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Introduction
I have been asked to put the reporting requirements for CRD IV into a broader
international context. What are the regulators, and the governments to which they
report, trying to do? What is the big plan, why are they doing it, and when will
enough be enough?
My message is that there are very good reasons for stepping up reporting, and the
pressures are not going to go away. And I hope to convince you that stronger
standards and more intrusive reporting is in the interests of the financial services
industry.
By way of background, we should not forget how costly this crisis has been.
Figure 1.

Costs of the crisis, 200811, cumulative in percent of GDP

Source: Laeven and Valencia (2012)
Output losses in the UK and the US over the first three years since the crisis hit are
estimated at between 25 and 30 percent of GDP, in the Netherlands at 23 percent,
and even in Germany, which managed to push some of its banking problems onto
the eurozone periphery, at 11 percent. The fiscal costs directly related to the
restructuring of the financial sector have been substantial, and the increase of public
debt over the first three years in the region of 25 percent of GDP in all these
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countries. Unemployment has jumped by several percentage points as a direct
result. And more costs have been incurred in subsequent years.
There is a huge human cost here as well as the purely economic losses. Governments
not only have to cope with this, but are rightly trying to find ways to prevent it
happening again. I don’t want to dwell on this, but when we look at the cost of
increased reporting and regulatory compliance, it has to be set against the costs
society is already paying and would have to pay if the regulatory failure were
repeated.
This brings me to my second point, that the financial crisis was primarily a failure of
regulation and the regulators.
Popular anger has understandably been directed at the bankers and other financial
sector participants, but their behaviour is something of a red herring. Bankers are
responsible for taking due care of other people’s money, for not engaging in
anything illegal or deceitful, and making a return for the bank’s shareholders.
However, they are not directly responsible for the build up of risk within the
financial system itself. Monitoring the stability of the system and taking action to
keep systemic risks under control is the regulators’ job. And they clearly failed to do
so in the period leading up to the crisis.
Why was there this regulatory failure? A widespread view before the crisis was that
innovative financial instruments and advanced risk management techniques
allowed risks to be allocated to those most capable of bearing them, and that as a
result the system was more robust and stable than ever. The IMF also rather
embarrassingly subscribed to this view in the April 2006 Global Financial Stability
Report 1 . Indeed, the fragility of the system that the crisis demonstrated in 2008
came as a surprise to some of the most astute minds. During the “Great Moderation”
there was also complacency, and there may also have been regulatory capture
And the system had become much more complicated. One could illustrate this in any
number of ways, but essentially the networks of counterparties had become more
complex, as had the financial instruments being used. And this meant that the
system as a whole had become more opaque.

See remarks of Adair Turner at The Turner Review Conference, March 27, 2009 –
Report p. 44
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Figure 2:

Indicators of Interconnectedness

Source: IMF, Presentation on Understanding Financial Interconnectedness at
Conference on Implementing the G20 Data Gaps Recommendations: State of Play and
Next Steps, Washington D.C., March 30‐31, 2011
In the next chart, we see the exposures between the banking systems of the major
industrial countries. (It is interesting to note that international banking is by now
almost exclusively a European occupation, with US and Japanese banks having
pulled back following earlier crises.)

4

Figure 3:

Financial Interconnections in International Banking
(Cross‐border bank claims total US$30 trillion)

From IMF, Presentation on Understanding Financial Interconnectedness at
Conference on Implementing the G20 Data Gaps Recommendations: State of Play and
Next Steps, Washington D.C., March 30‐31, 2011
Note: width of connection shows size of net bilateral exposure.
The next chart shows something similar for the “shadow banking” system (non‐
bank financial institutions that are engaged in credit transformation outside the
regular banking system, such as money market and hedge funds.)
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Figure 4:

Financial Interconnections in the “Shadow Banking” System
(Cross‐border claims total US$25 trillion)

From IMF, Presentation on Understanding Financial Interconnectedness at
Conference on Implementing the G20 Data Gaps Recommendations: State of Play and
Next Steps, Washington D.C., March 30‐31, 2011
Note: width of connection shows size of net bilateral exposure.
In this case, we can see the dominance of US institutions provision of cross‐border
credit in this system. The reliance of European banks on US shadow banks for their
dollar financing was a weakness that was neither properly appreciated nor
documented before the crisis. These are pictures of the international complexity of
the system, but one could equally show that the complexity of financial systems
within countries had increased too.
The fundamental thing that the regulators got wrong was their failure to appreciate
the implications of the growing interconnections in the system. Since the dot‐com
crisis, leverage had increased, new financial instruments had emerged, and financial
markets had become increasingly global. National regulators were focused on the
soundness of individual financial institutions ‐ what we now call micro‐prudential
regulation ‐ and not on the stability characteristics of the domestic financial system
as a whole, let along the international system. Not only was there an analytic failure
‐ maybe surprising given the proliferation of national and international financial
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stability reports in the previous fifteen years 2 ‐ but the information to do the
necessary analysis was largely missing.
To be clear, the crisis was not caused by a lack of data. As Claudio Borio of the BIS
put it,
“the main reason why crises occur is not lack of statistics but the failure to
interpret them correctly and to take remedial action.” 3
However, the crisis did reveal huge gaps in the information available to the
regulators. The information the regulators were collecting was not sufficiently
granular to assess and analyze counterparty risk effects in the network of financial
transactions, or to see how developments in one part of the system would affect
another part.
Once the crisis broke out, the absence of needed information exacerbated it and
made it harder for the authorities to respond. Who was ultimately holding toxic
assets? Which counterparties were sound and which not? The supervisors did not
know, nor did the market participants. This information gap lay behind the rescue
cum sale of broker‐dealer Bear Stearns, and was exposed when Lehman Brothers
collapsed. Mutual trust in financial institutions vanished, which is the functional
equivalent of a bank run or panic. The collapse of the world’s largest insurance
company, AIG, would have worsened fears of solvency throughout the system, and
the authorities were obliged to step in and give blanket guarantees on the liabilities
of banks.
As Ben Bernanke pointed out, the poor quality of the subprime mortgage market in
the US was well‐known, but the losses that would be expected had the all those
assets been worthless, would only be of the magnitude of the losses incurred in the
popping of the 2001 dot‐com bubble, and the US system had absorbed those with
only a minor recession. 4
“If you put together all the subprime mortgages in the United States and
assumed they were all worthless, the total losses to the financial system
would be about equivalent to one bad day in the stock market: they were not
very big. The problem was that they were distributed throughout different
securities and different places and nobody really knew where they were and
who was going to bear the losses.” 5
2

Čihák, Martin, Sònia Muñoz, Shakira Teh Sharifuddin, and Kalin Tintchev, 2012, Financial
Stability Reports: What Are They Good For? IMF Working Paper 12/1 (Washington:
International Monetary Fund)
3 Claudio Borio, The Great Financial Crisis: setting priorities for new statistics, BIS Working
Papers No 408, April 2013
4 Ben S. Bernanke, The Federal Reserve and the Financial Crisis, Princeton, 2013, p.48
5 ibid. pp. 71‐2

7

The needed information was in many cases not even available inside large financial
institutions themselves. The international Senior Supervisors Group surveyed
twenty major global financial firms in late 2008 on their risk management practices
and noted 6
“inadequate and often fragmented technological infrastructures that
hindered effective risk identification and measurement.”
“Many firms lacked the ability to aggregate exposures, particularly gross and
net exposures to institutional counterparties, in a matter of hours.”
“A number of firms also experienced difficulties integrating credit and
market risks at the enterprise level and evaluating the two jointly in a
consistent manner.”
Even today evidence is appearing that neither Goldman Sachs nor Deutsche Bank
were as sound as they represented themselves to be at the time of greatest stress.
Some recent incidents indicate that the problem of risk control within the largest
financial institutions is not resolved. And of course, the absence of good information
available to the financial sector was what caused the heart‐stopping panics at the
worst points of the crisis.
The fundamental problem for supervisors is to understand the properties of the
system as a whole. It is not enough to control the level of risk financial institution by
institution, but the emerging properties of the whole need to be understood. The
problem was clearly put by Robert Solow: 7
"A densely interconnected highly leveraged financial system is intrinsically
vulnerable to collapse."
That is a scary state of affairs for governments and regulators, since they will rightly
be held to account if this collapse occurs again.
Regulators need to know the sources of risks and vulnerabilities for the system as a
whole; they need to assess the capacity of the system to manage these risks at a
reasonable cost, should they materialize; and they need the information to handle a
crisis. 8 For example, if there is a possibility that a “bond bubble” has come into

6

Senior Supervisors Group, Risk Management Lessons from the Global Banking Crisis of
2008, October 21, 2009
7 Robert M. Solow, How to Save American Finance from Itself, The New Republic, April 8,
2013
8
Vítor Constâncio, How fit are statistics for use in macroprudential oversight?, Speech at the
Sixth ECB Statistics Conference, Frankfurt am Main, 17 April 2012
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existence, they need to assess the capacity of the financial system to withstand the
bursting of such a bubble. To do this “macro‐prudential” analysis, regulators need
information on the interconnections in the system, and this can only be done
effectively by collecting more detailed information bank by bank, and aggregating
these across sectors, markets and countries. This requires far more information on
counterparties and far more cooperation between countries in sharing that data.
Regulators need to assess the network of counterparty credit risk and funding
dependencies in the system. With the rise of the shadow banking system, the data‐
gathering process must also include non‐bank suppliers of credit and OTC derivative
markets.
To cite Bernanke again,
"The step‐up in our monitoring is motivated importantly by a shift in
financial regulation and supervision toward a more macro‐prudential, or
systemic, approach, supplementing our traditional micro‐prudential
perspective focused primarily on the health of individual institutions and
markets." 9
Regulators have been putting considerable intellectual resources into these issues,
and established a number of new institutions to think through the issues and crunch
the data, including the European Systemic Risk Board, the Office of Financial
Stability Policy at the US Federal Reserve Board, and Office of Financial Research at
the US Treasury.
The attempt to document and understand the interconnections in the system has
been an important element in the vigorous international regulatory response to the
crisis. The agenda for regulatory reform was laid out at the G20 Pittsburgh Summit
of September 2009, and continues to guide work in this area.

9

Ben S Bernanke, Monitoring the financial system, speech given in Chicago, Illinois, 10 May
2013
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Figure 5:

G20 Regulatory Reform Agenda: Key Elements and Progress

Source: IMF, (based on) Global Financial Stability Report, April 2012, Box 2.7
The chart shows the progress as of about a year ago in producing international
guidelines and implementing them in national jurisdictions. Basel III requirements
are clearly the most advanced in both respects – hence today’s conference on CRD
IV, Europe’s implementation of Basel III – but there is lots more to come.
Global systemically important financial institutions (G‐SIFIs) play a major role both
domestically in the major markets and in cross‐border transmission mechanisms, as
was evident in the crisis. So particular attention is being paid to them, not only in
terms of capital buffers, but also in monitoring their interconnections with other
financial actors and the rest of the economy.
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Figure 6: FSB Work Programme on Systemically Important Financial
Institutions

The shadow banking system, which can be defined as credit intermediation
involving entities and activities outside the regular banking system, has risen
sharply in importance as mentioned above. This part of the financial system may be
particularly vulnerable to funding runs during periods of financial distress. This is
because of the coincidence of short‐term funding, the lack of a credible liability
backup, uncertainties about the quality of assets, and low or even zero levels of loss‐
absorbing capital.
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Figure 7:

FSB Work Streams on Shadow Banking

The agenda of work on the shadow banking system coordinated by the Financial
Stability Board (FSB) consists of five work streams. The first relates to banks’
interactions with shadow banking entities. Issues include consolidation rules for
prudential purposes and limits on a bank's exposure to shadow banking entities.
The second concerns money market funds, and their valuation practices and
reliance on ratings agencies. The third work stream is looking at other shadow
banking entities to identify those that might pose risks to the system. Another
stream is looking at securitization and matters such risk retention, transparency
and standardization. And the final stream is dealing with securities lending and
repos, including the lack of transparency, potential procyclicality, and risks arising
from fire sales of collateral assets. The activities of this huge sector were largely
invisible to the regulators before the crisis, so enhanced monitoring is part of the
new dispensation.
In this presentation, I will not say anything about the work on OTC derivatives,
rating agencies or accounting standards, except to note that they each have
relevance to data reporting and transparency issues. The rest of my remarks will
focus on the Data Gaps Initiative.
This initiative was launched in March 2009 when the G‐20 Working Group on
Reinforcing International Co‐operation and Promoting Integrity in Financial
Markets asked the IMF and the FSB to "identify data gaps and provide appropriate
proposals for strengthening data collection.” A report on The Financial Crisis and
Information Gaps was duly delivered to the G‐20 Finance Ministers and Central
Bank Governors on October 29, 2009. It proposed a work programme to improve
the quality and availability of data in four main areas: the build‐up of risk in the
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financial sector; cross‐border financial linkages; the vulnerability of domestic
economies to shocks; and improving the communication of official statistics. In
some of these areas, existing systems needed to be strengthened, while in others
conceptual frameworks needed to be developed before needed data could be
collected and applied. This work is having major implications for data reporting by
all international financial sectors across the globe.
Figure 8

The Main areas covered by the Data Gaps Initiative

Area of concern

Framework exists and
data being reported

Conceptual framework to be
developed

Build‐up of risk in the
financial sector

• Financial Soundness
Indicators
• Credit Default Swaps
• Securities

Cross‐border linkages

• Coordinated Portfolio
Investment Survey
• International Banking
Statistics
• International Investment
Positions

Vulnerability of
economy to shocks

•Institutional Sector
Accounts
• Government Finance
Statistics
• Public Sector Debt
• Real Estate Prices
• Principal Global
Indicators

• Tail Risk in the Financial
System
• Aggregate Leverage and
Maturity Mismatches
• Structured Products
• Global Network Connections
• Global Systemically
Important Financial
Institutions
• Financial and Nonfinancial
Corporations’ Cross Border
Exposures
• Distributional Information

Communicating
official statistics

Source: Figure based on IMF and FSB, The Financial Crisis and Information Gaps 
Progress Report – Action Plans and Timetables, May 2010, p.12
The first task is to improve coverage of indicators of the health and soundness of
financial institutions in a given country, the so‐called Financial Soundness
Indicators, as well as improving the coverage of credit default swaps to improve
understanding of risk transfers within this market, and the availability of
standardized data on securities. Measures of aggregate leverage and maturity
mismatches in the financial system are being developed, as are disclosure
requirements for complex structured products. Attention is being paid to systemic
tail risks, the risk of a rare but plausible event with implications for asymmetrically
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large losses compared to “normal” times. The IMF is conducting a comparative study
of tail‐risk measures focusing on how various systemic risk measures perform in
predicting tail events and whether these measures can inform policymakers on the
build‐up of systemic risks and help them in predicting extreme events.
A second strand represents an effort to understand better cross‐border financial
linkages of global systematically important financial institutions, and others.
Existing data systems covering cross‐border banking flows and positions ‐ the IMF’s
Coordinated Portfolio Investment Survey, BIS International Banking Statistics, and
the IMF’s International Investment Position data ‐ are to be strengthened. A bigger
target is to monitoring and measuring cross‐border exposures of non‐financial and
financial corporations as well as international exposures of non‐bank financial
institutions. One of the aims here is to provide granular exposure information that
will allow counterparty credit and funding risks to be properly aggregated.
The biggest push relates to G‐SIFI reporting. A template has been produced for I‐I
(institution to institution) data, which allow the home supervisor to have access to
bilateral credit exposures and funding dependencies so he can assess network risks
and resilience. More problematic is the collection of I‐A (institution to aggregate)
data. This is information on credit exposures of a given institution to ‐ and funding
dependencies on ‐ countries, sectors and markets, which once aggregated across
borders allow a judgement to be made on risk concentrations and vulnerabilities.
Among the challenges in this area are the establishment of common reporting
frameworks and removing legal obstacles to cross‐border sharing of confidential
information.
Figure 9

Enhancing SIFI Data Provision

Source: Nigel Jenkinson (FSB) Rationale for the FSB Data Gaps Initiative:
Background, Mandate and Objectives, FSB Data Gaps Workshop, 2 May 2012
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The third strand covers the vulnerability of domestic economies to shocks. Existing
programs for sectoral coverage of national balance sheets, flow of funds, and
sectoral data more generally will be strengthened. More timely, standardized and
comparable government finance statistics, including public sector debt data, will be
collected. A key and rather surprising deficiency has been of comparable data on
real estate prices, or even any data at all, and the BIS is now correcting that. The
OECD and Eurostat have been tasked with defining a common international
methodology and piloting the collection of distributional information on household
income, consumption and wealth across social‐economic classes.
This work is going on between international organizations and national statisticians
and collectors of regulatory data. There are consultations with the private sector on
what is necessary and feasible to collect and the related costs and benefits. Much of
the information is going to originate in the reporting systems of financial
institutions, so more change can be expected in the years to come. Looking at the
progress report, the work on structural product reporting and credit default swaps
has been virtually completed, and much progress made with enhancing some
existing systems. But there is a long way to go in other important areas, such as tail
risks or consolidating cross‐border information.
There have been regular reports on progress under this initiative, and the latest
report (as of September 2012) summarizes the situation as in Figure 10. In those
areas where frameworks for data reporting already existed, much of the work has
been completed. However, in other areas much remains to be done to define and
collect the information that regulators need to assess vulnerabilities in the global
system.
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Figure 10

Overview of Progress in the Data Gaps Initiative, September 2012

Source: IMF and FSB, The Financial Crisis and Information Gaps  Progress Report on
the G20 Data Gaps Initiative: Status, Action Plans, and Timetables, September 2012,
p. 15.
This is a large and complicated initiative, and much challenging work remains to be
done. 10
One issue is the sharing of G‐SIFI information (I‐A data) with other countries
and international organizations so that systemic vulnerabilities can be
identified. Here the main barriers are legal ones.
A second challenge is the implementation of data enhancements to
government finance statistics and national sectoral accounts. It is hoped that
most G‐20 countries will be in a position to produce quarterly general
government positions and flows on a timely basis by some time next year:
reporting full data sets of sectoral accounts, balance sheets and flows of
funds will take quite a bit longer.

10

IMF and FSB, The Financial Crisis and Information Gaps  Progress Report on the G20 Data
Gaps Initiative: Status, Action Plans, and Timetables, September 2012, pp. 25‐27.
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Another set of issues is more parochial: statistical programs need adequate
funding, which has been a problem when austerity measures are in fashion,
and statistical agencies need to be better coordinated.
Lack of harmonized data reporting standards continue to hamper
comparability of data across countries. From the industry’s point of view,
some of the reporting changes that have occurred or will be demanded
originate not in inadequacies of current reporting systems, but in the need to
conform to newly negotiated international standards. Some give and take in
these negotiations is inevitable.
Finally there is the matter of new data demands. Four years ago, the DGI
identified what were then seen as the major impediments to detecting
vulnerabilities to shocks and crisis risks. But with the persistence of the
global crisis and changing economic circumstances, new data questions have
arisen. For the time being the view is that priority should be given to existing
recommendations before embarking on new ones, but the possibility of
modifying or expanding the initiative will be considered later this year.
While most of the above discussion has been about increased regulatory demands
for data, of course in both the public and private interest, I would like to end with an
initiative that ought to make business easier, that of the Legal Entity Identifier, LEI.
This establishes a uniform global system for identifying legal entities, and will
become a standard feature of financial contracts. Such a system was called for at the
G‐20 summit in Cannes in November 2011 11 , work took place through 2012, and the
system has now been set up as of March 2013. It is designed to be flexible to cover
many countries’ systems and new market instruments, while providing necessary
confidentiality safeguards. It will take longer for the process of assignment and use
of the identifiers to become established, but built‐in incentives as well as regulatory
requirements may make it happen quite soon.
The public benefits of the system should include: better data aggregation and
analysis ‐ the push for this comes significantly from the work on limiting risks in
OTC derivatives; enhanced prudential supervision through better cooperation and
information exchange between regulators; support for orderly resolution of failing
firms; and protection against market abuse and fraud. On the private side, the
benefits include: improved risk management, since counterparty risk aggregation
becomes easier; operational efficiency, as data reconciliation costs are reduced; and
easier and more accurate regulatory reporting.

11

“We support the creation of a global legal entity identifier (LEI) which uniquely identifies
parties to financial transactions. We call on the FSB to take the lead in helping coordinate
work among the regulatory community to prepare recommendations for the appropriate
governance framework, representing the public interest, for such a global LEI by our next
Summit.”
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Why are these enhanced reporting requirements in the interest of the financial
sector? This push to increase regulatory reporting should not be seen just as an
imposition on banks, but as an opportunity. It provides the basis for a classic public
good by reducing systemic risk, the situation where the markets have no idea which
counterpart is sound. It should thus reduce uncertainty premia, and help build
confidence in firms’ management, which should in turn bring funding and equity
advantages. In essence, it should allow a bank to focus better on the real issues of
risk management. Since the supervisors will be stressing granular information on
counterparty exposure, and public disclosure requirements will be enhanced, it
should be easier for banks to raise their standards for risk control and allow a better
monitoring and pricing of risks.
To conclude, there are many more changes in reporting requirements ahead, and
these are needed if cross‐border banking is to be allowed to continue. As they say in
the American version of Hide and Seek: “Ready or not, here we come.”
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