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International cooperation in the area
of financial sector policy — the Financial
Stability Board (FSB)

On the Financial Stability Board (FSB), central banks, finance ministries and supervisory authorities
of the most important economies work together with international financial institutions and
standard setting bodies. The Bundesbank is a member of the FSB and already formed part of its
predecessor, the Financial Stability Forum (FSF). The FSB continuously monitors the stability of the
global financial system and promotes financial sector requlation. Following the mandate pro-
vided by the G20 heads of state and government, at the beginning of this year the FSB was
placed on an enduring organisational footing, with legal personality, greater financial autonomy
and strong internal governance. The FSB is the G20's central point of contact for all financial
sector issues and therefore now forms an integral part of international financial sector policy
making.

The G20 assigned the FSB a leading role in analysing and learning the lessons of the financial
crisis and tasked it with reqular reporting to the highest political level. Key FSB duties include deal-
ing with systemically important financial institutions and improving the oversight and regulation
of the shadow banking system. To achieve these aims, the FSB has created a comprehensive regu-
latory framework and is rigorously promoting its implementation. The FSB's role as a cross-sector
coordinator has added a new dimension to international financial sector policy.

The members of the FSB have undertaken to apply international standards and implement agreed
reforms consistently and on schedule. The FSB insists on compliance with this undertaking and
monitors implementation by means of peer reviews, among other methods. Given that the FSB's
recommendations are not legally binding, political support from the G20 remains crucial to the
body's success and the regulatory response to the financial crisis in general.
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sponsible for financial stability.! It originated
from the Financial Stability Forum (FSF), estab-
lished upon a proposal made by the Bundes-
bank’s then-President Hans Tietmeyer at a
meeting of the G7 finance ministers and cen-
tral bank governors in February 1999.2 The FSF,
based at the Bank for International Settlements
(BIS) in Basel, was founded on the idea of a
permanent “round table” designed to address
issues regarding the strengthening of the inter-
national financial system across national bor-
ders, sectors and institutions.3

The global financial crisis significantly increased
the FSF’s importance. In response to the crisis,
the G7 assigned the FSF a key role in reforming
financial sector regulation. Owing to the global
nature of the crisis, the G20, which also en-
compasses the key emerging market econ-
omies, superseded the G7 as the most import-
ant informal intergovernmental forum for inter-
national economic and fiscal policy cooper-
ation. Given this shift in informal international
cooperation from the G7 to the G20 and the
enhanced status of the FSF, associated with its
role in analysing and learning the lessons of the
crisis, it appeared advisable to fundamentally
reform the FSF. This reform was fleshed out
and implemented in several steps over the
period between 2009 and 2013.

Following the bankruptcy of US investment
bank Lehman Brothers in September 2008 and
the dramatic intensification of the international
financial crisis triggered by that event, a “world
financial summit” at the level of G20 leaders
was held for the first time in Washington DC in
November 2008. At this summit, the G20 lead-
ers called for a larger FSF membership. In
March 2009, the remaining G20 countries not
represented in the FSF, as well as Spain and the

European Commission, joined the FSF. At the
April 2009 London summit, the G20 leaders re-
solved to re-establish the FSF as the Financial
Stability Board (FSB). At the subsequent Pitts-
burgh summit in September 2009, the G20
countries ratified the FSB Charter, based on the
London summit recommendations, defining
the objectives, mandate and membership of
the FSB.

At their Cannes summit in November 2011, the
G20 leaders resolved to give the FSB legal per-
sonality and greater financial autonomy. An
FSB working group chaired by Bundesbank
President Jens Weidmann was commissioned
with developing recommendations to this ef-
fect.#> The G20 leaders adopted these recom-
mendations at their Los Cabos summit in June
2012. The FSB was founded as an association
under Swiss civil law in January 2013.

1 See also the chart on p 50.

2 The proposal was part of a report to the G7 finance min-
isters and central bank governors; published in Deutsche
Bundesbank, Monthly Report, May 1999, pp 5-12.

3 The FSF's members were the central banks, finance min-
istries and supervisory authorities of the G7 countries (Can-
ada, France, Germany, ltaly, Japan, the United Kingdom
and the United States), the central banks of Australia, Hong
Kong, the Netherlands and Singapore, and representatives
of European and global institutions and standard setters.
See also Deutsche Bundesbank, Recent institutional devel-
opments in economic and monetary cooperation, Monthly
Report, January 2001, pp 15-33.

4 See Financial Stability Board, Report to the G20 Los Ca-
bos Summit on Strengthening FSB Capacity, Resources and
Governance, June 2012.

5 Reform proposals voiced by various parties during the
simultaneous public debate ranged from keeping the status
quo to placing the FSB under the aegis of the International
Monetary Fund (IMF) or expanding the FSB to form an
international organisation. For more information, see
Council on Global Financial Regulation, Practical Measures
for Enhancing International Regulatory Coordination, April
2011; E Helleiner, What Role for the New Financial Stability
Board? The Politics of International Standards after the Cri-
sis, October 2010; D Lombardi, Brookings Institution, The
Governance of the Financial Stability Board, Issues Paper,
September 2011; G Schinasi and E Truman, Reform of the
Global Financial Architecture, September 2010.
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In order to maintain the FSB's informal charac-
ter under the reform, it was deliberately not es-
tablished as an international organisation based
on an intergovernmental treaty. Converting it
into an association enabled the FSB's formal
role in the framework of international institu-
tions to be maintained without necessitating
any fundamental change to its organisational
structure and method of functioning. Its mem-
bers still have the final say on all major issues
and also on the development of recommenda-
tions and standards. This is also appropriate
given that sovereignty in the area of financial
sector regulation has not been transferred, or
has been transferred to only a limited extent, to
the supranational level. This means that the FSB
can still be classified as being engaged in infor-
mal international cooperation; it cannot adopt
legally binding decisions, nor can it enforce its
own decisions by taking coercive measures
against its members. Its decisions are enforced
instead through self-commitments by its mem-
bers. The FSB’s ongoing monitoring of imple-
mentation progress, its regular reports to the
G20 and peer reviews all help in this regard.

The FSB has established procedures to promote
contact with other countries outside the
bounds of its membership (known as out-
reach). Non-members are integrated into the
FSB's work through Regional Consultative
Groups, of which there are six at present.® Re-
gional and global risks and vulnerabilities in the
financial system and issues relating to financial
sector regulation are discussed at their meet-
ings, which also provide non-members with a
forum to put forward their own proposals and
initiatives. Several Regional Consultative Groups
have also set up working groups to study issues
of particular relevance for their region more in-
tensively. All in all, the FSB’s outreach places its
work on broader foundations without impair-
ing its ability to function with its relatively lean
structures.

Deutsche Bundesbank

In its new legal form, the FSB remains closely
tied to the BIS. Under the BIS’s existing Head-
quarters Agreement, the FSB has the usual im-
munity and privileges for international organ-
isations based in Switzerland. Its relations with
the BIS mean that it can continue to use syner-
gies associated with the “Basel Process” of in-
formal cooperation between central banks,
supervisory authorities and standard setters in
the area of supervision and regulation. The
physical proximity of the numerous Basel-based
bodies promotes the exchange of information,
helps avoid overlaps or gaps in work pro-
grammes and thus makes the work of all par-
ties involved easier. This issues-oriented Basel
Process is a very valuable tool for promoting
international cooperation in the area of finan-
cial sector regulation.

By signing a temporary five-year service agree-
ment with the BIS, the FSB has achieved greater
financial autonomy within an agreed budgetary
framework. Its funding is being provided fully
by the BIS for the time being; the FSB has opted
not to collect membership fees at this stage.
This ensures a reliable underlying source of
funding. At the same time, this funding model
is flexible enough to be adjusted to any future
changes in the FSB's tasks and also to compen-
sate for longer-run fluctuations in funding re-
quirements. The FSB’s staff is still employed by
the BIS; however, the FSB is largely independ-
ent in its staffing decisions.

The FSB has also updated its internal govern-
ance structure. A Standing Committee on
Budget and Resources, created in November
2012, is now responsible for financial govern-
ance. This committee is tasked with assessing
resource needs, preparing the budget, moni-
toring budgetary implementation, and financial
reporting. In addition, the FSB’s internal work-
ing procedures have been standardised and

6 One each for Europe, the Americas, Asia, the Common-
wealth of Independent States, the Middle East and North
Africa, and Sub-Saharan Africa. All in all, this brings FSB
members into regular contact with representatives from 65
other countries at present.
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streamlined. There are now guidelines which
govern the preparation of meetings and specify
how public consultation procedures should be
implemented in practice. This therefore spells a
provisional end to the evolutionary process
from FSF to FSB.

Organisation and functioning
of the FSB

Like its predecessor, the FSF, the FSB is set apart
by its cross-border, cross-sector and inter-
institutional character. Since all important fi-
nancial centres are represented on the FSB, and
its members have a broad range of expertise,
current issues are investigated from a variety of
perspectives and can be brought to the atten-
tion of a wide array of stakeholders. Therein
lies the FSB's crucial advantage over other bod-
ies and institutions which are also active in the
field of financial stability but have a more spe-
cific focus. The FSB Charter distinguishes be-
tween three categories of members.

— National and regional authorities.
— International financial institutions.
— International standard setting bodies.

Germany is represented on the FSB by the
Deutsche Bundesbank, the Federal Ministry of

Finance and the Federal Financial Supervisory
Authority (BaFin). Its three FSB members liaise
closely and continuously at both management
and expert level.

The FSB plays a pivotal role in the framework of
international institutions. It is firmly anchored in
the central banking sphere thanks to the key role
in its membership played by central banks, from
which all FSF and FSB chairs have come thus far,
and to the FSB’s close ties to the BIS. However,
the FSB also relies on international standard set-
ting bodies, in which national supervisory au-
thorities play a crucial role, and coordinates their
work. Moreover, the FSB has close contacts with
political bodies, especially the G20.

The FSB works closely with the IMF. The funda-
mental division of tasks between the two or-
ganisations was laid out in November 2008 in
a letter to the G20 finance ministers and cen-
tral bank governors written jointly by the FSF's
then-Chair Mario Draghi and the then-
Managing Director of the IMF, Dominique
Strauss-Kahn. The IMF is responsible for the
surveillance of the global financial system and
of its members’ macro policies. The FSB (like its
predecessor, the FSF) is responsible for elabor-
ating international financial sector supervisory
and regulatory policies and standards and co-
ordinating the activities of various international

Membership structure of the Financial Stability Board

( N [

Jurisdictions
institutions

Argentina, Australia, Brazil,
Canada, China, France, Germany,
Hong Kong, India, Indonesia, Italy,
Japan, Mexico, Netherlands,
Russia, Saudi Arabia, Singapore,
South Africa, South Korea, Spain,
Switzerland, Turkey, United

Settlements (BIS)

(IMF)

International financial

— Bank for International
- International Monetary Fund

- Organisation for Economic
Co-operation and Development

Kingdom, United States; European (OECD) — International Association of
Union — World Bank Insurance Supervisors (IAIS)
— International Organization of
Securities Commissions (I0SCO)
- International Accounting
Standards Board (IASB)
. J . J . J

) ( )
Standard setting bodies

— Basel Committee on Banking
Supervision (BCBS)

— Committee on the Global
Financial System (CGFS)

— Committee on Payment
and Settlement Systems (CPSS)
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Organisation of the Financial Stability Board

Deutsche Bundesbank

standard setting bodies, as well as analysing
potential vulnerabilities in the global financial
system. The IMF provides relevant expert input
as a member of the FSB and thus also has an
advisory function in the standard setting pro-
cess. Overall, the division of tasks between the
FSB and IMF has stood the test of time and is a
successful example of the interplay between in-
formal and formal cooperation.

One major area of cooperation between the
FSB and the IMF is the early warning exercises,
which have been conducted twice a year since
2009. These exercises unite traditional financial
stability analysis with a global macroeconomic
perspective. The FSB and IMF analyse macrofi-
nancial and financial sector-related systemic
risks, with a particular emphasis on cross-sector
and cross-border interlinkages. The results of
the early warning exercises and consequent
recommendations for further action are pre-
sented to the International Monetary and Fi-
nancial Committee (IMFC) of the IMF.

Deutsche Bundesbank

The FSB also collaborates with the private sec-
tor, amongst other things by inviting private
sector representatives to attend specific meet-
ings and participate in selected working groups.
Involving the private sector at an early stage,
including by means of public consultations,
helps to ensure that the initiated financial sec-
tor reforms are built on broad foundations.

The FSB discharges its tasks through plenary
meetings. The Plenary sets the strategic and
business policy guidelines and regulates all
working procedures and processes. It approves
the work programme and budget and adopts
reports developed by the FSB, including prin-
ciples, standards, recommendations and guid-
ance. The Plenary also decides on membership,
appoints the Chair” and decides on any amend-
ments to the FSB Charter. Decisions are taken

7 The FSB Chair is appointed by the Plenary for a three-year
term, renewable once. The Chair convenes and chairs the
meetings of both the Plenary and the Steering Committee
and represents the FSB externally.
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by consensus; each member formally has one
vote.

Between the plenary meetings, the Steering
Committee guides and monitors the progress
of the FSB's ongoing work, coordinates the
work of the various committees and working
groups and ensures the effective flow of infor-
mation. The Plenary’s decisions are prepared by
Standing Committees. The four Standing Com-
mittees currently in existence are

— the Standing Committee on Assessment of
Vulnerabilities (SCAV),

— the Standing Committee on Supervisory and
Regulatory Cooperation (SCSRQO),

— the Standing Committee on Standards Im-
plementation (SCSI) and

— the Standing Committee on Budget and Re-
sources (SCBR).

The Plenary may establish additional Standing
Committees as necessary. Working groups can
also be established to deal with specific finan-
cial sector issues. These working groups report
either to the Standing Committees or directly
to the Plenary or Steering Committee. The Sec-
retariat supports all FSB activities, including the
work of the Standing Committees and working
groups. The Secretariat is directed by a Secre-
tary General on a full-time basis.

B Work areas

Ongoing analysis of the
stability of the global financial
system

In its ongoing analysis, the FSB looks at the cur-
rent risk situation in the financial system, eg in
relation to asset price bubbles, the build-up of
excessive leverage, credit quality and the impli-
cations of a protracted period of low interest
rates. These analyses also focus on risks result-
ing from longer-term or structural develop-
ments in the financial system, such as changes
in the refinancing behaviour of financial institu-

tions, the emergence of new investment cat-
egories and the transfer of financial risks. The
main focus of the analysis is always on systemic
risks, ie endogenous mechanisms stemming
from the financial system that can cause or
amplify crises.

Regulatory policy

The FSB is now established as the central forum
for converting the regulatory and supervisory
lessons learned from the financial crisis into
reform measures at the global level. In this con-
text, the G20 has assigned the FSB a range of
tasks with specific implementation deadlines.
To fulfil these tasks, the FSB cooperates closely
with national and international bodies and au-
thorities, including the responsible standard
setters in particular.

Reducing the risks arising from systemically
important financial institutions

A core area of the FSB’s regulatory work is a
multi-layered approach to dealing with system-
ically important financial institutions (SIFls). The
aim is to reduce the systemic risks and incentive
distortions (moral hazard) arising from these in-
stitutions. At their summit in Seoul in Novem-
ber 2010, the G20 leaders adopted a policy
framework designed for this purpose by the
FSB,® which contains the following core elem-
ents.

— A resolution framework and other measures
to ensure that all financial institutions can be
resolved without destabilising the financial
system or exposing taxpayers to the risk of
loss

— A higher loss-absorbency capacity, initially
for global SIFls in particular

8 See Financial Stability Board, Reducing the Moral Hazard
Posed by Systemically Important Financial Institutions, No-
vember 2010.
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— More intensive supervisory oversight for fi-
nancial institutions that may pose systemic
risk

— More robust financial market infrastructures
to reduce contagion risk that may arise from
the failure of individual institutions

Intensive work has since been carried out on
the individual components of this SIFI regula-
tory framework. The central components in-
clude the FSB’s “Key Attributes of Effective
Resolution Regimes for Financial Institutions”
published in November 2011, which established
a new international standard.® This standard
applies not only to banks but also to insurers,
financial market infrastructures and investment
firms. Together with the responsible standard
setters, the FSB is working on adapting the Key
Attributes to each of the various types of finan-
cial institution. In order to support the imple-
mentation of the Key Attributes on the national
level, the FSB published guidelines in July 2013
on key aspects of the recovery and resolution
of financial institutions.' Global application of
the Key Attributes should allow even complex,
globally integrated financial institutions to be
resolved without severe market turmoil.

Another core element of the SIFI framework is
to make institutions more resilient by increasing
their loss-absorbency capacity. Based on a
methodology developed by the Basel Commit-
tee on Banking Supervision (BCBS), the FSB
published a list of 29 global systemically im-
portant banks (G-SIBs) in November 2011. The
list was first updated in November 2012, revis-
ing the number of G-SIBs to the current figure
of 28. The FSB will continue to update the list
once a year and publish it each November. De-
pending on the systemic importance of the in-
stitution in question, the requirements for core
tier 1 capital will increase between 1.0 and
2.5 percentage points (G-SIB surcharge). This
additional loss-absorbency requirement will be
phased in over a three-year period, beginning
in 2016.M

Deutsche Bundesbank

Alongside G-SIBs, stricter rules will also be im-
posed on banks that are systemically important
at the national rather than the global level,
known as domestic systemically important
banks (D-SIBs). In cooperation with the FSB,
the BCBS has developed a framework of prin-
ciples for dealing with D-SIBs, which was pub-
lished in October 2012 and is now being imple-
mented by the responsible national author-
ities.?

Another key focus of the FSB's current work is
on the issue of insurers’ systemic importance.
On behalf of the FSB, the International Associ-
ation of Insurance Supervisors (IAIS) has de-
veloped an assessment methodology for identi-
fying global systemically important insurers (G-
Slls). Using this methodology, the FSB published
an initial list of nine G-SlIs in July 2013. This list
will be updated once a year; a decision will be
made on the G-SlI status of major reinsurers in
July 2014. In future, insurers identified as sys-
temically important will be subject to specific
regulatory requirements. This will involve more
stringent supervision, along with measures
designed to improve resolvability. Capital sur-
charges are also planned from 2019 onwards."?

Finally, the SIFI framework will also apply to in-
stitutions outside the banking and insurance
sectors. The FSB is working with the Inter-
national Organization of Securities Commis-
sions (I0SCO) to develop an assessment meth-
odology for identifying systemically important

9 See Financial Stability Board, Key Attributes of Effective
Resolution Regimes for Financial Institutions, November
2011,

10 These guidelines refer to the development of effective
resolution strategies, the identification of critical functions,
stress scenarios and the criteria for triggering recovery
measures.

11 See Basel Committee on Banking Supervision, Global
Systemically Important Banks: Assessment Methodology
and the Additional Loss Absorbency Requirement, Novem-
ber 2011.

12 See Basel Committee on Banking Supervision, A Frame-
work for Dealing with Domestic Systemically Important
Banks, October 2012.

13 See International Association of Insurance Supervisors,
Global Systemically Important Insurers: Initial Assessment
Methodology, July 2013; International Association of Insur-
ance Supervisors, Global Systemically Important Insurers:
Policy Measures, July 2013.
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non-bank non-insurance financial institutions.
In cooperation with I0SCO and the Committee
on Payment and Settlement Systems (CPSS),
work is also underway to extend the SIFI frame-
work to financial market infrastructures.

The SIFI work of the FSB and its members from
the group of standard setting bodies is already
well advanced in conceptual terms. The inter-
nationally agreed rules now have to be trans-
posed into national law. Until this happens, the
systemic importance of financial institutions
will continue to be a serious problem for the
international financial system.

Oversight and regulation of the shadow
banking system

In addition to addressing the SIFI problem, the
FSB is also focused on improving the oversight
and regulation of the shadow banking system.
Prior to the global financial crisis, the shadow
banking system played a crucial role in the
build-up of vulnerabilities in the international fi-
nancial system. Moreover, the stricter requla-
tion of the banking sector initiated through the
G20 reform agenda heightens the risk of fur-
ther activities being shifted to the shadow
banking system.

The work of the FSB was initially concentrated
on identifying and defining the shadow bank-
ing system. As a first step, the FSB published a
definition of the term “shadow banking sys-
tem” in April 2011, describing it as “credit inter-
mediation involving entities and activities out-
side the regular banking system”. In this con-
text, risks may arise, above all, from liquidity
and maturity transformation, flawed risk trans-
fer and high leverage.™ Since 2011, the FSB has
carried out an annual exercise to monitor the
risks resulting from global shadow banking sys-
tems, placing particular emphasis on the
changes and innovations that could lead to an
increase in systemic risks and to regulatory arbi-
trage. The FSB published its second annual
Global Shadow Banking Monitoring Report in
November 2012, having extended the exercise

coverage from 11 to 25 jurisdictions. Conse-
quently, the exercise now includes all key finan-
cial centres.

As shadow banking spans a broad range of
topics, the FSB has divided its regulatory pro-
posals into five work streams. In this area, the
FSB cooperates closely with standard setting
bodies, particularly the BCBS and I0SCO. This
work covers not only the indirect regulation of
the shadow banking system, which addresses
the relationships between the regular banking
sector and the shadow banking system, but
also the direct regulation of shadow banking
entities and activities. The work being carried
out simultaneously in the various work streams
aims to

— mitigate the spillover effect between the
regular banking system and the shadow
banking system,

— reduce the susceptibility of money market
funds to “runs”,

— mitigate systemic risks posed by other
shadow banking entities,

— improve transparency and align incentives in
securitisation,

— dampen risks and procyclical incentives as-
sociated with securities lending and repur-
chase (repo) agreements.

The FSB put forward a preliminary integrated
overview of policy recommendations for public
consultation in November 2012, before pub-
lishing a revised overview in August 2013."
Using this as a foundation, the G20 leaders
agreed at the September 2013 Saint Petersburg
summit upon an action plan with further spe-
cific tasks. One of the action plan objectives —
not least on Germany'’s initiative — is greater
transparency in hedge fund activities. The rec-
ommendations for addressing the systemic
risks associated with the shadow banking sys-

14 See Financial Stability Board, Shadow Banking: Scoping
the Issues, April 2011.

15 See Financial Stability Board, Strengthening Oversight
and Regulation of Shadow Banking. An Overview of Policy
Recommendations, August 2013.
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tem now need to be rigorously implemented.
This should noticeably reduce the risks to the
financial system that arise from shadow bank-
ing. It may be assumed, however, that there
are still incentives for the financial sector —
which has often proved very dynamic in the
past — to legally circumvent the applicable
regulation using new techniques and products.
It is therefore important for the FSB to con-
stantly monitor the evolving shadow banking
system. The annual reports can then be used to
examine whether the regulations need to be
adapted.

The projects to further develop the oversight
and regulation of the shadow banking system
and the multi-layered SIFI regulatory frame-
work probably would not have been possible
without the cooperation of the FSB across na-
tional borders, sectors and institutions. The
support of the G20 will be crucial to the pend-
ing implementation process.

Further financial sector reforms

In addition, the FSB addresses a wide range of
other regulatory issues with the aim of elimin-
ating weaknesses in the international regula-
tory framework.'® These include, for example,
the reform of over-the-counter (OTC) deriva-
tives trading. The FSB is working on improving
the stability of these markets, in particular
through the establishment of central counter-
parties (CCPs). What is more, the FSB is striving
to achieve a higher level of standardisation and
urging the closure of data gaps through the re-
porting of OTC transactions to trade repositor-
ies (TRs), and cooperation within the FSB has
led to substantial progress in this area. How-
ever, some difficulties have now arisen in the
implementation of international agreements. In
particular, it appears that the specific rules of
individual jurisdictions are not always suffi-
ciently compatible, which makes it difficult to
achieve the necessary mutual recognition of
the respective rules.

Deutsche Bundesbank

Furthermore, the FSB is making efforts to re-
duce the financial system'’s reliance on credit
rating agencies (CRAs). One objective is to re-
duce references to CRA ratings in regulatory
frameworks. At the same time, market partici-
pants should be provided with incentives to im-
prove their own credit assessment capabilities
and not automatically rely on CRA ratings.

Transparency in the global financial system is
another important issue. This is the objective
of, amongst others, an initiative to uniquely
identify the entities participating in the financial
market. To this end, the FSB has drawn up
comprehensive recommendations for a global
legal entity identifier (LEI) system and is super-
vising its implementation. Greater transparency
is also the goal of initiatives that the FSB has
organised jointly with the BIS and the IMF,
which are intended to close the data gaps that
have come to light during the crisis. In particu-
lar, this includes data on SIFls and interconnec-
tions within the financial system. Moreover, the
FSB assists the International Accounting Stand-
ards Boards (IASB) and the Financial Account-
ing Standards Boards (FASB) in their efforts to
converge global accounting standards as far as
possible. Finally, the FSB is also addressing the
issue of how to reduce the vulnerability of fi-
nancial benchmarks to manipulation. These
issues of a rather technical nature usually re-
ceive far less public attention than the FSB's
SIFI lists, for example, yet the functioning of
these elements is crucial to the stability of the
global financial system. Like good supervision,
these technical issues are therefore also part
and parcel of crisis prevention.

Application of international
standards

Alongside the further development of the regu-
latory framework, one of the key tasks of the

16 See also the FSB's regular progress reports to the G20,
eg Financial Stability Board, Overview of Progress in the
Implementation of the G20 Recommendations for
Strengthening Financial Stability, September 2013.
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application of standards and codes. Its prede-
cessor, the FSF, had already compiled a com-
pendium of the most important standards for a
sound financial system, which has since been
regularly updated. The standards designated as
deserving of priority implementation from a fi-
nancial stability perspective are identified as
“key standards” and cover 12 policy areas."”

FSB member countries assess each other’s im-
plementation of internationally agreed stand-
ards and policies through a programme of peer
reviews, which began in 2010. A distinction is
made here between thematic and country re-
views. Thematic reviews examine whether FSB
recommendations are being implemented con-
sistently in the member countries. The aim of
these reviews is to identify typical difficulties
and weaknesses in the implementation of each
of the examined standards as well as problems
caused by ineffective or internationally incon-
sistent implementation. The FSB has already
carried out thematic peer reviews on the imple-
mentation of FSB principles and standards for
compensation practices (in 2010 and 2011), on
risk disclosure practices and mortgage under-
writing and origination practices (in 2011), on
deposit insurance systems (in 2012), on risk
governance at financial institutions, on reso-
lution regimes and on the reduction of “hard-
wired” references to CRA ratings (in 2013).

By contrast, the assessment of individual coun-
tries serves to identify the progress made in im-
plementing selected recommendations of the
IMF’s Financial Sector Assessment Programs
(FSAPs) and its Reports on the Observance of
Standards and Codes (ROSCs). FSB member
countries have committed to undergo a FSAP
review once every five years, followed by a vol-
untary FSB peer review within the subsequent
two years based on the FSAP recommenda-
tions. The objective of the reviews is to share
lessons and experiences, and — as far as pos-
sible — identify common behavioural principles
(best practices). The FSB has already completed
peer reviews on Mexico (in 2010), Italy, Spain,

Australia (in 2011), Canada, Switzerland (in
2012), as well as on South Africa, the United
States and the United Kingdom (in 2013). The
final report of the current peer review on Ger-
many is due to be presented in early 2014.

Additionally, the FSB is also engaged in dia-
logue and calls for action to ensure the applica-
tion of international standards in countries out-
side the G20. In this context, the FSB has initi-
ated a procedure that initially covers non-FSB-
member jurisdictions that it regards as
important to the international financial system.
In this process, the FSB draws upon studies by
the IMF and the World Bank, such as the RO-
SCs. Moreover, the FSB has compiled a list of
measures to promote adherence and cooper-
ation, which not only features incentives for
cooperative action but also a public list of non-
cooperative jurisdictions.

B Outlook

International cooperation in financial sector
issues has become broader and more intensive
since the establishment of the FSF in 1999. On
the one hand, this reflects the generally in-
creased importance of the financial sector in
economic developments. On the other hand, it
also represents an appropriate response to the
defining experience of the global financial crisis
that broke out in 2007. Closer cooperation in
this area extends to the ongoing monitoring
and assessment of developments in the finan-
cial sector and to regulatory policy, which has
now gone significantly beyond the develop-
ment and application of key standards. The FSB
has placed this international cooperation on a
sound institutional footing, which has proven
to be very effective thus far.

The latest reforms have firmly established the
FSB’s position within the framework of inter-
national institutions. Its revised mandate under-

17 See also http://www.financialstabilityboard.org/cos/
key_standards.htm.
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lines the FSB's role, as legitimised by the G20,
as a key link between the regulatory and polit-
ical level. Its strengthened position, however, is
not to the detriment of other bodies or institu-
tions active in this area. Given that the FSB's
decisions and recommendations are not legally
binding, political support from the G20 remains
crucial to the body’s success — especially as the
FSB's task of reviewing the implementation of
internationally agreed reforms is becoming in-
creasingly important.

As the global financial system continues to
change, the framework of the bodies and insti-

Deutsche Bundesbank

tutions concerned with international financial
stability policy will also continue to develop.
Now that the FSB has been established as a
separate legal entity, the foundations have
been laid for a possible further increase in its
importance and responsibilities in the future. If
there are further changes to the FSB’s role in
the future, which is conceivable, it will be es-
sential that the FSB maintains its unique feature
of cooperation across national borders, sectors
and institutions and does not compromise its
efficient and goal-oriented way of working.
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