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Introduction
The month began with the leaders of the G20 meeting on November 3-4 in Cannes, France, to discuss
world financial affairs. Although the agenda had
been set months earlier, the meeting was derailed
by Greek prime minister George Papandreou’s
decision to hold a referendum on whether to accept
the latest round of austerity measures imposed
upon Greece. Shortly after the G20 summit ended,
the Greek prime minister fell from power and the
referendum was cancelled. A few days later, Italian
prime minister Silvio Berlusconi also lost his position — thereby eliminating any possible doubts
about the significance of the G20.
At the Cannes Summit, the G20 decided that
the Financial Stability Board (FSB) would be legalized. The International Monetary Fund (IMF) was
strengthened and given the tools necessary for concrete action. Global interdependence was both a
challenge and a reality as the leaders reaffirmed the
G20’s founding spirit of bringing the major economies together on equal footing to catalyze fundamental action. They put their collective political
will behind their economic and financial agendas.
Politics and economics are now inextricably
intertwined. It used to be that judgement on political
leaders was reserved for election time. Not anymore.
Two leaders in as many weeks unceremoniously
lost power without a single person casting a ballot.
Just as economies have never been more affected
by political manoeuvring, as in the eurozone today
with politicians trying to solve economic problems,
politicians are acutely aware that one economic
misstep may be their last. The international political economy is more relevant than every before in
making investment decisions and seeing where the
global capital markets are headed. An investor dealing with individual stocks needs to understand the
circumstances that lie behind the balance sheet. A
company’s profit/loss or technical and fundamental
analysis no longer tells the whole story of whether
its stock belongs in a portfolio. Stock prices may not
correlate to the health of a company. Today’s investor must understand the external forces driving the
decisions of executives and the landscape in which
a company must operate.
Global growth rates, as reported by the Organisation for Economic Co-operation and Develop-

The Preyma Report
Never before has it been so important for all those
involved in the global capital markets to pay attention
to the discussions and decisions of world leaders. The
decisions and commitments made by leaders directly
affect the interconnected global economy.
Financial institutions, identified by many as a cause
of the recent financial crisis, have received much
attention by the G20, a group of the world’s leading advanced and ascending powers. Consequently,
there have been unprecedented changes in financial
institution and market regulation. Leaders have taken
action in the areas of market integrity, bank supervision, capital requirements and leverage ratios, bank
stress tests and executive compensation. Issues that
caused or were affected by the crisis have been
addressed.
Why is it important for the financial industry, and
those related to it, to pay attention to what is happening on the international political stage? National
regulators are directly tied to international bodies and
the global guidelines that they must establish. At the
G20 summits, leaders commit to implementing the
recommendations put forward by these international
bodies. Whatever is accepted by the G20 has the full
support of the most powerful leaders of the most systemically significant countries in the world. The commitments they make at the global level are later put
into action at the national level. These decisions affect
not only the markets but also the industries and sectors
that operate within them.
The Preyma Report discusses the commitments
made by the G20 leaders and their finance ministers and central bank governors, with an emphasis on
the issues most relevant to the global capital markets.
Each summit serves as a starting point for tracking
these issues at the national level and monitoring the
landscape as it changes on a monthly basis.

ment (OECD), rose and inflation eased slightly in
the third quarter of 2011. Natural disasters in Asia,
particularly flooding in Thailand and China, led to
supply chain disruptions and therefore economic
slowdowns in manufacturing and exports. The
OECD called for decisive policy action to counter the economic slowdown, especially in the euro
region.
The tally for job losses in the global financial
services industry will likely exceed 200,000 for
2012. Banks continue to announce layoffs primarily in investment banking in an effort to cut costs
and comply with new capital rules and structural
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r egulation. There is more focus on wealth management, with consistent commission and revenue
scales. Sales and trading divisions are also being
reduced. Companies are refocusing on emerging
market economies, where there is greater potential for profit and growth than in the United States
or Europe. While maintaining less risky lines of
business, banks are also limiting their potential for
return — something investors must keep in mind.
Banks are being hit with the trifecta of regulatory,
government and economic forces — which will
change the nature of the industry permanently.
Among the ranks of the unemployed will be the
staff of MF Global Inc., which announced the termination of its entire workforce. It has hired back
some staff to assist with the bankruptcy proceedings and liquidation of the firm. CEO Jon Corzine also tendered his resignation on November 4
after the company filed for bankruptcy at the end
of October because of the $6.3 billion bet placed
on the bonds of European countries. The firm had
$41 billion in assets, which pales in comparison to
Lehman Brothers, which had $691 billion. Missing,
however, is almost $1.2 billion in client accounts.
Evidently not every firm is considered too big to
fail: just three weeks earlier, the Franco-Belgian firm
Dexia SA was bailed out by the French, Belgian and
Luxembourg governments.

About the G20
In 1999, in response to the Asian-turned-global financial crisis, the G7 established the G20 forum of finance
ministers and central bank governors. In addition to
the G7 members of Canada, France, Germany, Italy,
Japan, the United Kingdom, the United States and the
European Union, the G20 included countries considered systemically significant at that time: Argentina,
Australia, Brazil, China, India, Indonesia, Korea, Mexico, Russia, Saudi Arabia, South Africa and Turkey.
From 1999 to 2008, the G20 finance ministers and
central bank governors met annually, usually in the fall.
Today, the group represents 85% of the global
economy, 80% of global trade and two thirds of the
world’s population.
In late 2008, during another global financial crisis, the G20 was considered sufficiently inclusive to
be elevated to the leader level to consider the options
for managing the situation and mitigating its effects.
In November 2008, in Washington DC, U.S.
president George W. Bush hosted the “Summit on
Financial Markets and the World Economy,” the first
time the G20 met at the leaders’ level.
Since November 2008, the G20 leaders have
met six times and have made many commitments to
try to mitigate the crisis — with varying degrees of
success. There have also been more frequent G20
finance ministerial meetings to carry on the work of the
leaders and to prepare for the summits.
The second summit, hosted by British prime minister
Gordon Brown, was in London in April 2009. The
leaders committed $1.1 trillion to increase the capital
available to the International Monetary Fund.
The third summit in September 2009 was hosted
by U.S. president Barack Obama in Pittsburgh, Pennsylvania. The leaders declared that the G20 was
their “premier forum for international economic cooperation.” They also created the Framework for Strong,
Sustainable and Balanced Growth, and committed
to continue their coordinated efforts to get the global
economy back on track.
Subsequent summits have been held in Toronto
(June 2010), Seoul (November 2010) and Cannes
(November 2011).
The G20 finance ministerials developed a tradition
of rotating the hosting responsibilities among the membership in such a way as to allow responsibility to be
shared among the advanced and emerging powers,
with a “troika” of the present chair supported by the
immediate past chair and the following year’s chair.
Mexico will chair the G20 in 2012, followed by Russia, Australia and Turkey.
More information about the G20 is available from
the G20 Information Centre website at <www.g20.
utoronto.ca>.
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Cannes Action Plan for Growth and Jobs
Heightened tensions and significant downside
risks for the global economy prompted the G20 to
take decisive steps to restore confidence, financial
stability and growth. The Cannes Action Plan for
Growth and Jobs addresses the current crisis and
ensures strong, sustainable and balanced growth for
the future. It deals with short-term vulnerabilities
and financial stability and strengthens the foundation for growth in the medium term. Every major
G20 country has committed to these measures
according to its national situation.
The euro area countries have committed to
implement the European Council July 2011 decision to make the European Financial Stability Facility (EFSF) more flexible and its October 26 decision
to generate major leverage for EFSF resources.
They also pledged to strengthen governance and
economic and fiscal surveillance significantly. Euro
area countries experiencing difficulties in sovereign debt markets will make a particular effort in
terms of fiscal consolidation and structural reforms.
Members also committed to specific measures
aimed at building confidence in the banking sector.
A rigorous adjustment program and the voluntary
forgiveness of a portion of privately held Greek
debt formed an exceptional solution to ensure sustainability of the Greek public debt.
In the short term, countries with relatively sound
public finances (Australia, Brazil, Canada, China,
Germany, Indonesia and Korea) will let their automatic stabilizers work. They will take additional
steps to support domestic demand if the economic
situation worsens. The U.S. committed to measures
to sustain the recovery through government investments, tax reforms and targeted job measures, consistent with medium-term fiscal consolidation. Italy
committed to reach a rapidly declining ratio of debt
to gross domestic product (GDP) starting in 2012
and to balance its budget by 2013. These objectives, based on Italy’s full implementation of the
€60 billion fiscal package approved in the summer
of 2011, will be underpinned by strengthened fiscal
rules, stemming from both the European legislation
and the introduction in the constitution of the balanced budget rule. Italy also committed to implement, fully and swiftly, the comprehensive plan of
growth enhancing structural reforms announced

on October 26. It agreed to a detailed assessment
and monitoring by the European Commission and
invited the IMF to carry out a public verification
of its policy implementation on a quarterly basis.
Japan has taken measures to further its reconstruction efforts amounting to approximately 4% of its
GDP. G20 monetary authorities will implement
appropriate policies to maintain price stability and
support recovery.
In the medium term, the advanced countries
will introduce appropriate fiscal consolidation strategies to strengthen their public finances sustainably.
Surplus countries will take measures to support
domestic demand. China will move toward gradual
convertibility of the renminbi and will slow the rate
at which it accumulates its reserves.1

European Sovereign Debt Crisis
At the end of October, the leaders of the European
Union thought they had come up with a viable
solution to the sovereign debt and Greek crises.
But on October 31 Greek prime minister George
Papandreou announced a referendum on the next
round of austerity measures. This plan was quickly
quashed after extreme pressure from France, Germany, the European Central Bank (ECB) and the
IMF, which controlled whether Greece would
receive its needed tranche of €8 billion in November. Papandreou agreed to step down in order for
a negotiated formation of a coalition government.
Lucas Papademos, former governor of the Bank
of Greece and ECB vice-president, was named
interim prime minister.
Amidst contagion fears, bond auctions that
raised money at unsustainable yields, a German
bond auction that was 35% undersold, downgrades
both threatened and real by all three major rating
agencies, revolving labour strikes, citizen protests,
changing governments and a credit crunch, the
European Union continues to struggle. On December 9 EU president Herman Van Rompuy will
present a plan for limited changes to the EU treaty
in the area of fiscal integration and governance —
perhaps the EU’s only saving grace.
1  G20 (2011), “Cannes Action Plan for Growth and Jobs,”
November 4. <www.g20.utoronto.ca/2011/2011-cannesaction-111104-en.html>.
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Why are bond yields high? One possible reason is a crisis of confidence, but not only investors’
confidence in the ability of sovereigns to pay their
debts. There is also a silent crisis of confidence when
it became evident that buying credit default swaps
(CDS) is pointless. When the insurance against
insolvency is rendered worthless, investors include
the price of the increased risk of sovereign bonds
into bond prices and corresponding yields. When
the International Swaps and Derivatives Association (ISDA) issued the opinion that the 50% haircut taken by Greece’s bondholders was not in fact
a credit event and would not trigger CDSs because
the haircut was “voluntary,” it signalled that there
was no real insurance against a sovereign default
in buying CDS. The only alternative was to price
the risk of holding the debt into the bond yield.
Higher bond yields, however, decrease the ability
of the sovereign to pay that debt. And so the spiral
continues.
With the resignation of Silvio Berlusconi and
the new coalition government run by former EU
commissioner Mario Monti, Italy is now run by
technocrats rather than politicians. This will likely
not reproduce the political dysfunction as seen in
the United States. By requesting constant monitoring by the ECB and the IMF, Italy has diminished
the possibility of looming deadlines with little action
taken, as continually happened in Greece. But one
major problem for Italy is the loss of confidence,
as seen by ever increasing bond yields (also aggravated by the aforementioned CDS issue). Another
problem is its weak economy. Italy’s growth rate for
more than a decade has been under 1%, far less
than the interest rate it pays on its current debt.
New austerity measures will only exacerbate this
problem and will not increase the growth rate high
enough for a resolution. Wage cuts may make Italians more competitive among their European peers
but would produce less tax revenue, which will not
help cover the government’s borrowing needs. On
a positive note, Italians have been prudent in their
spending and their individual debt levels are low.
It falls to the IMF to shore up Italy’s finances —
although there will be harsh conditions. Monti’s
plans for tackling tax evasion, which accounts for as
much as 20% of GDP, will also be significant. Italy
needs hard-core debt restructuring, with investors
accepting a reduction in the value of their bonds,

in order to get its debt down to a more sustainable
percentage of GDP.
Until as recently as 2007, the Spanish government debt was only 36% of GDP. But when interest rates were low, Spaniards borrowed. They built
houses and the construction sector boomed. With
that came increased wages, which led to increased
spending — giving the government a large tax revenue. During the financial crisis, the housing bubble
burst and unemployment shot up. People had difficulty paying debts and the government not only lost
tax revenue but also increased expenditures with
unemployment benefits. With high wages, Spanish workers found themselves uncompetitive in the
global market. Now the Spanish government needs
to borrow large sums of money to meet the unemployment gap and decreased revenue, as well as possibly to aid those banks now facing much toxic debt
after so much lending during the housing boom.

Monetary and Fiscal Policy
In Europe, during the G20 meeting itself, and only
days into his new role succeeding Jean-Claude
Trichet, ECB president Mario Draghi lowered
interest rates in the eurozone by 25 basis points
(bps) to 1.25%. He also signalled that further easing
may come as early as December and ruled out bond
buying as a means of reducing governments’ borrowing costs. If the situation in Europe deteriorates,
however, Draghi will have no choice but to make
the ECB the lender of last resort for governments
and change its position on bond purchases, which is
vehemently opposed by Germany.
In the United Kingdom, the Bank of England
(BoE) announced that it was going to see if the
quantitative easing extended in October, which will
last until February, would stimulate growth. It left
interest rates and quantitative easing unchanged.
It released a very pessimistic report on quarterly
inflation and growth forecasts, which upset market
analysts and participants even though the news had
been anticipated to be negative. The BoE will likely
inject more quantitative easing in the spring 2012
as the sovereign debt crisis renders its current bondbuying policy ineffective.
In the United States, the Federal Reserve
announced that no further measures would be
taken to spur growth even though it reduced its
forecast for economic growth through 2013 and
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admitted to underestimating the recovery from
the financial crisis. Chair Ben Bernanke also commented that Congress needed to step up its efforts
to create jobs. At the time of his speech, President
Barack Obama’s jobs bill was all but dead and the
Joint Select Committee on Deficit Reduction (also
known as the Supercommittee) was in a stalemate
over deficit reduction. Just hours before midnight
on its deadline of November 23 the Supercommittee announced that members were unable to agree.
This failure triggered automatic spending cuts. It
also guaranteed that partisan gridlock and legislative dysfunction will continue until the presidential
election in November 2012. It is thus unlikely that
any serious legislation will be passed before then,
as politics wins over economics even on serious
issues such as debt ceilings, deficit reduction and
job-growth measures — all of which need urgent
attention in a financial crisis, especially when the
unemployment rate is above 9%. The politicians do
not seem to realize that they are hurting the very
citizens who will vote next November. Fitch Ratings
responded by shifting its U.S. credit rating from stable to negative, and said the U.S. would lose its AAA
status if it did not come up with a plan by 2013.
The Federal Reserve, which will receive no support
from Congress, will likely introduce another round
of quantitative easing.
The People’s Bank of China reversed its tightening policy (begun in January 2010) and moved
toward easing when it cut 50 bps on its bank reserve
requirement ratio (RRR). China’s RRR is now
20.5% instead of 21% for large banks (and 19%
for small banks). The choice to lower the RRR will
add liquidity to the lending market as banks need
not hold as much capital in reserves. This cut is
in answer to the growing sovereign debt crisis in
Europe, but more importantly to China’s growing
shadow banking industry as credit tightened and
its manufacturing sector decelerated faster than
expected. Although the central bank said it will
remain prudent, with this move toward easing an
interest rate cut will follow in the coming months,
along with further cuts to the RRR.
Global markets rallied at the end of November
when the Bank of Canada, the BoE, the Bank of
Japan (BoJ), the ECB, the U.S. Federal Reserve and
the Swiss National Bank (SNB) announced coordinated action to provide liquidity to the global finan-

cial system. The six central banks agreed to lower
the price of the U.S. dollar liquidity swap arrangements by 50 bps, making the new rate the U.S. dollar overnight index swap rate plus 50 bps instead of
100 bps until February 1, 2013. They also agreed
to temporary bilateral liquidity swap arrangements
in any of their currencies in any jurisdiction. This
move signals what will be seen in the future with
Bank of Canada governor Mark Carney now at the
helm of the FSB. Carney, who has the ear of the
other central bank governors, finance ministers and
leaders, favours coordinated policy action by central
banks to provide the necessary liquidity in different
currencies and stave off any deepening of the credit
crisis. The euro crisis does not mean that European
countries need only euros. The banks need the ability to lend to each other in various currencies at
cheaper rates. It remains to be seen whether the savings will trickle down to the end consumer as a result
of the banks’ temporary arrangements for bilateral
liquidity swaps and lower inter-bank interest rates.
With global growth worsening, economic activity slowing in emerging markets, increasing funding
strains in Europe and a sovereign debt crisis possibly

Interest Rates
2011
OCT

NOV

Argentina

9

9

Australia

4.75

4.5

Brazil

11.5

11

Canada

1

1

China

6.56

6.56

France

1.5

1.25

Germany

1.5

1.25

India

7.5

7.5

Indonesia

6.5

6

Italy

1.5

1.25

Japan

0

0

Korea
Mexico
Russia

3.25
4.5
8.25

3.25
4.5
8.25

2

2

Saudi Arabia
South Africa

5.5

5.5

Turkey

5.75

5.75

United Kingdom

0.5

0.5

United States

0.25

0.25

European Union

1.5

1.25

Note: Bold indicates a change in interest rate.
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reaching beyond the eurozone, Brazil and Indonesia
aggressively cut their interest rates by 50 bps. These
countries are willing to risk exacerbating inflation

because the fallout from Europe threatens their
economies. Australia lowered its rates by 25 bps, as
did the ECB. (See table on interest rates.)
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International Monetary System
Having recognized the shortcomings of the international monetary system, the G20 continues to institute multifaceted reforms. These will affect capital
flows, exchange rates and the IMF.

Capital Flows
The G20’s framework for improving capital flows
recognizes that measures to manage them can
legitimately complement sound macroeconomic
policies and can be implemented when capital flows
are particularly high and volatile. However, such
measures must not be used to postpone necessary
adjustments. At Cannes, the G20 called for regular
assessments. Countries with economic policies that
influence the scope or destination of capital flows
must take account of that in their policymaking.
To pursue these objectives, the leaders adopted an
action plan to support developing and deepening
local currency bond markets, scaling up technical assistance from different international institutions, improving the data base and preparing joint
annual progress reports to the G20. They called on
the World Bank, regional development banks, the
IMF, the United Nations Conference on Trade and
Development (UNCTAD), the OECD, the Bank
for International Settlements (BIS) and the FSB for
support and to report by the G20’s Los Cabos Summit in Mexico in June 2012.2
This is welcome news for emerging market
countries such as Brazil, which have been complaining for over a year that capital inflows from
low interest rates in developed countries destabilize their economies by allowing investors to borrow cheaply in dollars and then make short-term
investments in emerging market economies. Given
that central banks will keep interest rates low for the
foreseeable future, emerging markets will continue
to contend with this issue in the short term. Currency wars may ensue.

Exchange Rates
The G20 members have committed to adopting
flexible exchange rate regimes more quickly to
reflect market fundamentals. This would enable a
2  G20 (2011), “The Cannes Summit Final Declaration,”
November 4. <www.g20.utoronto.ca/2011/2011-cannesdeclaration-111104-en.html>.

slower accumulation of foreign exchange reserves
and avoid persistent exchange rate misalignments
and competitive devaluation of currencies. The
objective is to add new currencies to the basket
of currencies in the special drawing rights (SDR),
a reserve asset created by the IMF, by 2015 so the
composition of the SDR accurately reflects the
weight of the different currencies in the international system. The IMF must clarify the criteria so
that the SDR basket can be expanded as soon as
new currencies meet them.3
For the first time, the G20’s documents contain
strong language on exchange rate flexibility. The
Cannes action plan states: “We welcome … China’s
determination to increase exchange rate flexibility
consistent with underlying market fundamentals.”4
China has allowed itself to be named specifically,
unlike the generalities it has permitted in the past.
This indicates its increased readiness to adopt a
more flexible exchange rate, especially now that
inflation pressures have begun to ease and economic
growth has begun to slow. There is still no commitment to act in the short term, however. China continues to argue that an appreciated renminbi would
have disastrous consequences for its population.
Nonetheless, it is a significant step forward. China
will likely increase the range of fluctuation for the
renminbi.

International Monetary Fund
The G20 has decided to enhance the IMF’s capacity to respond to and prevent crises and to improve
surveillance of its members and the world economy.
The G20 supports the IMF proposal for a new precautionary and liquidity line (PLL) to improve the
response to the short-term liquidity needs of healthy
states hit by external shocks. It also supports the creation of a single facility for emergency lending in
case of destabilizing events such as natural disasters
and political transition. G20 members have agreed
on principles of cooperation between the IMF
3  French Presidency of the G20 (2011), “Reform of the
International Monetary System,” November 4. <www.g20.
utoronto.ca/2011/2011-g20-france-reform_IMS.pdf>.
4 G20 (2011), “Cannes Action Plan for Growth and Jobs,”
November 4. <www.g20.utoronto.ca/2011/2011-cannesaction-111104-en.html>.
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with its greater surveillance capacity and regional
financial arrangements with their familiarity with
local economies. These principles provide greater
coherence between the lending conditions of the
regional financial arrangements and the IMF in a
crisis, while respecting the IMF’s preferred creditor
status.5 The G20 has also pledged to maintain sufficient resources for the IMF to conduct its tasks with
credibility. Options include mobilizing additional
bilateral loans for the IMF, using SDRs or creating
a special structure within the IMF to fund regional
financial arrangements. To ensure more effective
surveillance and to benefit from existing analysis of
contagion effects and the financial sector, the G20
wants the IMF to increase its monitoring of capital
flows and international liquidity through analyzing
exchange rates and drivers of currency reserve accumulation. IMF surveillance will also be enhanced
through improvement of its legal framework and
better integration of its country surveillance and
global surveillance tools.6 The IMF will produce a
progress report on surveillance in early 2012.7
The IMF announced that it will establish a
PLL to be immediately available for six months to
5  G20 Finance Ministers and Central Bank Governors
(2011), “G20 Principles for Cooperation between the IMF
and Regional Financing Arrangements,” October 15.
<www.g20.utoronto.ca/2011/2011-finance-principles111015-en.pdf>.
6  French Presidency of the G20 (2011), “Enhancing the
IMF’s Response Capacity and Surveillance,” November 4.
<www.g20.utoronto.ca/2011/2011-g20-france-IMF.pdf>.
7  International Monetary Fund (2011), “IMF Surveillance,”
October 31. <www.imf.org/external/np/exr/facts/surv.
htm>.

countries that are facing short-term balance of payments issues due to reasons beyond their control
and that have relatively good policies. Access could
be as much as 500% of a member country’s quota.
There would be few conditions. Longer terms and
greater percentages and conditions were also possible, coupled with regular IMF reviews.8
The 17 eurozone finance ministers also agreed
to boost IMF resources by providing bilateral loans
for the IMF to match the EFSF’s contribution. This
decision can come only from the eurozone central
banks because governments will not provide the
money. This will give the IMF the capability to
help larger countries in the eurozone and will allow
other countries (such as Brazil and China) to aid the
region without investing directly in sovereign bonds.
IMF conditionality will come along with any monies distributed, which will reduce the perception
that receiving countries are permanently indebted
to Germany, which has made the largest investment.
It thus removes the political element that can often
be more expensive than the economic aid itself.
Not to be discounted is the new head of the
IMF. Former French finance minister Christine
Lagarde was voted in by her peers this past summer. She is focused and direct, and favours quick
action. The IMF under her leadership will play a
formidable role in the sovereign debt solution and
the overall global recovery.
8  International Monetary Fund (2011), “IMF Enhances
Liquidity and Emergency Lending Windows,” November 22. <www.imf.org/external/np/sec/pr/2011/pr11424.
htm>.
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Financial Reforms
Financial Stability Board
At the G20 Washington Summit in November
2008, the leaders committed to ensuring that all
financial markets, participants and products be subject to appropriate rules and supervision. They have
since tasked the FSB with promoting and verifying
the effective implementation of these measures,
alongside international standard-setting agencies
(the Basel Committee on Banking Supervision
[BCBS] for banks, the International Association of
Insurance Supervisors [IAIS] for insurers and the
International Organization of Securities Commissions [IOSCO] for financial markets).9
At Cannes, G20 leaders agreed to improve the
9  G20 (2011), “The Cannes Summit Final Declaration,”
November 4. <www.g20.utoronto.ca/2011/2011-cannesdeclaration-111104-en.html>.

FSB’s capacity to coordinate and monitor its financial regulation agenda. This reform includes giving
the FSB legal status and greater financial autonomy. The G20 sent a strong message by appointing
Mark Carney, governor of the Bank of Canada, to
replace Mario Draghi as chair. He brings extensive
firsthand knowledge of how markets work and how
regulation affects the players and the conviction of
global coordination. Under Carney, Canada did
not need to bail out its banks during the financial
crisis. He came up with the plan for every country to raise interest rates simultaneously to avoid
arbitrage. Canada’s markets are highly regulated
but very effective. Carney’s leadership will move
the FSB closer to the kind of international finance
organization envisaged by the G20 leaders. In addition, SNB chair Philipp Hildebrand was appointed

Financial Stability Board
The Financial Stability Board (FSB) was established at the G20 London Summit in April 2009 as the successor to the
Financial Stability Forum (FSF). The FSF was founded in 1999 by the G7 finance ministers and central bank governors to
enhance cooperation among the various national and international supervisory bodies and international financial institutions (IFIs) so as to promote stability in the international financial system. The FSF would bring together:
• national authorities responsible for financial stability in significant international financial centres, namely treasuries,
central banks and supervisory agencies;
• sector-specific international groupings of regulators and supervisors engaged in developing standards and codes
of good practice, and IFIs charged with surveillance of domestic and international financial systems and monitoring and
fostering implementation of standards; and
• committees of central bank experts concerned with market infrastructure and functioning.
FSF members included the G7 members (Canada, France, Germany, Italy, Japan, the United Kingdom and the United
Kingdom) plus Australia, Hong Kong, the Netherlands, Singapore and Switzerland, as well as IFIs, international regulatory and supervisory groupings, committees of central bank experts and the European Central Bank (ECB).1
In November 2008, G20 leaders called for an increase of the membership of the FSF to strengthen its effectiveness
as a mechanism for national authorities, standard-setting bodies and IFIs to address vulnerabilities and to develop and
implement strong regulatory, supervisory and other policies in the interest of financial stability.
At their London Summit in 2009, the G20 leaders endorsed the expanded FSF and re-established it as the Financial
Stability Board with a broadened mandate to promote financial stability. The current chair of the FSB is Mark Carney,
who is also the governor of the Bank of Canada. Its secretariat is based in Basel, Switzerland, where it is hosted by
the Bank for International Settlements (BIS). In addition to the representatives from the finance ministries, central banks
and regulatory or supervisory institutions of the G20 countries, member institutions include representatives from the Netherlands, Singapore, Spain and Switzerland, the BIS, the ECB, the European Commission, the International Monetary
Fund, the Organisation for Economic Co-operation and Development (OECD), the World Bank, the Basel Committee on
Banking Supervision (BCBS), the Committee on the Global Financial System, the Committee on Payment and Settlement
Systems (CPSS), the International Association of Insurance Supervisors (IAIS), the International Accounting Standards
Board (IASB) and the International Organization of Securities Commissions (IOSCO).2
1   Financial Stability Forum (2009). “Financial Stability Board Decides to Broaden Its Membership,” March 12.
<www.financialstabilityboard.org/press/pr_090312b.pdf>.
2   Financial Stability Board (2010), “History.” <www.financialstabilityboard.org/about/history.htm>. Financial Stability Board
(2010), “Links to FSB Members.” <www.financialstabilityboard.org/members/links.htm>.
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as vice-chair, which means that Switzerland, which
has never been a member of the G20, will now have
its voice heard.
The G20 also decided to enhance supervision
of the implementation of the FSB decisions at the
national level. The priorities for supervision are
banks, over-the-counter (OTC) derivatives trading,
trader compensation, systemically important financial institutions (SIFIs), crisis resolution regimes and
the shadow banking sector.10
The G20 continues to support the FSB as its formal international regulatory body where decisions
made are almost always endorsed by the group.
The priorities and recommendations announced by
the FSB give a good indication of what will happen
in global capital markets.

Banking Regulation
The G20 has agreed on a renewed framework of
rules applicable to banks in response to the difficulties encountered by the banking sector since 2007.
This framework includes the obligatory implementation of the Basel II framework, which was not
sufficiently or consistently applied before the crisis;
enhanced capital requirements on market and securitization activities, particularly affected by the subprime crisis; and new rules on capital and liquidity.11
Basel III
Now that the finalized Basel III rules will come
into effect in January 2013, countries must ensure
that Basel II rules have been fully implemented.
Global coordination is essential for orderly markets.
In order to ensure that the Basel III rules will be
consistently implemented and enforced by national
regulators, the BCBS will send out global review
teams. This shift in mandate for the BCBS, which
has traditionally relied on consensus and persuasion, means that non-compliance will not be tolerated as it was with Basel II. The U.S. never adopted
the Basel II rules.
With respect to meeting capital requirements,
European banks have begun to change the risk
10  G20 (2011), “The Cannes Summit Final Declaration,”
November 4. <www.g20.utoronto.ca/2011/2011-cannesdeclaration-111104-en.html>.
11  French Presidency of the G20 (2011), “Banking Regulation,” November 4. <www.g20.utoronto.ca/2011/2011-g20france-banking_regulation.pdf>.

weighting assigned to capital such as loans, mortgages and derivatives to bolster their percentage of
necessary capital required to be held. Investors will
need to pay particular attention to these risk weightings, which currently vary not only across regions
but also among individual banks within each region.
Although the BCBS announced in September 2011
that it would review how lenders apply weightings,
Basel III requires lenders to use their own methodology and therefore does not formally address the
issue.
Stress Tests
The U.S. Federal Reserve launched a third round of
stress tests that will include 31 banks, 19 of which
have at least $50 billion in assets. Banks will test their
balance sheets against stress scenarios that include a
U.S. unemployment rate of 13% (versus the current
9%) and a return to recession. The Federal Reserve
will also assess Bank of America, Citigroup, Goldman Sachs, JPMorgan Chase, Morgan Stanley and
Wells Fargo using a global market shock test such as
the further deterioration of the European debt crisis. The scenarios are due on January 9, 2012. The
Federal Reserve will respond to banks by March
15, with no indication of when the results will be
made public. The Federal Reserve is considering
greater transparency after this round of tests so as
to improve analysis of the soundness of the banks.
More stringent test parameters will also give a more
realistic picture of the current economic climate
in comparison to previous stress tests, which were
largely seen as weak in scope.
In the United Kingdom in November 2011
the Financial Services Authority (FSA) tested two
emergency scenarios on 87 banks. The results, to
be published in February 2012, will assess business
continuity systems, with an update where necessary,
rather than a pass or fail. The first scenario was a
cyber attack causing the internet, telecoms, and
wholesale and retail payment systems to crash. It
was set against the second scenario of public transport disruptions during the 2012 Olympic Games in
London. The results of testing these disaster recovery contingency plans will indicate how quickly
these banks can return to business as usual.
China accepted an assessment of its financial
viability for the first time when it conducted stress
tests on 17 banks that account for 83% of the com-
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mercial banking sector. In a joint test with the IMF
and Chinese regulators, the IMF said that although
most banks appear to be resilient to isolated shocks,
the system could be severely affected if several
major shocks occur concurrently. The exercise was
part of the financial stability assessment program
developed with the World Bank in response to a
commitment made at the G20 Washington Summit
in November 2008.

Executive Compensation
At the G20 Pittsburgh Summit in September 2009,
the G20 adopted principles and standards regarding compensation in the financial sector. Since
then, the FSB has conducted two themed reviews
that showed progress in the implementation of the
standards although half of the G20 jurisdictions
had not integrated them into their national rules.
In addition, the FSB’s final report recognizes diver-

The Basel Committee on Banking Supervision
The Basel Committee on Banking Supervision (BCBS), which is a committee at the Bank for International Settlements
(BIS) that meets three to four times a year, is a forum for cooperation on banking supervisory matters. It was established
in 1974 by the central bank governors of Belgium, Canada, France, Germany, Italy, Japan, the Netherlands, Sweden,
Switzerland, the United Kingdom and the United States. The BCBS supports common approaches and standards among
member countries without imposing harmonization of national supervisory techniques.
The first Basel Accord was approved in 1988. It represented a consensus on the measurement of risk and formulated
a minimum capital ratio of capital to risk-weighted assets (RWA) of 8%. Over the next decade, the accord was amended
to define what could be included in capital for purposes of calculating capital adequacy, to recognize the effects of
bilateral netting of banks’ credit exposures in derivative products and to incorporate capital requirements for the market
risks arising from banks’ open positions in foreign exchange, traded debt securities, equities, commodities and options.
Of note was an amendment regarding banks’ ability “to use internal value-at-risk models as a basis for measuring their
market risk capital requirements.”1
In 2004 the BCBS released the New Capital Framework, referred to as Basel II. It focused on minimum capital
requirements, supervisory institutional review of capital adequacy, internal assessment processes and the use of disclosure to strengthen market discipline and encourage safe banking practices. Although Basel II has not been adopted by
all major centres including the United States, the accord is undergoing further reform, commonly called Basel III, which
the G20 approved in October 2010. Basel III calls for “tighter definitions of Tier 1 capital, the introduction of a leverage
ratio, a framework for counter-cyclical capital buffers, measures to limit counterparty credit risk, and short and mediumterm quantitative liquidity ratios.”2
Basel III Timeline
The third update of the regulatory banking framework known as Basel III, which the G20 approved in October 2010,
defines Tier 1 capital and countercyclical capital buffers, introduces leverage and liquidity ratios, and describes measures to limit counterparty credit risk.
The timeline for Basel III is as follows:
• January 1, 2013: National implementation by member countries begins. Member countries must have translated
the rules into national laws and regulations by this date. Banks must meet the following new minimum requirements in
relation to RWAs: 3.5% common equity/RWAs, 4.5% Tier 1 capital/RWAs and 8.0% total capital/RWAs.
• January 1, 2013, to January 1, 2015: The minimum common equity and Tier 1 requirements are phased in. On
January 1, 2013, the minimum common equity requirement will increase from the current 2% level to 3.5% and the
Tier 1 capital requirement will increase from 4% to 4.5%. On January 1, 2014, banks will have to meet a 4% minimum
common equity requirement and a Tier 1 requirement of 5.5%. On January 1, 2015, banks will have to meet the 4.5%
common equity and the 6% Tier 1 requirements. The total capital requirement remains at the existing level of 8.0% and
thus does not need to be phased in. The difference between the total capital requirement of 8.0% and the Tier 1 requirement can be met with Tier 2 and higher forms of capital.
• January 1, 2016, to January 1, 2019: The conservation buffer will be phased in to be fully implemented by 2019.3
1 Basel Committee on Banking Supervision (2009), “History of Basel Committee and Its Membership.” <www.bis.org/bcbs/history.
pdf>.
2 Melvyn Westlake (2010), “Regulators to Stand Their Ground over Basel III,” Global Risk Regulator, volume 8, issue 5. <www.
globalriskregulator.com/article.php?pgkey=2322>.
3 Bank for International Settlements (2010), “Group of Governors and Heads of Supervision Announces Higher Global Minimum
Capital Standards,” September 12. <www.bis.org/press/p100912.htm>.
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gent interpretations of the rules, particularly with
regard to the evaluation of personnel.12 At Cannes,
the leaders reaffirmed their commitment to implement the FSB principles and standards in order
to discourage compensation practices that lead to
excessive risk taking. The G20 asked the FSB to create a dedicated instrument to supervise the implementation of these standards. The results will be
made public and will be based on regulators’ bilateral reviews of the competition difficulties resulting
from differing interpretations of the standards. The
FSB will then draft more precise recommendations
for identifying the personnel affected by the principles and standards and undertake a new practice
review exercise.13
Gone are the days when banks were able to
determine the compensation of their employees.
Europe was the first mover in this area. Models
based on its directive have surfaced around the
globe. With the Occupy Wall Street movement
spreading to other cities around the world, political
forces play a larger hand in the compensation executives take home. Regulations involving compensation will tighten to prevent employee regulatory
arbitrage. The potential loss of talent to jurisdictions with more flexible compensation practices is a
very real issue for financial institutions, and one that
no country wants to encourage, lest it lose its tax
base. The U.S. Securities and Exchange Commission (SEC) intended to introduce draft legislation by
the end of 2012 but it is unlikely to do so due to the
barrage of other rules it needs to produce.
Credit Rating Agencies
At Cannes, the G20 leaders reaffirmed their commitment to reduce the reliance of authorities and
financial institutions on external credit ratings.
They called on standard setters, market participants, supervisors and central banks to implement
the FSB principles and stop practices that rely
mechanistically on these ratings. The FSB will provide a progress report to G20 finance ministers and
12  ��������������������������������������������������������
Financial Stability Board (2011), “2011 Thematic Review
on Compensation,” October 7. <www.financialstabilityboard.
org/publications/r_111011a.pdf>.
13  French Presidency of the G20 (2011), “Banking Regulation,” November 4. <www.g20.utoronto.ca/2011/2011-g20france-banking_regulation.pdf>.

central bank governors at their meeting in February
2012.14
After credit rating agencies received official registration status at the end of October, EU internal
market commissioner Michel Barnier introduced a
draft law aimed directly at the biggest rating agencies: Moody’s Investor Services, Standard & Poor’s,
Fitch Ratings and DBRS.15 Companies would be
expected to change their credit rating agency every
three years (every six years if they use more than
one agency). CRAs would restrict their assessments
of governments’ creditworthiness and publish them
after the close of business or at least one hour before
the markets open, and give governments one day’s
notice before publication. Civil liability would provide a means of compensation for investors that lose
money because of gross negligence or misconduct
at a rating agency, with the burden of proof resting
with the agency. The concept of civil liability may
indeed garner widespread support after Standard
& Poor’s sent out an erroneous message suggesting
France’s top credit rating had been downgraded,
which it later corrected. A week later, an incorrect
rating for Brazil in a statement’s headline was also
corrected. Markets react faster than it takes to issue
a retraction, and both notices sent investors reeling.
The draft law does not address banning sovereign
ratings in exceptional circumstances or temporarily
prohibiting mergers and acquisitions by the largest
agencies.
In November Standard & Poor’s also revised its
rating criteria for the world’s biggest lenders after
its faulty grades contributed to the financial crisis
in 2008. As a result, many global financial institutions were slightly downgraded but still remained
investment grade. Although markets did not react
dramatically, the repercussions for the banks were
high. The ratings downgrade will increase pressure
on firms dealing with the European sovereign debt
crisis as they will have to post additional collateral
and termination payments on trades. The ratings
for Bank of China Ltd. and China Construction
Bank Corp. were upgraded by one notch.
14  G20 (2011), “The Cannes Summit Final Declaration,”
November 4. <www.g20.utoronto.ca/2011/2011-cannesdeclaration-111104-en.html>.
15  See proposal for a directive: <ec.europa.eu/internal_market/
securities/docs/agencies/COM_2011_746_en.pdf>.
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Systemically Important Financial Institutions
At the November 2010 Seoul Summit, the G20
pledged to adopt a global framework for handling
SIFIs whose difficulties or eventual collapse could
lead to dire consequences for the financial system.16 In Cannes, the G20 created a framework
with three major components.17 The first component is enhanced supervision obligations, with
more spot checks of SIFIs. The second component
is enhanced obligations for states to create special regimes for banking crisis resolution (including preventive and curative powers for resolution
authorities). By the end of 2012, globally significant
international financial institutions (G-SIFIs) must
submit recovery and resolution plans to supervisors
as well as cooperation agreements between resolution authorities, making it possible to overcome
operational and legal obstacles to resolving a crisis
affecting an international group.18 The third component consists of capital surcharges for the major
systemic banks (between 1% and 2.5% of weighted
risks in addition to the Basel requirements based on
0.5% increases in four buckets, with a fifth bucket
as a disincentive to become too large at 3.5%).
These surcharges, which go into effect in 2016,
will strengthen banks’ capacity to absorb more significant losses and limit their risk taking. The G20
endorsed the FSB’s list of the 29 G-SIFIs, which
will be revised every November (see list). In 2012,
the banks listed will have to produce a recovery and
resolution plan in case of crisis and will have capital
surcharges applied to them as of 2016.
The G20 also pledged to complete the extension of this framework to domestic or national systemically important banks in addition to non-bank
SIFIs such as insurers, clearing houses and hedge
funds. The leaders asked the FSB to consult with
the BCBS to deliver a progress report on the definition of the relevant modalities by the April meeting
of G20 finance ministers and central bankers.
16  French Presidency of the G20 (2011), “Banking Regulation,” November 4. <www.g20.utoronto.ca/2011/2011-g20france-banking_regulation.pdf>.
17  G20 (2011), “The Cannes Summit Final Declaration,”
November 4. <www.g20.utoronto.ca/2011/2011-cannesdeclaration-111104-en.html>.
18  See “Key Attributes of Effective Resolution Regimes for
Financial Institutions,” Financial Stability Board, November 4, 2011. <www.financialstabilityboard.org/publications/
r_111104cc.pdf>.

2011 Globally Significant
International Financial
Institutions
Bank of America
Bank of China
Bank of New York Mellon
Banque Populaire CdE
Barclays
BNP Paribas
Citigroup
Commerzbank
Credit Suisse
Deutsche Bank
Dexia
Goldman Sachs
Group Crédit Agricole
HSBC
ING Bank

JP Morgan Chase
Lloyds Banking Group
Mitsubishi UFJ FG
Mizuho FG
Morgan Stanley
Nordea
Royal Bank of Scotland
Santander
Société Générale
State Street
Sumitomo Mitsui FG
UBS
Unicredit Group
Wells Fargo

The G20 also asked the IAIS to continue its
work on a common framework for supervising
internationally active insurance groups, called on
the Committee on Payment and Settlement Systems (CPSS) and IOSCO to continue their work on
systemically important market infrastructures. The
G20 requested that the FSB consult with IOSCO to
prepare methodologies for identifying systemically
important non-bank financial entities by the end of
2012.
Because the extra capital requirements for
G-SIFIs will not be phased in until 2016, and will
only be required starting with the FSB’s 2014 list,
banks have time to prepare for the extra capital
needed. With the Basel III requirements coming
into effect in 2013, investors have time to assess the
actual profit loss from holding higher capital than
required today. The FSB list also means that governments will not allow these entities to fail and
that a wind-down mechanism will be in place to
safeguard public investments. However, these banks
will spend a lot of time and money putting together
the needed resolution plans (or “living wills”), which
will further erode profits.
Shadow Banking
At the Seoul Summit, the G20 leaders asked the
FSB to take steps to prevent banking rules from
transferring risks to the shadow banking system.
The shadow banking system, which includes financial entities involved in credit intermediation outside
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the regulated banking sector, can create regulatory
arbitrage and systemic risk beyond the scope of that
sector. At Cannes, the G20 agreed on recommendations to be developed in 2012 that strengthen regulations governing the financial relations of banks
with the shadow banking system (to consolidate
exposure such as guarantees of financing and security repurchase), money market funds (to maintain
their active role in providing financing to financial
institutions during times of crisis), securitization (to
apply the risk retention rule where an entity that
grants a loan to create a tradable security must keep
part of the risk on its balance sheet), loans and securities lending (to secure the framework of financing
financial institutions on the basis of clear and strict
rules of risk sharing between the participants) and
regulation of funds acting in the shadow banking
system such as hedge funds. The goal is to build on
a balanced approach between indirect regulation of
shadow banking through banks and direct regulation of shadow banking activities. The G20 leaders
have asked their finance ministers and central bank
governors to review the progress at their April 2012
19
meeting. ��
Soon after the Cannes Summit, FSB chair Mark
Carney reaffirmed shadow banking as a main priority because higher credit and liquidity standards
will create incentives for movement to the shadow
banking sector. He wants the FSB to coordinate
work already being done in the U.S. and Europe. A
two-pronged approach will be taken with hard rules
for some activities and more transparency in others.
Investors need to keep an eye on this $60 trillion sector as a possible bubble in the making.
Regulation may not come fast enough to avoid the
downside risk of a sector that is opaque and grossly
intertwined with regulated entities. Shadow banking has become prominent in lending over recent
years. In the U.S., private equity and hedge fund
managers see lending as a new line of business not
regulated like banks, so they can circumvent capital
and liquidity rules. In China, shadow lending is creating havoc in the already overheated credit market.
Some trust companies in China, which do not take
deposits, package loans and provide investors with
a slice of the revenue. The People’s Bank of China
19  G20 (2011), “The Cannes Summit Final Declaration,”
November 4. <www.g20.utoronto.ca/2011/2011-cannesdeclaration-111104-en.html>.

has indicated that it will try to legalize part of its
shadow banking credit market and supervise other
parts. In March 2010 the underground market was
estimated to be worth 2.4 trillion yuan, a figure that
has grown to 10 trillian yuan with the tightening
of reserve requirements on Chinese banks over the
last two years. But the use of unregulated entities
for credit was not entirely built on a lack of lending
from banks. A high number of defaults in this area,
where interest rates can be as steep as 100%, will
have ramifications for the regulated economy.

Market Regulation and Supervision

Market Intelligence
Why do mergers matter? With a decrease in competition comes a potential increase in the cost of
trading and therefore of doing business. Likewise,
more competition in the exchange space leads to a
decrease in price. It also opens up the potential for
technological innovation in order to gain an advantage over competitors. Pricing matters to the end
client — whether that client is institutional or retail.
It also matters to corporations: technology, access
and pricing all play a large part in the stock price
because those things matter to the traders trading
those stocks.
TMX/Maple Group At the end of October, the
TMX board announced that it had reached a “support agreement” with Maple Group Acquisition
Corporation on its planned buyout of the TMX
Group. At the end of November, Quebec’s Autorité des marchés fianciers held two days of hearings where it heard from many industry groups
and market participants on regulatory concerns
about the erosion of competition, conflicts of interest, access and fairness, fees and governance of
an integrated trading and clearing firm. Canada’s
Competition Bureau also said that it had “serious
concerns” about the trading and post-trade services
of the merger, but did not reach a final conclusion. The next step will be for the TMX and Maple
Group to work with the competition commissioner
to see if there are possible remedial measures. The
Ontario Securities Commission will hold its hearings on December 1 and 2, 2011.
The TMX also announced that it is putting
in a takeover bid, valued at roughly $10 million,
for Australian risk management software provider
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Razor Risk Technologies. As regulation in Canada is changing to comply with G20 initiatives for
increased market integrity and efficiency, acquiring
software to offer clients for compliance with the yetto-be finalized regulation in monitoring electronic
trading in Canada will give the TMX a competitive edge. This software will be able to calculate the
total exposure of a financial institution across all its
global activities.

the Comissão de Valores Mobiliários to become the
first competitor to BM&FBOVESPA. Another hurdle will be with respect to clearing services. Direct
Edge has reached out to BM&FBOVESPA, which
has indicated that it would not give any assistance
to potential rivals in clearing trades. The Brazilian
Clearing and Depository Corporation is operated
by BM&FBOVESPA and is owned by 63 banks and
brokerages.

NYSE Euronext/Deutsche Börse NYSE Euronext and
Deutsche Börse have submitted what they hope to
be workable concessions to the European Competition Commission. They have proposed to eliminate any overlap in their businesses that execute
trade in options, futures or other derivatives. NYSE
Euronext would divest its pan-European single
equity derivatives business, including Bclear, except
the options businesses in its home markets, where
Deutsche Börse would divest its respective business.
Together, they propose to grant third-party access to
Eurex Clearing for derivatives product innovations
taking advantage of the merged entity’s clearing
services. The clearing services would be provided
on a fair, reasonable and non-discriminatory basis
and include cross margining. They have repeatedly
argued that their businesses are complementary
and would enhance Europe’s competition against
global centres in America and Asia. This proposal
was their final opportunity to submit remedial measures that automatically pushed the deadline for
review until January 23, 2012.

Tokyo/Osaka The Tokyo Stock Exchange Group
(TSE) and Osaka Securities Exchange have once
again announced that they plan to merge. In October, talks over the merger stalled over valuation of
the TSE, which is not a listed company, making valuation of the entity more difficult. Industry experts
say that the merged entity would be a powerhouse
in equities and derivatives and therefore more globally competitive.

BATS/Chi-X Europe The UK’s Competition Commission gave its formal approval to the BATS
Global acquisition of Chi-X Europe. The new
entity, BATS Chi-X Europe, will become the largest
electronic trading venue in Europe, ahead of the
London Stock Exchange, and will be just shy of
the market share of a combined NYSE Euronext/
Deutsche Börse. The transfer of business is anticipated for January 2012 and the migration of technology by the end of June 2012.
Direct Edge Direct Edge has announced plans to
launch an alternative exchange in Brazil, which currently has only BM&FBOVESPA, headquartered in
Rio de Janeiro since 2002. With a launch planned for
the end of 2012, Direct Edge requires approval from

Shanghai Stock Exchange The Shanghai Stock
Exchange is almost ready to allow foreign issuers
to sell stock on its international board. This will be
the first time that China has opened up its market
to foreign issuers, previously only allowed to sell
stock in Hong Kong. There is no timetable, but
the exchange has completed the technological and
regulatory work required. In a market likely to have
104 million institutional and individual investors,
this changes the way corporations can expand their
business in China. Foreign companies would benefit from higher valuations and access to Chinese
currency for conducting business and expansion
without foreign exchange risk and cost. Two such
openly interested corporations are Coca-Cola and
HSBC.
Marketplace Regulation
Public companies need to understand what is driving their stock prices because they must answer
to their shareholders. Market structure directly
affects the decisions of those trading in these markets and therefore affects the stock prices, which
in turn affect the market capitalization of a company — which determines that company’s ability
to do everything from borrow money to start new
projects. The traders of today are not the same
traders of even 10 years ago. When a country has
over 50% of its trading taking place electronically
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through algorithms, company fundamentals play a
much smaller part in the stock price. Corporations
have a fiduciary duty to explain their stock prices
to shareholders and market structure today plays a
larger part than ever before.

Reverse merger companies will now have to spend
their first year being traded in the OTC market but
must still adhere to listed company standards for filing financial statements. This ensures greater transparency and soundness for investors.

United States On November 9, 2011, the Securities
and Exchange Commission approved new rules
for Nasdaq, NYSE and NYSE Amex that toughen
the standards companies in a reverse merger must
meet to be listed on these major exchanges. Currently, reverse merger companies, like other operating companies, can pay to be listed on an exchange,
where investors can purchase and sell shares of the
company. In some cases, regulators and auditors
have greater difficulty obtaining reliable information from reverse merger companies, particularly
those based overseas. Reverse mergers permit private companies, including those located outside the
U.S., to access U.S. investors and markets by merging with an existing public shell company. Under the
new rules, the exchanges will impose more stringent
listing requirements for companies that become
public through a reverse merger. Specifically, the
new rules would prohibit a reverse merger company from applying to list until it has completed a
one-year “seasoning period” by trading in the U.S.
OTC market or on another regulated U.S. or foreign exchange and filed all required reports with the
SEC, including audited financial statements. The
company must also maintain the requisite minimum
share price for a sustained period and for at least 30
of the 60 trading days immediately prior to its listing application and the exchange’s decision to list.
Under the rules, the reverse merger company generally would be exempt from these special requirements if it is listing in connection with a substantial
firm commitment underwritten public offering, or
if at least four annual reports with audited financial
information have been filed with the SEC since the
reverse merger took place.20
This move by the SEC benefits issuers and
investors. It makes it harder for private companies
to go public by merging with a shell company, something that U.S. auditors have difficulty monitoring.

Europe The UK’s Financial Services Authority published guidance that firms should consider when
designing structured products and dealing with the
after-sales process. Much of the guidance is also relevant to other retail products. Firms should identify the target audience and then design products
that meet that audience’s needs. They should pretest new products to ensure they are able to deliver
fair outcomes for the target audience and ensure a
robust approval process is in place for new products.
They should also monitor the progress of a product throughout its life cycle. More detailed actions
for firms are outlined with the publication. The
guidance is open for consultation until January 11,
2012.21
The European Securities and Markets Authority (ESMA) published its final advice to the European Commission on the detailed rules underlying
the Alternative Investment Fund Managers Directive (AIFMD) to establish a comprehensive
framework for alternative investment funds, their
managers and depositaries. The rules will increase
transparency and tackle systemic risk, contributing
to more sound protection of investors. They bring
greater clarity on the application of the thresholds
that determine the scope of the AIFMD. The provisions on operating conditions will ensure stronger
organizational requirements and rules of conduct
for alternative investment fund managers. These
provisions are complemented by proposed reporting requirements to investors and regulators as well
as rules applicable to leverage. For depositaries of
alternative investment funds, the advice sets out
clear duties on such issues as monitoring the cash
flows and the consequences when an asset held in
custody is lost. In addition, it establishes the frame-

20  Securities and Exchange Commission (2011), “SEC
Approves New Rules to Toughen Listing Standards for
Reverse Merger Companies,” November 9. <www.sec.gov/
news/press/2011/2011-235.htm>.

21  Financial Services Authority (2011), “FSA Publishes
Review of Firms’ Structured Product Design Processes
and Proposes New Guidance on Retail Product Development,” November 2. <www.fsa.gov.uk/pages/Library/
Communication/PR/2011/091.shtml>. See full text:
<www.fsa.gov.uk/pubs/guidance/gc11_27.pdf>.
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work under which third-country firms and managers will be able to operate.22
Global To grow its hedge fund and prime brokerage
business, Korea’s Financial Services Commission
approved a revision of Regulations on Financial Investment Business on November 16, 2011, thus laying
the foundation for introducing home-grown hedge
funds and prime brokers.23
Over-the-Counter Derivatives
At the Pittsburgh Summit, the G20 leaders decided
to regulate OTC markets by requiring that all transactions be declared to central databases (supervision), imposing that standardized products should
be cleared through central counterparties (CCPs)
and subject to financial guarantees to limit the
leverage effect and risks of contagion among financial counterparties (security) and making it compulsory to trade on organized markets (transparency).
These reforms were to be implemented in all G20
jurisdictions by 2012.24 At the Cannes Summit,
the G20 committed to complete this major reform
and align national arrangements to prevent risks
of regulatory arbitrage. They also decided to support bringing national arrangements into line concerning rules on financial guarantee requirements
applicable to non-centrally cleared derivatives and
harmonization of central databases and procedures
for regulator data access.25
Over the past year, the U.S. and Europe have
implemented many rules to comply with this G20
mandate. Many countries are waiting for the final
rules in these financial centres before finalizing their

22  European Securities and Markets Authority (2011),
“ESMA Details Future Rules for Investment Fund Managers,” November 16. <www.esma.europa.eu/popup2.
php?id=8060>. See final report: <www.esma.europa.eu/
popup2.php?id=8059>.
23  Financial Services Commission (2011), “FSC Approves
Revision of Regulations on Financial Investment Business,”
November 16. <www.fsc.go.kr/downManager?bbsid=
BBS0048&no=77552>.
24  French Presidency of the G20 (2011), “Market Regulation,” November 4. <www.g20.utoronto.ca/2011/2011-g20france-market_regulation.pdf>.
25  G20 (2011), “The Cannes Summit Final Declaration,”
November 4. <www.g20.utoronto.ca/2011/2011-cannesdeclaration-111104-en.html>.

own in order to coordinate policy and avoid regulatory arbitrage.
The Canadian Securities Administrators published Derivatives: Surveillance and Enforcement for comment. It sets out proposals designed to improve
regulatory oversight of OTC derivatives trans
actions, while maintaining consistency with international developments. This is the second of eight
consultation papers to be published over the next
few months that build on the regulatory proposals
contained in OTC Derivatives Regulation in Canada,
published in November 2010.26 Under the proposed framework, Canadian securities regulators
would conduct comprehensive surveillance and
monitoring of OTC derivatives, obtain the authority to enact robust market conduct rules and take
enforcement action against misconduct. The paper
is open for comment until January 25, 2012.27
Market Integrity and Efficiency
In recent years financial markets, especially equity
markets, have seen considerable change associated
with new technologies such as algorithmic and highfrequency trading (which now accounts for 70% of
trading volumes on equity markets in the U.S. and
40% in Europe). There has also been greater market fragmentation due to the increase in the number
of dark pools. On France’s initiative, the Seoul G20
tasked IOSCO with making recommendations to
enhance market integrity and efficiency. In Cannes,
the G20 endorsed the IOSCO recommendations,
which include stricter information obligations at all
transaction stages, circuit breaker procedures and
improved market abuse detection tools. This work
will continue in 2012.
Credit Default Swaps The G20 has renewed its focus
on CDS markets. A CDS is a kind of insurance
contract that counterparties use to protect against a
default (a sovereign CDS protects against a default
26  See consultation paper: <www.osc.gov.on.ca/documents/
en/Securities-Category9/csa_20101102_91-401_cp-onderivatives.pdf>.
27  Ontario Securities Commission (2011), “The CSA Seeks
Comments on the Regulation of Over-The-Counter Derivatives Surveillance and Enforcement,” November 25. <www.
osc.gov.on.ca/en/NewsEvents_nr_20111125_csa-otc-derivatives.htm>. See consultation paper: <www.osc.gov.on.ca/
en/SecuritiesLaw_csa_20111125_91-403_cp-derivatives.
htm>.
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by a state). These financial instruments are often not
very liquid and offer little transparency. The G20
leaders called on IOSCO to assess the functioning
of CDS markets and their role in formulating prices
of underlying assets by the Los Cabos Summit in
June 2012.28
The European Parliament has voted to ban
naked short selling of CDS — which means that
a trader cannot short a CDS unless it is holding
the sovereign debt for which that CDS is being
purchased. The intention is to curb speculation by
hedge funds and other market participants. The
new rule will come into effect in November 2012.
Legal Entity Identifier The G20 leaders support the
creation of unique global legal entity identifiers
(LEIs) to distinguish parties to financial transactions. They asked the FSB to coordinate the efforts
of the regulatory community to submit recommendations for the appropriate governance framework, representing the public interest, by the next
summit.29
The importance of a global standard for LEIs
is clear: to identify counterparties in case of default.
Without such identifiers, regulators are unable to
aggregate positions and share information to mitigate risks. The LEI system is a tool for risk management that will likely be complied with quickly
as its importance has already been recognized by
regulators in Canada, Australia, Hong Kong and
the U.S. and by organizations such as IOSCO
and the Securities Industry and Financial Markets
Association.

Commodity Derivatives
To curb excess volatility in commodity prices,
in Cannes the G20 made strong commitments
to increase transparency in the physical markets
(energy and agriculture) and financial commodity
markets. The G20, which accounts for 73% of world
oil consumption and nearly 80% of world cereal
production, has made two major decisions to take
28  G20 (2011), “The Cannes Summit Final Declaration,”
November 4. <www.g20.utoronto.ca/2011/2011-cannesdeclaration-111104-en.html>.
29  G20 (2011), “The Cannes Summit Final Declaration,”
November 4. <www.g20.utoronto.ca/2011/2011-cannesdeclaration-111104-en.html>.

up the transparency challenge and build sounder
and less volatile commodity markets worldwide.30
Physical Agricultural and Energy Markets
The G20 created the Agricultural Market Information System (AMIS), a database for agricultural
markets launched in Rome in September 2011. It
will improve the quantity and quality of information available on these markets, especially stock
levels and harvest forecasts. It covers wheat, maize,
rice and soya. AMIS will coordinate data collection
and analysis and help developing countries build
market analysis capacities. The Joint Organization
Data Initative (JODI) database on oil, managed by
the International Energy Forum, will be improved,
particularly regarding its comprehensiveness by all
countries complying with requirements by 2013 on
stock data transmission. The JODI database will
also be extended to the gas markets with the participation of the G20 countries as of 2012. Transparency of the coal markets will also be examined in
2012. Regular monitoring of this commitment will
start with the Mexican presidency in 2012.31
Financial Commodity Markets
IOSCO’s Commodity Derivatives Markets Supervisory
Report provides a framework of common principles
for regulating and supervising commodity derivatives markets that gives supervisors all the information they need, especially on significant positions
taken on the derivatives markets, so they can oversee
and prevent abuse and market manipulation.32 The
G20 leaders have decided that market regulators
should use formal position management powers,
including the power to set ex-ante position limits,
particularly in the delivery month where appropriate. IOSCO will implement this framework in 2012
and report by the end of 2012.33
30  French Presidency of the G20 (2011), “Commodity
Market Transparency,” November 4. <www.g20.utoronto.
ca/2011/2011-g20-france-commodity_market.pdf>.
31  French Presidency of the G20 (2011), “Commodity
Market Transparency,” November 4. <www.g20.utoronto.
ca/2011/2011-g20-france-commodity_market.pdf>.
32  See IOSCO’s full report of Commodity Derivatives
Markets Supervisory Principles: <www.iosco.org/library/
pubdocs/pdf/IOSCOPD358.pdf>.
33  French Presidency of the G20 (2011), “Commodity
Market Transparency,” November 4. <www.g20.utoronto.
ca/2011/2011-g20-france-commodity_market.pdf>.
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Commodity markets have been an area of
focus for the last year under French president Nicolas Sarkozy. He would have liked to have seen more
progress before the Cannes Summit, but events in
Europe with the sovereign debt crisis derailed his
efforts. Although France hands the presidency of
the G20 to Mexico on December 1, 2011, commodity markets will remain a priority. Some G20
leaders feel that speculators are the main reason for

rising commodity prices and therefore increasing
food prices, which are a grave concern in developing countries. Those trading in commodities will
see more regulation over the next year with position limits affecting the size of portfolios dedicated
to commodities. Corporations that hedge against
their area of business will also have to be aware of
the regulation and supervision of the commodity
markets as it will affect their strategies.
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The Fight Against Corruption
Anti-Money Laundering and
Combating Terrorist Finance
The Financial Action Task Force (FATF) updated
its list of jurisdictions with strategic deficiencies in
October 2011. At the Cannes Summit, the G20
leaders urged all jurisdictions, particularly those
identified as not complying or making sufficient
progress, to strengthen their systems to fight money
laundering and terrorist financing. The G20 stands
ready, if needed, to use existing countermeasures to
deal with jurisdictions that fail to meet the FATF’s
standards.34
Canada’s Department of Finance has proposed

changes to anti-money laundering (AML) rules to
improve the identification of clients. The proposal
will require firms to better identify customers and
understand their businesses and therefore better
identify transactions and activities at greater risk for
money laundering or terrorist financing.35
As corruption is a primary focus for the G20,
there will likely be tightened regulation over the
next six months with an emphasis on compliance.
Firms will have to pay very close attention to AML
compliance tasks and spend more time on due diligence not only of prospective clients but existing
ones as well.

34  G20 (2011), “The Cannes Summit Final Declaration,”
November 4. <www.g20.utoronto.ca/2011/2011-cannesdeclaration-111104-en.html>.

35  See consultation paper: <www.fin.gc.ca/activty/consult/
pcmltfrai-rrpcfatvic-eng.asp#a1>.
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A Look Ahead: Los Cabos, Mexico, June 18-19, 2012
As of December 1, 2011, Mexico will hold the presidency of the G20. At his closing press conference
in Cannes, president Felipe Calderón outlined his
agenda for the next G20 summit to be held in Los
Cabos, Mexico, on June 18-19, 2012. His priorities
include recovering economic stability and regaining
growth, avoiding contagion and maintaining fiscal
consolidation, confronting the topic of imbalances

and the free market, strengthening the FSB and the
IMF, addressing food security and the causes of
hunger, and ending speculation in derivatives markets. Calderón would like to build on the progress
made by the Durban conference on climate change
in November/December 2011 and includes climate
change and sustainable growth on his priority list.
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Acronyms and Abbreviations
AIFMD
AMIS
AML
BCBS
BIS
BoE
BOJ
bps
CCP
CDS
CPSS
ECB
EFSF
ESMA
FATF
FSA
FSB
FSF
G7

G8
G20

Alternative Investment Fund
Managers Directive
Agricultural Market Information
System
anti-money laundering
Basel Committee on Banking
Supervision
Bank for International Settlements
Bank of England
Bank of Japan
basis points
central counterparty
credit default swap
Committee on Payment and Settlement Systems
European Central Bank
European Financial Stability
Facility
European Securities and Markets
Authority
Financial Action Task Force
Financial Services Authority
(United Kingdom)
Financial Stability Board
Financial Stability Forum
Canada, France, Germany, Italy,
Japan, United Kingdom, United
States and European Union
G7 plus Russia
Group of Twenty (Argentina,
Australia, Brazil, Canada, China,
France, Germany, India, Indonesia, Italy, Japan, Korea, Mexico,
Russia, Saudi Arabia, South

GDP
G-SIFI
IASB
IAIS
IFI
IMF
IOSCO
ISDA
JODI
LEI
OECD
OTC
PLL
RRR
RWA
SDR
SEC
SIFI
SNB
TSE
UNCTAD

Africa, Turkey, the United Kingdom, the United States and the
European Union)
gross domestic product
globally significant international
financial institution
International Accounting Standards Board
International Association of Insurance Supervisors
international financial institution
International Monetary Fund
International Organization of
Securities Commissions
International Swaps and Derivatives Association
Joint Organization Data Initiative
legal entity identifier
Organisation for Economic
Co‑operation and Development
over the counter
precautionary and liquidity line
reserve requirement ratio
risk-weighted asset
special drawing right
Securities and Exchange Commission (United States)
systemically important financial
institution
Swiss National Bank
Tokyo Stock Exchange Group
United Nations Conference on
Trade and Development
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