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Bruegel-KIF conference 
16 April, Bruegel 
 
Bruegel hosted a joint Bruegel-KIF Conference on Global Financial Services Integration in Brussels on 16 April 
2012. The conference, attended by 58 participants, featured three sessions after the introductory remarks by 
Bruegel director Jean Pisani-Ferry. In each session, four or five distinguished speakers from various 
continents and institutions gave kick-off remarks, followed by a lively discussion between the speakers and 
the audience, chaired by Bruegel and KIF research fellows. The conference was held under the Chatham House 
rule. 
 
Session 1 focused on the challenges and advancements in the integration of financial market infrastructure 
in Europe and Asia (summary prepared by Silvia Merler, Bruegel) 
 
One of the main problems when dealing with financial regulation and infrastructure is the difficulty of making 
these subjects easily understandable to the general public and policymakers. Market infrastructure is created 
and evolves to solve market problems. In particular, one of the main events that drove reform in this area was 
the Wall Street Paperback crisis of the late 1960s. Until then, the system for the delivery of/payment for 
stocks was entirely paper based. When the trading volume on New York Stock Exchange (NYSE) grew to 10 
million shares a day, the system became clearly unsustainable and two innovations were introduced: the 
immobilisation of stock certificates deposited in a central depository and the introduction of multilateral 
netting of obligations through the use of Central Counterparties (CCPs).  
 
The process of integration of financial market infrastructure in Europe is a long-lived one. Twenty years ago 
Europe looked like a patchwork of fragmented arrangements: each country had separate exchanges, separate 
Central Counterparties (CCPs) and separate Central Securities Depositories (CSDs).  Most cash equity trading 
was uncleared, meaning that original counterparties were maintaining their original exposure. Moreover, there 
existed significant natural barriers to integration, especially because of the mutual ownership structure. As 
far as Europe is concerned, there have been five main drivers of integration: 
 

• Technology. In the early 1990s trading took the form of “open outcry”, based on the model of the 
Chicago stock exchange (initially introduced for the agricultural commodities market).  This model 
had some advantages, but also acted to a considerable extent as a natural barrier to a full potential 
integration because each participant who wanted to trade on a specific market had to be present at 
the physical location, making it difficult to create links in open outcry markets across different 
geographical and time zones. Everything changed in the 1990s when trade became electronic. This 
had a profound effect on the cost and ease of trading, but also on accessibility because any trader 
could now access a market from any well-regulated jurisdiction in the world. An effective link 
between exchanges was now within reach. 

 

• Demutualisation. Starting in the early 1990s, merger and acquisition activity was facilitated by 
demutualisation and Initial Public Offerings (IPOs). After 1992 there was a spread of 
demutualisation, starting with Deutsche Boerse, followed by a spate of IPOs at the turn of the 
millennium with the underlying objective of integrating post trade infrastructures. 

 

• Economies of scale and cost considerations. Market infrastructure is essentially a processing 
business, both at the trading and post-trading levels. This business is characterised by high costs in 
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building robust trading and clearing platforms and therefore scalability offers prospects of significant 
cost reduction. After increased commercial pressure in the late 1990s, market participants started 
thinking about the best way to reap these cost benefits, and the search for the most cost-effective 
and capital efficient solutions translated into a range of possible horizontally or vertically integrated 
models. 

 

• Economic and Monetary Union. It goes without saying that the advent of the single currency was a 
huge game changer because it triggered extensive discussion on reform. Natural barriers to 
integration were removed and replaced by the opportunity for cross border synergies and economies 
of scale. The effect was even more important because this happened contemporaneously with the 
spread of electronic trading and exchange IPOs, and national products were soon replaced by 
European benchmarks. 

 

• Single market policies. Back in 2001 the Giovannini group report stressed that the inefficiencies in 
clearing and settlement processes represented a significant obstacle to integrated financial markets 
in Europe. At the trading level, the issue was partially tackled with the introduction of the Investment 
Services Directive in January 1996, creating stock and futures/options exchanges but not removing 
concentration rules completely. The MIFID Directive (part of the 1999 Financial Services Action Plan, 
adopted in 2004 and in force since 2007) introduced further changes especially in terms of a new 
competitive dynamic in cash equities trading. Concentration rules were prohibited, a Multilateral 
Trading Facility (MTF) category was created to operate alongside existing regulated markets, and 
harmonised high-level standards were introduced together with harmonised pre- and post-trade price 
transparency requirements. In 2003, another report by the Giovannini group was published, 
identifying 15 barriers to integration, divided into three categories (divergent technical requirements 
and market practices; differences in national tax procedures; differences related to legal certainty). 
The European Commission actively worked towards the elimination of these barriers, and the plan 
was to fix these with harmonised standards over three years (in parallel with the international works 
on harmonised standards for Central Counterparties). 

 
At the clearing and settlement level, the situation is more complicated. In terms of clearing, financial market 
integration has not been tackled much so far because European regulators felt that in this specific field, 
market forces ought to find the right structure. This approach was not successful, as competition policy 
turned out to be ineffective and not suited to integrate markets and allow cross-border businesses to take 
places. The outbreak of the crisis in 2008 made it clear that there was not enough focus on the issue, and that 
there was a clear need for Over-the-Counter (OTC) derivatives businesses to be made more transparent and 
safe by shifting them into Central Counterparty clearing. This in turn introduced the need to clarify what a 
Central Counterparty is, what it should be doing and how the risk connected to its business should be 
managed. For these reasons, Central Counterparties came to the forefront of the EU regulatory effort, but more 
generally of the global regulatory effort. The recent wave of regulation in the field of OTC derivatives is in fact 
not only an EU initiative but a global one and the entire effort undertaken in the EU was actually spurred by 
global problems and got impetus by global initiative undertaken after the crisis in the G20 context. The 
discussion needs inevitably to be global and regulation must converge, because any attempt to regulate 
markets at the regional level would be a failure, as the business could easily relocate elsewhere. At the same 
time, regional specificity in the operational needs of Central Counterparties cannot be overlooked. 
 
The area of settlement is even more complex than clearing, in the first place because of the huge volume of 
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transactions involved (“quadrillions”). The aim of regulation in this field is to integrate settlement systems 
across Europe and create an internal EU market. As a consequence, the first step undertaken was to regulate 
Central Securities Depositories (CSDs) by means of single licensing, mutual recognition between countries to 
allow CSDs to actively provide services cross borders, and harmonised settlement dates with a short 
settlement period (2 days after trading) that should reduce the risk in the market. Another important step is 
the introduction of the right for corporates to issue into any CSD in any member state (not simple, because 
companies operate under national company law so this proposal poses a problem in understanding which 
corporate law should apply when companies are allowed to issue shares into CSDs in a different member 
state). As for clearing, the reform of the infrastructures in the settlement system is occurring under 
international attention, and the integration of Central Counterparties (CCPs) cannot occur without a 
corresponding move on Central Securities Depositories (CSDs). 
 
Participants agreed there are several lessons that can be drawn from the European experience. First, in the 
area of financial market integration it is very difficult to escape from the international environment: the 
attention has become global and rightly so. The Financial Stability Board plays an important role, and 
attention is strong at G20 level. Second, particularly in the field of Central Counterparties (CCPs), there starts 
being more understanding now of the recent developments: it is becoming clear that requiring all OTCs to be 
cleared centrally in a small number of globally operating CCPs amounts to concentrating a huge amount of 
risk in a very small number of financial institutions. Therefore the crisis management of them has to be 
carefully dealt with.  
  
Turning to the Asian perspective, Asian financial market integration is very different from the process 
undergone by the EU. 
 
The discussion on Asia financial market integration initially was spurred by the 1998 crisis in Asia, 
concentrating on how to resolve the difficulties of supplying funds in Asia during the currency crisis in 1998. 
One aim was to efficiently circulate and invest accumulated money from savings in the Asian region. Other 
drivers were the decision to respond to severe competition in the financial industry, which is led by 
deregulation of finance and development of Information Technology and the idea to develop the financial 
industry in Asia through increasing market volume and integrating related infrastructures. 
 
A first issue is how we decide to set the market integration range: the narrowest definition includes only 
Association of Southeast Asian Nations (ASEAN)1, whereas the largest include ASEAN+62, or even other 
countries like the East Asia part of OECD, or the Asia-Pacific Economic Cooperation (APEC)3. 
 
Concerning the alternative scenarios of geographical and economic (financial) integration, each country’s 
preference for the degree of integration is different according to the gains and losses involved. 
                                                 

 

1. The Association of Southeast Asian Nations, or ASEAN, was established on 8 August 1967 by Indonesia, Malaysia, Philippines, Singapore and 

Thailand. Brunei Darussalam then joined on 7 January 1984, Viet Nam on 28 July 1995, Lao PDR and Myanmar on 23 July 1997, and Cambodia 

on 30 April 1999, making up what is today the ten Member States of ASEAN. The goals os ASEAN are, among others, to promote economic 

growth, social progress, cultural development, piece and collaboration and mutual assistance in various fields. See: 

http://www.aseansec.org/about_ASEAN.html 

2. ASEAN+6 is the ten ASEAN countries plus China, India, Japan, South Korea, Australia and New Zealand. 

3. The Asia-Pacific Economic Cooperation is a forum for 21 Pacific-rim member economies that seeks to promote open trade and practical 

economic cooperation throughout the Asia-Pacific region. Cooperation is based on three pillars: trade and investment liberalisation, business 

facilitation, and economic and technical cooperation. Established in 1989, membership comprises Australia; Brunei Darussalam; Canada; Chile; 

People’s Republic of China; Hong Kong, China; Indonesia; Japan; Republic of Korea; Malaysia; Mexico; New Zealand; Papua New Guinea; Peru; 

Philippines; Russia; Singapore; Chinese Taipei; Thailand; United States; and Viet Nam. See: http://www.apec.org/Glossary.aspx 
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For example: 
 

• Korea's objective is to take a favourable position by expanding its diplomatic relationships from 
conventional power countries to all Asian countries. 

• China aims at checking the US and India, and integrating with Singapore or Malaysia, where Chinese 
emigrants play a primary economic role. Therefore China’s preferred range of integration would be 
ASEAN+34. 

• Japan would prefer a broader perspective (ASEAN+6) to check the growth of China, and plan country-
based Asia-Pacific free trade. 

• The US also has a stake in the process, willing to keep established interests and intensify 
collaboration with China, especially with regard to Hong Kong. 

 
In general, there is a discussion similar to that about European cooperation about Asian cooperation, 
differentiating the geographical scope and the intensity of integration. But unlike Europe, Asia does not have 
an institution for regional political decision-making. There is an argument for establishing an inter-regional 
market based on self-regulation through the Asian common standard.  
 
A very important issue is the Asian cross border bond market that is not very developed even though both 
demand for money and savings are huge in Asia. A good example is Korea, whose savings are 
disproportionately invested in Europe (compared to ASEAN + 3). This feature constitutes a weakness for the 
region, as it exposes the market to a considerable risk when the global financial market becomes volatile. In 
such circumstances – as happened during the recent crisis – the regional foreign exchange and bond market 
can become very unstable. 
 
As a response, a first ASEAN+3 initiative took place in 2003 – the Asian Bond Markets Initiative (ABMI) – with 
the objective of stabilising the foreign exchange and bond markets in the region and to increase bond 
investment). The idea was to start from a first stage of local bond market integration, to spur cross border 
integration and eventually reach a state of deep integration and create an instrument like “Eurobonds”. 
 
However, because of the heavy dependence on the US dollar and the immaturity of bond markets and trading 
systems, the establishment of the cross-border bond market is being delayed, and the ABMI organised in 
2003 is still not connected to the practical bond market. Since cross-border financial intermediation is not 
fully developed, the establishment of the bond market itself is naturally limited. Also the leadership by Japan 
of the ABMI has not been enough to date for the realisation of an Asian bond market.  
 
The issue of financial market integration is related to the development of an eventual single Asian currency, 
which is a remote prospect at best. A single currency would foster the quantitative growth of the cross-border 
bond market. Although a single currency has not been achieved and is a remote prospect, the safety net to 
support the liquidity of ASEAN+3 has been constructed by the multilateral dollar swap of CMIM (Chiang Mai 
Initiative Multilateralisation). An eventual single currency could be phased in gradually, starting with the 
establishment of a collective investment scheme and of a Monetary and Financial Stability Committee 
(MFSC) with home currencies pegged to the dollar, which could be followed by the establishment of a 
common currency (“Asian Currency Unit” – ACU) pegged to the dollar. Home currencies could be fixed to the 
ACU, which could be followed by ACU circulation and a flexible exchange rate system. However, because of the 

                                                 

4.ASEAN+3 is the ten ASEAN countries plus China, Japan and South Korea. 
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difference between countries’ economic scale, including GDP and the inability to practice independent 
monetary and exchange policies, a single currency in the Asian region has not progressed. Also, with the 
euro-area crisis, scepticism about a single Asian currency has increased.  
 
In terms of stock exchange integration, because of changes in regulatory conditions, computerisation of 
trading and liberalisation of capital movements, competition between stock exchanges has strengthened, as 
happened in Europe. But a distinctive feature of the integration of stock exchanges in Asia is that stock 
exchange integration occurs within countries, and not across countries, in contrast to Europe. In this 
environment, Korea can be seen as a promoter of integration. It has a 16 percent share in the Chang Mai 
Initiative and tries actively to interchange stock exchange infrastructure with other Asian countries.  
 
*** 
 
Session 2: The challenge of supervising multinational cross-border intermediaries (summary prepared by 
Lucia Granelli, Bruegel) 
 
The global crisis has drawn attention to the inter-connectedness of markets and to the role played by cross-
border intermediaries. It has highlighted that the first and primary responsibility in avoiding a crisis rests on 
intermediaries. No regulatory measure can substitute internal risk management practices and internal 
control systems.  
 
Regulatory authorities play a very important and delicate role in case of crisis, however. For crises with an 
international dimension, regulatory gaps or issues of extra-territorial jurisdiction can generate conflicts 
between different national regulatory requirements and water down the effectiveness of regulatory 
measures. This is why global finance requires a single complete framework and the elimination of harmful 
inconsistencies. 
 
Attempts to achieve global supervision of multinational intermediaries have not been successful so far. The 
Bank for International Settlements (BIS) has issued recommendations on supervision of cross-border 
banking designed to close loopholes. The set up of regulatory control should be however the starting point for 
international finance regulation. In this regard, information sharing can be considered as a first step in this 
direction. 
 
Confidentiality in exchange for information sharing is an issue. If customer information needs to be protected 
on the one hand, bilateral agreements between banks and supervisory authorities could increase the degree 
of knowledge of the actual situation of the banking system as well as the ability to perform ex-ante 
supervision of these institutions. For ensuring full market discipline and squaring the circle, financial 
supervisors should then share information with central bankers and governments.  
 
Looking at different experiences in some countries could offer inspiration to find a regime for handling large 
cross-border financial firms.  
 
New Zealand 
 
New Zealand is adopting a regime for resolving cross-border systemic banks that belongs to the end of the 
spectrum of separation. This system is characterised by the requirement of carrying out resolution 
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calculations during the “value day” in order to avoid breaks in the flow of operations. Moreover, it intends to 
avoid liabilities for taxpayers. Its plausibility and applicability to other countries can be considered as 
uncertain though. 
 
In New Zealand systemic banks are all owned by foreign (Australian) banks, which are also systemic in their 
home country. No bank has gone bankrupt during the global financial crisis, while some non-bank financial 
companies did. In the aftermath of the crisis, many directors of financial companies have been successfully 
prosecuted and open bank resolution for systemic banks has been endorsed. All systemic banks must now be 
locally incorporated and capitalised5. They also need to be capable of operating on their own within the “value 
day”. On that day, banks are in fact required to estimate likely losses, write-down all their claims in order of 
priority on a conservative estimate of losses, separate the claims dividing into a frozen and an unfrozen part, 
and re-open their activities backed by a government guarantee against further losses.  
 
On the merits of the Open Bank Resolution, it can be argued that it does not provide any deposit insurance 
scheme or depositor preference in the way in which claims are written down. Furthermore, this regulation 
requires extensive pre-positioning. This involves knowing the eligibility of accounts by customer on any given 
day, as well as the ability to divide accounts and have residuals operating normally. 
 
The Open Bank Resolution raises questions of plausibility. It seems politically impossible to impose losses on 
depositors. Notwithstanding its prescription, close outs will anyway be avoided with difficulties and valuation 
will not be so easy to do (the Irish example docet). Moreover, recapitalisation and long-term measures are left 
for the future, while a major test of the system is required on a regular basis.  
 
Further concerns come from the fact that the Open Bank Resolution does not take into account the strong link 
existing between New Zealand systemic banks and their Australian parent banks. Reputation risk implies that 
parent companies should help their subsidiaries. Considering the different nationality of the parent banks, 
however, complying with New Zealand requirements turns out not to be trivial. In addition, Australian 
authorities are likely to bail out Australian banks in difficulties, conceding also a domestic depositor 
preference, possible creating inequality across borders. 
 
As a result, the overall system could work, but still seems ambitious. Major depositor losses appear 
implausible, while sorting out break on the day should be avoided. Longer “funeral plans” for bankruptcy 
crises could be a more realist alternative. Also, banks are not always perfectly separable as required by the 
resolution framework. For New Zealand banks having an Australian parent bank, this distinction could be 
easier to carry out because operations at arms’ length are in a separate currency. Conversely, the 
transferability of the system in some European cases would not work without major costly changes in the 
bank structure.  
 
China 
 
In China, the China Banking Regulatory Commission (CBRC) issued the Guidelines on Consolidated Banking 
Supervision in 2008. This text defines the scope and methodology of consolidated supervision and clarifies 
the requirements that banks should respect.  
 

                                                 

5.Banks are identified as systemic if their capital is larger than $15bn. 
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The CBRC has also continued to explore various approaches to enhancing consolidated banking supervision. It 
has conducted consolidated supervision of cross-border activities of banking groups during the processes of 
licensing and ongoing supervision. Banks have been required to have in place stringent policies and 
procedures for consolidated management.  
 
Furthermore, the boards of directors of systemic banks have been declared ultimately responsible for the 
effective functioning of firewall mechanism established to prevent risk contagion. On-site examination on 
consolidated management has been constantly conducted to prevent cross-border diffusions of crisis. Banks 
have been also continuously urged to improve consolidated management. Particularly large and joint-stock 
commercial banks have been affected by this. 
 
The CBRC has increasingly focused on improving supervision on systemic international financial institutions 
through optimised information collection, off-site surveillance and on-site examination practices. A policy 
framework for SIFIs should be formulated soon. It should provide a methodology for identifying SIFIs and 
require stricter supervisory requirements for SIFIs. For this purpose, along the capital surcharge of 1 
percentage point for large banks implemented since 2009, liquidity surcharges and stricter large exposure 
limits for SIFIs are under discussion. The policy framework for SIFIs should also provide indications on activity 
restrictions and firewalls as well as resolvability of the SIFIs. 
 
The most important element in the Chinese SIFI policy framework is enhanced and intensified supervision. 
More emphasis has been given to corporate governance and risk management. Offsite and on-site 
supervision should increase supervisory frequency and intensity.  
 
Consolidated banking supervision should allow the incorporation of cross-border as well as cross-sector 
dimensions. To improve cross-border supervisory cooperation, from 2009 to 2011, the CBRC convened the 
supervisory college for three of the largest banks (ICBC, BoC, and CCB). As regards foreign banks operating in 
China, it has also continued to enhance supervisory cooperation with home supervisors as a host supervisor, 
starting from the licensing process of foreign banks and then maintaining regular contacts with home 
supervisors through bilateral visits. 
 
Notwithstanding the improvements, the challenges that Chinese authorities still need to face regard firstly the 
enhancement of the supervision on financial holding companies. A main supervisor or lead supervisor system 
may be a good choice for the supervision of financial holding companies. In this case, the lead supervisor 
would be responsible for the consolidated supervision on financial holding companies, while other 
supervisors would be responsible for the functional supervision of their relevant sectional affiliates. 
 
Secondly, parent banks should be asked to uniformly apply policies, management procedures, risk 
management and information transmission systems. The parent banks should exercise adequate oversight 
over subsidiaries.  A centralised information management system could thus help improve the consolidated 
management of multinational financial institutions. 
 
Finally, for strengthening cross-border supervisory cooperation, the relevant responsibilities of home and 
host supervisors should be better defined. The home supervisor should be responsible for the consolidated 
supervision and have an oversight over solvency and liquidity. The host supervisor should be the second in 
line to supervise foreign bank branches. Memorandum of understandings could thus be amended with 
concrete and feasible clauses about information exchange. 
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European Union 
 
It is also useful to look at the EU experience. The European Systemic Risk Board has issued important 
regulations. Credible management of cross-border banking institutions is however lacking. Financial stability 
is thus still an issue that needs to be addressed. 
 
The Vickers report proposes a functional ring-fencing concept to preserve the benefits of having a globally 
integrated financial system. This can be seen as an attempt to take into account the diverse international 
nature, characterising investment banks and distinguishing them from commercial banks. 
 
Additionally, financial stability faces different challenges in Europe compared with China and the United 
States. Large European banks tend to have a majority of operations outside of their home country. China has 
mainly domestic financial institutions, which are nonetheless very large. There are still no clear-cut signals 
about how and when China will definitely open its financial borders. The United States have functioned so far 
as an anchor of the global system. In 2008 they did provide liquidity to foreign banks that could have suffered 
of temporary illiquidity because of having the US as major counterpart.  
 
Policy cooperation on globally integrated financial institutions remains a major challenge. Information 
sharing appears to be one of the most important aspects in this regard. Information sharing should be 
reinforced by a strong degree of coordination among national supervisory authorities. This calls for unified 
supervisory standards, and perhaps some new forms of specialised public authorities at global level. 
Multilateral cooperation indeed needs international bodies to avoid a mismatch of compliance. 
 
*** 
 
Session 3: Global standards and institutions: how strong can they be? (summary prepared by Dana 
Andreicut, Bruegel) 
 
Introductory remarks 
 
Before the crisis hit, the EU was a pioneer in adopting financial standards. In the post-crisis era, the EU is still 
pushing other countries in an international harmonisation effort. 
 
Emerging markets are playing an increasingly important role in international financial standards, including on 
accounting standards. These economies are now the primary drivers of global growth and are no longer 
prepared to simply accept standards given to them by developing countries. The IFRS (International Financial 
Reporting Standards) Foundation has responded to these desires in several ways and emerging markets are 
now well represented in the organisation. An emerging economies group was also set up, with the Chinese 
Ministry of Finance providing the secretariat. This group looks particularly at emerging markets and the 
challenges faced by them when applying IFRS. The outcome of the consultation of the future agenda of the 
IFRS also placed more emphasis on emerging economies. Furthermore, an IFRS office was established in 
Japan to underline the fact that accounting standards which in the past appeared either Europe- or 
transatlantic-centric are in fact a global good. 
 
There is also a need to strengthen and deepen the way in which implementation and enforcement are carried 
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out. This is necessary because the IFRS delivers standards but does not have any responsibility or power to 
implement or enforce the standards. The question is how to move forward from here. There is a plan which 
foresees building up a network of relations with standard setters and public authorities at the national and 
regional level. 
 
China’s experience 
 
Looking more closely at Asia, and specifically at the Chinese experience, one can observe that the Chinese 
regulatory infrastructure is still fragmented. Furthermore, supervision has had a short history, it is still young 
and simple. On the one hand, there are many signs of a modern banking system, on the other hand there are 
also relics from the central planning era. Despite this tension, regulation has come a long way and has caught 
up with the international standards to a large extent. 
Many Chinese regulations are developed from the Basel Accords. Where things can be easily replicated, 
progress is fast. When independence, autonomy or ideological shifts are required, the implementation is more 
problematic. On paper, China is ahead of the game compared with the G20 average with regards to capital 
requirements. 
 
China has also been contributing to the international rule setting by providing the perspective of emerging 
market economies. China however also faces some constraints. These include issues such as the 
international regulatory risk culture and the language barrier. Furthermore, attending international 
conferences and working groups appears to some as a burden, which results in the under-representation of 
Chinese regulatory authorities in international meetings. 
 
The 2008 financial crisis has set back China in its financial reform. As the Western system lost some of its 
shine, many of the Chinese actors are questioning its credibility and believe that the country may be on its 
way towards its own system. Some scepticism was expressed as to whether this is in fact the case, as China 
still has a lot of learning left to do. The learning process was disrupted by the financial crisis. 
 
There is also an ongoing debate regarding the implementation of certain regulations and potential negative 
spill-overs. This is particularly relevant for the implementation of stringent capital regulations. Small 
businesses were already hit hard by prudential regulation which constrained access to lending. Regulation 
also impacted the banks’ capacity to generate revenue. The application of international standards without due 
consideration to the Chinese reality has had its downsides. This doesn’t mean however that the 
implementation of international standards should be discontinued, but rather that it should be conducted with 
care. 
 
Furthermore, banking supervision can only be as good as the banking system itself. If banks are homogenous 
and dominated by a bureaucratic culture, there are still areas where internal controls are lacking, moral 
hazard is rampant and adverse selection is prevalent. In such a setting, it will be unrealistic to expect the 
bank supervisor to be fully professional and do its work properly. The system is further constrained by the 
limited capacity of bank supervisory staff. 
 
The Financial Stability Board 
 
A dense regulatory agenda is prevalent in the financial services industry. A new regulatory structure was 
created in 2009 in the form of the Financial Stability Board (FSB). Before the financial crisis, a variety of 



 

 

 

 

 

 

© Bruegel 2011 www.bruegel.org 10 

regulatory bodies existed, among them: technical standard setters (the Basel Committee, securities market, 
insurance and accounting regulators), and also a political impulse coming from the G7 and G8 meetings. One 
role of the FSB is to coordinate standard setting bodies. It thus provides the first interface between political 
impulses and the financial regulatory agenda. The FSB ensures timeliness by monitoring deadlines and 
publishing scoreboards on the progress of financial regulatory reform. It furthermore avoids gaps and 
overlaps, for example it coordinates the work of IOSCO, the CPSS and the BCBS on OTC derivatives and also 
undertakes joint strategy reviews. 
 
The FSB also implements standards, together with other bodies, in particular the IMF and the World Bank. The 
FSB will never be as strong and as efficient as the IMF for certain assessments, but it will have the political 
legitimacy to look at certain issues, as was reflected by its horizontal assessment of compensation schemes. 
 
A Korean perspective 
 
Since 2002, global acceptance of IFRS has grown and more than 120 countries have adopted it or are in the 
process of adopting it. In 2011, Korea joined the framework. Korean regulators joined because they wanted to 
improve the transparency of corporate financial reporting. There was also a need to embrace global standards 
to reduce the cost of capital and raise the value of companies. Another motivation was the need to reduce the 
production costs of local companies. 
 
Korean regulators provided assistance in the implementation of the new standards. They prepared a roadmap 
and gathered experts, giving them the opportunity to have an input early on in the process. Furthermore 
companies were also given sufficient time to prepare for the implementation. Efforts were undertaken to keep 
the corresponding costs to a minimum. 
 
With the adoption of IFRS, several difficulties emerged however. The ever more complex financial reporting 
structure added to the compliance burden of businesses. Demand for auditing services is also likely to 
increase, which results in the need of the accounting industry to continue investing in good professionals. 
 
Looking at the Korean experience, it becomes clear that a strong commitment from both the government as 
well as from the business community is key for successful implementation of IFRS. The government must 
sometimes step in and provide the necessary momentum. Emerging economies can ensure success by not 
rushing in the implementation process. This is especially true in light of recent changes made to global 
accounting standards. Because the transition to a new regime entails a fairly substantial cost, a cost-benefit 
analysis is a must. If there is a potential conflict between existing policies and new standards, adjustments 
should be made and exceptions allowed, ensuring that domestic industries are able to grow. Korea’s 
experience can be an attractive model for emerging economies. 
 
Auditing 
 
With an increasingly global economic order, international standards have become crucial. 
 
Many local accounting standards were privileging a longer term vision regarding business performance. If one 
looks at IFRS, one finds a shorter term, more market-driven vision regarding business performance. A debate 
needs to emerge in order to discover what type of performance one wants to see reflected. The Anglo-Saxon 
perspective favours a more short-run view, while other countries prefer a longer-term view. 
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The first challenge for auditors concerns the successful implementation of IFRS. All the big four audit 
networks have improved their organisation, yet they still face the cultural challenge in each country and need 
to deal with local regulators. 
 
The rules are also very complex, which is challenging. A natural recommendation is to avoid complicating 
accounting standards. If this fails, the risk is that the financial statements will be understood by only a small 
group of experts. 
 
Lastly, disclosures are also very important, over and above the financial statements themselves. Not only the 
quantity of information provided is important, what matters more is its quality and that the right kind of 
information is made available. 
 
Discussion 
 
Drawing on the introductory presentations, several comments were made. It was highlighted that Korea is 
indeed a successful example of IFRS implementation. The recent financial crisis has put the spotlight on 
accounting for financial institutions, shifting attention from manufacturing entities, which had dominated 
debates in the mid 90s and early 2000s. Another reality of a changing world is the presence of innovation. 
The latter continues and develops in a way that may be detrimental to a good understanding of reality. 
Accountants need to decide how to react to innovation and how to handle it. 
 
There are several ways to deal with the harmonisation of standards and one needs to choose the optimal 
route. The IFRS Foundation will need the support of the FSB and of the G20. If there is no political will for the 
harmonisation process and for the support of the implementation process, it will not work. 
 
The discussion further addressed the topic of the FSB, which is facing several problems at the moment. How 
does one ensure that the FSB has the power it really needs to ensure the implementation of reforms? A risk of 
the emergence of an overly elaborated architecture, with a plethora of international standard setting bodies, 
exists, how does one avoid potential complications? How does one ensure that G20 leaders remain focused 
on this issue once the economy improves? 
 
It was stated that the FSB does not get its strength from legal powers, but from the professionalism of its 
operations. When it comes to rule setting the strength will persist, but when it comes to enforcement, power 
belongs to individual jurisdictions. Hence the overall picture is a mixed one. There are however some ways to 
strengthen the position of the FSB. These include providing the FSB with a stronger institutional standing, by 
giving it legal personality and greater financial autonomy, bringing about a rebalancing of the FSB steering 
committee (which was already achieved) to ensure more diverse representation from different sectors 
(including finance ministers, the Commission etc. alongside central banks). Furthermore, the FSB could also 
improve its own governance by becoming more transparent. 
 
Reacting to the question on the increasingly complex financial architecture, it was argued that the FSB 
ensures a unique ongoing cooperation between different kinds of bodies. Expanding its scope makes it more 
complex, but this is a part of the process. 
 
The question of China’s currency convertibility and the relationship between it and the imposition of new 
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financial standards was also raised. It was argued that currency convertibility depends on many factors, 
among which the convertibility of the capital account, which needs to precede the convertibility of the 
Renminbi. Furthermore, if the central bank does not have full independence, then convertibility can be 
problematic. 
 
The issue of “mock-compliance” was also discussed, more specifically the question of how effective the IFRS 
implementation is, and whether the quality of compliance is a worry were addressed. Looking at Korea’s 
experience, there is a demand on the government and business sides to adopt IFRS as quickly as possible. 
Korea needs foreign investors, thus to induce foreign investment the quality of financial reporting needs to be 
increased. There is an incentive for a transparent implementation of the IFRS and the avoidance of mock 
compliance. 
 
There was further discussion of the creation of a network of public authorities ensuring that IFRS are 
implemented in a successful and consistent way. No detailed outline for the project is available at the 
moment. The need for political backing of IFRS was reiterated and the importance of post-implementation 
reviews of new standards was also stressed. 
 
A general consensus emerged that there is a need for international governance, which takes into account the 
existence of different overlapping bodies and ensures a smooth functioning of the system. 
 


