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Outline

hat went wrong?

do we need to go?
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What went wrong?

Conditions present

for a perfect storm

4 )
MACRO OVERSIGHT FINANCIAL
SYSTEM
e Very low interest rates * Inadequate regulation * Highly complex and opaque
» Abundant liquidity « Weak supervision * Poor risk management

e \Weak resolution tools 'TOO'important'to fail aura




Supervisory vulnerabilities

ymplacent — not sufficiently intrusive/skeptica

ive in dealing with emerging risks; di




Financial sector vulnerabilities

Complacent risk

Result:
management:
> Low lending standards »Under-pricing of risk =>
>Aggressive risk taking (high ~Low capital and
profit targets & provisions
remuneration) » Aggressive expansion
> Low provisions » Risk concentrations
> Heavy reliance on »Vulnerable liquidity
wholesale funding position

> High leverage »Some comfort in “TITF”
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OAL: More reliable financial syste
that supports sustained growth

ore resilient financial institutions
ally consistent regulatory standard
ansparency
of non-bank







How do we get there?

ightened prudential regulations

offective supervision




A. Tightened prudential regulations
Objectives:

Increase the quantity and quality of capital

More bank liquidity and more stable funding

\_
-

Reduce concentration risks

\




Status of tightened regulations:

Increase the Increase Core Tier 1 ratio
qua ntity and Introduce capital conservation buffer
Leverage ratio

quality of _ | .
Phasing out of hybrids & subordinated debt

capital

More Banks to hold more high quality assets to
o lle/fa"A%Iale " meet short-term stresses

91812 =iizlell=0 |* Netstable funding ratio (more long-term
fu nding funding; better matching of asset and liability)




Strong capital base in region

Regulatory Capital as a Share of RWA, 2010
(In percent)
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Issues:

Risk weight for sovereign debt

e When should an asset be considered zero credit risk?

Concentration & leverage limits

e No international standard yet in place

Challenge of recalibration

e Use of models -- reassessing relative risk among asset classes



In some Latin American countries,
onificant exposures to Government

Claims on Central and Local Government Compared to Bank Assets,
2010

(In percent)




B. More effective supervision

Issues:

e Regulations only as good as their implementation
e Supervision needs to be comprehensive

* Cooperation across supervisors

Guidance & Principles:

e FSB: Recommendations for improving the Intensity and Effectiveness of
Supervision (Nov. 2010)

e |MF: The Making of Good Supervision, Learning to say No (May 2010)

Instruments to promote strong supervision:

e Technical assistance to supervisory agencies
 Financial Sector Assessment Program (FSAP)

e Self assessments, peer reviewed on a global basis



Strengthening supervision principles

Ability and will to act

» Legal authority & operational independence
» Clear and unambiguous mandate

» Adequate resources

> Skilled senior experienced staff

» Accountability

» Effective working relationships (cooperation)
with other agencies

» A healthy relationship with the industry




Bank supervision has a number of strengths
but some gaps remain

Compliance with selected BCP Principles of Banking Supervision
Western Hemisphere (2006 Version)

M Compliant ® Non Complliant




C. Robust resolution frameworks

fective resolution framework and authorities
ible tools to resolve a TITF institution

der cooperation & coordinated sol




SIFI failure can disrupt the
financial system




Understanding SIFls

Positive attributes Risky attributes

Diversification High Capacity

/ to spread distress

and scale

Cross border @ Difficult to resolve;

capital flows ; x ) bailing olur;c cre:;tes
moral hazar

'Safe harbor during Competitive
??

SLFESS s funding edge

l | Undue influence

Essential
T over regulatory
process




IFIs’ share of the global financic
system has doubled




Throughout region, banking
systems are very concentrated

Top 3 Banks as Share of Total Bank Assets
70 (In percen t)
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Source: Bankscope (2009 data)



D. Macro-prudential dimension

Countercyclical
capital buffers

Varying loan to value

ratios

Compensation reform

Forward looking loan
loss provisioning

Less procyclical
accounting standards

Monetary policy
interest rates: leaning
against the cycle

Procyclicality

Mitigants




IV. WHAT MORE




arall progress... but more challenges ah

W to improve governance and risk management capacity of SIFls?
o ensure a level playing field in regulations?
mprove quality of supervision?
e is the current RWA regime?

F while keeping benefits of national and g




IMF contributions

* Taking macro-
financial linkages into
account

e Examining interaction
with macroeconomic
policies

e Implications of micro
regulations for the
financial system and
the economy

Macro
prudential
Framework

Analysis

€][e]oF]
Approach

Spotting
Trends

e National relevance

e International
consistency

e Surveillance and
FSAPs

e Technical Assistance

e Early Warning Exercise
* Bilateral and

multilateral
surveillance







