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Introduction

This book describes the existing system of international
financial regulation and proposes some needed improve-
ments. It assumes in the reader a certain basic knowledge
of finance but it does not delve into any one subject in
great technical detail; it is therefore not a complete hand-
book for the trader, compliance officer or line supervisor.
It does not say all that can be said about current issues
in the main financial disciplines, banking, securities and
insurance, nor about the numerous questions needing to
be addressed in the structure of regulation in the EU (and
indeed elsewhere); rather it offers a bird’s eye view of the
main issues at the time of writing (September 2007) and
gives the authors’ views as to the broad direction in
which solutions are to be found.

We seek to expose the remarkable range of financial
regulation topics being addressed across the globe and
describe the complex bureaucratic organisms through
which they are discussed and occasionally resolved.
These organisms have displayed a tendency to spawn.



Introduction

During the half a dozen years in which the authors were
actively engaged in this field at the FSA in the UK, the
number of international committees of which the FSA
was a member multiplied from 76 to over 150. It is
beyond the scope of this book to describe the role and
composition of every one of them, though it provides
links to enable the assiduous reader to drill down further.
In any case, these committees constantly divide, dissolve
and re-form so that no account will remain wholly reli-
able for long.

In Chapter 1 we remind the reader of the underlying
rationale for the different kinds of financial regulation
and why there is an international dimension to such
activity. The financial system is in a constant state of evo-
lution so that there is an equally constant debate about
what should be regulated and what should not.

We go on in Chapter 2 to set out the main institutional
arrangements for international co-operation by disci-
pline - banking, securities, insurance and financial
reporting — including some history as to how the
arrangements have evolved. Chapter 3 discusses the role
of the International Financial Institutions: principally
the IMF and the World Bank. We then describe the much
more highly developed structures for cross-border finan-
cial regulation created within the EU in Chapter 4.

Chapter S looks at the very diverse arrangements for
the organization of supervision in the G7 countries and
describes the various different philosophies underlying
those structures. There is a lively debate under way in
many countries about how best to respond to changing
financial markets. Chapter 6 offers a brief guide to that
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Introduction

debate. Finally, in Chapter 7, we look at the main current
issues which pose a challenge to the existing arrange-
ments and propose a number of important reforms.

The underlying argument we advance is that the inter-
national regulatory system has developed in a piecemeal
fashion. It has been reasonably successful in maintain-
ing financial stability in a fast changing world. But it is
now seriously out of date and may not be adequate
to address the challenges such change will bring. The
global committees, whose structure is rooted in an old-
fashioned breakdown of financial activity into the three
‘sectors’ of banking, insurance and securities, need
radical reform if they are to keep pace with the rapid
evolution of financial markets. The market turmoil of
the summer of 2007, originating in the US sub-prime
mortgage market, demonstrated vividly that the tech-
nology of credit transfer had developed to the point
where it is often hard to determine where risks now lie —
and it is quite impossible for the regulator of a single
sector to do so.

The scale of financial market activities has escalated
dramatically in recent years. McKinsey and Company
estimate that global financial assets have more than
doubled in the last ten years, and are set to increase
by a further 50 per cent by the end of this decade
(Chart 1). It is therefore not surprising that a regula-
tory system designed some time ago is beginning to
creak. Furthermore, the growth of cross-border finan-
cial activity is even more rapid: international capital
flows have been expanding at over 10 per cent a year
over the last fifteen years (Chart 2). So the international

3
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