelpern, Simon Johnson, Edwin M. Truman, and Nicolas Véron  
Keynote Address: Nathan Sheets 
 
 
Panel 1:  Christine Cumming, Patrick Honohan, and Barbara Novick 
 
Adam Posen:  Good morning, everyone. Good morning all you hardy, intrepid folk. 

Welcome back to the Peterson Institute for International Economics, AKA 
Washington's Winter Wonderland. I'm Adam Posen, president of the 
Peterson Institute and we're delighted, particularly for all of you watching 
online, to join us today. We're talking about the US interest in 
international financial cooperation, and if I could - I'm just going to make 
a couple of remarks on context and why we're doing this before we get to 
our extremely distinguished set of speakers today, and the keynote by 
Nathan Sheets. 

 
 As you know, there's an awful lot of stuff going on in Washington, an 

awful lot of change. There are many old saws that are being challenged, 
some of which - probably it's reasonable to do so -- some of which less so. 
As for all the diversity of views we have at the Peterson Institute, 
including on financial regulatory issues, we all view the benefits of having 
a rules based system and having some international coordination as being, 
one would have hoped, self-evident. Unfortunately, in today's political 
environment, are not self-evident. As with so many other issues today, this 
becomes an issue of. at one point, how many body parts of the baby you 
want to save before you're throwing out the bath water, which is a terrible 
image, so strike that from the record.  

 
 You can see, this is live event, folks. Being little less stupidly graphic, if 

we have complaints with what the FSP, or what the US Treasury or the 
Federal Reserve have done in their terms of the cooperation with other 
Governmental bodies and with the private sector, then we should fix those 
complaints within the context of the ongoing cooperative international 
system. We should not be opposed to the existence of international 
cooperation and the existence of the international standards. Yet, we have 
seen statements coming out of the US Congress, particularly the House 
Financial Services Committee, not directly from the Trump 
administration, but from the people who are - in the press - recognized as 
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close to the presidential administration, suggesting that international 
cooperation in financial sector, just as in other areas, is against US 
interest, or at least is suspicious.  

 
 Our task today, therefore, is not to go into some high-minded, abstract - I 

can never pronounce the word - paean, encomium praise to the glories of 
international cooperation in of itself. Our goal today is to talk about what - 
in practical terms - international cooperation on financial regulatory and 
supervisor issues delivers for the US, and we don't mind delivering for the 
world as well - we don't feel that as zero sum. We have a number of both 
in-house and external experts with us today. Our first panel this morning is 
a practitioner's panel. We have Christine Cumming, who was first vice-
president of the Federal Reserve Bank of New York and a very 
distinguished figure in bank supervision for a long time now, a professor 
at Rutgers University. We have Barbara Novick, vice-chair of BlackRock, 
the world's largest asset manager, who is an active member of many 
international foreign -- represents BlackRock in her part of the industry in 
many discussions. We have our friend and non-resident senior fellow, 
Patrick Honohan, former governor of Central Bank of Ireland, who of 
course had to cope with what goes on when you have an international 
banking crisis that's not limited to your own country. They will each be 
offering us their perspectives on both the state of current international 
standards and regulations, what potentially needs to be improved, but also 
presumably the ways in which it is valuable.  

 
 We have a second panel, primarily from internal people, more analytic in 

work and we have released Ted Truman's International Financial 
Cooperation Benefits the United States, a very timely policy brief, ahead 
of the upcoming G20 meetings. On this panel we will have Anna Gelpern, 
Ted Truman, Simon Johnson and Nicolas Véron, from the Institute, all 
taking different aspects of the financial regulatory cooperation and talking 
in real terms. What I kept saying to the team was, "We're interested in 
financial cooperation, international cooperation as the subject, not the 
direct object." So, it's not, "This is good because", it's "what good does 
this do", and that will be the focus, but it's not all going to be hosannas. 
Again, there are critiques to be made, there are limitations to the process, 
the realities to be recognized - we will look at those.  

 
 Finally, we will have a keynote addressed by the Honorable Nathan 

Sheets, who I am delighted to have make his debut as a visiting fellow 
here at the Institute today. Many of you know Nathan, or certainly know 
of Nathan. Most recently he was distinguished as the Undersecretary of 
the Treasury for International Affairs. He served a long time a long time at 
Federal Reserve board, ending up as the head of the Division of 
International Finance. In-between, he was a leader at Citigroup, as global 
head of international economics. Nathan is - to use a word that is a bad 
word today, but should be a good word - an ideal technocrat. He is 
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someone who tries to do the right thing and tries to serve his country on a 
basis of good analysis and for that reason we're delighted to have Nathan 
with us, and he will bring his own hard-won experience, which includes 
some wounds and disappointments from his work at the FSP and the 
international process.  

 
 Douglas Flint, the non-executive Chairman of HSBC, who is a member of 

our Institute’s Board, was supposed to be here to provide a compliment to 
Barbara Novick from the banker's perspective. Due to the combination of 
travel issues and the fact that they just announced his successor in the 
press 48 hours ago - which was planned, by the way - Douglas is unable to 
be with us today. He will be coming back to the Institute at a date to be 
determined to give global bankers' perspective on this same issue. 
Anyway, thank you all very much for joining us. My bad analogies aside - 
this is an important issue. This is one that should not be lost, even while 
we're talking about health care, even while we're talking about taxes. If we 
care about financial stability, and we should, you have to care about 
international financial cooperation.  

 
 So, let me turn over to my colleague, David Stockton, who will chair the 

first panel.  
 
David Stockton:  Thank you, Adam, and thank you to all of you who showed up this 

morning. My congratulations for doing so and for those of you in your 
bathrobe and slippers watching from home, I think this is going to be a 
very lively morning. Adam's already provided introductions to our very 
distinguished panelists for the first session, so I think we'd just go ahead 
and get started. I think we'll have Christine Cumming first and then we'll 
go to Patrick Honohan, we'll wrap up with Barbara Novick. So, the floor is 
yours, Christine.  

 
Christine Cumming:  So, it's really my pleasure to be here today. What I'll do is provide some 

perspective on supervisory cooperation over, let's say, roughly last 50 
years. I'll look forward to questions when we operate more as a panel. So, 
of course, the point is ultimately why do we need international supervisory 
cooperation? It is because the firms are global, the markets they operate 
are global as well and even if it were the case, that firms and markets 
weren't global, we might still have an interest in making sure that we are 
all working towards safe and sound financial institutions in our country, 
because we all know - of course, most dramatically from the financial 
crisis - that the interaction of a recession and a financial crisis ends up 
being a tremendous burden on the economy, with ramifications for all 
kinds of people. In that I would include the international sector - that is 
international trade - which we saw clearly in the financial crisis.  

 
 The problem for the international supervisory world really spring to life in 

1974 with the failure of the Herstatt Bank, which prompted supervisors 
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around the world - particularly in the then G10 countries - to think about 
what are the roles and the responsibilities of supervisors of international, 
globally active financial institutions. Out of that thinking really came what 
is today the Basel Committee on Banking Supervision, a forum where 
supervisors could get together, make rules, but also provide guidance and 
talk about how the world should be. It's very interesting that the first 
action that that committee took was to establish the principle of 
consolidated supervision of financial institutions, something that even to 
this day we still struggle with, to some extent - what's really within the 
[inaudible 0:10:38.9] of the home supervisor, what's the role of the host 
supervisor and how should the two of them interact.  

 
 There was also a recognition that the safety of the overall system really 

depended not only on being able to deal with the crisis situation in a 
coordinated fashion, but also in making sure that banks really were safe 
and sound. This is a period in which the competition in the global markets 
was really heating up, and one way to make yourself competitive was to 
not be very well capitalized. So, there was a lot of concern about that in 
that the competition be something healthy, not something that would be 
destructive. There was a recognition that there wasn't a lot of consistency, 
and this, again, is a continuing theme for the international regulatory 
committees to this day.  

 
 I'll just posit five tangible benefits of international supervisory cooperation 

for your consideration: one - and I think this is true of a lot of systems in 
the world, that you only know if it really works when there is a big 
problem. So, I put that on the top of the list - we need to be able to work 
together in those periods where global financial institution or whole set of 
institutions and markets are in trouble. Second is that it's really important 
that financial stability be resting on safe and sound financial practices 
across the major financial systems. We need to have a way to address new 
risks, innovative activities and I think this is one of the real opportunities 
that the Basel Committee presented - it was the opportunity for the all 
involved to learn together about these new activities and come up with 
approaches to them.  

 
 Of course, it's really important to keep the regulatory burden at least 

manageable and also to avoid a lot of redundancy, which as I'll explain is 
definitely a problem that's been created by the way the world's evolved. 
Finally, advancing supervisory practice and developing - I guess that's a 
little bit of a repeat.  

 
 It's easy to forget that banking supervision as we know it today is really -- 

the old way was the green eye-shade method, a lot of non-US countries 
just use reporting as the way that they supervise institutions and so there 
has been a tremendous amount of change over the last 50 years. Of course, 
the premier thing for which the Basel Committee - and I use them as just 
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an example of these kinds of organizations, IOSCO et cetera - their 
premier contribution has been capital standards for banks. It's easy to 
forget that capital standards, as equivalent to something like we have 
today, really only started in the early '80s here in the United States and the 
first international agreement was only in 1988. So, we're still in what's 
early by many institutional standards. The Basel Committee's first 
principle, as I mentioned, was about consolidation - still an important 
issue. Another point I wanted to illustrate is that international supervisory 
cooperation is a living thing. It constantly changes, modifies, new 
learnings are incorporated and so we see that in both in this question of 
division of responsibilities between home and host jurisdictions, we also 
see it in the core principles of effective banking supervision, which is 
literally the basics put on a piece of paper which, again, is not an ancient 
document at this point and it continues to be revised and reconsidered.  

 
 So, what are two complications in the international supervisory world? 

Well, one that really up-ended a lot of the host-home relationships were 
the increasing centralization of key functions, credit decisions, risk 
management systems. If you went to look for the expert on many things, 
that person might be located in the home country or somewhere like 
London, if London was not the home where the experts were. The host 
jurisdictions increasingly faced people who were not necessarily as deeply 
versed in how the actual decisions were made. They were more the front 
office people and that created a problem for the host supervisors, because 
it's much more difficult to know what the quality of decision making is or 
what the strategy of the overall firm is et cetera - very difficult to know 
that, particularly in a small location. For the largest firms, the number of 
jurisdictions they spend also create a challenge because, again - how do 
you create a mechanism where there is a good flow between home and 
host of information, when there are in some cases enormous number of 
local jurisdictions.  

 
 As second complication there has been barriers to supervisory information 

sharing and this is partly a matter of privilege that's often extended to 
supervisory information and therefore the laws also talk about who it can 
be under what circumstances and under what rationale. For example, it's 
always been difficult in the past with your banking regulator to share 
information with the foreign security supervisor, in part because the law at 
one time just didn't really make that very easy - there wasn't a specific 
mention of other kinds of supervisors, and the same thing could be said of 
resolution authorities et cetera. The security laws also restrict, at least here 
in the US, the early disclosure of material non-public information, that is 
prior to it been made public.  

 
 That has sometimes been a source of some strain, because not everyone 

has the same securities laws, and so sometimes the US can’t be as 
forthcoming as it likes to be, because in fact it was to worry about this 
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market thing on behalf of the firm. Then, there's a sort of evolved principle 
in which host banks were expected to share a lot with home country 
supervisor, but it was really very unclear what the home county supervisor 
was going to share back. Of course, the people that, in a sense, were the 
most hungry for the information, were in fact the host supervisors, who 
have to worry about how the fate of institutions about which they end up 
with very partial knowledge.  

 
 Another benefit of the interaction of supervisors is of course that they 

learn from each other and it probably goes without saying that the 
supervisor practices has traditionally been more advanced in some 
countries than others. So, there is a real opportunity to bring all of us along 
the path. What I think we've seen over this 50-year period is the 
professionalization of examiners. I don't want to say the ones before the 50 
years ago weren't professional, but the professional attainments of 
examiners today, of course, are quite a bit beyond the early days of green 
eye-shade. There's also been workshops for examiners or senior 
supervisors across the Basel Committee population. There were 
experiments with joint examinations, where, if for example the German 
financial authority was going to send examiners to look at German banks 
in New York, perhaps the examiners from the FED would join them in 
that exercise and so a lot of learning, a lot of exchange would occur that 
way.  

 
 The Basel Committee was a place where supervisors could get together 

and help develop some practice-type papers - these are not rules, but rather 
more guidance, again very helpful to supervisors around the world and 
often to banks, to be able to see what some practice look like in the eyes of 
the supervisors. And then we also have the development of supervisory 
Colleges now. I live long enough from the day when BCCI had a 
supervisory college and nothing could be worse in the world than having 
multiple supervisors for one organization, but I think we've come a long 
way in terms of understanding what a good supervisory college is and how 
important it is that the major regulators of a particular large institutions are 
actually talking to each other.  

  
 So, the financial crisis I think raised a number of problems - I just want to 

highlight three of them: the first one is that liquidity provision to host 
country operations became a big issue and nowhere as much as here in the 
United States. We live in the world of dollar markets and suddenly we're 
in a situation where there were many banks in the world who were short of 
dollars. Some of them in reasonably good shape, and some of them not in 
good shape. So, this question of what is the appropriate amount to lend to 
foreign institutions. It was in part resolved by the expansion of the foreign 
exchange swap arrangements with foreign central banks where we could 
put more of the burden on making decisions about how much to lend on 
the central bank of the home country, but nonetheless, this was a tough 
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situation because, again, it illustrated - foreign banks operating in US - 
how difficult it is to know how strong the parent is and how likely the 
parent is to be able to survive.  

 
 Then, I think another kind of missed opportunity of the crisis was that we 

really didn't know early enough about the two conditions of financial 
institutions and of the industry as a whole. If you think about the SCAP, 
the Stress Test or even something less elaborate than that, but simply 
gathering all of the major exposures of the banks, knowing that in 2007 or 
early in 2008 would have been enormously helpful to understand just how 
big the whole was. Think of that at a kind of global industry level - I think 
it was very difficult at that time to understand just how gigantic problem 
of bad assets and bank balance sheets really was and how hard the hit was 
going to come to revenues and profits. That really required, I think, a 
systematic look. That would have been an opportunity for the supervisors 
to step in and try to do more - not that they did nothing, but try to do more 
to understand the global context to the problem.  

 
 A lot of information was based on trust - I remember clearly myself when 

we first really elevated bank funding rates in mid-2007 and then the ECB 
offering that was a kind of "all offers accepted" and the enormous take-up 
there was as the first really big warning signal that liquidity was very tight. 
It was natural to ask which banks might be in trouble - this was a sign that 
banks were in trouble. There was no way to find out beyond hearing what 
other people, the very supervisors, thought was the case. Finally, as I 
mentioned, just as the Herstatt failure revealed a lot of holes, of course we 
had tremendous difficulties dealing with institutions that were in danger of 
failing and I would dare to say, some of them that probably shouldn't fail 
have failed, but we just didn't have the mechanism. I imagine here in 
mergers, I think here in US we've probably reached the outer limit of what 
was possible to do with mergers. Fortis may not be an example that's 
familiar to everyone, but this was like a shining example of supervisory 
cooperation between the Belgians and the Dutch. Basically, it crumbled as 
that institution got in trouble and each country took their piece and saved 
it, but they weren't really working together at this really tough time, so 
good signal of just how tough it is to keep that cooperation going in the 
tough times. And then, we all, of course, know about Lehman.  

 
 So, development since the crisis of course has been a supervisory agenda, 

pretty substantial supervisory agenda and in particular in the areas of 
capital, liquidity and then there's resolution of too big to fail problems. 
The thing I was involved with before I left the FED is resolutions, so let 
me just talk a little bit about that, to give you a sense of how much closer 
we are to practice together as supervisors internationally and the benefits 
of that, as opposed to maybe some earlier practice papers. So, immediately 
after the crisis in 2009 there was an effort that got going to really figure 



7 

out what are we going to do about resolution. One product out of that was 
the Key Attributes, effective resolution that was published in 2011.  

 
 There was also at the same time the group put together to really look at 

crisis management - that's what they called it - but basically how we deal 
with institutions as they get close to failure. That particular group formed 
what are called "crisis management groups", very small groups of 
principal regulators for each G-cify, these designated, very large 
systemically important global institutions. Those individual groups had to 
break new ground in setting up MOUs because you had resolution 
authorities, you had securities' regulators, you had banking regulators and, 
again, those former barriers had to be shattered. There were conversations 
with the firm, with all of the relevant regulators there - something pretty 
novel - multiple jurisdictions, including overseas jurisdictions, talking 
about resolvability and - tough topic, most firms don't want to talk about 
how they could fail or that they might fail - identifying and resolving 
problems. So, this group basically started the process of trying to develop 
resolution plans, which meant that -- it's like peeling an onion, you 
discover new things as you work through it. There is this sort of 
continuous stream of guidance that came out of this process, in particular - 
to name something that's, I'm sure, not the most popular thing ever done - 
this whole question of recapitalization ended up being this [inaudible 
0:26:40.7] proposal that was recently put into regulation, which is really 
additional debt that could be converted into equity at these firms.  

 
 The resolution plans - I think for the G-cifies - are mostly all written. 

Every so often the senior officials of the relevant supervisors need to sign 
off on a resolvability assessment, which kind of elicit the problems. The 
hope of this is - you have people working together on a continuous basis 
on these institutions, so that if we come up to the point where a firm might 
need to fail, that everyone knows what the starting point game plan is and 
understands what their role is, and that we will not end up with a sort of 
crumbling at the last minute.  

 
 The last point I'd make on supervisory cooperation is - "trust, but verify" 

has become a much bigger part of the Basel Committees' approach to 
things, as well as lot of reinforcement from IMF and World Bank. So, the 
basic point is that if you go to the BCBS website you'll see they're doing 
reviews of countries, how they're putting Basel 3 implementation into 
effect et cetera, to really make sure that everyone's reasonably consistent. 
There are always national differences that have to be taken into account, 
but sometimes the national differences turn into a giant warehouse stores 
where you could drive almost anything through. Again, the Basel 
Committee has been much more proactive with peer reviews, to try and 
make sure that we're consistent. Of course, they've also, for some time 
now, had a lot of outreach outside of the members, there are 20 countries 
or so, that are now members of the Basel Committee.  
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 I hope this gives you a flavor of where the supervisory cooperation is and 

I'm hoping, if you go back to those first things that I said at the beginning, 
this is a living process. You learn more over time, you have to make 
adjustments and you have to build new kinds of bridges as you discover 
how the world has changed and what it's going to take to make 
cooperation actually work. But at the same time, there are benefits in that 
our largest institutions are global and it's very difficult to deal with the 
problems they have if we're not working together. And third, there is a lot 
to be gained from working together on new problems. When I think back 
to this resolution work, for example, a lot of insights from a lot of 
countries. Because there is a wide array of issues in those institutions, 
there's an opportunity really to get a pretty good sense of what the problem 
said is and to be able to work towards what do we want to have happen 
here. Thank you very much for your attention! 

 
Patrick Honohan:  The US interest in international financial cooperation. It's a big topic. 

Financial regulation is a complex and contested area, so if you'll permit 
me to focus primarily on just a couple of aspects of what we've seen over 
the past number of years and these will definitively, as Adam has 
suggested, not all be entirely complementary of the process, but I think 
throwing some light on the US role in particular. I'd like to begin with the 
question of bank capital, and in particular the use of internal models for 
calculating risk weights, as was brought in Basel Two.  

 
 I encountered this problem in three different waves. First of all, about 15 

years ago as a World Bank person advising developing countries, 
[inaudible 0:31:00.8] program and so forth. Problem there was that - of 
course, you had a standardized method for calculating capital weights, but 
it was only sophisticated international banks that would be allowed to use 
their internal models to calculate the appropriate risk weights. It's not easy 
for a regulator in a developing country to resist the trend to using internal 
models, as distinct from standardized weights, if there are subsidiaries of 
foreign owned banks in the country, and they're being allowed to use 
these, because of the global situation, big international banks.  

 
 So, regulators were going to be pushed - we could see it even before it 

became effective. All around the world countries were saying, "Yes, we're 
going to go to Basel Two and we're hoping that some of our best banks 
will build these models written by consultants with little data to support 
the calibrations." So, already, right there, we could see a problem, working 
there in the World Bank. Now, fast forward to European perspective and 
fast forward to September 2007, Northern Rock. Well, I don't need to tell 
you about Northern Rock, except one thing: that almost the last press 
release on Northern Rock's website - I think it's gone now, but Northern 
Rock's website before they collapsed was the great news that "our internal 



9 

models have been approved by the FSI and we're going to be able to use 
even less capital to bank."  

 
 So, then the third wave - Ireland. And it's a little bit different from what 

you might expect. Okay, so, obviously not only the Irish banks pre-crisis 
internal models - they did use internal models, but they were pretty poor 
when back-tested, that's pretty obvious - but more subtly. When I looked 
into this and had to see what went wrong at a deeper level, I discovered 
that the very limited resources that were being deployed by the Irish 
authorities in that principles-based regulatory approach that had been 
adopted in Britain and also in Ireland. The human resources were tied up 
and diverted into tooling up for the arrival of Basel Two, so it's 
complicated, so the Central Bank and the regulatory staff they had to learn 
about these things, they had to set up the systems and they really weren't 
looking at what the banks were doing. They were looking at this 
complicated new system which they had to comply with. So, they weren't 
doing what I think Christine called the "green eye-shade work" and I call 
it the "gumshoe work" - I think the gumshoe is a more appropriate 
metaphor today with the snow outside, of kicking the tires, if that's not 
mixing metaphors too much. Kicking the tires of the actual loan 
underwriting, realistic quantitative assessment of the risks being taken. 
Well, they just weren't doing that, as the record-breaking Irish property 
bubble expanded.  

 
 Now, what's the relevance to the topic of our conference today? Well, I 

think that we all know here the suspicion with which many US supervisors 
have treated the use of internal models and indeed the whole idea of 
relying on risk weight of bank, not just internal models - the whole idea of 
risk weighted capital. Now, some of that opposition comes across as a bit 
blood-eyed, but the substance of the objections, I think, are surely correct. 
Supervision should not align with bank perspectives. The interests of the 
supervisor and the bank decision makers do not coincide. But both bankers 
and supervisors fell for a vastly exaggerated belief in the precision and 
robustness of what were actually pretty crude risk management 
techniques.  

 
 The risk management systems that were used in Basel Two - they were 

good enough for some purposes, but not as good as would have been 
needed, given the reliances put on them. They could have been used for 
this management information, but they were certainly not robust against 
being gained, whether by rogue traders or rogue profit centers vis-a-vis 
bank management, or by risk-loving banks vis-a-vis regulators. The best 
documented example of this goes back a few years, of the large-scaled 
gaming is that this Swiss bank, UBS. This was documented at the time, 
people were shocked, "How could such a big bank lose so much money?"  
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 We know how the various profit centers within UBS understood too well 
the design of the risk assessment models and they were able to hedge 
precisely the identified risks, which would trigger red flag. They said, "If 
we do that, we'll trigger the red flag from the risk management people, so 
we will hedge that one." Now, there's another risk over there, but the risk 
management system does not capture that. But that risk could be 
substantial, even existential, if you load it on to at a sufficient scale. Well, 
of course, loading at that scale hadn't been imagined in the development of 
the model, haven't been experienced in back-testing of the historical 
example, but it was used in real time on a huge scale - the huge scale made 
available through the availability of hedging instruments that were thus 
being turned into weapons of mass destruction. So, this is like a strong 
version of Goodhart's law. 

 
 The point here is that the inclusion of the leverage ratio, beloved by US 

regulators - rightly beloved by US regulators in Basel Three - it's a 
reflection of commonsensical approach, which I think has characterized 
US supervision for decades, even if it has been interrupted from time to 
time by waves of ideological liberalization. I don't think the leverage ratio 
is itself any better than Basel One fixed rates capital ratio. Some of the 
holier-than-thou attitude of the US officials has exaggerated its merits. For 
example, the exclusion of some of the large derivative portfolio of the US 
banks from the leverage ratio was measured here, but having the belt-and-
braces approach, fixed-weight risk rate assets, leverage ratio reduces the 
potential for gain. The combination - it's like a double grid, it helps reduce 
the gaps and loopholes that either can permit.  

 
 It is the US that has ensured this against some surprisingly nationalistic 

opposition in the Basil Committee and its relatives, the FSB and the 
[inaudible 0:37:50.9]. The US has won this leverage battle repeatedly 
against a kind of mass failing of many different countries from Europe and 
other places, represented on the Basel Committee and it had gone some 
way towards protecting the whole world, including the US, from the 
weakening of the capital regulation. It protects the US because of the 
inevitable blow-back across the Atlantic, and indeed the Pacific, of 
banking crisis in any major center.  

 
 Now, I wonder is it fully recognized how influential US still is in these 

groupings? Counting the number of participants in the Committees does 
not tell you much about who is influential. Let me double-down on 
Charles Goodhart - I'll point you to his book On the history of Basel 
Committee, in which he tells the story of how the first capital record was 
achieved. The key discussion was not actually at a Basel Committee 
meeting at all. In fact, it was a secret discussion and even the British and 
US representatives at the Basel Committee weren't aware of what was 
happening in the side line. It was at a UK-US [inaudible 0:38:59.7] forged 
at a dinner in London, in September 1986 when Paul Walker proposed to 
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Robin Leigh-Pemberton, he was then the Governor of the Bank of 
England, that they should agree on a parallel approach - separate, but 
parallel - to upgrading bank capital standards. 

 
 Within weeks that bilateral understanding reached in London had 

developed into a joint US-UK agreement, which was then effectively 
sprung on what had up to then been a stalled, international dialogue of the 
Basel Committee. It led quickly to the accord effectively concluded by the 
end of '87 on risk-weighted capital requirements for internationally active 
banks. These two countries, US and UK, have continued to be over-weight 
in subsequent discussions. So, it would be a huge mistake to think that 
[inaudible 0:39:50.3] to have 20-something members depending on what 
grouping it is. Oh, we only have a small voice. No. And I think more 
generally than just leverage ratio and risk weights - US regulators have 
refused to concede to banks under its supervision -- sorry, that's not more 
generally, it's a different point.  

 
 Even though you get an agreement, if it's not to the US' liking, it will not 

necessarily apply. They will apply something tougher, as it suited the US 
regulators at the time. And they've refused to concede to banks under their 
supervision some of the weakening, which has been offered by, if you 
like, non-US machinations at Basel, thereby protecting the US financial 
system and showing the way in which Basel rules are not binding in a race 
to the bottom. I presume that this is the basis for the US GAO's Office 
finding. They have found that three countries have the lowest compliance 
with all of Basel Three rules. In other words, they may be tougher, they 
haven't adopted all of the practices of Basel Three and the three countries 
having transferred Basel Three into domestic legislation to the least extent 
are Argentina, Russia and the US. So, go figure. 

 
 Let me move away from this to say something else about the Europe and 

the US and propose to you a kind of proposition: that, absent the US and 
the contribution of the US regulators and US officials in this crisis period 
of the last 10 years, we would not have seen as much European progress in 
strengthening and improving the whole arrangements around the bank 
supervision in Europe. The SSM, having the leverage ratio supplementing 
internal risk models, I've already talked about that, the Stress-Testing, the 
Resolution policy - and why is that? It's a demonstration, in fact.  

 
 The US was seen in Europe as a fast solver of the problem. Problems 

arose and the US managed to fix them, hey, pretty quickly. Fix, okay, but 
make a huge amount of progress, compared to what was happening in 
Europe. And because of that, the European policy makers were inclined to 
look at the US and say, "Oh, we never thought of doing that, but we'd 
better do it now." Good example is Stress-testing: stress-testing was one of 
the important dimensions to the fast recovery of US. Europe decided, after 
seeing that, it seems to have worked - two years later it started talking 
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stress-testing. It neglected to pre-stuff the banks with capital, that was 
what was happening there, you stuff the banks with capital and then you 
stress them, "Look what happens, they have enough capital."  

 
 European didn't pre-stuffed their banks with capital, so it took a while 

before the succession of stress-tests started to get traction and started to 
get credibility in the market, but it's definitively a demonstration in effect 
from the United States. And resolution, too. At first, in Europe in 2009, 
2010, 2011 - the Geithner doctrine prevailed. So, this is an US influence, 
not always, I think, good - we could talk about the Irish banks, but don't 
ask me about that at the moment. But later, in 2012, there was a return to 
the classic US view on resolution, and the classic view was the old view. 
There are the bounds and the bounds, you know, you lose your money on 
the bank bond if you didn't invest it on the right kind of ... 

 
 So, bailing in bond holders and that's very much the European regime now 

- restricting ability for bailing. This is the way the US legislation went also 
and Geithner's [inaudible 0:43:56.4] of last year asking if US has enough 
tools for easy resolution points to the fact that US has gone down that 
route.  

 
 Now, I don't want to give the impression that all regulation is good and the 

tougher, the better. I would err in that direction for capital, but I also 
believe that a lot of bank regulation is unlikely to be effective and maybe 
counterproductive in its complexity. Well, I was going to say liquidity as 
an example. Let me just say: "Liquidity is an example" and maybe some 
other time we'll talk about liquidity. That's what I'm sort of saying - I'm 
not going to go through this, these interesting topics that I was going to 
say.  

 
 Let me just conclude: Europe blamed the US for creating the crisis with 

subprime and all that stuff. And it took a long time for many in Europe to 
realize the intrinsic weakness of their banking systems in Europe. Speed 
and decisiveness of US policy reactions - the crisis has been vital in 
leading the way to safer, sounder global banking system. Absent the US, 
we would not have seen as much European progress. The risky 
international banking system is a threat not only to the home countries, but 
to the US. By driving improved global regulatory practices, the US helps 
protect itself.  

 
Barbara Novick:  Good morning. First of all, let me thank you, Adam, for organizing this 

and inviting me. Given the alphabet soup of acronyms, I can't help but 
point out - today is March 14th, we'll call it "PIE-day" at the Peterson 
Institute. So ... not that kind of pie. Anyway, let's just start with a little 
show of hands. How many of you have worked at a bank, at a bank 
supervisor, at a Central Bank or in some way bank related, even if you 
say, "My academic research is --". So, for our television viewing audience, 
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that's almost the whole room. Not quite, maybe it's 80 percent. That's 
important, as we'll go.  

 
 So, as an asset manager we value, actually, financial stability quite a lot 

and we're very predisposed in favor of international standards. We have, at 
BlackRock, established a global business. Today we're active in virtually 
all markets. We've clients in over a 100 countries. We have over 70 offices 
in 30 countries, and you kind of get a sense of the global nature of the 
business.  

 
 So, before we discuss the merits of international cooperation, I think it's 

useful to define the universe and understand the structure that's in place 
today. So, prior to the crisis, if you look back, there were international 
standard setters, as you've heard from prior speakers. A number of 
countries also held bilateral discussions. What's changed? The number of 
entities and the pace of their work has gone up dramatically. In 2009, the 
G20 created the Financial Stability Board, and it gave it a mission - a lofty 
goal: coordinate at the international level, develop and promote the 
implementation of effective, regulatory, supervisory and other financial 
sector policies and address vulnerabilities, affecting financial systems in 
the interest of the global financial stability. All very terrific. 

  
 Today there are 15 global standard-setting bodies, just recognized by the 

Financial Stability Board. You've probably seen some of these acronyms. 
Each of these entities has its own structure and its own focus. However, 
what you'll find if you work with them is - there's tremendous interaction 
between them. The system is extraordinarily complex and it takes a while 
to understand and to navigate. So, I'm going to put this in prospective, by 
showing you just one of those 15 organizations org-chart. The plenary at 
the top is comprised of the principles of all the members. The plenary is 
the sole decision-making body of the FSB. The steering committee is a 
subset of the plenary, and the steering committee provides operational 
guidance between the meetings, care for the directions of the FSB and 
plan for the next plenary meeting. 

 
 The FSB membership includes the G20 countries plus the IMF, the BIS, 

the OECD, the World Bank, the BCBS and I could keep going, you get the 
idea. Most of the principles are governors of central banks, finance 
ministers or heads of securities regulators. The secretariat at the top is 
extremely important, they staff all the meetings, they prepare the agendas, 
they handle the invitations and they prepare all the materials for the 
meetings. The plenary also created several standing committees. Each of 
these has a specific focus of its own. Each one has one or more working 
groups and the plenary created six regional consultative groups and of 
course, keep in mind the FBS is just one of those 15 organizations. The 
meetings move all around the world. You could see why it's a little tough 
to navigate and to keep track of what's going on.  
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 Many of you, given the show of hands at the beginning, are probably 

familiar with the various banking agreements, known as the Basel accords. 
For today's discussion, I'm going to focus on asset management, because 
that's the world I live in. So, although asset managers were not at the heart 
of the crisis, we found ourselves caught up in what I call "the search for 
the next problem". The process began with a number of critical 
assumptions. First, everything was approached with the bank-centric lens, 
since many of the people involved came from a banking background.  

 
 Second, everything outside of the bank, in the financial services sector, 

took on the pejorative label "shadow banking", which continues to be the 
way - all of asset management is talked about today. Go figure. 
Hypothesis based on outright bad data, and misinterpretations of data, 
became quite commonplace.  

 
 And finally, problems experienced with money market funds, legitimate 

problems and important problems, were then extrapolated to all funds, 
even though the other funds were fundamentally different. So, rather than 
starting with an educational approach, gathering information, we found 
ourselves confronted with what we called "the first consultation in 2014". 
Needless to say, for people who were not involved in banking or in this 
world, it was quite a shock.  

 
 Given the banking lens, the focus quickly turned to largest firms and the 

largest funds. Let's set aside for the moment the domicile question. The 
key issue here is that, unlike banking, size is not the key determinate of 
risk in asset management. For those of you who followed the ensuing 
dialogue, you've probably heard things like "asset managers pushed back". 
It always sounds like an argument, whereas I would describe it as a 
journey. A journey of us learning what bankers were interested in, or 
banking supervisors were interested in, and of them learning more about 
asset management. 

 
 Simply put, if changes are not made to products and activities system-wide 

in asset management, while the assets might move around, the risk isn't 
reduced. Three consultations, big ones, and many meetings later, the 
FSB's recent 14 recommendations for asset management largely recognize 
this aspect. Not surprisingly, these recommendations are remarkably 
similar to the program undertaken by the SEC starting a couple of years 
ago, which coincidently has jurisdiction over almost all of these firms and 
funds.  

 
 You may argue, "So, we got to the right place. What's the problem?" In 

addition to this work, asset managers are also participating in forums 
regarding CCPs, market liquidity and other aspects of financial stability, 
and for better or worse, this is a world that most asset managers have 
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never participated in. So, it's a very different experience, and a very 
important one to learn how to navigate.  

 
 So, there's the question of "Should we or shouldn't we?" and as some 

people have mentioned, there's been a recent public exchange of letters 
between Representative Patrick McHenry, who is the vice-chair of the 
House Financial Services Committee, and Federal Reserve chair Janet 
Yellen. That has created quite a stir, especially in Europe. I've just 
returned from a trip to London, where everyone I've met, literally 
everyone I've met asked about the US intention to participate going 
forward in these bodies. 

 
 So, I say, "Well, there is a lot of rhetoric about international bodies, we 

also need to really carefully weigh those tradeoffs. What does it mean to 
participate? What does it mean to not participate?" Ideally, we can find 
what I call "the middle ground". Can we increase transparency and 
encourage dialogue with practitioners, so that we get the best of both?  

 
 That's how I interpret the executive orders signed in February. President 

Trump is not advocating withdrawal from the international bodies, but 
rather thoughtful participation. Likewise, the language in the Choice Act 
does not repeal Dodd Frank or prohibit participation in international 
bodies. It contemplates what I call "a more inclusive and consultative 
process in the US", before committing to global standards.  

 
 Again, some prospective might be helpful. Over the past nine years, an 

enormous amount of new rules have been introduced in the US and 
Europe. Many of these reflect global standards, and many have created a 
more resilient financial system. This is good, we should all be very 
pleased with that. However, even the supervisor professionals at this point 
are having trouble keeping up with all the new rules, and being able to 
implement and supervise the entities that they're responsible for 
overseeing.  

 
 So, Mr. Murray from the Japan FSA said it quite eloquently: "There are a 

140 work streams." And this was back in 2015, I think there are more 
today. It makes it difficult just to keep up with all the working papers, 
conferences and proposals, and Adam told me before this session that we 
shouldn't complain too much about too many papers. But there are a lot of 
them. And that's before counting the work of academics and think-tanks, 
like the Peterson Institute.  

 
 The mountain of paper is high and growing, and Mr. Morey's 2015 speech 

was titled You Cannot See The Forest For The Trees and he correctly 
noted that the machine was continuing to produce more rules without 
regard for the cumulative impact. Now, I chose Mr. Morey's words 
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because he is a regulator and I thought that would carry more weight. So, 
what do we recommend?  

 
 First, everyone needs to recognize that global standards can be and should 

be mutually beneficial. They can create a level playing field, they can 
reduce regulatory arbitrage. Harmonization of data reporting can be a win-
win for the firms who are creating it and for the supervisors who are trying 
to look at risk and observe what's going on in the market for monitoring 
purposes. But that's not where we are today. We have lots of different 
standards all over the world for the same measures.  

 
 We also need to recognize that there's been a tsunami of regulation, passed 

with, what I consider, a minimal coordination across the groups. It's 
difficult to digest. It weighs on markets and flows. The Fed recently put 
out a report about the impact of Volcker on markets. A cumulative impact 
assessment is probably warranted, it would be a good idea.  

 
 In addition, we need to change the paradigm. I almost think of it as a 

critical re-think of the organizational structure. There are just too many 
bodies, committees, work-streams, it's hard to keep track of. It's 
extraordinarily complex to navigate, and I'm not trying to whine or 
complain, but it's really a little out of control in that regard.  

 
 The lack of practitioner-type input doesn't mean that the regulators or 

supervisors are aligned with the companies, but having that input I think is 
extremely important, because without it we end up with some very 
unworkable rules. So, I would just end by saying: before we embark on a 
new set of policy initiatives, I think it would be good to step back, asses 
where we are, what's working, what's not working, determine maybe what 
should be rolled back or rationalized and only then look for what are the 
outstanding gaps and hopefully, do so very collaboratively. Thank you 
very much. 

 
David Stockton:  Invited panelists, join me up here in front. You stand here. Well, my 

thanks to the panelists for those very, very interesting perspectives on US 
interests and financial cooperation. Let me, before I open up to the 
audience, let me just start off with the question that has to do with the 
arguments one currently here is for and against US participation in 
international efforts on financial regulations. So, those that often support 
US involvement make the case that one of the benefits is it prevents this 
race to the bottom, the US typically has higher standards, it forces other 
countries to adopt those standards, thus making the overall international 
financial situation more stable.  

 
 Is that characterization largely correct? And does it all really work in one 

direction? That is, somehow the United States imposing its will on others, 
or does this process constrain or modify the behavior of US financial 
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institutions, financial regulation? And if so, does that do so in a fairly 
effective and balanced manner?  

 
 Those that often oppose greater US involvement, often make the case that 

this is a process that is dominated by the Europeans and somehow the 
United States has a lesser role. Patrick has already mentioned that there's a 
sort of counting of participants that is not necessarily the appropriate 
metric, but one still hears that argument made. Or is this really better 
characterized, as my colleague Nicolas Véron has noted, as a "North 
Atlantic bias" that includes the United States and Europe? How does one 
think about the ways in which international cooperation - either it's the US 
opposing its will, or others imposing their will on the United States. I'd be 
interested in hearing your perspectives on that. 

 
Barbara Novick:  I guess I wouldn't go with either of those extremes. I think there has been 

a very robust dialogue. If you look post-crisis, different regulators reacted 
differently in the asset management space. I think some took the lead in 
some areas versus other areas. If you look, for example, at money market 
funds, the US actually completed and implemented their reforms before 
the Europeans. Whereas if you look at the work [inaudible 1:02:01.9] has 
done on non-money market funds, they have probably led. So, what we've 
advocated for, not surprisingly from my remarks is, it would be good to 
have a broad toolkit available for fund managers globally and to try to 
rationalize that tool kit so that the same tools are available to all funds 
everywhere, and to also raise the bar industry-wide on things like liquidity 
risk management. So, I think we can get to a spot in that regard, but I 
wouldn't say it's all dominated by one or the other.  

 
Patrick Honohan:  So, does the US always avoid the race to the bottom? Is it always the case? 

I think no, I think clearly in the 1990 the US was part of the push towards 
the regulation, liberalization and think that's [inaudible 1:02:53.5] I do 
think there's a sort of structural reason for the US to tend to be on that 
side, on resisting the race bottom, and that's - to contrast it with other 
countries around the table, who are inclined to take a narrowly conceived 
view of the current interest of big players or political players in the 
national systems. So, transitory, political - what is our problem now? We 
can't do that, maybe sometime in the future we can do that, but it would 
cause problems for some of our big players. I think that is a constant, if it's 
not a refrain it's an internal refrain that is influencing what other countries 
are doing.  

 
 I think we'll see less of that with the SSM and the common European 

framework if that starts to take a wider, continental-type perspective. It 
will take a while to get there, but the US has always had many banks with 
diverse problems, so even if you think, "Oh, well, it could be problems for 
banks", you always think, "Yes, that might reduce the number of bank 
failures" and we always have bank failures in the US, so you understand 
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that old process. There's the continental scale of the approach and there's 
the long history of bank supervision, back to the 1930s. You don't have 
that in the other countries - the other countries was a club of bankers 
saying, "One of our fellows is not doing a good job, we'll have to improve 
his behavior". But in US you have this long history and that is an 
advantage which will erode over time. But for the moment I think it's 
definitively there.  

 
Christine Cumming:  I think there is a healthy tension as Barbara and, in his remark, Patrick also 

talked about, and that's a good thing, because it's important to have 
contrary points of view and try to work forward from those and figure out 
where the weak points are. I like Patrick's point that in the US we've 
always had bank failure and we've had catastrophic bank failure in the '30s 
and I think most people end up saying what happened in '08-'09 was also 
catastrophic in its own way, although it's less obvious. I think the 
challenge is to imagine the Basel Committee and the agenda over the last 
50 years without the United States. Between the UK and the US, these are 
probably the two of the most active financial centers in the world, and you 
need that knowledge, you need that sense of where the direction is in the 
financial system in order to craft good, reasonably durable standards. It's 
just difficult to imagine that we would have made the kind of progress that 
we've made without the contributions from the major financial centers. I 
think there are also countries that have a very different tradition, I think 
about Germany and Switzerland, despite all the problems they had during 
the financial crisis.  

 
 Their own very traditional, highly conservative views of capital and the 

like, I think that's been a healthy ingredient in the international discussion 
as well. That it's not simply the US or the US and UK, but there are others 
there that are different, but have a real sense of fundamentally capital 
regulations need to put enough capital to support the banking risks being 
taken by financial institutions. So, I think the tension there is good. I think 
there definitively have been dark moments where the temptation to 
succumb to "let's get a compromise that will be workable" might lead 
down to the wrong road. I think about the long discussion around 
mortgages and what the appropriate risk weight on mortgages was, as a 
good example of that. But on the whole, I think it is crucial that there is a 
US participation, but also the benefits of really having a discussion that 
includes many different philosophies, if you will.  

 
 Let me just add, the emerging markets are now the larger ones, are now 

part of these G20-related processes and I think that's also a very healthy 
addition to the discussion. It's sometimes more on the margins of the 
meeting and not so much what people say directly in the meeting, but 
many of these countries are trying to build a stronger financial system and 
they are going up against things that many countries have already dealt 
with in the so-called "advanced world". Things like the role of the 
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corporate interest in the banking system, or how much control gets exerted 
by the political powers in the government and the like. But they often ask 
the kind of questions about why is it so, that is really healthy for any 
process. Why do we think that's important? Why do we do it this way? I 
think that's a very healthy addition to the discussion.  

 
David Stockton:  Thank you. I'll open the floor to questions at this point. We have a 

roaming mic upfront for the tables near the front. There's a microphone at 
the back, so feel free to stand at the microphone and I will get to you back 
there. Please identify yourself and your affiliation and we would make a 
special request you actually ask a question, rather than make a speech. So, 
if that could be possible, that would be wonderful. So, go ahead. Yes, back 
... yes, we want to get the microphone there, Jason. 

 
Jason Furman:  Jason Furman, senior fellow here at Peterson. And these are three 

questions for Barbara, and they are genuinely questions. The first is: could 
you help us understand tangibly what it means for BlackRock and thus for 
our economy, the complicated set of super-things that you described as the 
first. The second is: to what degree are all these white papers churning 
through all these international bodies relevant for you, as opposed to their 
guidance for you - you as regulators and then it's US regulators that you 
need to read, in a sense there's no more US regulators than it ever used to 
be, before all of these. And then the third question is: is there any respect 
in which all of this is good for BlackRock, but bad for the economies on 
the whole, because it creates a barred entry that you're smart enough to 
navigate, but your competitors aren't? 

 
Barbara Novick:  Okay. Well, thank you, Jason. All three interesting and important 

questions. So, let's start with what does it mean for the industry. And I 
think I have to give a little historical context. BlackRock is the largest 
asset manager in the world. We have roughly 14,000 employees 
worldwide. Now, if you compare that to any bank we are a pipsqueak in 
terms of headcount. And that's important, because when people think 
about public policy, they think about government relations, they're in their 
mind thinking "legions of people at some bank". That's not the case in the 
asset management industry and even our firm, who made the decision 
coming out of the crisis to establish, for the first time ever, a public policy 
group. I call it "much less than a platoon". So, we have a very, very small 
group of dedicated resources and we have no history prior to the crisis of 
doing any public policy-type engagement along lines what we do today.  

 
 When you look around the rest of the industry, it's even less. So, you may 

have a thought in your mind, that's a very bank thought. But for the asset 
management industry, the wake-up call was literally this first consultation 
- who are these people, why are they interested in us and why is my name 
on the list? Okay? Because they had no engagement whatsoever. So, that's 
the first thing.  
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 The second thing is the compliance costs are not insignificant. Now, if you 

believe that you're creating things that are making the system safer, you 
say, "Compliance costs are worth it", but when you're creating the same 
information essentially, 18 different ways, because we can't even agree on 
harmonizing the data standards, I consider that questionable. I think we 
have to re-think what it is that we're trying to achieve - what's the best way 
to get there. I actually believe for regulators' harmonized data would be 
better, because you can compare it across jurisdictions, you can aggregate 
it, you can look at it historically. When we have different standards, 
different definitions, we have essentially a Tower of Babel. We don't have 
anything that's useful academically or for a supervisor, and I think that's 
problematic.  

 
 So, we're spending an awful lot of money as an industry to comply with a 

tsunami of stuff, but when we're all done we're not really sure it's 
worthwhile, and the evidence is the [inaudible 1:12:34.0] recently did a 
study, they wanted to see the use of leverage and derivatives in hedge 
funds, so they went to the data that's been collected by the FCC and the 
data being collected by the CFTC. They discovered the data didn't match, 
and neither one was collecting the right data to be able to answer their 
questions. So, that gives you a sense on a small scope, just within US, then 
magnify that to multiple jurisdictions.  

 
 The second, the white papers. Honestly, I never thought at this point of my 

life in career I would be reading academic papers, but I'll give you a sense 
of just two examples of why they're important. So, there's a bunch of 
papers that have to do with macroprudential regulation. If you read them - 
they are by all the different alphabet soup of entities - what you'll see is 
there is a group of people seriously recommending capital controls be 
applied to assets that are managed outside of institutions, like the banks 
themselves. Wow. The implications for our capital markets are huge.  

 
 Now, you might say, "Well, that's just a white paper, it's just a working 

paper, it's going nowhere." There's an awful lot of seminars going on in 
Central Bank-type settings, all over the world, and we're participating, and 
we're contributing - we've written our own white papers to try to 
understand what would be the implications and make sure people are 
aware, because if we get involved at the very end, as you know from the 
Government service, it's too late, right? You've got to engage in the 
dialogue when people are having it, not when they've finished it. So, the 
white papers are extremely important, because they point to what are 
people thinking about next. 

 
 What is good about it? I think the financial markets are safer. They are 

more resilient - I mean, we've certainly improved the resiliency of banks 
and if you just look again, evidence is good. If you look at the number of 
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major market-moving events that have happened in the last several years, 
massive shifts in currency from the Swiss National Bank move, massive 
shifts in Japanese equities from the Japan Pension Fund decisions, massive 
changes from the Brexit, from US [inaudible 1:14:57.5] - we have so 
many different examples of serious market events, and yet you don't see 
banks stumbling. You certainly don't see any going out of business, as the 
result of it.  

 
 So, we've done a lot of good things to stabilize the system, to make it more 

resilient. That doesn't mean there aren't winners and losers. Lots of people 
make money, lots of people lose money, you see sometimes some 
stunning stories about this hedge fund or that hedge fund or a family 
office. There's a lot of money changing hands, but it's not about banks 
failing or creating a systemic risk. So, I don't think it's so much about the 
competitive barriers, I think it's really more about resilience - it's the most 
positive thing.  

 
Ted Truman:  Ted Truman. I was holding back, but since this is primarily -- from 

Peterson Institute. This is mostly -- you've got a higher proportion of 
Peterson people than the usual, so my question on the alphabet soup issue, 
which, I think, each of you can probably answer, is to what extent is 
alphabet soup being driven by the fact that, particularly in this jurisdiction 
we have an alphabet soup to start with, right? So, what is the hope that you 
could actually solve Barbara's problem, if you want to put it that way, or 
ameliorate it somewhat - if you think that's good - by having some more 
consolidation in the supervisory structures, rather than having essentially 
parallel structures for each of the so-called areas of business. Is that good 
or bad or is that likely to happen?  

 
Barbara Novick:  If I could weigh in, and Christine maybe you'll have some ideas as well - 

the US system is absurdly complex, so it is "take care of the problem at 
home first", perhaps. It would be great to have the ACC and the CFTC as 
one or at least working together. With things like reporting standards 
sometimes you can't be one, but you can act as one on certain projects. We 
started to see that towards the end of the administration, but we did not see 
that earlier on. I think if we can go down that trajectory, that would be 
very, very helpful.  

 
 Likewise, on the banking side - I'm not a banking specialist and 

BlackRock is not a bank. In case you're wondering. So, I'm not going to 
weigh in, but it seems to me like we could consolidate a few of those.  

 
Christine Cumming:  So, I think that - to kind of go back to your alphabet soup - there's one list 

of hope on the list that you presented, and that is one of those 
organizations has just disappeared, the Joint Forum no longer exists. So, 
occasionally we get around to sunsetting of some of these organizations. I 
do also note that a lot of work is done that CPMI does, which is the 
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payment system people, that they do that in conjunction with IOSCO, 
because there's a lot of overlap in the kinds of organizations, which are all 
these CCPs. So, I think that's a very positive sign. If I took that list, I think 
we could triage it pretty effectively. There are organizations there, like the 
CGFS, which really largely does studies. They don't really promulgate any 
kind of regulation or even what you call sound practice papers. The bulk 
of what they do is looking at market and financial stability issues.  

 
 So, we could triage the list and clearly at the top of the list is the FSP and 

the Basel Committee, because I would say what they do ends up having a 
lot of impact on others. And then you could turn to IOSCO, which again, 
another very historically heavily US-dominated organization. Then it sort 
of tapers off a bit, and when you look at the number of more significant 
standard setting organizations on that list, they really are organized by 
expertise, and the question is can you toss it all together and have multiple 
expertise areas and still come up with high quality standards. So, I think 
that, when you look at the bigger, true standard setting bodies out of that 
list, it's not that many of them really and they are really organized around 
expertise that is reasonably well defined and hard to replicate.  

 
 I'll say one more thing, though. I've seen a situation, for example, the 

CPMI - I've never been a member. But they are really struggling with the 
issue of how to handle the failure of the CCP and that's a case where, I 
think, more constructive engagement with FSP-type people or the Basel 
Committee would be really useful. Because they're having a hard time 
getting out of the box of "these are the rules for how the CCP works", 
instead of thinking about "well, what is your objective in trying to manage 
to manage the failure of CCP?"  Clearly, things like continuity of 
operations and a good transfer to better hands is a key part of what we've 
been trying to achieve more generally in Resolution and also things like 
Chapter 11 in our own Bankruptcy code.  

 
  Oh, CPMI is the Committee on Payments and Market Infrastructures, so 

these are the guys that think about things everything from Fed-wire and I'd 
have to say Swift, and also on things like major CCPs in the world. 

 
Patrick Honohan:  I just want to say I thought it was wonderful to have Barbara here, because 

she is at the point - why is she complaining so much? Because this is the 
point in which we're still in the process of saying, "What is a shadow 
bank?" We know shadow banks were somewhere in the shadows and 
caused a lot of this thing, but what is a shadow bank? Since they're not 
regulated, we'd better collect information about it. And in Dublin we had a 
lot of funds, so we collect information -- you collect information, where 
do you find information? Well, if they have a tax privilege, maybe we can 
get something from the tax authorities? Maybe we could do a survey? So, 
I think all jurisdictions - we're in a fog. And that's still a situation, that 
you're collecting information from this person, from that person, the other 
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person, and there is no systematic approach to it, because this is the area 
which was not regulated. And you're in that process, you don't want it to 
be regulated, maybe you do want to regulate it but you would like it 
regulated systematically.  

 
 This is an approach that it's going to go on for some time, because we still 

don't know much about it and I don't want to call BlackRock a shadow 
bank, but it's very hard to say "Well, they're not a shadow bank, because 
they're not regulated." Well, they are regulated to some extent.  

 
Barbara Novick:  So, I think I get a rebuttal I don't think I'm complaining, I'm simply trying 

to explain. So, we're not a shadow bank. The asset management industry is 
not a shadow bank. We definitively prefer the phrase "market finance", 
which is different than "bank finance". There were shadow banks, I'm 
sorry to say. There were things like off-balance sheets civs of banks, not 
asset managers. To say asset managers are unregulated would be fairly 
shocking for our legal department, which has several hundred members 
who work with regulators around the world. We have a map which 
actually shows all the regulators who are reported to - another alphabet 
soup, so I won't go into that.  

 
 But, very important, in Christine's slide she talked about the importance of 

local risk managers and local decision making. And that has promulgated 
through the securities regulators around the world. I think there's not a lot 
of understanding of the regulation that is in place. Now, on the other side 
of it, if somebody from a Central Bank turns to a securities regulator and 
says, "Which funds use leverage?" and they say, "I don't know." "Which 
funds use derivatives?" and they say, "I don't know." They say, "Well, can 
you tell me about whatever the ex is?" and they say, "I don't know." - 
clearly there's a missing data and there is a data gap.  

 
 So, we're actually not against any of the data collection. We actually have 

spoken quite favorably on what we call "the modernization of the rules". 
The problem we have is - there is not one set of data, there is the same 
funds reporting the same data differently to multiple entities, even here 
within the United States. So, we do need to clean this up. It isn't helpful to 
the regulators themselves. Forget whether it's good for us or not. It's 
actually data that's not very useful to a supervisor. So, if you really want to 
say, "Well, I'd like to monitor the build-up of the derivatives or the 
leverage in the system", you have to have apples to apples information, so 
that you can look across jurisdictions, that you can look historically is it 
different then, what's happening, how is the fund, pushing the industry, 
interact with other portions of the industry.  

 
 But we keep focusing on funds, and I say to people, "Funds are maybe 20 

percent of the investable assets. There's another 80 percent." We're not 
looking at that other 80 percent at all. That seems a little odd. So, if we 
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really want to understand system-wide risk and the interactions between 
the pieces, that makes a lot of sense to us. But if we're going to keep 
focusing on just one piece, as if that's the whole, we're making a mistake. 
We'll get very bad information and make very bad decisions.  

 
David Stockton:  There's time for two more questions and [inaudible 1:25:39.2] 
 
Louis Pauly:  Hi, Louis Pauly, University of Toronto. I know the answer to the question 

is "both" but, looking back at history, Chris, whenever she got to the point 
where decisions were made, she mentioned particular people who had 
particular roles in particular institutions. So, the question is, in the search 
for coordination and deeper collaboration, which we probably share in this 
room, should the leadership be taken by the fiscal authority or the 
monetary authority?  

 
Christine Cumming:  I suspect you need both. When I think about the role of the Treasury 

Secretary, here in United States, I think he is widely viewed as the senior 
most financial authority in the country, and that again, when you think 
about the structure of the [inaudible 1:26:37.1], it mirrors that in that the 
idea is to bring together as much of the regulatory community as possible 
in a council that's chaired by the Secretary of the Treasury. When I think 
about financial reform proposals, they have generally come from the 
office of the Secretary of the Treasury. So, I think that you do need the 
fiscal authorities in that sense. I do think the monetary authorities have a 
lot to add, they historically in this country have considered financial 
stability as part of their mandate, even though we now have this [inaudible 
1:27:11.6] which is also very much concerned with financial stability. So I 
think they both have a lot to offer and I think that's something you find in 
most countries, as the Central Bank and Finance Ministry have a lot to 
offer.  

 
 I think one group that also has a lot to offer, that we haven't heard that 

much about since the crisis is the private sector. I think that Barbara 
mentioned also how little consultation there seems to have been, informal 
consultation I guess I'd call it, with the private sector and I think that, 
understandable at the time of the crisis and immediately after the difficulty 
of that dialogue, but I think it's been a huge hole, huge lack and gap in our 
ability to formulate good, better policies and also to set objectives. I'm 
very sympathetic to Barbara's view that we should be working on better 
data. After all, the Dodd Frank did include the OFR, as a place to help us 
figure out how we can get better data.  

 
Barbara Novick:  If I could just add, Louis, you don't mind my saying - you didn't even 

mention market regulators as one of your choices. And I think that's the 
crux of the problem. It's not just about fiscal or monetary - there's a whole 
body of regulators, whose expertise is securities markets. And they should 
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be factored in as equal partners, and in some ways as senior partners, in 
this dialogue.  

 
Nouriel Roubini:  Nouriel Roubini, from the New York University. My question is: how 

much you think the new Trump administration is going to change its 
approach or views about international cooperation and related to that, how 
much of potential proposed changes in Dodd-Frank may lead then to 
things that are consistent or inconsistent, what has been done at the 
international level? 

 
David Stockton:  Difficult question, which I hope everybody will [inaudible 1:29:18.7] 
 
Barbara Novick:  I'll be intrepid and start. I think there are parts, the important financial 

reform since the crisis, that can largely be untouched by changes to Dodd-
Frank or repeal, whatever we end up with. That's because the capital 
regulations clearly within the authority of the existing banking regulators 
and so we've basically translated that international agreement into US 
regulation. I think that could be largely untouched. But there are other 
areas, like Resolution, which I think is extremely important. We've a lot of 
forward progress there, that's important not to lose. There are some 
challenges, I think, on the budget side, on the way it scored, currently title 
to of the Dodd-Frank act, but it would be I think a tragedy if we ended up 
losing that.  

 
 This stress-test - I'm not a lawyer, I don't know how much authority for the 

stress-test is actually in Dodd-Frank, but I think that's been a powerful 
tool. And so, again, if you're doing a triage of what's most important out of 
the financial crisis, those are the things that I would particularly stress. As 
you know, it's a huge regulation. There's a lot of stuff in there and there's 
definitively things that need to be fixed, and so, again, one could hope for 
a good, orderly process to look at where we need changes. But I'd hope 
those core things did not vanish.  

 
Patrick Honohan:  Complexity is counterproductive. It's really desirable to have a huge 

simplification of [inaudible 1:31:20.5] and a greater reliance on simpler 
things like more capital for prudential and it's really prudential regulation 
[inaudible 1:31:27.0]. I think that in anyway mean to minimize the 
problem here - there's part of the simplification would be, "Yes, let's cut 
through the complexities of what all the other firms do and find better data 
from ..." So, a goal for simplification would be something that I think 
could receive bipartisan support from everybody, but not making things 
easier in a sense of -- well, I repeat, capital is a solution to many problems.  

 
Christine Cumming:  So, I'm just going to read from the Executive Order. Again, there only has 

seven principles. One of them is, "Enable American companies to be 
competitive with foreign firms in domestic and foreign markets." and two 
is, "Advance American interest in international financial regulatory 
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negotiations and meetings." I don't read those as, "Let's secede from the 
process." I read those as, "Let's engage in the process and be very serious 
about it, but let's also recognize that we want one set of standards that 
applies globally and doesn't disadvantage our companies versus others." 
And I think that should be a good guiding principle. When I read the 
Choice Act in the proposed language, it's about more transparency, it's 
about more engagement, it's about really getting the right expertise in the 
room, it's not about withdrawing from the process either. So, I would say, 
I would expect to continue to see the US very engaged in these 
organizations, and very interested in setting global standards. That's the 
optimist in me.  

 
David Stockton:  Join me in thanking the panel that were really, I think, excellent 

conversationalists. 
 
 
 
Panel 2: Anna Gelpern, Simon Johnson, Edwin M. Truman, and Nicolas Véron  
 
 
Jason Furman: So, we are going to get started and try to get ourselves closer to back on 

track. The second panel is on analytic assessments of the cost and benefits 
of US participation in international financial regulation. I’m Jason 
Furman, a senior fellow here at the Institute and will be moderating this 
session and in an attempt to get us back on schedule will not repeat 
Adam’s excellent introduction of our--for Peterson Institute/in some cases 
MIT and Georgetown friends who will be doing these presentations. 
Thank you. 

 
 Oh, so we’ll start with Anna. 
 
Anna: Great. Thank you Jason and thank you Adam, and thank you to everybody 

who made it out in the snow. So, what I wanted to do is in some sense 
continue where Barbara left off and talk a bit about what it might mean to 
adopt a forcefully domestic perspective on International Financial Stability 
in the spirit of the February 3rd executive order, which as you heard 
specifically refers to International Financial Cooperation and advancing 
American interests in international fora. 

 
 So, I’m going to begin by asking what the US domestic objectives might 

be for International Financial Stability and I want to be quick there 
because a lot of folks have talked about it in very compelling ways. Then, 
I’m going to talk briefly about what the existing domestic mandates and 
institutions are for International Financial Stability. I will assess the 
institutional architecture that emerge post Dodd-Frank for its ability to 
advance US interests in International Financial Stability. 
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 And finally, I’d like to play around with applying the same frame to the 
Choice Act, which was mentioned earlier, which is probably the most 
fully developed replacement proposal for Dodd-Frank coming out of the 
House Financial Services Committee and in the spirit of the executive 
order. 

 
 So, first very briefly recapping what is the US substantive interest or 

domestic interest in International Financial Stability. As you heard 
already, the first bucket of interest would have to do with contagion and 
other spillover effects from crises abroad. And certainly, Lehman 
although--Lehman is what everybody else sites as a contagion engine but 
that’s very much the idea going back to the crises. 

 
 Second bucket is the gaps and inconsistencies, and overlaps in regulation 

of Transnational Capital Flows and Transnational Institutions. Again, this 
is not new going back to the BCCI incident and to the debate about market 
finance or shadow banking or whatever you want to call it. 

 
 Third, and this is front and center in the executive order, we have an 

interest in US firms being internationally competitive. And then, fourth, 
the fourth bucket I see is crises management including liquidity provision 
in particular. 

 
 Importantly, international coordination is not the only way to meet these 

financial stability objectives. Like in particular, in theory at least, you 
could wall off your financial system, build buffers and self-ensure against 
spillovers and contagion in particular. 

 
 Now, this is very much theoretical because I don’t think and I don’t think 

anybody in this room or frankly the executive order doesn’t reflect the 
belief that it is a viable alternative for the United States to wall itself off 
and build buffers as a way of managing financial stability risks. It might 
be for small emerging economies but even that is a question mark. 

 
 Moreover, if US competitiveness is a concern, then coordination is even 

more important. And again, walling yourself off sort of contradicts the 
very predicate of competition. 

 
 So, second, given these objectives and interests, what is the US domestic 

mandate for International Financial Stability coordination? There’s 
actually a fair amount of legal authority and the fairly thick institutional 
architecture in the United States for International Financial Stability 
coordination starting from participation in formal international institutions 
such as the IMF authorized and overseen by legislation. 
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 There’s longstanding executive and agency practice of transnational 
coordination, so that expert networks that produce what is known as soft 
laws, so the nonbinding but highly persuasive shall we say set of rules and 
norms that tend to govern the international financial space. You could 
even justify this by US authority over foreign firms and extraterritorial 
reach of US regulation. In other words, international regulatory 
coordination is unavoidable when your firms operate in multiple countries 
and when your laws reach far off territories. 

 
 Third, there is explicit authority to engage in financial operations. Of 

course, most prominent, the Federal Reserve’s authority to operate in 
foreign exchange markets, which frames the central bank’s swap lines that 
were so prominent in the last crisis. And then, institutions like the 
Exchange Stabilization Fund at the treasury. 

 
 Again, the fact that we have expressed lending and international 

transactions authority in domestic institutions requires a certain amount of 
international -- implies a certain amount of international coordination. 

 
 Now then, there’s also expressed legislative mandate to engage in 

international coordination not participate in formal institutions but do 
exactly the sort of soft lawmaking that is being done. As a matter of fact, 
some of this is authorized in US legislation. Now, going back a whiles, 
International Lending Supervision Act of 1983 provided for coordination 
but this is where Dodd-Frank really made a bit of leap recognizing the 
system that was in place in 2010 and David Zaring has written 
persuasively about this where it actually contains explicit requirements for 
US authorities to coordinate. Many of these requirements are defensive, so 
make sure you coordinate to understand and forestall some negative 
effects of foreign regulation on US firms. 

 
 FSOC is certainly subject to some of these requirements. SEC and CFTC 

shall coordinate in the derivative space with their international 
counterparts. The treasury secretary and Federal Reserve and Board of 
Governors of the Federal Reserve are required by law to coordinate 
internationally. 

 
 Dodd-Frank also contains a fair amount of authority rather than 

requirement to coordinate and then mandates a bunch of studies of 
coordination. So this is baked into US domestic statutes. 

 
 And then, of course, there’s the panoply of domestic institutions that are as 

a matter of fact and as a matter of law engaged in International Financial 
Stability coordination. Some of these are very old and have fit in with the 
conventional understanding of foreign affairs. So the executive branch, the 
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Whitehouse’s engagement and the various G-processes, treasury and state 
department’s roles are not new whatsoever. 

 
 As you heard, the Federal Reserve both as a regulator and as a liquidity 

provider has long been active in the international space. FDIC, OCC, the 
SEC, the CFTC all have international coordination functions that have 
very much contributed to the alphabet soup that you see on the 
international stage. 

 
 Now, Dodd-Frank added a few, but relatively few, letters to this alphabet 

soup, so there’s the FSOC, the Financial Stability Oversight Council 
chaired by the secretary of the treasury and comprising the main financial 
regulatory bodies administrative agencies in the United States. The office 
of financial research supporting the work of FSOC and then the new kid 
on the block, the Federal Insurance Office, which really reflects the fact 
that in the United States, insurance is only or very much primarily 
regulated at the state level. So this is a federal presence explicitly 
mandated to engage internationally by Dodd-Frank. 

 
 Now, here’s a question. Is this an effective institutional architecture to 

advance US interest in International Financial Stability? How can we tell 
if it’s effective? What are the criteria? 

 
 So, first, I would think that whoever is engaging internationally must be 

able to speak for the United States. And this means by the way when 
United States decides not to cooperate, you still need somebody out there 
who can authoritatively speak for the US. 

 
 So this means political responsiveness, you can’t have somebody that does 

not fundamentally represent the will of the people and the interest of the 
United States at some level but also the ability to coordinate domestically. 
Whoever goes out the institution, the domestic institutions that go out in 
the international space in the name of the United States have to be able to 
deliver domestic coordination. Related these domestic institutions 
engaging internationally must have the capacity for some durable 
commitment. And this is particularly and self-evidently important with the 
stability mandate. How stable is stability if it changes all the time? So, 
durable commitment is rather important in this space. 

 
 These institutions must be both internally and externally intelligible. This 

is really as a prerequisite to accountability. In other words, foreign 
counterparts and domestic constituents need to know who do you call, 
which part of the alphabet do you address when you have a particular 
problem and it goes without saying you must have necessary expertise. 

 



30 

 So let’s assess how the post Dodd-Frank US institutional architecture and 
how the institutional architecture that might come in place with the Choice 
Act should it be enacted or anything like it, how do they stack up by these 
standards? 

 
 So, the post Dodd-Frank architecture is kind of a mixed bag. Financial 

Stability Oversight Council can be seen as a move both to increase 
political responsiveness putting the treasury secretary political appointee 
at the helm and internal coordination, being able to deliver domestic 
agencies on the international arena. Also, some more legislative control I 
think would be fair to say. 

 
 Now, if durable commitment is your worry, then I guess it would be better 

achieved through something like an independent Central Bank leading the 
US financial stability coordination effort. And so, the increased role of the 
Fed even with the ascendance of FSOC is I think can be seen as an effort 
to balance these or would deliver some form of balance between these 
imperatives. 

 
 Dodd-Frank can also be seen as a marginal improvement on the 

intelligibility front. So again, more centralized coordination in FSOC and 
in the OFR, there’s a centralized research function, analytical function. 
This is where you go for data consistency. But there are still considerable 
fragmentation and we did not do a whole huge lot on the consolidating and 
eliminating duplicative functions and agencies front. 

 
 Now, with the Choice Act be an improvement, here’s my take on the 

Choice Act. I think it would first of all subject the current soft lawmaking 
coordination process that was least favorably described in the famous 
McHenry letter to robust advance administrative notice and comment, and 
congressional oversight process. So that basically is a complete turnabout 
in the International Financial Stability coordination process. 

 
 The Federal Reserve, FDIC, all the regulatory agencies before going to 

these coordination fora would have to go Congress, would have to submit 
whatever they might be doing to notice and comment publicly released 
positions, talk about the impact of these potential outcomes on the 
international stage. 

 
 This is just a dramatically different process. Would it be better? Would it 

be worse? I have no idea. But it would be completely different from what 
we have now. So, as a domestic matter, this is just a--would be a total 
turnaround. It would severely curtail FSOC’s mandate creating an off-rack 
for banks removing FSOC’s capacity to designate nonbanks as 
systemically important, removing a lot of the enhanced supervision 
capacity that came with designation. 
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 It would eliminate OFR, which is not the end of the world in one sense but 

it does not exactly replace it with a centralized coordination point for data 
consistency and participation in international standard’s bodies. It would 
further curtail Federal Reserve emergency lending powers, FDIC 
guarantee powers, ESF capacity to intervene in a crisis. That is not strictly 
speaking a curtailment of international coordination powers but certainly 
curtailing liquidity provision capacity I think would diminish the influence 
of these institutions internationally. And then, it would expressly go back 
on a bunch of US commitments in the area such as cross-border resolution 
and capital adequacy, et cetera, et cetera. 

 
 So, in the end, the Choice Act would dramatically improve political 

responsiveness but would also dramatically in my view undermine US 
ability to make durable commitments and our credibility. It would make 
US institutional architecture domestically a lot more fragmented and less 
intelligible. And, I don’t think that the result as it stands would help the 
cause of advancing US interest and International Financial Stability 
particularly under the terms of the executive order if we take it at its face 
value. So, thank you. 

 
[Applause] 
 
Jason Furman: So, Simon Johnson, next. 
 
Simon Johnson: Thanks very much. My name is Simon Johnson. My topic is cooperation 

and crisis prevention. And just to remind you, the context of this panel is--
well, the title for this panel is analytical assessment, so the cost and 
benefits of US participation in International Financial Regulation. I have 
12 minutes to address a truly vast topic and I will make just three points if 
you’ll allow. 

 
 The first is about--and I’ll make use of these three points in general terms 

and I’ll try to talk about that specific historical episodes and I’ll mention 
one firm associated with each of these points just to try and make sure we 
get especially concrete and the firms are going to be Lehman Brothers, 
UBS and AIG. 

 
 So, the first point is about bankruptcy or failure for cross-border financial 

institutions. I think you’ve all heard the Mervyn King line that global 
banks--very large banks lived globally and die locally. And, we put a lot 
of thoughts, many people in this room and other people and around 
official sector put a lot of thought into how to handle failure of large 
financial firms in a way that it’s different from what happened in 
September 2008 with Lehman Brothers. And to create more options, 
different options, hopefully better options for officials next time. 
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 I think by the way to this point of crisis prevention, you can’t prevent 

crises completely. I’d be very surprised if anyone in the room would take 
that, take the opposite side of that. I think we’re talking about limiting the 
impact of financial distress and preventing that from becoming major 
financial crisis, major economic crisis. And then clearly, that didn’t go 
well in the fall of 2008. 

 
 Now, the agency charged or that’s had the lead on this issue for the United 

States is the FDIC and I’m on their Systemic Resolution Advisory 
Committee but I’m not speaking about my views or that Committee’s 
views. I’m talking about my understanding of the FDIC’s work here, 
which is completely in the public domain. 

 
 And I think that a great deal of progress has been made with regards to the 

potential for cooperation between official liquidators in the event of 
invoking Title II in the United States so that the FDIC and the Federal 
Reserve would be in charge of winding down a firm, transferring viable 
assets to a new firm, ensuring there’s sufficient financing. I think that they 
have--well, I know they worked very hard on cooperating with the Bank 
of England. I think other European authorities. I think Nicolas can speak 
to this. I think they would also be in a suitably positive frame of mind if 
we were to come to that rather unfortunate juncture. 

 
 However, one other point that I think comes through very clearly from the 

analytical assessments that the FDIC has done on this topic is that if the 
US chooses not to uses Title II but instead relies solely on bankruptcy and 
this is as you know is one of the proposals currently for Congress. So Title 
II may be scrapped. It’s entirely possible. And, you need 50 votes in the 
senate to do that by the way, so it’s absolutely on some people’s agenda. 

 
 How much cooperation would you get between United States, bankruptcy 

judges for example, and the European authorities, the UK, which is 
obviously a key jurisdiction for these issues or the European Union? And I 
think the answer--this has been looked at very carefully and the answer is 
quite clear. You would get no cooperation, essentially no cooperation and 
certainly no cooperation you can plan on, no cooperation around, which 
you could structure expectations. You would be back in the world and 
Patrick is looking a little pale when I say this, the world of fall of 2008 
where it’s--everybody grabs the assets that they have available in their 
jurisdiction because they’re not quite sure what liabilities are also in their 
jurisdiction and you have a responsibility to protect your own financial 
system and your own depositors as your own creditors. 

 
 I mean, this is purely rational officials, rational well-informed officials 

doing--implementing their legislative mandate. And its chaos and it’s a 
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disaster. And, if representative McHenry and other people who were 
urging the US disengagement from international regulations, other forms 
of international cooperation, if he and his colleagues really want us to go 
to this world of bankruptcy only failure for the large finance institutions, 
this is a world of Lehman Brothers and the consequence of the collapse of 
Lehman Brothers. Pure and simple. 

 
 Now, second point about cooperation is with regards to capital. And I 

think Christine gave an absolutely brilliant presentation this morning in 
terms of the origins about thinking about capital and about capital 
regulation. I’m certainly not going to repeat that. 

 
 In terms of the analytical assessments, my preferred reading on this is the 

book by Anat Admati and Martin Hellwig, the Banker’s New Clothes. 
Obviously, there are some controversies here and the pretty soon she will 
be coming out with a pair of studies quite soon with somewhat different 
views on these issues, and hopefully we’ll meet again and discuss at that 
time. 

 
 I think with regard to this topic, the international cooperation, let’s 

remember what happened in the previous experience. Now, I was recently 
in a conversation with a senior executive at UBS and this person said 
unprompted that they had leveraged, 55 times leverage at UBS, one of the 
largest banks in the world. So that’s less than 2% equity for those of you 
doing the math at home. 

 
 Now, there is currently a push. You’ve noticed I’m sure, a very 

considerable push in United States to lower required capital levels. 
There’s plenty of discussion around that and that I think is where we 
should expect unfortunately that officials will end up going over the next 
couple of years. 

 
 In the last crisis, would it have been better or worse for us if the US had 

has less capital than it actually had? If the US had given up on the 
leverage ratio, Christine gave you the historical context for that, there was 
a very active discussion about should the leverage ratio be retained by the 
US. In the Basel II framework, Europeans, Nicholas can correct me, by 
my understanding is the Europeans was strongly to view no need for the 
leverage ratio, we’ve got this with the clever capital calculations into all 
the models and so on, give up on the leverage ratio already. And the US 
for various interesting reasons didn’t or haven’t got to the point of 
agreeing to that. Thank goodness. I mean, the definition of a crisis, 
financial crisis surely is a moment where the risk rates are wrong. I mean, 
they’re always wrong in the crisis. That’s a crisis. 
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 And, what happens if you don’t cooperate on capital, if you don’t have 
some agreement on your capital requirements, if you don’t at least 
understand and watch carefully what’s happening in other major 
jurisdictions with regards to capital. I think what you get is what we saw 
in 2007, 2008, which is a lot of activities being moved off balance sheet 
away from United States run out of low capital jurisdictions like the UK 
and this leads to much worst outcomes. No, we can do more studies, we 
can have more argument about that, that if you won’t but I think the 
historical evidence is pretty uncontroversial. 

 
 Now, this leads to my third point, which is perhaps slightly different or 

somewhat more--not exactly a change of topic from what we saw in the 
last financial crisis but surely we can agree that financial technology 
marches on irrespective of what reservations we may have, and the 
financial innovation will always be with us. And personally, I’m fine with 
allowing financial innovation. My concern is that the form of innovation 
we’ve had in the past has too frequently when it gets into trouble and we 
have some sort of disturbance or crisis around that. It’s too often spread to 
affect our basic financial requirements. 

 
 And I think the issue that starts to come up now actively among Central 

Banks is can we shape our technology future in such a way across major 
jurisdictions for example such as those represented here so that we have a 
stronger required minimum infrastructure in the public interest that can 
function irrespective what happens in the next AIG financial products for 
example. I mean, if somebody writes some insurance products that go 
wrong, well, that happens all the time. If they get wrong in a large scale, 
yes, there is some concern there. But it’s a way those impact the basic 
banking. Can I use my credit card? Can I take cash out of an ATM? Can I 
make payroll? These are absolutely essential functions. 

 
 We had a snowstorm, a small snowstorm overnight in Washington, D.C. 

and the lights are still on. That doesn’t happen every time. That is essential 
critical national infrastructure run by the private sector with some very 
clear performance requirements and a set of expectations and a set of 
regulations that come around that. I would like the lights to stay on 
irrespective of whatever clever schemes somebody comes up with the 
financial sector that happens to unravel. 

 
 Now, I have to say I’m sorry that Barbara isn’t here because I was going 

to try to engage her on some of this. I think BlackRock is a very 
impressive firm. I’m going to throw it out there. You can tell me now or 
tell me later but I’m going to contend it’s one of the most successful firms 
in the history of the world outside of finances, well, in terms of its growth, 
in terms of its size, in terms of how its run now. I should also declare that 
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Ben Golub who’s the chief risk officer at BlackRock is a donor to MIT for 
disclosure. It doesn’t give me any money but to just get that out there. 

 
 Now, how do we feel about asset management having become large and 

becoming large relative to banks? I feel pretty good about that. In general 
terms, I think banks are dangerous because of the leverage with 200 years 
of vivid demonstration to that. Asset management if run carefully is 
actually a force for stability and maybe starting to move me towards the 
stronger, better infrastructure. 

 
 Now, it can’t go wrong. There’s no question. And, strong reservations 

have been expressed for example about leveraged Exchange Trade of 
Funds (ETFs). Those reservations--I was just checking the latest quotes 
through our - one of the leading people expressing reservations is Larry 
Fink, CEO of BlackRock. Money market funds--we clearly experience in 
the fall of 2008. If they are perceived as being bank-like, so you have their 
implicit leverage or you have an expectation, you’re going to make a fixed 
payment and suddenly you can’t, clearly, there’s a problem there. 

 
 So, I’m not saying anything is necessarily safe. And I’m certainly asking 

the same question that Larry Fink is asking, which is, are the products 
safe, the pit or the core products that we’re using to make payments and 
that we’re using for very simple vanilla credit perhaps. And if the 
discussion now moves towards the so-called Central Bank digital 
currency, what should a Central Bank offer in terms of digital financial 
services, to what extent does a Central Bank have a responsibility or a--
I’m not saying that it necessarily runs the system itself but does it insist 
there’ll be a critical private infrastructure that is resilient? 

 
 I think we can learn a lot from asset management. I think we can learn a 

lot from which products are actually very safe and which ones we’re 
comfortable having run--being run by private firms as long as they’re not 
what? Not highly leveraged? Absolutely. They don’t have complex 
opaque derivatives, that we don’t understand that they don’t understand 
and I think we can lay out other requirements and expectations for that. If 
we do this between the major Central Banks, between the US and Europe 
and the UK, now, a separate category, then I think we’re much more likely 
to get stronger, more robust infrastructure and then we can allow financial 
innovation and we can allow risk taking without blowing up core financial 
services and the economy. 

 
 And I cede my remaining two seconds back to the chair. 
 
[Applause] 
 
Jason Furman: So, Ted Truman on his excellent issue brief that you should all have. 
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Edwin Truman: Thank you. I hope I can do this. This goes forward? Okay, this goes back. 
 
 Thank you very much. It’s a pleasure to be here. I’m following--I’m now 

going to tell a supervisory story just to keep--following Simon, I’m 
reminded of my rule when I was at the Federal Reserve many thousands 
years ago, which was never speak after Bill Taylor. Because Bill Taylor 
was always much more entertaining than I could ever possibly be and I 
think you will learn that, I might seem dull. But I’ve learned a lot here and 
I went to school by the way at the Bill Taylor regulatory supervisory 
school. 

 
 So, we’re today and I’m going to draw from my policy brief on 

International Financial Cooperation and the benefits to United States. So, 
what are the stakes? I may violate your rule a bit here Adam but that’s life. 

 
Male Speaker: We use light-touch supervision. 
 
Edwin Truman: So, the financial crisis of the great financial crisis became a global 

conflagration because of the interconnectedness of countries’ economies 
and financial systems around the world, and containing and stabilizing 
these interwoven systems and inverting scaling back future crises, I agree 
100% I’m on that one requires international cooperation and that rest on 
two pillars: crisis prevention and crisis management. Not that they’re 
completely separate. 

 
 The Trump’s administrations intentions in this area are unclear. I think I 

had a post it somewhere over here. But early in the cases are that there 
may be some reasons to be concerned about the US commitments to the 
US international regulatory agreements and institutions that would prevent 
and manage the inevitable occurrence of future crises. 

 
 We may see a shift away from the approach towards international 

institutions and cooperation that has been the central pillar of American 
foreign policies since the end of World War II. We have used those 
institutions to promote US policies, a discussion that the first panel spent a 
lot of time on and US interest broadly defined. The central question now is 
whether the new administration will define US interest narrowly or 
broadly. 

 
 So, on crisis prevention, I’m going to be brief. If I can find my notes here. 

I can be brief. President Trump has declared as we know that his 
administration will do a big number on the Dodd-Frank Act. Anna 
Gelpern told us what that might or might not mean. But the important 
point and I think she made this point, adds her usual eloquence, that law 
was the cornerstone not only of the post-crisis reforms in the US financial 
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system but also the cornerstone of US cooperation with other governments 
and regulatory authorities around the world to strengthen the resilience of 
the financial system. 

 
 The cooperation focused on the work of the Basel institutions that set of 

alphabet soup we talked about and repealing and stepping away from the 
institutions or cooperation’s as many Republicans in Congress say they 
would want to do could. At least with our administration backing weaken 
the norms and standards that they’ve developed to support US and global 
stability, financial stability. US financial stability has been adequately 
pointed out, more than pointed out relying on global financial stability. 

 
 So, the possible casualties of the US financial regulation could include 

derailment of agreement on the final chapter of Basel III. It also could to 
lead to several other negative outcomes. I include on my list. Not 
everybody is going to agree with this. I know that the lunch speaker 
doesn’t agree with this one, keynote speaker, the honorable Nathan Sheets. 
The vocal rule limiting proprietary trading by US at banks might be 
abandoned creating a de facto conflicts with other jurisdictions that have 
adopted similar efforts to effectively, essentially rink-fence bank 
depositors. The US might no longer identify some or all US financial 
institutions as systemically important putting the US in conflict with such 
identifications by the FSB and other international jurisdictions. 
Deregulation could as we’ve already heard alter the orderly liquidation 
authority provisions of the Dodd-Frank Act undercutting global efforts to 
establish common global framework in this area. 

 
 And finally, you could force the Federal Reserve to abandon its 

comprehensive capital analysis reviews, processes and that would increase 
pressures abroad to scale back the use of stress tests. 

 
 So, this regime has been substantially stressed over the last 10 years since 

the global financial crisis now break down negotiations of Basel III and a 
halt of future cooperation would be a severe blow to progress on crisis 
prevention. If the US were to withdraw from activity centered in the FSB, 
the United States will lose influence over these activities. I think we’ve 
established that one, the first panel. 

 
 If the United States were to scale back its participation, the post-crisis 

regime would be incomplete, [inaudible 00:35:09] the supervision and 
regulation of internationally active financial institutions and a global 
financial system. 

 
 So that’s what I have to say about the crisis preventive material. And I’m 

going to spend most of my time on crisis management assuming I still 
have some more time. 
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 Back to crisis management, a possible signal of the intentions of the 

Whitehouse is desired to substantially reduce US funding of international 
organizations with deep cuts in international programs. If these reports are 
correct and the Congress goes along, the tools for crisis management are 
likely to be adversely effective. 

 
 The Global Financial Safety Net standard in the IMF is a major tool of 

crisis management at the global level. The Global Financial Safety Net 
was initially strengthened during the global financial crisis but the IMF 
has already been weak in relative to the plans laid down at that time and 
subsequent efforts were delayed and finally grind to a halt, and it’s useful 
to see where we are now. 

 
 With respect to IMF of resources and governors of the G20 leaders 

improve an acceleration from the end of 2016 to the end of 2014 and a 
further review of IMF code of subscriptions as part of their agreement in 
Seoul in 2010. That code of review was derailed by the long delay in US 
approval of this whole agreement. It’s now to be completed by the fall of 
2019. 

 
 The Trump administration may not be eager to agree to a further increase 

in the US quota in the fund. The United States can block or veto any 
agreement on an increase in IMF quota because it has a 16.5% share of the 
votes in the fund and a majority vote of 85% is needed by the governors if 
the fund is to pay pass any resolution proposing an increasing quota. 

 
 If the United States want to support the substantial increase in all quotas 

and preserve its veto over certain decisions so the fund would have to 
increase--agree to an increase in the US quota. Without an increase in the 
US quota, any increase in total IMF quotas of more than 9% would push 
the US voting share to under 15%, the veto point. I’m an economist so I 
had one calculation here for that rather than all words. 

 
 Now, the Trump administration could agree to a large increase in total 

quotas without increasing the US quota, allowing the US voting chair to 
decline before 15% or could agree to a significant increase in the US 
quota. If the administration chooses the second approach, would it tie 
implementations of the agreement to congressional approval as was the 
case with the 2010 agreement? 

 
 The Trump administration could either adopt the first posture or the 

second without a link of congressional approval. Note that under the 
second approach, the United States would not necessarily lose its veto. It 
would be up to the Congress. 
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 My view is that if the United States under any administration does not 
value the contribution of the IMF to global and therefore US economic 
growth and financial stability at least it should get out of the way and not 
block IMF quota reform efforts. If United States is uncooperative, other 
members could establish a set of financing arrangements linked to the 
fund that do not include the United States, the IMF supplementary 
bowering requirements in which the US is not a participant or moving in 
this direction. 

 
 But the real existential question for the United States is participation in the 

fund. This issue will come to a head over the next four years, not only in 
the form of US posture on increasing IMF quotas but also with respect to 
US participation with the IMF so-called new arrangements to borrow, the 
NAB, it is a supplementary de facto permanent source of financial 
resources from 38-member countries that include the United States. 

 
 I’m now going to go a bit deep into the weeds here but the matter is poorly 

understand and I believe very consequential. 
 
 When the Congress passed legislation in 2015 approving the sole 

agreement, it included a provision that US participation in the 2022 
renewal of the NAB be subject to congressional approval of our 38.5 
billion commitment. The United States will have to--the current renewal is 
already entrained set up by Mr. Sheets. 

 
 The United States will have to decide by November 2021 whether to 

support the NAB renewal starting in 2022. And judging by past efforts to 
persuade the Congress to pass legislation and support the IMF particularly 
when large amounts of money are involved - I think I could make it, 
would be a heavy lift for any administration. 

 
 A second Trump administration or a new president’s administration will 

have to deal with the IMF timetable and preliminary discussions that occur 
prior to the 2020 election. 

 
 So, would the US withdrawal from the NAB kill the IMF? The fund could 

continue to limp along and seek to augment its resources through other 
borrowing but obviously--and this is where the international cooperation 
comes in. I think the phrase is he who pays the piper calls the tune and if 
we stop supporting these institutions financially, we will call many fewer 
tunes. 

 
 So, in effect, this question, that’s where there existential question comes 

up is whether we--whether this decision or sequence of decisions are 
going to lead to a situation which is tantamount to US withdrawal from the 
International Monetary Fund. 
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 I’m going to make one other point since I’m slightly out of time. We’re 

going to get an early test of all this in the budget agreement that is being--
it’s going to be announced I guess. Budget proposals are going to be 
announced later this week we think or something like that. And, whether 
they in fact do scale up back our support for international financial 
institutions. If they did so, the IMF doesn’t need money right away but the 
World Bank and various other international financial institutions do. If it 
will be scaled back substantially, it would be the first signal of our 
intention. Our intentions, again, it would not cripple these institutions but 
it would certainly weaken our role in the institutions. So, we will have a 
test at where we’re going very soon. 

 
 I can skip this, about that. So, in conclusion, my last page wherever it is. 

The Trump administration may in time fully recognize the contributions 
with international financial cooperation makes to their economic and 
financial health of securing United States but that’s far from certain. On 
crisis prevention, my view is reforming or placing the Dodd-Frank Act is 
likely to weaken the US financial system, not that all reforms would do so 
and could well place the US’ standards in conflict with some of the 
international standards agreed on after the global financial crisis or still 
under discussion. 

 
 And if the United States discontinues playing a positive role in the 

international standard setting bodies, the financial reform will grind into a 
halt. 

 
 On crisis management, if future US support for the institution of 

international monetary cooperation, in particular the IMF, is minimal at 
best and negative at worst. The inevitable financial crisis will be more 
challenging to handle and more dangerous for the United States. Thank 
you very much. 

 
[Applause] 
 
Jason Furman: And, speaking on behalf of the rest of the world, Nicolas Véron. 
 
Nicolas Véron: Wow! Indeed we heard a lot about the pros and cons about US 

participation in international financial cooperation. I guess we heard more 
pros than cons. 

 
 In a way, I’m trying to answer here a different question under Adam’s 

directions, which is a more narrow question, which is not why the US 
should engage but what happens if it doesn’t. And, the answer I’m going 
to submit frustrating to me and predictably is it depends, it’s complicated. 
We actually had the taste of this in the first panel I think but there are 
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precedence of things happening in international financial cooperation 
without US leadership or even engagement and also possible prospects for 
it, so that’s what I’m going to explore in this presentation. So that alphabet 
soup you had a longer list from Barbara. 

 
 For the record, I’m not convinced there’s a lot of scope here for 

simplification. I could imagine this soup becoming more healthy and 
thicker, and obviously I didn’t list all the organizations here. Actually 
importantly, most of these organizations are not treaty-based. I didn’t put 
the IMF, the World Bank and the OECD on that list but I put the BIS but 
the BIS is there mostly as a host to standard setting organizations. Most of 
the standard setting things that happens at the international level is not 
done by treaty-based organization or in the case of the BIS, it’s just hosted 
by a treaty-based organization. And that’s by design in a way because 
there is no agreement to do that standard setting within the treaty. 

 
 The other thing is that this list includes and that has been already much 

debated in our session, things that have to do with financial stability but 
also things that have to do with market’s integrity, transparency, different 
things that don’t have a direct fiscal or quasi-fiscal implications including 
in the crisis. I’m thinking about market conduct, accounting standards, I 
could have added auditing and things like that. So, it’s a variety of 
objectives here. 

 
 Now, in many of those cases and especially recent ones, I’m not going 

through the individual stories for lack of time. The US has provided 
leadership when creating those venues and organizations even so the 
assessment of leadership is almost a bit judgmental I guess. But there are 
also cases where the leadership came from elsewhere especially if you go 
a bit farther back in time, the BIS was very much a brainchild of Mr. 
Schucht, the ISB was very much a brainchild of Mr. Benson who was a 
British. 

 
 And the Basel Committee if you read Charles Goodhart reference history 

was actually very much a consequence of an earlier initiative, which was 
purely EC-6 as we would call it today not even with the UK, even though 
the UK was in the prospect of joining the EC at the time. So, I think this 
gives a bit of nuance on the indispensable role of the US. The US of 
course endorsed those initiatives. It was not necessarily the leader at the 
creation even so generally it was present in some way. 

 
 The government more to the point of what’s happening now, it provides a 

lot of flexibility. And this equals what I was saying before on many of 
those organizations not being treaty-based. So decisions are typically by 
consensus. There are a very few formal voting arrangements. There are 
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some in some organizations and this is linked to the fact that the standards 
are typically nonbinding. 

 
 And, this actually creates a lot of flexibility in how to deal with reluctant 

jurisdictions. There is saying some of those standard setters, which is 
compliance is influence, so you don’t vote but you should--don’t comply 
with the standards, nobody listens to you. And this is not entirely true of 
course. It’s modulated by geopolitical heft, and the bigger jurisdictions by 
design have or by necessity have more heft than smaller jurisdictions. But 
at the same level of scale or heft, better compliance gets better influence. 
And this in a way diffuses the risk of obstructionism. If your jurisdictions 
that doesn’t comply, you cannot really block the process because the 
discussion is mostly about people who are compliant and that’s also 
important to have in mind in a number of scenarios in which the US would 
not care about what happens in these venues. 

 
 Now, I want to challenge the conventional wisdoms that the US (a) is 

indispensible, (b) engages more when there is a more internationally 
standing administration. And the quintessential case study for this is 
International Accounting Standards. 

 
 So, I’m not going to the complex a right here just to say that by 

international financial reporting standards have been adapted by the EU in 
the process that lasted between 2000 and 2002 for the decision making and 
was fully implemented by 2005, 2006. And this really created a 
bandwagon effect throughout the world. Not all other jurisdictions in the 
US have adapted IFRS the way that EU has but it comes very close. 

 
 And the US Securities and Exchange Commission, which is a competent 

authority for this in the US legal order, actually, made a big concession to 
this international project by yet allowing foreign private insurers in 2007 
to use IFRS as an alternative to US GAAP and without reconciliation 
requirement. It’s even in 2008 under the leadership of then Chairman 
Chris Cox envisage a past hours full adaption of IFRS for US issuers but 
there has been no progress since Lehman. And, as you remember, Lehman 
was also largely blamed on the same Chairman Chris Cox for his failure, I 
guess that’s the word, to properly supervise broker-dealers from a 
potential standpoint. 

 
 So there are multiples ironies here. One is that as it’s not mentioned in the 

slides, the SEC was actually behind the reform of the ISB, which made its 
standards acceptable to the EU in the late ’90s. But the bigger irony here is 
that the Bush administration was actually more constructive from an 
international standpoint even so it didn’t provide the leadership, which 
was provided by the EU to a more constructive than the Obama 
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administration. This thing has been completely frozen in the last eight 
years. 

 
 And what coincidentally this issue is not about financial stability but it’s 

actually very important from an international perspective in terms of 
market integration but also transparency market integrity and investor 
protection. So, I think this is an example to keep in mind when we think 
about the Bush administration, we may be surprised that in some areas, it’s 
not getting more difficult. It may even be getting easier. 

 
 Now, this is only one case among many and if I think of other big cases of 

international financial regulation in the last few years, there’s a whole 
variety of different patterns, so US clearly provided leadership since 2008 
in the G20 reform of derivatives markets. And this is probably the moment 
to do like Simon and for disclosure, say at a time a board member as a 
trade repository of the DTCC also known as Deriv/SERV and I can only 
equal--even so I’m not speaking in that capacity what Barbara said about 
the difficulty to aggregate data. We have this failed experiment in 
international cooperation, which has to do with the way it went in terms of 
leadership and it was constructed. 

 
 We have Basel III, which was largely a US-driven project if not entirely. 

We have bank resolution frameworks. I think we had a very good 
exposition of this earlier particularly by Patrick and others. But there are 
also examples, others in accounting where leadership came from other 
jurisdictions, the adoption of Basel II was not a great success in terms of 
financial stability. Patrick reminded us of that that it was very much driven 
by the EU and it still does receive them in Brussels believe it or not that 
the EU is better than the US at complying with Basel III which we can 
discuss. 

 
 And insurance capital standards, which is an ongoing project a bit below 

the radar but impactful for international insurers. It’s also not a US-led 
exercise. Actually, in some cases, the leadership came from the private 
sector in a way that’s the case of international accounting standards. It’s 
certainly the case of anything that happen in derivatives and some stuff 
happen in derivatives before 2008 including the standardization of 
contracts by ISDA and the like. 

 
 So, a nuance of you of the precedence. Now, the big question now is, 

okay, if the US doesn’t provide leadership, can the EU do it? And this is a 
question of European Union internationalism. This is a paper, which of 
course coming later this year by Elliot Posner, a political scientist and 
myself looking at EU internationalism in financial regulation and we have 
two scores. One is integrationist, does the EU or the US for that matter 
contribute to cross-border integration or financial systems and financial 
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markets, and the other score is trans-nationalist, does the jurisdiction 
promote a transnational way of doing policy and setting standards? 

 
 And what you can see is that the US has declined a bit and not at all on the 

first and not all on the second, so EU has declined a lot through the crisis 
on both counts. It has become less integrationist and less trans-nationalist, 
and therefore now are understanding less internationalist in its approach to 
global financial regulation and strikingly so. 

 
 I don’t have the time or I don’t want to take the time here to discuss why 

but the big question is, can the EU return to its stance pre-crisis where it 
was a big champion of international financial cooperation as I’ve 
mentioned with accounting in Basel II? And are they’re confused here? 
One could say no because the coalition that led to this stance including in 
respect to the rule of the UK is no longer there or we can’t say yes and in a 
way it was hinted out earlier this morning I think by Patrick because we 
have stronger EU institutions now, the ECB as the supervisor, ESMA et 
cetera, which can play a bigger rule in international forums, better 
incentives and more heft. There is also of course a question of the impact 
of Brexit, which is a bit early to tell. 

 
 The same question, which was not the case pre-crisis applies to China and 

I think it might seem provocative to talk about Chinese internationalism in 
an area of global financial regulation. But when I look at climate change 
or even when I look at trade, I’m impressed by how quickly China has at 
least claims the mantle of international leadership and issues where it was 
not known as especially cooperative as recently as a few years ago. And 
one could I think imagine something similar happening to international 
financial regulation. And indeed, China has a big interest in global 
financial stability because it has a big interest in stability. This is a 
Chinese obsession. 

 
 Now, of course, as an imperative of domestic controls that can severely 

impair the actual ability of China to be constructive or let alone take 
leadership in this international fora and I think this is a space to observe 
very carefully in the next few years. 

 
 What will these actual issues, here my list overlaps a bit with that 

submitted by Ted in his presentation, Basel III completion also known by 
some as Basel IV is an obvious point. International clearinghouses is a 
major issue that remains unresolved and Chris Cumming reminded us of 
this this morning. There is a major need for international initiatives to 
tame the risks that is now being concentrated in those clearinghouses. And 
let me be clear that this doesn’t overlap with my board memberships that I 
mentioned before because each ECC doesn’t clear derivatives, nationally 
let alone internationally. 
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 Cross-border bank resolution does now have a framework. We’ve been 

reminded of that in theory but we don’t know how it works in practice. 
And, we were reminded of the difficulties of home-host and the Basel, 
Accord since the beginning of the Basel. And, I think we still have a lot of 
discovery ahead on how the beautiful new convergence in terms of 
resolution frameworks enters the FSB works in a real crisis. And 
obviously conduct is a big issue because the issue has been providing 
enormous leadership unquestionably on conduct issues. If you think of 
market misconduct, labor, et cetera, and especially if you think of 
sanctions, and here we really have no precedent of leadership that doesn’t 
come from the US in international conduct of business and integrity 
issues. 

 
 So, here I should conclude and I look at Jason. Basically, what I said is 

international financial regulation can work without US leadership. It’s not 
logically impossible to imagine situations where it would work without 
US leadership especially in a situation of deregulation where you can have 
an easier alignment in a way between international cooperation, private 
sector incentives and what other jurisdictions want, and that’s for example 
what happened in international accounting standards. But you need an 
alternative leadership and it’s still unclear whether it can be provided by 
the EU or China, which also two biggest jurisdictions by far outside of the 
US or anyone else for that matter. 

 
 So, let me stop there and look forward to our discussion. Thank you very 

much. 
 
[Applause] 
 
Jason Furman: So everyone could come and take their seats. So, wanted to start with two 

questions from all of you on those excellent provocative and really 
complementary discussions and then open it up to questions anyone else 
would have. 

 
 The first question is thrive really, really hard and this may be a task 

toward for any of you to put yourselves in the shoes of the administration, 
some of the Republicans in Congress. And tell me whether you can think 
of any ways in which in a meaningful sense international cooperation can 
be adverse to the interests of the United States. And then to the degree that 
it is what the right response to that is, is it you win some, you lose some 
but on balance it’s good or there’s a way and America first putting us at 
the top of things to redefine a better deal for our country. And anyone who 
wants to take it, I’m happy for everyone to answer. 
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Male Speaker: Well, I think there’s an example for which we can refer to Peterson 
Institute Research and that’s insurance standards because we had a very 
thought provoking piece by Avinash Persaud last year on Solvency II: 
How not to regulate insurance. And even so the proposals at the 
international level for interim standards are not identical to Solvency II, 
they are very much in the same spirit. 

 
 So, I think this is one in a way, easy one to start the discussion where the 

US hasn’t been providing a lot of leadership as I mentioned before but 
could actually make a stand. That’s what’s being cooked up into 
international system is not aligned with interest. So I could think of that 
one if perhaps of no other. 

 
Male Speaker: Yeah, Jason, I think with regards to bank capital and then bank regulation, 

the US has long had the ability to have more stringent regulation and 
higher capital requirements than other country. So, we already have the 
proven authority to stand back from a race to the bottom and decide our 
own terms for that. I don’t think that’s the interest of this administration. I 
think they want to lead the race to the bottom. That’s the problem. 

 
 And, I think this whole issue of compromised international sovereignty is 

a complete smoke screen. Yeah, the British have some issues with regard 
to European Union and this is substantially for the Brexit. It’s completely 
irrelevant for the United States in this sphere. 

 
Jason Furman: Anna? No. The next question I had is if Nicolas right in the rest of the 

world can proceed ahead without the United States whether that’s Europe 
or China, does anyone want to speculate and help draw out what some of 
the consequences would be from a US perspective? What we’d be losing 
from ceding some of that ground to others or maybe what the 
opportunities to gain if you think there are any? 

 
Male Speaker: Well, I think--I mean, obviously, we would lose influence in some sense if 

we were to back off from this process, we would lose influence over the 
process. Then, we might be in the world in which you have the rest of the 
world would go off in a direction, which we actually didn’t approve of and 
therefore you would have a weaker set of standards globally and that 
would impact back on the United States. 

 
 So, I think the major problem is that--is whatever you think about whether 

we have led constructively or not, if we want to put it that way or how 
much we have been essential to the process or not and we had to--we have 
led dramatically. 

 
 And I think and this goes back to your first question, the challenge is in a 

world of absolutes, no agreement that I’ve ever had anything to deal with 
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has been perfect from the standpoint of my position as one of the 
negotiators. No communiqué, meaning those communiqué that argue with 
over until 3:00 in the morning has been perfect from the US perspective. 
So, you had to win some and so you had to lose some. They were all 
irrelevant almost by the book, but you had to win some and the ability to 
compromise is really the big problem here, and they recognize it to some 
extent and every one of these agreements, there have to be a little bit of 
give and take or you’re not going to get to anywhere. 

 
Jason Furman: But for you or for others, just to be more tangible and sometimes by 

definition if we’re not involved in something, we’re going to have less 
influence. But who cares what does that mean and what way are people in 
the United States are going to be poor or risk because of that or the 
opposite? 

 
Male Speaker: I mean, the answer is to the extent that we-- at the Peterson Institute for 

International Economics use as an unbiased observer think that what the 
rest of the world is doing is a mistake, lowering capital standards, for 
example or going in the wrong way and the insurance business if you want 
to put it that way. And that weakens the global system, then we are 
impacted and I think that’s--maybe I’m being too generalized. 

 
Male Speaker: It’s not necessarily as a stay. It’s the case that the rest of the world will do 

worst or bad things if the US doesn’t provide leadership? Again, I want to 
refer to the example of accounting standards because it’s not about 
prudential, it’s not about financial stability, it shouldn’t actually be about 
financial stability. It’s a debate. But I think it’s interesting because here is 
a case where a lot of things has happened in the last 15, 20 years and the 
US has been disengaged and not very constructive. 

 
 Now, what can we observe? The US has been influential in the 

international standard setting organization. It continues to be influential. 
Its influence is decreasing over time both informally and formally. 
Actually, the number of US trustees is being reduced that has happened 
recently and there are huge pressures to just kick the US out because they 
keep saying they will engage but they don’t, and at the end of the day, 
everybody is annoyed with that. 

 
 So, in a way, that could be a sort of preview of things to come and I think 

frankly if we have a US administration that is distinctly unconstructive at 
the border level in international matters, it will dramatically accelerate the 
momentum towards kicking the US out of the whole framework. Now, is 
it bad for the US? In a way, yes. I mean, US GAAP used to be the gold 
standard in international accounting. It no longer is. If you look at cross-
border listings, 15 years ago is that we are all using US GAAP, now 
they’re all using IFRAS So there is a measurable loss of US influence 



48 

internationally in that space and I think we can take this as a good example 
of what could happen. 

 
Jason Furman: Anna. 
 
Anna Gelpern: And, I just wanted to pick up where Nicolas left off. I think a lot of it is 

not-- 
 
Jason Furman: I think you need to press here. 
 
Anna Gelpern: A lot of it is not about necessarily what requirements are ultimately apply 

to our firms but the fact that we have no say and then ultimately you have 
US firms playing by rules that they didn’t necessarily have any input in. 
But then the other piece of it is that even if our firms are unaffected and 
the rest of the world just goes to town and loosens all the standards, so no 
capital, no liquidity, have a party. 

 
 This is a world in which we have historically and we’ll continue to have a 

backstop liquidity risk. So, we’re going to be the ones who will have to 
manage the implosion of a system that we had no hand in fortifying. And I 
think that that is important but it’s also something that is very hard to 
make concrete to people today that five years from now the Fed will be 
bailing out institutions in countries you’ve never heard of. And I think that 
that’s a hard sell. 

 
Jason Furman: When we open to questions? Well, I think our microphone is coming your 

way. 
 
Bill Cline: Bill Cline here with the Institute. I’m trying to work through the seeming 

contradictions to kind of following up on Nariel’s question. On the one 
hand, Basel IV, the US was trying to get Europe to increase capital by not 
giving so much flexibility in the internal models. And, there’s been a 
paradox here that why should we be so worried about the foreigners telling 
us what to do when we’re perfectly capable of having a higher capital 
ourselves. 

 
 And, I’m beginning to wonder whether there isn’t a conflict here between 

the Whitehouse and the Republicans and the Congress because the 
Whitehouse said--the President said that many of his friends with good 
businesses can’t get loans. So that sounds like the Whitehouse wants lower 
capital requirements but the principle of Republican project in the 
Congress says exactly the opposite as I understand it. The Hensarling Bill, 
the Choice Act says, “Hey, let’s have 10% leverage capital instead of 
6%.” 
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 So, could Simon or Anna or anybody set me straight here? What’s the 
direction of the administration’s cooperation with congress? Is it lower 
capital or higher capital? 

 
Anna Gelpern: So, I’m not going to do the inside scoop but just frame it analytically and 

maybe Simon can give us perspective on this. So, the idea is not more 
capital or well sequel. The idea is if you have 10% calculated in a certain 
way that may or may not give you 10% in the end, you can avoid all of the 
enhanced supervision and stress testing and all of the stuff that came with 
being systemically important. 

 
 So, that is an interesting tradeoff and you can argue about whether if the 

number were 50, if even the people who were unbelievably concerned 
with maintaining strong oversight would just say, “Look, if the capital 
cushion is big enough, we’ll lay off supervision.” Or whether the mix 
between some minimum capital and supervision, and stress testing and 
everything that goes with systemic importance is the essential framework 
in which we have to regulate for financial stability. 

 
Male Speaker: Yeah, Bill, obviously, you should ask them not me. But capital is going to 

be lower by this administration and by the Federal Reserve under new 
management. And I don’t think you have to wait long to see this. There’ll 
be a new vice chair for supervision quite soon and I think the discussion 
around who can and cannot get that support for that position from 
Republicans on the hill is extremely illustrative and speaks to your issue.  
The pressure is for significantly lower capital requirements for large 
complex financial institutions in the United States. 

 
Male Speaker: I want to add something about the Basel Committee. So basically, what 

you’ve seen in the last few months and weeks about what Bill calls Basel 
IV and the Basel Committee calls the last chapter of Basel III is individual 
Eurozone countries particularly Germany and France pushing for lower 
standards and Dan Tarullo for the Fed together by the way with some 
European, at least geographically European nations like the UK and 
Switzerland pushing for higher standards. 

 
 Now, Simon told us what’s the direction of travelers for the US. If that’s 

confirmed, I think you will see another member of the Basel Committee 
actually become more vocal and that’s the ECB and the ECB, which is 
now a full member as is SSM wants higher capital standards. So, the ECB 
has chosen to be silent in this discussion largely because Mr. Tarullo is not 
silent. And if Mr. Tarullo is replaced by somebody who becomes silent, I 
expect the ECB to become vocal. In other terms, I can easily imagine one, 
two, three years from now a situation where within the Basel Committee, 
it’s ECB high standards together with the--say the UK and Switzerland 
versus US lower standards. 
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Male Speaker: It’s one that I thought on this, Bill. It seems to me that part of this is level 

playing field issue. So, if the German position prevails to preserve internal 
models, having use of internal models, then it will be on non-level playing 
field and therefore that the pressure will be on the United States or level 
playing field reasons to lower the standards for the same reasons. And, it 
will spillover and it’s also the same issue with respect to stress test and 
CCAR. I never get it right, is that CCAR? CCAR process, right. 

 
 So, that is also something it is under would be abolished. Essentially 

CCAR process would be abolished or substantially scaled back under the 
Choice Act and that would be, again, a piece that would be race to the 
bottom in terms of best practices Chris was describing it being pursued in 
this area. 

 
Jason Furman: Great. So unless Adam has a question--oh, you have a question? 
 
Adam Posen: I have a sort of question and then-- 
 
Jason Furman: Excellent. 
 
Male Speaker: I’ve got to make sure it’s a question by the way. 
 
Adam Posen: Thank you, Ted. In terms of level playing field, I was very struck by 

Jason’s question, which I think was the spirit of what we were going for 
and I’m grateful to my four colleagues, as well as the first panel for raising 
this. So, I think I would have just quickly rattled off a list of things that I 
think are tangible for the US and then to make it a question, ask whether 
my colleagues agree or if I’m exaggerating. And then, if you do that, then 
you get fed lunch. 

 
 So, number one, drawing on things that Patrick and Chris said in the first 

panel, information sharing. That this didn’t come up mentioned explicitly 
in this panel but when Fortis was blowing up when we had the mess over 
Barclays and over Royal Bank of Scotland in the ’90s with Japan, not 
knowing what was going on in foreign banks seemed to impair all things 
in the US. And even if we were insulated, it made it more uncertain and 
more difficult for US to transact business. Would that be a cost? 

 
 A second having to do with crisis mitigation, which Ted or crisis 

management, which Ted of course emphasized in his policy brief, at some 
point, you do get chip-ins of people from other countries to some degree 
when things get bad enough. You don’t want each country saying, “Oh, 
this is not my problem or rather I can free ride on the rest of you and let 
the problem get worst over time.” You want some peer pressure. It’s not 
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perfect. Isn’t it possible? Aren’t there examples where having the 
international cooperation leads to a somewhat more rapid crisis response? 

 
 And third, I don’t particularly carry a brief for making the world safe for 

American investment banks. But as Nicolas and Bertrand Badré was here 
earlier and others are well aware, there is a sense in Europe now that after 
the crisis, there’s only a couple American investment banks that rule the 
world. And, if we don’t have financial cooperation, won’t there be 
nationalist barriers going up in various places saying, “No, Europe has to 
have its own investment bank. Germany has to have its own investment 
bank.” Would that be a cost for the US at least through the lens of the 
Trump administration? 

 
Male Speaker: I think you’re--I agree with all of information sharing. I mean, Chris 

explained how difficult it was and it is even when there are no barriers, it’s 
difficult. At least it was always my experience, so we’re way behind--
sometimes you hide behind this process and I think that’s a very good 
example of where cooperation--I think as you pointed out again, and you 
don’t really know about what cooperation is until you would need it to. 
It’s all the problem. 

 
 And, I think that relates to your third point too I cited within my brief and 

I think it’s consistent with actually what Chris was talking herself earlier. 
You can imagine--the consolidated supervision process is a process that 
the United States has used to keep foreign banks out of United States. 
We’re required by law actually to do the -- we, I say. We, the Federal 
Reserve, are required by law to keep banks out of the United States unless 
we can author, as a sanction, that they practice consolidated supervision. 
You can imagine--it takes some imagination but you can imagine that if 
we start going by our own rules and don’t go by the rules, that are adapted 
in Basel, that jurisdictions around the world could say, “You’re under 
supervised, you’re under regulated and you can’t do business here.” Now, 
I suspect that’s a sort of nuclear option but it certainly is a possibility. 

 
 And on your second point chipping in, that was the part that cut out of my 

talk. The reason why we want the IMF is because it is a large 
prepositioned amount of money, that we can use mobilize instantaneously 
before, so we don’t have to go to Congress every time we want to and 
round up the coalition of the willing anytime we want to save one of our 
friends. Now, we don’t have any friends anymore. Maybe it doesn’t matter 
anymore. 

 
Male Speaker: On US investment banks, obviously, I agree. It is very striking when you 

look at the numbers and my colleague at another shop, Google, Derek 
Schumacher, has together with Charles Goodhart published very good 
numbers about it. How dramatically US investment banks have gain 
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market shares through the crisis not only globally but also in Europe. And 
they now dominate the European investment banking market in a way that 
wasn’t--absolutely wasn’t the case 10 years ago. 

 
 So, there’s a lot to lose here if by clumsiness or neglect or other 

motivations, administration gives excuses to European policymakers for 
having specifically anti-US investment bank policy. Now, if that’s the case 
that I’m sure will be made by the investment banks to the US 
administration and I understand but I speak under assignments control 
here that they have ways to get their opinions conveyed to some key 
figures in the administration. So, I don’t know whether we should worry 
too much but that’s certainly something to be kept in mind. 

 
 Now, on the information sharing specifically and that also translates to 

some aspects of crisis management, I think there’s a risk and perhaps--and 
again, sorry if that sounds paradoxical and opportunity or if you will of 
fear and hope. And fear is a breakdown of information sharing to the 
limited extent that it exists. And Ted reminded us that even in the best of 
times, information sharing is not great or if easy. The hope is that you 
could have a scenario which in a way did exist to a limited extent in some 
corners of this space during the Bush years of benign neglect. So, you 
would have less high profile rule for US financial agencies and they would 
be less under the spotlight and that would give them more space to 
cooperate internationally. This is not truly theoretical. If I look at the 
CFTC and the SEC in particular over the last eight years, I think the public 
attention on them has prevented them from cooperating effectively at an 
international level. 

 
 One example is actually again my old obsession about accounting 

standards. Chair Mary Jo White of the SEC when she departed said 
explicitly that she would have wanted to do more in the direction of 
IFRAS adaption in the US but she was prevented by all the emphasis on 
enforcement. And I think this has to be taken that face value to a large 
extent. So, we could imagine that the betas happened under--again, I’m 
not a fan of Chair Cox of the SEC for his role in broker-dealer prudential 
supervision but I think he was constructive like it or not in a number of 
international cooperation matters and we could see something of similar 
nature in the years ahead. 

 
Jason Furman: Anna. 
 
Anna Gelpern: So, I want to address two of Adam’s points and then put out a broader 

thought, which is--so first, it’s not so much about whether we share 
information. It is about what kind of information we collect from whom 
and how, and a lot of this you heard from Barbara, right? So that yes, we 
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could do more in information sharing and if nobody trusts us, that will 
break down. 

 
 But there’s a more insidious problem and that I think it connects with 

Nicolas’s accounting obsession. And that is--it’s how you count, it’s how 
you collect the data, it’s how you report that matters enormously and takes 
you from--can make one institution look solvent one day and insolvent 
another day. And I think that would be a very big loss that I don’t think is 
quite as politically salient as it should be. 

 
 And the other point is on crisis response. It is not just about grabbing 

assets in various jurisdictions for a transnational financial institution but it 
is also that for as long as the US dollar is what it is, a big global crisis can 
back up into the US dollar payment system and become our problem 
whether we like it or not. And if we are not at the table for arriving to this 
party, at midnight, we’re just not in a very good position to protect 
ourselves. 

 
 And, the alternative is, well, if the US dollar is not what it is right now, 

then heck, less risk to us, less exposure to us, maybe we can just go home. 
So, the broader point is this. There is I think an inherent contradiction or 
attention at least between the executive order, which says advance 
American interests in international financial regulatory negotiations and 
meetings as an objective right there and then in black and white. And, a 
piece of legislation that makes us inordinately difficult to deal with that 
goes from a regime where we go to a forum and negotiate stuff and then 
come back, and go through a notice and common process and implement 
rules and implement legislation or not using our domestic control, you 
know, democratic controls. 

 
 And a world in which we have to go to the public, to Congress 30 days 

before opening our mouth at any of these fora. We’re just not worth the 
trouble in that world. And maybe this is an opening bid but I think if 
enacted, it’s a different world. 

 
Jason Furman: Unless Simon is okay. Excellent. Well, thank you so much for this great 

discussion. Thanks to all our panelists and people should get their food as 
quickly as possible. Every extra minute getting your food is one less 
minute listening to Nathan. 

 
Keynote Address: Nathan Sheets 
 
Adam Posen: So, good afternoon everyone. We’re going to reconvene for the final 

session of today. We’ve had a--I think very real world and very insightful 
set of discussions about the US interest in International Financial 
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Cooperation not just from the public but also from the private sector, not 
just from Americans but also from friends from abroad. 

 
 But for our final session today, we’re going to turn to a distinguished US 

public servant. Well, Ted gets annoyed when I say this, the Honorable 
Nathan Sheets. I could say it’s YouTube. Well, the Honorable Ted gets 
annoyed when I say this, the Honorable Nathan Sheets. Don’t worry Ted, I 
only do it the first time he comes out, which is the point. We are delighted 
that Nathan is now a visiting fellow here at the Peterson Institute and this 
is his debut on our stage as a fellow. 

 
 To just repeat what I said earlier for those of you tuning in online or who 

came for lunch, Nathan is in many ways the ideal of the economic 
technocrat. After getting his PhD at MIT, he went to work at the Federal 
Reserve Board, spent a long and distinguished career there producing not 
only good research but becoming increasingly involved in the leadership 
and ultimately ending up as director of the Division of International 
Finance. 

 
 He then prior to and during part of the crisis was head of global economics 

at Citigroup or Citi or whatever it’s now called, which of course gave him 
a different perspective and set of insights. And I know from our many 
friends from the private sector, he was highly esteemed for his briefings 
and his insights that were market-oriented. 

 
 He’s recently completed service as the Undersecretary for International 

Affairs at the United States Treasury during the second Obama term. Most 
importantly for today’s discussion, that means both in his prior role at the 
Federal Reserve and his last role at the Treasury, he was the point person 
for dealing with the FSB, for dealing with bilateral US/EU financial 
issues, for dealing with China. These are important insights. And so, 
Nathan will address today, I don’t think it will be a surprise in terms of 
bottom line but I think the content is enormously important even when 
you’ve been burnt in international negotiations and even when Congress 
burns you for attending them, why you still show up in the morning and 
do that? Nathan, please. 

 
[Applause] 
 
 
Nathan Sheets: Well, it’s very much a pleasure to be here today to share some thoughts on 

issues related to US International Economic Leadership and particularly 
what that means for the Financial Stability Board. I should quickly 
observe that the discussion that has preceded me today has been 
extremely, extremely rich. And it is tempting to want to pivot toward a 
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summing up kind of thing because there has been so much great value 
that’s been articulated. 

 
 Nevertheless, the underlying narrative that I prepared is one that I feel 

deeply and passionately about. And it’s one that I would like to articulate. 
So, I move forward with the original remarks but I will, along the way, 
make some comments about some of the things that we’ve heard in the 
discussion. 

 
 So let’s start this review at the foundations, at the rudiments. What are the 

key elements of US economic leadership? And, based on my observations, 
my experience, I would say that there are several that are particularly 
important. First, we’re the largest national economy. Second, our financial 
markets are preeminent. Third, we have a legacy of past leadership. I 
would say here lags matter. And as a result of decades of leadership and 
significant contributions to the international system are shareholding or 
quotas and so forth in the international financial institutions are 
significant. And as a related matter, our currency is the reserved currency 
in our government securities or the global safe asset. 

 
 But the nature of our leadership goes beyond the size of our economy and 

markets in the past. It also reflects the quality of our ideas and the fact that 
the United States in international fora engages as vigorously, arguably 
more vigorously than the other jurisdictions. And, when we come to G20 
meetings or G7 meetings rather international events, we are again at least 
as prepared and I would say arguably more prepared than others around 
the table. 

 
 So, part of it is what our economy is but another important part of that 

leadership is the way that we engage in the international process. And 
then, finally, I would say another aspect of this that has given us 
credibility in recent years is that US policymakers in some sense pass the 
test during the last crisis. In here, I would highlight in particular that the 
dollar was the safe haven currency through that period and that the Fed 
acted as a global lender of last resort. That was the case directly through 
the swap line programs, which is an initiative that’s near and dear to my 
heart but also indirectly through the discount window and some of the 
other facilities where there was significant international participation. 

 
 So then, the next question is, okay, we have this international leadership, 

what are the domestic benefits? When we lead, we do lead with an eye on 
the global comments. We seek outcomes that are hopefully fair and 
transparent, rules-based, as many have said, this race to the top 
framework. But importantly, importantly, when we’re in these 
negotiations, we also are very much aware of our affiliation and of our 
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national origin, and what are our policies that are in the best interest of 
United States and the US people? 

 
 And, consistent with that observation, we seek to give resources in 

directions that will be helpful for the United States. And then, similarly, 
we, as others have noted, encourage other jurisdictions to implement the 
same kind of high quality policies and programs that we have adopted here 
at home. 

 
 Now, there is an important flipside on this that I think is very important 

and that is if we don’t lead, other countries will. And, they also, they may 
have an eye on the global comments but they are going to lead in ways 
that are consistent with their own national interests. 

 
 I want to just give you one example of this and this is an extraordinary 

headline that came across the wires about 10 days ago. Its title is China 
Defends WTO in Face of Trump Rebuke. The first line of it is the world’s 
second largest economy seeking to position itself as a definitive 
international trade system. I think this is also consistent with President 
Xi’s very high visibility speech that he gave him mid-January in Davos. 
And I think it’s also in some sense consistent with the analysis that Nikola 
put forward that if United States doesn’t lead, other countries will and they 
may take the global system in directions that are inconsistent with or 
incompatible with US interest. 

 
 So, agenda for the talk, first, I will now pivot and focus on one specific 

example of international coordination and cooperation, the Financial 
Stability Board. And then, look at the ongoing domestic debate and we’ve 
heard some of it today. There’s also been a parallel political criticism of 
the FSB that I look some of those, some of those issues as well. Talk a 
little bit about what the FSB has actually accomplished. And then finally, 
talk about a few reforms that I think could further enhance the FSB’s 
effectiveness. 

 
 Now, coming out of the financial crisis, I would say there were two key 

objectives that policymakers had. The first one was to establish stronger, 
better financial regulation. The second one, it’s really the focus here, is to 
ensure as much international consistency as possible. It’s very natural to 
ask a question, well, why? Why was that an objective? And I should 
underscore that was clearly an objective of both the Bush administration 
through the end of 2008 and was taken midstride by the Obama 
administration in early 2009. That was bipartisan agreement. 

 
 My list would be the following three things. First, to avoid regulatory 

arbitrage. If some jurisdictions have weaker regulation than others, what 
you’re going to see is risks building up in those jurisdictions. When those 
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jurisdictions face problems, those challenges, given the nature of global 
and the linkages are going to be felt elsewhere including in the United 
States. And arguably, we saw some of that in the global financial crisis. 

 
 The second reason why it was important to achieve consistency was to 

avoid fragmented global markets to allow the flow of credit to move to 
efficient uses across the globe. And then, the third one is to provide a level 
playing field for US institutions to compete abroad. 

 
 But the bottom line here is that favorable outcomes for the United States 

require responsible policies in other countries. Problems abroad will fall 
onto our shores if we don’t--we work with those authorities to achieve a 
strong regulation. And, for that was worth, there was broad international 
agreement on both of these. 

 
 Now, on this slide, I’m going to go fairly quickly but let me just make the 

following point. If thinking about how do we achieve international 
cooperation, broadly speaking there are two models. One is we adopt 
those regulations nationally and then seek to internationalize them. I know 
that obviously has advantages and that we’re able to put national interests 
first. The problem is it’s also very likely to result in patchwork fragmented 
regulation. The United States is large and we’re the leader but we can’t 
dictate to the rest of the world. 

 
 The other model is sort of the Woodrow Wilson League of Nations model 

is where you agree to it internationally and then try to impose it on the 
United States. And obviously, that’s not politically feasibly either. So, in 
reality in thinking about how does regulation arise in the United States 
versus in the rest of the world, it requires a process of triangulation of 
being aware of the absolute priority of national interest but also thinking 
carefully about what’s feasible for the rest of the world. And, I would 
argue why the FSB key, key point is the FSB facilitates this cooperation 
and makes this sort of triangulation of interest possible. 

 
 Now, the structure of the FSB, we’ve talked a fair amount about that this 

morning already. It was established by the G20 leaders. It includes all the 
major jurisdictions, the treasury, the FED and the SEC are members. It 
also includes the major standard setting bodies like the Basel Committee 
and IASCO which is the securities regulators and its chair. It’s important 
point. It’s chaired by Mark Carney who’s the Governor of the Bank of 
England, and what’s important here is Carney has been the chair for the 
last six years and his term as chair will expire in November. So this means 
that 2017 is going to be a period of leadership transition for the FSB. 
Some other senior leaders of the FSB including Dan Tarullo are also 
moving on, and I’ll come back to this point about leadership turnover. 
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 Now, heart and soul here, this is where I really want to focus on. One of 
the domestic criticisms of the FSB, well, poorly governed and 
unaccountable to political oversight, compromises US sovereignty and 
forces bad policies that the US doesn’t want on our system and on our 
regulators. It’s secretive and nontransparent. The policies don’t reflect US 
interest and all of this is actually embodied or one of them at least is 
embodied in this quote from representative McHenry to Janet Yellen. And 
in particular, the line, well, these standards are being negotiated with 
bureaucrats in foreign lands without transparency, accountability or the 
authority to do so. 

 
 In addition, there’s another line of argumentation that we heard to some 

extent from Barbara, which is a concern that the FSB and its policies may 
be too bank-centric and just too much stuff happening, which in some 
sense also harkens back to the concern about transparency. 

 
 So, let me talk about this one one-by-one. So, in terms of governance and 

functioning, the FSB reports regularly to G20 ministers and governors 
several times a year and annually to the leaders. It’s clear who’s running 
the show. It’s the ministers and governors and the leaders. It’s not the 
FSB. Decisions in the FSB are taken by consensus. So, if a jurisdiction 
simply cannot live with an outcome, they have the capacity to block it and 
other approaches and arrangements have to be found. And indeed late last 
year, there was an example where a jurisdiction blocked an agreement and 
compromises were found. 

 
 So these decisions that are coming out of the FSB, here’s the next step. 

They are by consensus, even so, they’re not formally or legally binding on 
FSB members. And in fact, the FSB charter says that the group doesn’t 
create any legal rights or obligations for its members and there’s an 
expectation that these agreements that are made at the FSB will be 
translated into domestic regulations in the various jurisdictions with due 
regard for the unique circumstances that are there. Instead of formal 
requirements, the FSB uses moral suasion and peer reviews to motivate its 
members. 

 
 But clearly, the members--this is the flipside of that, the members do have 

incentives to implement, there are advantages to a level playing field, the 
peer reviews are a measure of accountability and ultimately your 
credibility in the international regulatory process will depend on whether 
or not you implement today that this is very much seen and in fact is a 
repeated game. 

 
 Now, one specific example here that let me just highlight and this is the 

FSB has taken steps to identify systemically important institutions and the 
membership has agreed to have higher standards and requirements for 
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them. And I would argue that this is broadly similar to a regime that 
Congress mandated under Dodd-Frank. So Congress mandated a regime 
similar to this under Dodd-Frank and then we have seen over time this be 
adopted globally as an approach by the FSB. 

 
 As a result of this, I would argue that capital levels for these large 

institutions abroad are higher and this system is safer. And let me just 
highlight here Chair Yellen’s response to representative McHenry, which 
very much touches on this by participating in the development of 
International Regulatory Standards, the Federal Reserve can influence the 
standards in ways that promote the financial stability of the United States. 
In some important instances, US agencies have used international forums 
to promote standards already determined domestically I would argue like 
the G-SIBs to be important for US financial stability. 

 
 The issue of transparency--the FSB charter requires it to consult and to 

have structured processes for those consultations. The FSB has a website. 
I spent a lot of time on the FSB’s website in recent weeks. There is a huge 
amount of information, press releases, annual reports, a relatively new 
annual report assessing implementation and facts of reforms, speeches, 
detailed documents requesting public comment. So, there’s a lot up there. 

 
 Is this enough? I think that the clear trend in the way the FSB is operating 

is to award greater transparency. Nevertheless, this is an issue I would say 
in both the academic debate and in the political debate that’s highlighted, 
is the FSB transparent enough? And I think this year with these leadership 
changes particularly Chair Carney moving on as FSB chair that this would 
be a natural time to think harder and for the group itself to do a review on 
that. 

 
 Now, let me pivot in the remaining time that I have and address a 

somewhat different set of questions and that is what has the FSB actually 
accomplished? So I’ve talked some about governance and transparency, 
and how it functions and very much argue that the FSB response to the 
members and helps shape the debate but doesn’t create legal requirements. 
But really, the ultimate question that we must care about is--the question, 
is the global system safer than it was before and is the global system safer 
than it would have been if we hadn’t have had the FSB? 

 
 And I would argue, yes. Doesn’t mean that everything has been done or 

everything has actually even been done perfectly along the way? But on 
balance, the system is safer. Banks have more capital and better quality of 
capital, and there’s additional liquidity buffers in place. 

 
 And let me just show a little bit of data and I should add parenthetically 

that these kinds of data are not that easy to come by. And, it would be 
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constructive for the FSB and other international institutions to think about 
better sources of data that are consistent on these kinds of things across 
countries but I’ll go relatively quickly through this. 

 
 The chart on the right-hand side shows Tier I capital for some advanced 

economies in 2007 and in 2015. All of the dots were above the line 
suggesting that capital levels have increased significantly relative to 
before the crisis. 

 
 Another measure, these charts focus on the G-SIBs, the global 

systemically important banks. The red line is the capital ratios, Tier I 
capital ratios for the G-SIBs, which have roughly doubled since 2011 and 
the quantum of capital, the blue line has increase quite significantly as 
well. 

 
 The white panel looks at the distribution of the capital increase between 

the US institutions and the foreign institutions. I just highlight--put this 
chart in to highlight that both US and foreign institutions have 
significantly increased their capital levels. So, what we’re doing at home 
is being echoed by regulators abroad. 

 
 Here’s a measure of liquidity. Liquidity shortfalls relative to Liquidity 

Coverage Ratio or LCR, the red bars have fallen and measures of the 
Liquidity Coverage Ratio moved up from about 1.15 to about 1.25. So 
measures of liquidity in the banking system are higher. 

 
 And then, finally, and this is just one measure. The FSB has also worked 

hard to make derivatives market safer. The opaqueness and then the 
linkages of these markets was a problem during the financial crisis. Now, 
there’s more clearing standardized trading and reporting. Here, I show you 
that significant increase in central clearing of OTC derivatives trades, 
which was one of the objectives and I would argue makes the system safer 
than it was 10 years ago. 

 
 Here, a few other accomplishments to the FSB that are harder to quantify. 

Some improvement has been made in resolution frameworks, progress 
toward ending too big to fail. The development of the Total Loss-
Absorbing Capacity standard is important. Shadow banking, Barbara 
talked a firm amount about that. The FSB has actually evolved. I used the 
old term here. Most of the FSB documents now call it market-based 
finance. But essentially, it boils down to intermediation that occurs outside 
the explicitly regulated financial institution. 

 
 And ironically, the term shadow banking as I understand it at least was 

first articulated or coined by McCulley who was at the time working at 
PIMCO, part of the shadow banking system and I don’t think he intended 
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that and typically is not being used in policy discussions as being 
discouraging. 

 
 But in the shadow banking market base finance realm continued review of 

potential systemic risk associated with nonbanks particularly asset 
managers. Now, in mid-January, the FSB came out with a detailed list of 
14 recommendations to look at the various activities of asset managers. 
My sense is that that is a credible effort, that has involved the asset 
managers. I think Barbara in her remarks very much agreed with that. 

 
 But the point and maybe we can talk more about this that the process on 

asset managers has been challenging. I mean, that’s absolutely right but I 
think it is for the reason that Patrick highlighted is that we saw at least the 
possibility that there were some risks in this system and it was in an area 
where we didn’t have experience with regulation. 

 
 So, in any event, I would argue that the efforts made by the FSB have 

made the system safer, it doesn’t mean that we’re done or everything has 
been done exactly right but on balance safer. 

 
 What is the FSB going to do going forward? Well, I really like this quote 

from Mark Carney and particularly the first part. Our collected priorities 
must be to implement our past agreements in a full, timely and constant 
manner. 

 
 Really the key now is to implement the work and the agreements that are 

already in existence. I think there’s broad agreement in the international 
community that we don’t need further significant enhancements in what 
we have. At least, there’s no evidence for that yet, which actually gets me 
down to that very last bullet. So the two most important things on there in 
my mind are implementation and the last bullet, strengthening tools to 
evaluate the effects of existing reforms. 

 
 The FSB has commenced an annual report looking at the effects of 

reforms and continues to develop tools and we’ll see this over this summer 
when this report comes out to better evaluate whether the reforms are 
having the intended consequences. And, as we get a better infrastructure 
and framework in place to evaluate where we are, and I think that that’s 
very much in the pipeline, then I think it’s natural for us to come back to 
the question, is there more that we need to do? Are there gaps that we need 
to fill? Are there places where maybe it’s been too much or not 
sufficiently effective? 

 
 The other elements on the list I think have been discussed by other 

speakers this morning. But that first bullet and the last bullet are really 
what I see as being the key for the next few years. 



62 

 
 So then finally, how can the FSB increase its effectiveness further? As you 

deduce, I think the FSB has a strong record. Nevertheless, stepping back 
and thinking, and evaluating and still very constructive. It’s appropriate 
for the G20 to do this as the governance group for the FSB and it’s also 
appropriate for the FSB itself to focus on this. 

 
 Some issues, some questions that I would ask on representation, if you 

have the right mix of members and you can think about that across 
geographies, there are a lot of Europeans. On the other hand, the US 
representatives is around the table, vigorously engaged and the views of 
those representatives are recognized consisting with the weight of the US 
economy. But is it right across geographies? Is it right across the areas of 
expertise? Should there be more representatives from securities regulators 
or markets regulators? 

 
 In the United States, the SEC plays a critical role in our participation in 

the FSB. The CFTC has brought in as well and this is true for other 
jurisdictions but thinking about representation. Along the way, I 
highlighted the issue of transparency. Other further refinements would be 
helpful to the FSB in achieving its mandate. Public communication, can 
the FSB make its case more persuasively? I think this is -- a subset of this 
might be thinking about releasing additional data that would help various 
observers have a discussion about how global capital standards and 
liquidity standards have evolved. 

 
 And then, finally, the issue of focus. Are our work streams fully focused 

on the issue of financial stability? There are a lot of other interesting 
things that the FSB could do that don’t necessarily link in directly to 
financial stability. 

 
 So, let me conclude. If I had to list three key benefits, it would be a safer, 

more effective global system, more level global playing field around high 
standards and then sort of the flipside that if we don’t engage, that vacuum 
isn’t going to be there forever. Others will step in. Thank you. 

 
[Applause] 
 
Adam Posen: Nathan, when you mentioned turnover and leadership at the FSB, you 

didn’t mention the fact that you’re no longer there either. So, there is a lot 
of change going on. 

 
 We’re a little over our normal time. The sun is coming out so I’m sure 

everyone wants to get their sleds. So, let me just put two questions to you 
quickly and then we’ll open up. 
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 First is, I mean, you talked about the FSB in the many facets that could go 
on but obviously there are other things going on besides the FSB. So, our 
colleague Nicolas Véron mentioned as he’s want to do accounting. Can 
you take us through what--as a--just in that areas another example of US 
role in international? What are the limits of international cooperation? 

 
Nathan Sheets: Yeah. Thank you for that question. Achieving an international 

convergence in accounting standards has been an objective of the G20 and 
the FSB for the last decade. And in fact, if you go back to the original G20 
communiqué, so the first leader’s meetings, what were some of the key 
things that the FSB was asked to do? It was to move the ball forward on 
accounting and convergence with accounting standards. 

 
 In the intervening 6 to 10 years, the international system, international 

bodies have worked vigorously in pursuit of that objective. And, I think 
that we’ve come to a conclusion that there are some differences that are 
just of a--almost a theological nature that are not going to be bridged and 
that there are some places where regardless of how we hard we try to 
achieve international convergence, we’re not going to get all the way to 
where we want to go. 

 
 The analogy I’ve used on this for quite some time is that this is like 

religion. Trying to turn the gap people and the eye first people and vice 
versa is like trying to get Protestants to become Catholics and vice versa. 
It’s just not going to happen. 

 
 So, my sense is that that is an issue, at least for now. I mean, maybe in a 

different generation but at least for now, it’s been put to the side but that 
doesn’t mean it’s not an important issue. I think that it’s clearly an 
important issue in terms of transparency of the system. And then, it also 
comes in in interpreting leverage ratios. And, differences in European 
leverage ratios versus US leverage ratios. So, it’s important but I think 
that’s when where we’ve tried and it’s just hasn’t happened. 

 
Adam Posen: Thank you. One more question if I could. You were as you always have 

been both forceful and circumspect. Now that you’re out of office, I’m 
going to push you to be a little bit more less circumspect. 

 
 So, in the spirit of Jason’s question earlier to our previous panel, if 

Congress has a bug in its bonnet, a bee in its bonnet that international 
cooperation prima facie must be contrary to US interest. How should we 
go about responding to that? Should we just say to them like I was just 
saying earlier, there’s going to be fewer American investment bankers 
abroad they’re going to lose tax money. Should it be reasoning with them? 
Where do we go from here if Congress has that attitude? 
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Nathan Sheets: So, I think the biggest risk if we pull back stems from then having 
different regimes in different countries and those folks that are running 
institutions and investing are going to put the money where they expect to 
have the highest return. And the result of that is going to be regulatory 
arbitrage building up of risk in some of these key jurisdictions that are 
more likely regulated and I am absolutely confident that if we hadn’t had 
the FSB, there are some jurisdictions that would have softer regulation 
they may have today. I’m not going to say everywhere in the world. I 
mean, the Swiss for--are clearly committed to it but there are some 
jurisdictions that would be less regulated and I think there would be 
vulnerability associated with the lower level of regulation that they have. 
But even more so, the differential that they would get more risk building 
up in their system. 

 
 As we saw in the financial crisis, what happens in the states has 

implications for the rest of the world but significantly, what’s happening 
in the rest of the world is going to impact the US. So this means more 
financial stresses, more potential crises in the United States and those 
crises, I mean, are terrible events in terms of their class on real families 
and real human lives in terms of employment, credit availability, business 
creation. I mean, one of the extraordinary signatures of the financial crises 
is household formation, it fell sharply during the crises and is still much 
lower than it was beforehand. So, it’s fundamental as people getting 
married and people leaving home and starting their lives independently 
that the crises risks are significant. 

 
 And then, I think that a more fragmented system is going to be one that’s 

less capable of being able to support credit. That means less opportunities 
for people to buy houses and get cars, and start businesses and so forth. I 
think that there really are significant, meaningful bottom line implications. 
And let me also add, I very much agree with the spirit of the question and 
the orientation of today’s discussion that I think that a lot of these issues, 
those of us that are strongly in favor of global engagement in international 
cooperation, in international integration. We simply have to articulate our 
case in a way that is more forceful and more compelling to the 
businessman on Main Street, the family in the heartland of the country. 
We’ve fallen short. 

 
Adam Posen: Thank you for that very much. So, we’re going to have one final round of 

questions as usual. Just goes here with the traveling mic in front. There’s a 
microphone in the back. I mean, obviously, Jason--not Jason. 

 
Male Speaker: I’m flattered by the-- 
 
Adam Posen: No. Nathan’s closing would have been a fabulous closing to the day but I 

don’t want to cut off the questions. Anyone, please. 
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Jeromin Zettelmeyer: Jeromin Zettelmeyer PIIE, so, Nathan, even though it would have been a 

fabulous closing, I still want to challenge you a little bit on it. 
 
Nathan Sheets: Great. 
 
Jeromin Zettelmeyer: Because the basic point you made is the strongest argument for 

International Financial Cooperation is to prevent the dangers of regulatory 
arbitrage. But I suspect that the guys who want to suspend the 
International Financial Cooperation in the US Congress if there are such 
people want to do it precisely because they want the US to take the lead in 
international regulatory arbitrage operation. They want to lower financial 
standards here and they do not want to be fettered by anyone in Basel 
anywhere else in preventing it from doing it. So, how are you going to 
respond to those people if at all? 

 
Nathan Sheets: Oh, that’s a great question. Now, arguably, the scenario you articulate is a 

special case to what I was saying. I was saying that you’d have regulatory 
arbitrage, it would build up in a weekly regulated jurisdictions. If the US 
happens to be weekly regulated jurisdiction where the rest are building up 
and we also sought some of that before the financial crises. 

 
 As an aside here, I thought Patrick’s point that before the financial crises, 

the US led an effort to deregulate is right. So, if we’re moving in that 
direction, we’re the likely regulated jurisdiction and that means we’re 
going to be the center of the financial crises, which is even more 
detrimental and potentially damaging scenario for us. 

 
 Now, stepping back from it, I’m kind of in the group of people that I’m 

not yet convinced as to where this new administration is going to go at 
least on explicit regulatory policy. I do believe that sort of the way the 
existing regs are implemented is likely to be in a more gentle, less, 
vigorous, less thorough way with C-CAR probably being the most marked 
softening. 

 
 But I would be surprised to see a stepping back from the capital liquidity 

standards that articulated as a result of Dodd-Frank and in particular 
before I could say Congress to repeal them. I mean, the headline would be 
Trump administration goes soft on big banks and that’s a politically I think 
challenging headline for an administration of any party. 

 
Adam Posen: Great. Please. 
 
Louis Pauly: Lou Pauly, University of Toronto. That was really a fascinating talk. I 

wonder if you could just connect your conclusion to the beginning and just 
speculate a little bit about the politics of this. When we’re appealing to the 
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heartland about the virtues of international cooperation, what if the 
heartland is saying in the most recent election that the fact that the US was 
the international lender of last resort with their money and that some of the 
implications of that action were seen as personally costly, how do we 
convince them? 

 
Nathan Sheets: Yeah. I mean, no one wants to jump up and down and say the policies that 

were pursued during the financial crises were policies that were--we were 
excited about at the time or are excited about in retrospect. The reason 
those policies, those crises management policies were put in place is that 
regardless of how hard they were to do and how unpalatable they might 
have seemed not doing them would have been even worse. It would have 
been far, far worse, which then gets us to a central tension. 

 
 I remember at one of the hearings of the House Financial Services 

Committee that I went to with Chairman Bernanke and it was when 
Barney Frank was still chairman of that committee. And, Barney Frank 
mentioned in passing nobody ever gets reelected with a bumper sticker 
that says, “Without me, things would have even been worse than they 
are.” That doesn’t appeal to hearts and minds. 

 
 So, people saw things they didn’t like. Well, I think I just articulated my 

views. I really believe in international cooperation and I believe in the 
crises management efforts that were put into place. But I saw things I 
didn’t like as well. So I think that somehow we need to think about how 
do we reframe this discussion. What are the advantages of international 
cooperation? 

 
 Well, we know and we need to think about how to make this more 

transparent and obvious. We know that international trade creates jobs and 
we know that the trade that’s created by international--by increased 
exports, that those tend to be good jobs, high paying jobs. The problem is 
that the flipside of that is there’s also employment destruction. And, it’s 
easier to point at a factory that says, “Oh, that factory is out of business 
because of international trade,” than it is to point to a job or a factory 
that’s there because of increased exports. Those tend to be more 
incremental and spread evenly throughout the system and many different 
plants. And it’s also harder to walk into the store and say, “Well, if it 
weren’t for international trade, all of this stuff would be fill in the blank, 
10, 15 whatever percent higher than it is.” 

 
 But I do think there is a narrative there. I think there may be is also an 

interesting narrative that I’ve seen some of the analytics done in the past 
of how foreign institutions working in the United States and operating in 
the United States support credit and lending, and job creation and so on 
and so forth. I think that’s an interesting discussion. 
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 But what are these positive narratives where we can point to good stuff 

that people have in their lives that flows as a result of international 
cooperation? In addition to this overprotecting it from the bad stuff but it’s 
harder to win the elections and win the debates on, “Oh, without us, it 
would even have been worse.” 

 
Adam Posen: Well, without Nathan, the last few years would have been more than a bit 

worse for the rest of world and for the US. So, thank you for joining us. 
Thank you all for coming in today. 

 
 

 


