
P a g e | 1 

____________________________________________________________ 
International Association of Risk and Compliance Professionals (IARCP)                

International Association of Risk and Compliance Professionals (IARCP) 
1200 G Street NW Suite 800, Washington DC, 20005-6705 USA 
Tel: 202-449-9750, Web: www.risk -compliance-association.com 

 

 

Monday, February 21 ,  20 2 2  
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better or for worse) shaped the week's agenda, and what is next 

 
Dear members and friends,  
 
I have just read an interesting paper from the three European 
Supervisory Authorities (ESAs). In a joint report , they 
recommend rapid action  to ensure that the EUôs financial 
services regulatory and supervisory framework remains fit -for -purpose in 
the digital age. 
 
Which are the risks? They worry about risks arising from the 
transformation of value chains, platformisation  and the emergence of new 
ómixed-activity groupsô i.e. groups combining financial and non-financial 
activities.  The ESAs note that dependencies on digital platforms  are 
increasing rapidly.  
 
In 2016, the European Commission developed a paper with title ñOnline 
Platforms and the Digital Single Market, Opportunities and Challenges for 
Europeò. We could read that online platforms come in various shapes and 
sizes, and continue to evolve at a pace not seen in any other sector of the 

http://www.risk-compliance-association.com/
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economy. They cover a wide-ranging set of activities including online 
advertising platforms, marketplaces, search engines, social media and 
creative content outlets, application distribution platforms, 
communications services, payment systems, and platforms for the 
collaborative economy. 
 
According to the European Commission, online platforms offer the 
potential to enhance citizens' participation in society and democracy, as 
they facilitate access to information, in particular for younger generations 
and across borders. However, the growing importance of the digital 
economy linked with the fast -changing nature of platform ecosystems also 
raise new policy and regulatory challenges.  
 
Effective enforcement is crucial. The cross-border nature of platforms 
means that enforcement requires good cooperation between relevant 
authorities, such as that envisaged in the reform of the Regulation on 
Consumer Protection Cooperation and as provided for in the General Data 
Protection Regulation. The ability of public authorities to respond 
effectively to new and possibly disruptive market and technological 
developments and business models will be critical.  
 
There is a number of concerns from certain stakeholders about unfair 
trading practices from online platforms. The most common alleged 
problems inclu de the following:  
 
1. Platforms impose unfair terms and conditions, in particular for access to 
important user bases or databases; 
 
2. Platforms refuse market access or unilaterally modify  the conditions for 
market access, including access to essential business data; 
 
3. The dual role that platforms play (when they both facilitate market access 
and compete at the same time with suppliers), can lead to platforms 
unfairly promoting their own services to the disadvantage of these 
suppliers;  
 
4. Unfair óparityô clauses with detrimental effects for the consumer; and 
 
5. Lack of transparency ð notably on platform tariffs, use of data and 
search results ð which could result in harming suppliersô business 
activities.  
 
It is interesting to remember that at the end of 2021, the European 
Commission proposed a set of measures to improve the working conditions 
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in platform work and to support the sustainable growth of digital labour 
platforms in the EU. It includes:  
 
- A Communication setting out the EU approach and measures on 

platform work. These are complemented by actions that national 
authorities, social partners and other relevant actors should take at 
their level. It also aims to lay the foundations for work on future glo bal 
standards for high-quality platform work.  

 
- A proposal for a Directive on improving working conditions in platform 

work. This includes measures to correctly determine the employment 
status of people working through digital labour platforms and new 
right s for both workers and self-employed people regarding algorithmic 
management. 

 
- Draft Guidelines clarifying the application of EU competition law to 

collective agreements of solo self-employed people seeking to improve 
their working conditions. This include s those working through digital 
labour platforms.  

 
Read more at number 5 below. Welcome to the Top 10 list. 
 
Best regards, 
 

 
George Lekatis 
President of the IARCP 
1200 G Street NW Suite 800,  
Washington DC 20005, USA 
Tel: (202) 449 -9750 
Email:  lekatis@risk-compliance-association.com 
Web: www.risk -compliance-association.com 
HQ: 1220 N. Market Street Suite 804,  
Wilmington DE 198 01, USA  
Tel: (302) 342-8828  
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Number 1  (Page 6 )  

Public Company Accounting Oversight Board to Form Two New 
Advisory Groups to Enhance Engagement With Investors and 
Other Stakeholders 
 

 
 

Number 2  (Page 1 1 )  

Implementing Basel III  
Pablo Hernández de Cos, Chair of the Basel Committee on Banking 
Supervision and Governor of the Bank of Spain, at the European Economic 
and Social Committee public hearing on "The EU banking reform package". 
 

 
 

Number 3  (Page 1 8 )  

A resilient financial system 
Andrew Bailey, Governor of the Bank of England, at the TheCityUK Annual 
Dinner, London, 10 February 2022.  
 

 
 

Number 4  (Page 23 )  

Governors and Heads of Supervision unanimously reaffirm 
commitment to implementing Basel III framework; reappoint 
Pablo Hernández de Cos as Chair of the Basel Committee 
 

 
 

Number 5  (Page 2 5 )  

The European Supervisory Authorities (ESAs) recommend 
actions to ensure the EUôs regulatory and supervisory framework 
remains fit -for -purpose in the digital age 
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Number 6  (Page 28 )  

Joint European Supervisory Authority  response to the European 
Commissionôs February 2021 Call for Advice on digital finance 
and related issues 
regulation and supervision of  more fragmented or non-integrated value 
chains, platforms and bundling of various financial services, and risk s of 
groups combining different activities  
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Helping users stay safe: Blocking internet macros by default in 
Office 
Kellie Eickmeyer 
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2021 Trends Show Increased Globalized Threat of Ransomware 
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Capturing hidden data for asymptomatic COVID -19 cases 
provides a better pandemic picture 
Measuring the disease spread poses a challenge 
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Taking a look at tiny bubbles 
Lawrence Livermore National Laboratory  
 

 
 



P a g e | 6 

____________________________________________________________ 
International Association of Risk and Compliance Professionals (IARCP)                

Number 1  

Public Company Accounting Oversight Board to Form Two New 
Advisory Groups to Enhance Engagement With Investors and 
Other Stakeholders 
 

 
 

The Public Company Accounting Oversight Board (PCAOB) announced the 
creation of two new advisory groups ð the Investor Advisory Group (IAG)  
and the Standards and Emerging Issues Advisory Group (SEIAG).   
 
The advisory groups will enable the PCAOB to obtain essential input and 
insights from investors and other stakeholders on a wide variety of matters 
related to improving audit quality.  
 
As described below, the PCAOB is seeking public comment on the proposed 
structures of these two new advisory groups, as well as nominations for 
membership in each group.  
 
- The Investor Advisory Group will advise the PCAOB on matters 
concerning the PCAOBôs mission to oversee the audits of public 
companies, and related matters (such as the audits of broker-dealers), 
to protect the interests of investors and further the public interest in the 
preparation of informative, accurate, and independent audit reports, 
including providing investorsô perspectives on key areas of concern and 
potential emerging risks related to PCAOB oversight activities.  

  
 
- The Standards and Emerging Issues Advisory Group will replace the 

Standards Advisory Group created in early 2021, and advise the PCAOB 
on existing standards, proposed standards, potential new standards 
and, if requested by the Board, on matters other than standards that are 
of significance to the PCAOB, including emerging audit issues. The 
Standards and Emerging Issues Advisory Group will provide for 
enhanced public engagement with a diverse group of investors and 
other stakeholders. 

 
To promote transparency and engagement around the structure and 
operation of these new advisory groups, the Board determined to defer 
adoption of formal charters for these groups until after the public has an 
opportunity to weigh in on the attributes of the ne w groups. The Board 
therefore today also voted to publish a Request for Comment that outlines 
potential structures for the IAG and SEIAG(PDF) and solicits public input 
on those frameworks.  
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Anyone interested in sharing their perspectives on the Request for 
Comment is invited to submit comments. The comment period runs 
through February 28.  
 
ñThe effectiveness of our oversight depends on robust dialogue with key 
stakeholders, including the investor community, audit committee 
members, preparers and auditors of financial statements, and academics, 
among othersò said PCAOB Chair Erica Y. Williams. ñBuilding on the 
success of the PCAOBôs past advisory groups, the IAG and SEIAG will 
provide us with opportunities to obtain key views and insights from regular 
engagement with stakeholders.ò 
 
In addition, the Board opened nominations for those seeking to participate 
in the IAG or the SEIAG. Nomination forms, including for 
self-nominations, are available at the following links:  
 
- Nominee Form ð to nominate yourself to serve on the IAG/SEIAG. 

https://pcaobus.org/about/advisory -groups/advisory -group-nominee-
form  

 
- Nominator Form ð to nominate another individual to serve on the  

IAG/SEIAG.  

https://pcaobus.org/about/advisory -groups/advisory -group-nominato
r-form  

 
The deadline for nominations is February 28. Nominations are open to both 
new prospective participants and members who have served on the 
PCAOBôs previous advisory groups. 
 
The Board will select advisory group members, in its sole discretion, based 
on nominations (including self -nominations) received from any person or 
organization.  
 
The Board has instructed PCAOB staff to contact individuals who applied to 
participate on the Standards Advisory Group to determine whether they 
wish to be considered to serve on the IAG or SEIAG, or both. 
 
The Board expects to announce advisory group appointments in early 
spring, and anticipates that membersô terms will begin immediately. 
Advisory group membership is personal to the advisory group member, and 
the duties and responsibilities cannot be delegated to others.  
 
Advisory group members receive no compensation for their service but may 
have their related travel expenses reimbursed by the PCAOB, subject to the 
PCAOBôs travel and business expense reimbursement policy. 

https://pcaobus.org/about/advisory-groups/advisory-group-nominee-form
https://pcaobus.org/about/advisory-groups/advisory-group-nominee-form
https://pcaobus.org/about/advisory-groups/advisory-group-nominator-form
https://pcaobus.org/about/advisory-groups/advisory-group-nominator-form
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ñIt is fitting that one of the first major actions of the new PCAOB Board 
since being fully seated only weeks ago is to take rapid and decisive action 
on establishing these new groups,ò Chair Williams added. ñObtaining input 
from these groups is obviously a priority for this Board, and we intend to 
move forward quickly to stand them up fully, appoint new members, and 
hold public meetings as early as this spring.ò  
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To read more: 
https://pcaobus.org/news -events/news-releases/news-release-detail/publi
c-company-accounting-oversight-board-to-form -two-new-advisory-groups
-to-enhance-engagement-with -investors-and-other-stakeholders 
 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

https://pcaobus.org/news-events/news-releases/news-release-detail/public-company-accounting-oversight-board-to-form-two-new-advisory-groups-to-enhance-engagement-with-investors-and-other-stakeholders
https://pcaobus.org/news-events/news-releases/news-release-detail/public-company-accounting-oversight-board-to-form-two-new-advisory-groups-to-enhance-engagement-with-investors-and-other-stakeholders
https://pcaobus.org/news-events/news-releases/news-release-detail/public-company-accounting-oversight-board-to-form-two-new-advisory-groups-to-enhance-engagement-with-investors-and-other-stakeholders
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Number 2  

Implementing Basel III  
Pablo Hernández de Cos, Chair of the Basel Committee on Banking 
Supervision and Governor of the Bank of Spain, at the European Economic 
and Social Committee public hearing on "The EU banking reform package". 
 

 
 

Good afternoon and thank you for inviting me to take part in this public 
hearing on the EU banking reform package. 
 
I will be focusing my remarks today on the implementation of the 
outstanding Basel III reforms. I will first offer some reflections in my 
capacity as Chair of the Basel Committee and then offer some specific 
comments on the state-of-play in Europe in my capacity as Governor of the 
Bank of Spain.   
 
By way of a brief overview, the Basel Committee is the primary global 
standard setter for the prudential regulation of banks and provides a forum 
for cooperation on banking supervisory matters. Its mandate is to 
strengthen the regulation, supervision and practices of banks worldwide 
with the purpose of enhancing global financial stability.  
 
In pursuing its work, the Committee is anchored by rigorous empirical 
analysis, including a comprehensive evaluation work programme. Such an 
approach helps ensure that the Committee's approach is grounded as far as 
possible by impartial evidence. 
 
Financial stability is a global public good. The cross-border spillovers of 
financial distress can result in under -investment in financial stability by 
individual jurisdictions  and regions. 
 
Given the global nature of the financial system, distress in one jurisdiction 
or region can easily spill over to other parts of the globe. We have seen 
numerous examples of such cross-border spillovers in previous financial 
crises.  
 
An open global financial system therefore requires a set of global minimum 
and consistent prudential standards. In our interconnected world, a failure 
to achieve this could result in regulatory fragmentation, regulatory 



P a g e | 12 

____________________________________________________________ 
International Association of Risk and Compliance Professionals (IARCP)                

arbitrage, an uneven playing field for inte rnationally active banks, and 
increased risks to global financial stability.  
 
Since its inception in 1974, Basel Committee members have demonstrated 
their strong commitment to cooperating on global financial stability issues, 
including by means of developing a global regulatory framework for 
internationally active banks.  
 
The latest version of this framework, known as Basel III, seeks to address 
the shortcomings in the banking system that were exposed by the Great 
Financial Crisis (GFC). The Basel III framework was finalised in 2017 and 
was endorsed by the G20 Leaders.  
 
Starting with my perspective as Chair of the Committee, I would like to 
make three broad points. 
 
First, I think it is helpful to recall the rationale of these reforms and why 
they remain as important today as they were when they were finalised in 
2017. 
 
While much has changed since 2017, the Covid-19 pandemic and other 
structural trends have only further underlined the importance of a resilient 
banking system. The Basel III reforms have played a central role in 
ensuring the banking system has remained operationally and financially 
resilient during the pandemic.  
 
Unlike the experience of the GFC, banks have been able to continue 
supporting the real economy. Bank customers, whether they be depositors, 
borrowers or users of other banking services, have benefitted greatly from 
the resilience of the banking system and will continue to do so.  
 
We should also recognise that public support measures have largely 
buttressed banks from losses to date. We should therefore not become 
complacent about the need to implement the outstanding Basel III reforms.  
 
While the initial set of Basel III reforms fixed a number of fault lines in the 
pre-GFC regulatory framework, the way in which banks calculated 
risk -weighted assets (RWA) ï the denominator of banks' risk -weighted 
capital ratios ï remained largely unchanged.  
 
Yet the GFC painfully demonstrated the excessive degree of variability in 
banks' modelled capital requirement. For example, when banks were asked 
to model their credit risk capital requirements for the same hypothetical 
portfolio, the reported capital ratios varied by as much as 400 basis points. 
 



P a g e | 13 

____________________________________________________________ 
International Association of Risk and Compliance Professionals (IARCP)                

Similarly worrying levels of variability could also be seen in other modelled 
risk categories, including market and counterparty credit risk. And the GFC 
highlighted shortcomings with the operational risk framework, where 
banks' modelled capital requirements were insufficiently robust to cover 
losses stemming from misconduct and inadequate systems and controls.  
 
This excessive degree of RWA variability threatened the credibility of banks' 
reported capital ratios. At the peak of the GFC, investors lost faith in banks' 
published ratios and placed more weight on other indicators of bank 
solvency. 
 
The outstanding Basel III reforms seek to help restore credibility in the 
calculation of banks' RWA in four ways: 
 
First, they will enhance the robustness and risk sensitivity of the 
standardised approaches for credit risk, market risk and operational risk, 
which will facilitate the comparability of banks' capital ratios.  
 
Second, they will constrain the use of internally modelled approaches by 
ensuring that modelled parameters are subject to greater safeguards and 
that advanced modelling approaches are not used for portfolios with 
limited historical data.  
 
Third, the Basel III reforms will introduce a robust risk -sensitive output 
floor. The output floor provides a risk -based backstop that limits the extent 
to which banks can lower their capital requirements rela tive to the 
standardised approaches. This helps to maintain a level playing field 
between banks using internal models and those on the standardised 
approaches.  
 
It also supports the credibility and comparability of banks' risk -weighted 
calculations thanks to the accompanying public disclosure requirements, as 
banks will be required to publish their total RWA that constitute the 
denominator of their risk -weighted capital requirements, including with 
the output floor adjustment.  
 
And fourth, the reforms will  complement the risk -weighted framework with 
a finalised leverage ratio. The leverage ratio provides a safeguard against 
unsustainable levels of leverage and mitigates gaming and model risk 
across both internal models and standardised risk measurement 
approaches. 
 
The gravity of the regulatory fault lines that Basel III seeks to address 
remains as important today as it was pre-pandemic. For example, a recent 
report by the European Banking Authority on banks' modelled capital 
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requirements points to a "significant" le vel of capital dispersion "that needs 
to be monitored".  So it is critical that all Basel Committee jurisdictions 
implement the Basel III reforms in a full and consistent manner.  
 
The second point I would like to address is the assertion that the Basel III 
reforms have not been adequately designed to reflect jurisdiction- or 
region-specific characteristics, and that their implementation will impede 
economic growth and banks' ability to tackle structural trends and 
challenges, such as the digitalisation of finance or climate-related financial 
risks.  
 
Such statements do not accurately reflect the rigorous process that the 
Committee followed, and do not serve the interests of a sustainable and 
inclusive economic recovery. 
 
The Basel III reforms benefited from a n extensive consultation process with 
a wide range of stakeholders. The Committee issued no fewer than 10 
consultation papers as part of these reforms, with an accompanying 
consultation period that spanned the equivalent of almost three years.  
 
The finali sed standards took on board many of the comments received from 
stakeholders and reflect the differences in views among our members. They 
include a range of national discretions to provide a degree of flexibility. 
They are a compromise by their very nature.  
 
A back-of-the-envelope estimate suggests that over 35 key adjustments 
were made to the reforms as they were finalised relative to the original 
proposals. Since I am speaking to a mostly European audience today, I 
should note that the majority of these adjustments were made to reflect the 
views of different European stakeholders. 
 
The Basel III reforms were also guided by rigorous quantitative analyses. 
These studies clearly show that the Committee met the objective set by the 
Group of Governors and Heads of Supervision, and subsequently endorsed 
by G20 Leaders, of not significantly increasing overall capital requirements 
at the global level. 
 
Under very conservative assumptions, these reforms are estimated to 
increase banks' Tier 1 capital requirements by only 2% if implemented 
immediately.  
 
Of course, some "outlier" banks may face higher requirements, for example 
as a result of aggressive modelling practices. This is an intended outcome of 
our standards, which are precisely targeted at reducing excessive RWA 
variability.  
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Even in those instances, the actual capital impact is likely to be much lower 
than is asserted by some stakeholders, not least because of the sufficiently 
long transitional arrangements: starting in 2023, the final elements of these 
reforms will be implemented by 2028, some 20 years since the GFC. 
 
It is also increasingly clear that the outstanding Basel III reforms will 
complement the previous reforms in having a positive net impact on the 
economy. For example, a recent analysis by the ECB suggests that the GDP 
costs of implementing these reforms in Europe are modest and temporary, 
whereas their benefits will help permanently strengthen the resilience of 
the economy to adverse shocks. 
 
It also finds that potential deviations from the globa lly agreed Basel III 
reforms ï for example, with regard to the output floor ï would significantly 
dilute the benefits to the real economy. History has shown time and again 
that it is healthy and resilient banks that are best able to lend to the real 
economy and contribute to growth and jobs.  
 
To suggest therefore that implementing Basel III will somehow impede the 
ability for banks to meet these objectives and adapt to structural trends, 
including the digitalisation of finance and climate change, is not su pported 
by empirical evidence. 
 
Third, and this will be my final point as Basel Committee Chair, 
implementing Basel III in full and consistently is a powerful symbol of 
jurisdictions' ongoing commitment to multilateralism.  
 
Basel Committee members have repeatedly reiterated their expectation of 
this commitment over the years. It is now critical that all Basel Committee 
member jurisdictions translate this commitment into concrete action by 
implementing the standards fully and consistently.  
 
 I will now make a few remarks on the specific proposals currently being 
discussed in Europe in my capacity as Governor of the Bank of Spain.  
 
As you may know, the Basel Committee has a comprehensive programme ï 
the Regulatory Consistency Assessment Programme (RCAP) ï to assess the 
consistency of our members' implementation of Basel III after it is adopted 
domestically.  
 
As and when Basel III is implemented in Europe, the Committee will have 
the opportunity to conduct an RCAP peer review of its consistency. Until 
then, I will comment on the current state of play as Governor of a European 
national central bank.  
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My starting point is to reiterate the importance for the full and consistent 
implementation of all aspects of the Basel III framework, as set out in a 
joint letter by 24 central banks and supervisory authorities to the European 
Commission last September. 
 
I would like to take this opportunity to reflect on what this means in 
practice now that the European Commission has published its proposal. 
 
First , it is critical to implement the full Basel III package in Europe, as its 
components are complementary in nature and are necessary to safeguard 
the resilience of the European banking system. In this respect, I appreciate 
that the Commission's proposal covers all the elements included in Basel 
III.  
 
Second, preserving financial stability requires timely implementation of the 
reforms in Europe. The European Commission proposal already foresees a 
two-year delay compared with the globally agreed timeline.  
 
I would therefore urge all stakeholders to accelerate work in implementing 
Basel III in Europe, taking due account of the need to respect our European 
legislative process.  
 
Any further delays could result in the European banking system being 
insufficiently prepared to face future shocks and could even have 
undesirable knock-on effects on the implementation process in other 
jurisdictions.  
 
Finally, consistency should be a key pillar of the implementation process in 
Europe. As I previously mentioned, Basel III  incorporates enough flexibility 
through the use of national discretions.  
 
For example, the European Commission proposes to exercise the discretion 
to exclude banks' historical losses when calculating operational risk capital 
requirements, an option already adopted by other jurisdictions and 
compliant with Basel III.  
 
In contrast, pursuing approaches that go beyond the flexibility embedded in 
Basel III should be minimised.  
 
There are already some deviations from the initial Basel III standards in our 
legislation and the European Commission's proposal includes additional 
ones, including several in the credit risk framework. Such deviations would 
not be in the best interest of Europe, as they could undermine the 
credibility and robustness of our bank capital  framework and could leave 
specific risk exposures under-capitalised.  



P a g e | 17 

____________________________________________________________ 
International Association of Risk and Compliance Professionals (IARCP)                

An example at this juncture of such a scenario is collateral valuation, as we 
are already identifying a build -up of systemic risk in real estate markets in 
different jurisdictions.  
 
Another area of concern for me relates to the output floor, which is a key 
plank of Basel III to help reduce excessive variability in risk -weighted assets 
and restore the credibility of banks' capital ratios.  
 
While I welcome the "single stack" design in the European Commission's 
proposal, I note that the proposal also introduces a range of transitory 
adjustments when it comes to residential real estate, unrated corporates 
and derivative exposures.  
 
These adjustments should be avoided as, in my view, they present a 
deviation from Basel III, are unfounded from prudential or financial 
stability grounds, and could trigger a "race-to-the-bottom". I would 
emphasise that, even when considering arguments that call for these 
adjustments to facilitate implementation, any such deviations should be 
strictly temporary in nature and should not be extended further.  
 
In conclusion, Europe has a unique opportunity to demonstrate its 
commitment to multilateralism and to globally agreed decisions. It is in our 
collective and global interest to move on towards implementing Basel III 
and to ensure that we focus our attention and resources towards some of 
the emerging risks and structural trends affecting the banking system, 
including  the ongoing digitalisation of finance and climate -related financial 
risks.  
 
More than a decade after the GFC, we owe it to the citizens of Europe to 
demonstrate our commitment to global cooperation and strengthening the 
resilience of our banks. Thank you. 
 
To read more: https://www.bis.org/speeches/sp220208.htm  
 

 
 
 
 
 
 
 

https://www.bis.org/speeches/sp220208.htm
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Number 3  

A resilient financial system 
Andrew Bailey, Governor of the Bank of England, at the TheCityUK Annual 
Dinner, London, 10 February 2022.  
 

 
 

I t's a pleasure to be here this evening, and let's take the fact that we are able 
to be here as a positive sign of things to come. 
 
Adrian, it's timely to recall that, early on in the Covid era, you and I started 
to talk about the importance of ensuring that the financial system was able 
to support the economy through the pandemic, and about the need to 
mobilise to ensure that long term capital would be available for businesses 
as we came out of the pandemic and beyond.  
 
Those discussions formed an important input to the work of the Productive 
Finance Working Group, work which continues and for which I want to 
thank John Glen for his leading role and commitment and Nikhil Rathi too. 
That work is not done, but it has more momentum and substance as a 
consequence of our early engagement. 
 
I am going to say a few words on the subject of resilience, what it means in 
finance and how important it is. In March 2020, nearly two years ago, we 
had our initial very difficult time with some financial markets, the so -called 
"dash for cash" where weaknesses in the system of market based finance 
amplified the initial covid shock.  
 
And absent significant intervention from authorities here and in other 
countries, would have risked tightening financing conditions significantly 
and made the impact of the pandemic much worse. Tackling the causes of 
that is today a major area of work both international ly and domestically. 
 
For banks, we tested rigorously to ensure safety and soundness, and 
particularly that banks could support the economy through these very hard 
times. Indeed, we tested to make sure this support could continue through 
even harder times, and the answer was positive.  
 
This matters greatly because having a resilient system has meant that 
business lending could be sustained, and mortgage servicing pauses to 
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support households seriously affected by Covid and its economic effects 
were extensively available and used, all to assist with dealing with the 
consequences of Covid. It has been the first major test of the post-financial 
crisis reforms to regulatory standards.  
 
In my assessment this outcome mainly passes the test of resilience, 
accepting both that we have work to do on the lessons from the dash for 
cash, and that we can never stand still because the positive benefits of 
innovation also create their own challenges. 
 
But, what is meant by the idea of resilience? A resilient financial system has 
the resources and flexibility to respond to a range of shocks of different 
sorts.  
 
In doing so, it will support stronger growth over the long -run, helping the 
economy to bounce back and reducing long-term economic scarring caused 
by the shock. In other words, shocks will be easier to absorb and manage if 
the fundamentals are sound beforehand. 
 
There is an important choice to be made on where to set the degree of 
resilience, in other words where in the bad tail of the distribution of 
outcomes. 
 
The answer depends on the objective, in this case the public policy 
objective, and in our work this is one of the key innovations of 
macro-prudential policy over the last decade. 
 
It is not just to prevent the failure of institutions, but rather to ensure for 
banks that at the chosen level of resilience they can support lending to the 
economy, to firms and households.  
 
Of course, there are points in the tail of the distribution beyond the chosen 
point and it is for those that we have resolution tools.  
 
There is a gross cost to resilience, for banks the cost of increased capital and 
liquidity buffers. But that cost should be suitably offset by the benefits, to 
the economy and to firms themselves.  
 
Setting the chosen point of resilience must of course be consistent with the 
cost-benefit case1. 
 
Putting this notion of resilience into practice in the world of financial 
stability has been the work of the post global financial crisis years, and will 
never be done in the sense that we must allow for and respond to 
innovation.  
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There are two central planks to this work: first, to provide a strong 
counter-cyclical capacity.  
 
This means that banks are able to lend through severe economic 
downturns, insurers can maintain underwriting capacity in the face of a 
wide range of severe shocks, and financial markets are able to function, as 
they adjust to shocks, including the infrastructures in markets that are at 
the heart of the financial system in the post-crisis reforms, notably clearing 
houses. 
 
Much of that functioning also relies on th e second plank of resilience, 
namely structural measures which are not designed to vary in a 
counter-cyclical manner, but instead apply equally at all times. For banks, 
this means minimum capital and leverage ratios on top of which sit buffers 
which are there to be used counter-cyclically in times of stress. 
 
Consistent with the idea of resilience, there are two key questions to ask 
about the buffers: are they sized consistent with the financial stability 
objective; and are they in practice usable in times of stress? We have to keep 
both of these questions under almost continuous review. 
 
Post-Brexit, it is necessary that we review and, where appropriate, revise 
the regulatory system to make it consistent with our UK specific objectives. 
When I say UK, however, we must recognise ï as TheCityUK does ï that we 
are a leading global financial centre.  
 
So, our financial stability objective is a global public good, as the IMF has 
previously noted. We must therefore continue to be closely involved in 
shaping internat ional standards, and then implement them properly. I can 
assure you that we are doing both of these. 
 
Moreover, when we decide to revise inherited EU standards, we must 
ensure that they meet our public policy objectives. Let me briefly give 
Solvency 2 as an example ï no after dinner speech should contain anything 
more than the briefest description of Solvency 2.  
 
At the heart of the prudential regime for insurers in the UK are the 
objectives of safety and soundness and policyholder protection. How we put 
those objectives into practice should also encompass any macro-prudential 
measures that we consider appropriate. 
 
I do not for a moment consider that the Solvency 2 we transposed from EU 
law and regulation is best suited to the UK. Why would it be, since it was 
designed to cover 27 countries? The case for reform is clear. But, so is the 




