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)¢ ...will impact the future Financial System and many
guestions remain to be answered...

Will the global financial system be safer and simpler?
What will be the role of banks versus role of nonbanks?

Will the financial system be smaller as a proportion of
the economy?

At the global level, will financial expansion and
integration continue?

What kind of banking system will we have?
What type of markets will we have?
What will happen to Innovation?




...But we do know that in any case, the health of the
financial sector depends on several factors...

Economic Supervision
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Governance
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...and the Financial crisis post-mortem has initially
focused mainly on enhanced regulation...

Higher and
better Capital
Requirements

New Liquidity
Requirements

Improved Macroprudential
Accounting Regulation

Regulation




J% .. But having good rules will not be enough to prevent

such a crisis in future.

Most countries broadly follow similar rules

But the quality of implementation varies

As does monitoring of implementation and follow up

Hence the need for strong supervision




% \What went wrong with supervision
this time ?

Did not take matters to
their natural conclusion

Did not intrude sufficiently
into the affairs of
regulated institutions

In some cases,
supervision:

Was not proactive in
dealing with emerging
risks

Did not adapt sufficiently
to the changes in the
environment
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Intrusive J |
to act
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Quality
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= What are the factors influencing ‘will’

and ‘ability’ to act ?

Ability to Act Will to Act

Authority m -
e
Interagency
Relationships g s (Vs




2 X4

% How good are countries in ensuring
this “will” and “ability” ?

DY

Effectiveness of supervision is assessed in IMF/World
Bank Financial Sector Assessment Program starting

...and our findings show that effective
supervision remains a challenge across the
membership, particularly regarding the elements of
the “will to act”.
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Main deficiencies reflected in FSAPs —
areas of lowest compliance globally

Banking Supervision Insurance Supervision Securities Regulation

Consolidated Supervision Corporate Governance Operational Independence
and Accountability

Country and Market Risk Supervisory Authority Regulatory oversight of
(Independence, SROs
Accountability Resources,
Powers, Protection)

Risk Management Process  Group-wide Supervision Supervisory Powers,
Resources and Capacity

Operational Independence, Risk-assessment and Effective use of inspection,
Accountability and Management enforcement and
Resources compliance



Supervisory will and ability to
act remains an issue

Key elements of the
supervisory ability and
will to act — clear
mandate, operational
independence,
adequate resources,
effective powers — are
not met with in many
countries assessed
under the IMF-World
Bank FSAP program
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Some observations from IMF
assessments

* On operational independence,

absence or requirements for a fixed term for head of agency or no
specified reasons for dismissal or requirement to make public reasons
for dismissal;

lack of credibility in supervisory actions because powers are not used,
or a prominent role for ministers in supervisory decisions either due to
legal requirements or established practice;

no budgetary independence as activities are funded out of central
budget;

Limited protection of supervisors from industry and government
interference;

presence of supervised financial sector participants on agency boards;

and in few jurisdictions, the practice of supervisory agencies owning
supervised financial institutions or being on their boards



Some observations from IMF
assessments

Supervisory capacity and resources - Commonly cited deficiencies:
- lack of experienced supervisors, training budgets
- inability to retain qualified staff due to low salary scales and competition from
industry
- Use of supervisory resources not always responsive to risks but may reflect
other priorities or mandates

Formal Powers of Supervisors- Commonly cited deficiencies:
- Most have authority to impose sanctions on banks, though sometimes for a very
limited range of events.
- Lack of clarity in matching the sanction to the severity of the infringement;
leading to inconsistent application and loss of credibility
- In few instances, powers very narrow and would lead to extreme actions for
common situations
- In several cases, formal or informal requirements for all/major sanctions and
penalties to be approved by the minister, which eroded supervisory credibility



International attention is now
turning to supervision

* The G20 leaders recognized the importance of
strengthening this “second pillar” in their Toronto
declaration and reiterated this in the Seoul summit

)
-

)
“rar

— We redffirmed that the new financial regulatory framework must be
complemented with more effective oversight and supervision. We agreed
that supervisors should have strong and unambiguous mandates,
sufficient independence to act, appropriate resources, and a full suite of
tools and powers to proactively identify and address risks...

* In October, the FSB(in consultation with IMF) made
recommendations on enhancing supervisory intensity and

effectiveness in SIFls

* Future reviews will focus on assessing issues in supervisory
mandate, independence, authority and resources
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Thank you.

References in this presentation

G20 Communiqués

1.Seoul Summit Leader’s Declaration
(Nov 2010)

IMF Staff Position Notes

1. “The making of good supervision-
learning to say no” (May 2010)

2. “Redesigning the contours of the
future financial system” (Aug 2010)

3. “Shaping the new financial
system”(Oct 2010)

FSB Reports

1. “Intensity and Effectiveness of SIFI
Supervision (Nov 2010)”
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S8H2 218 JIARE A2E FFEIL, 2006~200730 HIoHM= B2 SO0} S.
2006 2007 2008 2009
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