
 

  February 19, 2019 

 

VIA HAND DELIVERY AND FEDERAL eRULEMAKING PORTAL  

 
 
The Honorable David J. Kautter   The Honorable Charles P. Rettig 
Assistant Secretary (Tax Policy)   Commissioner 
Department of the Treasury    Internal Revenue Service 
1500 Pennsylvania Avenue, NW   1111 Constitution Avenue, NW 
Washington, DC 20220    Washington, DC 20224 
 
The Honorable William M. Paul 
Acting Chief Counsel 
Principal Deputy Chief Counsel and 
Deputy Chief Counsel (Technical) 
Internal Revenue Service 
1111 Constitution Avenue, NW 
Washington, DC 20224 

Re:  Comments on Section 59A Proposed Regulations (Internal Revenue 
Service REG–104259–18) – Proposals Regarding TLAC Securities, 
Securities Lending Transactions, and Internal Dealings 

Dear Messrs. Kautter, Rettig, and Paul: 

The Tax Cuts and Jobs Act (“TCJA”)1 was enacted in December of 2017 and included the 
Base Erosion and Anti-Abuse Tax (“BEAT”) under newly enacted section 59A of the Internal 
Revenue Code of 1986, as amended (the “Code”).2  Proposed regulations providing guidance on 
the operation of the BEAT were published in the Federal Register on December 21, 2017 (the 

                                                        
1  Pub. Law No. 115-97, 131 Stat. 2054 (Dec. 22, 2017).  

2  Unless otherwise specified, references to “sections” herein are to sections of the Internal Revenue Code of 
1986, as amended (the “Code”), or to the Treasury regulations promulgated thereunder.  
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“Proposed Regulations”).3  We appreciate the opportunity to submit comments on the Proposed 
Regulations. 

I. Introduction 

A. Statutory Overview 

The BEAT operates like the former corporate alternative minimum tax in that a 
corporate taxpayer is subject to tax under the BEAT to the extent that its “base erosion 
minimum tax amount” exceeds the taxpayer’s regular tax liability without regard to certain tax 
credits.4  A taxpayer’s base erosion minimum tax amount is 10 percent (11 percent in the case of 
certain banks and securities dealers) of the corporation’s modified taxable income.5  Modified 
taxable income generally is a corporation’s taxable income increased by any base erosion tax 
benefit, and thus effectively is taxable income determined without regard to deductions related 
to so-called base erosion payments.  A base erosion payment includes several categories of 
payments, including “any amount paid or accrued by the taxpayer to a foreign person which is a 
related party of the taxpayer and with respect to which a deduction is allowable under this 
chapter.”6       

B. Proposed Regulations 

Among other things, the Proposed Regulations provide five exceptions to the definition 
of base erosion payment.  Of particular relevance to foreign-parented groups, Proposed 
Regulation section 1.59A-3(b)(3)(iii) excepts from the definition of base erosion payment 
amounts “paid or accrued to a foreign related party that are subject to federal income taxation as 
income that is, or is treated as, effectively connected with the conduct of a trade or business in 
the United States . . . .”  In addition, Proposed Regulation section 1.59A-3(b)(3)(v) provides an 
exception for “amounts paid or accrued to foreign related parties with respect to TLAC 
securities” (the “TLAC Exception,” which is discussed in further detail below).  Those provisions 
should provide crucial relief to foreign-parented groups, especially those subject to the TLAC 
requirements.  However, certain issues remain and we thus respectfully request that certain 
changes to the Proposed Regulations are incorporated when the regulations are finalized later 
this year.  The suggested modifications to the Proposed Regulations discussed below would 

                                                        
3  Notice of Proposed Rulemaking, Base Erosion and Anti-Abuse Tax (REG-104259-18), 83 Fed. Reg. 65956 
(Dec. 21, 2018). 

4  Section 59A(a), (b). 

5  Section 59A(b). 

6  Section 59A(d)(1).  The statutory definition of “base erosion payment” includes three additional categories of 
payments.  Section 59A(d)(2) defines as base erosion payments certain amounts “paid or accrued . . . in connection 
with the acquisition . . . of property subject to the allowance for depreciation [or amortization].”  Section 59A(d)(3) 
defines as base erosion payments amounts paid or accrued for certain reinsurance payments.  And section 59A(d)(4) 
defines as base erosion payments certain payments made to expatriated entities, as defined in section 7874(a)(2)(B).   
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ensure that those rules do not have unintended negative consequences on foreign-parented 
groups and, consequently, global capital markets more broadly.  

The proposed modifications fall into three categories: 

1. TLAC Securities.  We recommend that the TLAC Exception in the Proposed 
Regulations, which is limited to securities issued to satisfy regulatory requirements 
imposed by the Federal Reserve, be modified to include TLAC securities issued to 
comply with comparable bank regulatory requirements imposed under the laws or 
regulations of a foreign country.  Further, we recommend that certain additional 
technical modifications be incorporated in the final regulations to address the 
operational realities of financial institutions raising regulatorily-mandated capital in 
the market.   

2. Securities Lending Transactions.  We recommend that securities lending 
transactions (and substantially similar transactions) be treated as derivative 
contracts for purposes of the qualified derivative payments exception and that the 
treatment of payments to foreign related parties constitute base erosion payments 
only to the extent of any interest on the “cash leg” (as defined below) of these 
transactions. 

3. Internal Dealings.  We recommend modification of the Proposed Regulations to 
ensure that internal dealings between a foreign corporation and its U.S. permanent 
establishment hypothesized solely for purposes of Article 7 of an applicable U.S. 
income tax treaty do not give rise to base erosion payments.  Instead, we recommend 
adoption of rules that would apply the BEAT in such circumstances in a manner 
consistent with the general rules applicable to foreign corporations with branch 
operations in the United States.  

II. TLAC Securities 

A. Background 

Shortly after the 2008 financial crisis and the collapse of Lehman Brothers, the Financial 
Stability Board (“FSB”) was formed, replacing the former Financial Stability Forum.7  FSB 
membership includes, among others, ministries of finance, central banks, and supervisory and 
regulatory authorities from twenty-five jurisdictions, including the United States, as well as ten 
international organizations and standard-setting bodies.8  The United States is represented on 

                                                        
7  Additional information about the FSB, including its origin and mandate, as endorsed by the G-20, can be 
found on the FSB’s website at http://www.fsb.org/history-of-the-fsb/.   

8  4th Annual Report, 1 April 2016 – 31 March 2017, Financial Stability Board, at 6 (Dec. 27, 2017), 
http://www.fsb.org/wp-content/uploads/P160118.pdf (the “FSB 4th Annual Report”).   
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the FSB by the Federal Reserve, the Securities and Exchange Commission (the “SEC”), and the 
Treasury Department (“Treasury”).9   

The FSB focuses on four key objectives:  (i) strengthening the resiliency of financial 
institutions through adoption of capital requirements, (ii) reducing the risks posed by the 
existence of global systemically important banks (“G-SIBs”), (iii) addressing risks to financial 
stability arising outside the traditional banking system, and (iv) reinforcing the safety of the 
derivatives markets.10  The FSB operates by recommending international regulatory standards 
to be adopted into national law by its member states.  The recommendations do not have 
immediate effect but are expected to be implemented individually by each of the member 
jurisdictions.  The general standards proposed by the FSB must necessarily be tailored by 
individual members in order to operate within the unique legal system of the jurisdiction.  The 
FSB conducts substantial oversight functions to monitor the implementation status of its 
recommendations in the member jurisdictions.   

One of the guidelines adopted by the FSB is that G-SIBs be required to maintain 
minimum levels of loss-absorbing instruments, termed “Total Loss Absorbing Capacity,” or 
“TLAC,” securities.  TLAC securities requirements are designed to ensure that if a G-SIB is in 
financial distress, the bank can be recapitalized, with shareholders and creditors – rather than 
taxpayers – bearing the bank’s losses.11  The FSB requires that a portion of a bank’s TLAC 
securities are prepositioned into material subgroups (internal TLAC), with the remainder held 
as a central reserve.12  On November 28, 2018, the FSB issued its fourth annual report, titled 
Implementation and Effects of the G20 Financial Regulatory Reforms (the “FSB November 
2018 Implementation Report”), analyzing the implementation status of its various regulatory 
proposals.13  (A copy of this report is attached as an appendix to this letter.)  The FSB November 
2018 Implementation Report rates the implementation status of member jurisdictions with 
respect to seventeen different reform areas, including with respect to the adoption of minimum 
TLAC requirements for G-SIBs.14  As of the time of publication of the FSB November 2018 

                                                        
9  Id. at 8. 

10  Id. at 9.  

11  Id. at 10. 

12  Guiding Principles on the Internal Total Loss-absorbing Capacity of G-SIBs (‘Internal TLAC’), Financial 
Stability Board (Jul. 6, 2017), http://www.fsb.org/wp-content/uploads/P060717-1.pdf; Principles on Loss-absorbing 
and Recapitalisation Capacity of G-SIBs in Resolution, Total Loss-absorbing Capacity (TLAC) Term Sheet, 
Financial Stability Board, Principle 16 (Nov. 9, 2015), http://www.fsb.org/wp-content/uploads/TLAC-Principles-
and-Term-Sheet-for-publication-final.pdf. 
13  Implementation and Effects of the G20 Financial Regulatory Reforms, Financial Stability Board (Nov. 28, 
2018), http://www.fsb.org/wp-content/uploads/P281118-1.pdf. 

14  Id. at 3-4.   
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Implementation Report, four countries – the United States, Canada, Switzerland, and the 
United Kingdom – had published and implemented a final rule for external TLAC for G-SIBs.15  

In the United States, the regulations implementing the TLAC requirements were issued 
by the Federal Reserve in 2016.  The regulations specify the amount of TLAC securities that 
certain banks must issue.16  In the case of a non-U.S. banking organization with U.S. non-branch 
assets of $50 billion or more, Federal Reserve regulations require that the banking organization 
establish a U.S. intermediate holding company (a “US-IHC,” in general, the top-tier U.S. holding 
company of the foreign bank).  The Federal Reserve regulations impose the TLAC requirement 
at the level of the US-IHC, which is required to issue eligible TLAC securities in an amount 
computed by formula set forth in the regulations.17  The regulatory formula is based on a 
percentage of the US-IHC’s total risk-weighted assets, its total leverage exposure, or its total 
consolidated assets.  The rules also recognize the single point of entry (“SPOE”) of foreign-
domiciled banks, discussed further below, by applying a reduced TLAC requirement to those 
banks, which aligns with the FSB principles.  Treasury and the Internal Revenue Service (“IRS”) 
have acknowledged the critical function served by TLAC securities, recognizing explicitly in the 
Preamble the “special status of TLAC as part of a global system to address bank solvency.”18   

As noted above, a number of foreign jurisdictions also have implemented TLAC 
requirements.  Specifically, some countries – e.g., Switzerland – apply all banking regulations 
(including TLAC requirements) to consolidated groups as well as to single banks within the 
group on a standalone basis.  As such, those countries require the issuance of internal TLAC by 
the operating bank in order to ensure the TLAC is positioned in the entities where excessive 
losses would be problematic to the stability of the bank as a whole.  Layered on top of that 
internal TLAC requirement is often a rule that the top tier bank holding company must issue 
external TLAC to the market.19  Therefore, for certain bank organizational structures, bank 
regulators require all external TLAC securities to be issued to the market solely through an 
SPOE holding company and proceeds on lent as internal TLAC to the operating bank.20  The 
imposition of an SPOE holding company for a G-SIB is a determination made by the G-SIB’s 
FSB Crisis Management Group, comprised of the regulatory bodies of the key FSB member 
countries where the G-SIB operates, which would include the Federal Reserve for G-SIBs with 
substantial presence in the United States.  In these cases, foreign regulatory rules also may 
require that the terms of the external TLAC between the market and SPOE holding company 
and internal TLAC on lent to the operating bank are substantially similar.  The following figure 

                                                        
15  Id. 

16  12 C.F.R. §§ 252.62(a), 252.162(a). 

17  12 C.F.R. § 252.162(a).   

18  83 Fed. Reg. 65963.   

19  External TLAC securities issued by foreign-parented banks are often held by U.S. investors. 

20  The alternative to an SPOE resolution approach is a multiple points of entry, or “MPOE,” approach.  An 
MPOE resolution would require separate resolutions of multiple legal entities across jurisdictions within a failing 
bank group.     
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depicts in simplified form the SPOE holding company structure and associated potential foreign 
regulatory requirements.  

 

 
Certain countries prefer G-SIBs to have this SPOE holding company regulatory structure 

because they believe that in the event of financial failure of an operating bank or a bank’s 
operating subsidiary, the subsidiary’s losses can be pushed up to the top tier bank holding 
company – i.e., the holders of the subsidiary’s internal TLAC – which can in turn push those 
losses out to the market – i.e., the holders of the external TLAC.  This structure ensures that any 
resolution in the case of financial failure of an operating subsidiary (including the operating 
bank) occurs at the holding company level; normal operations of the operating bank can occur 
during the resolution, and the resolution process is efficient, as the holding company has a 
streamlined balance sheet as compared to an operating bank.   

B. Treatment of TLAC Securities under the Proposed Regulations 

The Proposed Regulations exclude from the definition of a base erosion payment 
“amounts paid or accrued to foreign related parties with respect to TLAC securities.”21  Although 

                                                        
21  Prop. Reg. § 1.59A-3(b)(3)(v)(A). 
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this exception is important and helpful, the TLAC Exception applies only to “securities required 
by the Federal Reserve, and as a result does not apply to securities issued by a foreign 
corporation engaged in a U.S. trade or business because the applicable Federal Reserve 
requirement applies only to domestic institutions.”22  In a broader sense, all TLAC issued by 
banking groups for which the Federal Reserve is part of the Crisis Management Group and in 
which the Federal Reserve has agreed to the appropriate resolution strategy is at a minimum 
endorsed, if not required, by the Federal Reserve in its capacity as a Crisis Management Group 
member.  The TLAC Exception as proposed does not reflect this, but the Preamble to the 
Proposed Regulations requested “comments regarding a similar exception for foreign 
corporations that are required by law to issue a similar type of loss-absorbing instrument, 
including the appropriate scope of an exception that would provide parity between the 
treatment of domestic corporations and foreign corporations engaged in a U.S. trade or 
business.”23  We recommend that the final regulations expand the TLAC Exception in the 
manner discussed below. 

C. Recommended Modifications to the Proposed Regulations 

1. Recognition of TLAC Issued to Comply with Foreign Laws or 
Regulations 

The TLAC Exception should be revised to apply to interest paid with respect to TLAC 
securities issued to comply with TLAC requirements imposed by foreign jurisdictions that are 
compliant with the FSB TLAC standards and similar to the U.S. TLAC requirements issued by 
the Federal Reserve.  Extending the exception to cover interest paid with respect to TLAC 
securities required by foreign jurisdictions is necessary to ensure a level playing field between 
domestic- and foreign-headquartered financial institutions, which are important providers of 
debt capital and other financial services to U.S. companies.  Moreover, the existence of similar 
requirements is critical to the financial stability of U.S. and world financial markets, and it is for 
this reason that the United States participated in development of the FSB guidelines.  Due to the 
integrated global network of financial institutions, the financial stability of world markets 
depends on the ongoing viability of all G-SIBs, whether U.S.- or foreign-parented.   

Moreover, because the BEAT is applied on a consolidated basis, U.S.-headquartered 
banking groups are generally not affected by the BEAT if they access the capital markets through 
a parent company; if the U.S. parent accesses the capital markets for funding, those funds can be 
on-lent to domestic subsidiaries in a purely domestic-to-domestic transaction without creating 
any base erosion payments.  Historically, foreign-headquartered banks could (and often did) 
fund their U.S. operations directly from the market, rather than by issuing external TLAC at the 
level of the foreign parent and then down-streaming that debt to subsidiaries, and that funding 
structure would have avoided BEAT liability.  However, that approach is no longer permissible 
for foreign banks subject to foreign SPOE rules, which require that all TLAC securities be issued 

                                                        
22  83 Fed. Reg. 65963.   

23  Id.   
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by a single market-facing entity (i.e., the foreign bank holding company).  As noted in the 
Preamble, the exception reflects the “precise limits that [Federal Reserve] Board regulations 
place on the terms of TLAC securities and structure of intragroup TLAC funding.”24  These 
concerns are just as true with respect to foreign restrictions placed on the structure of foreign-
parented G-SIB’s intragroup TLAC funding, and an exception for interest paid on TLAC issued 
pursuant to those foreign regulations is thus necessary and appropriate to ensure equal 
treatment of domestic and foreign banks.   

Accordingly, we respectfully request that final regulations revise the TLAC Exception to 
also include interest paid on TLAC securities issued to satisfy FSB-compliant rules similar to the 
Federal Reserve TLAC regulations.  Adopting such an approach in the final regulations 
recognizing the TLAC requirements imposed by foreign jurisdictions will require identification 
of those jurisdictions with rules sufficiently similar to those imposed by the Federal Reserve.  
For this purpose, because FSB members are expected to adopt TLAC requirements satisfying 
FSB standards, we recommend looking to membership in the FSB as a basis for implementation 
of the proposed rule.  Such an approach could be incorporated into the Proposed Regulations by 
amending Proposed Regulation section 1.59A-1(b)(18) as follows: 

TLAC long-term debt required amount. The term TLAC long-term 
debt required amount means the specified minimum amount of 
debt that is required pursuant to 12 CFR 252.162(a) or under a 
comparable bank regulatory requirement imposed under the laws 
or regulations of a foreign country.  For this purpose, the laws or 
regulations of a foreign country will be comparable if the 
requirement is imposed on global systemically important banking 
organizations by an FSB member state [and which is deemed by 
the FSB to be compliant with its TLAC standard]. 

 The bracketed language at the end of the proposed regulation provides an alternative if a 
narrower approach were preferred.  That approach would limit qualification for the TLAC 
Exception to securities issued to comply with foreign rules to laws or regulations of countries 
that have published and implemented a final rule satisfying the FSB’s TLAC requirements, 
which could be administered by cross-reference to the FSB’s published annual monitoring 
reports.25  As noted, four countries had published and implemented such a rule as of November 
2018, and it is expected that additional FSB member states will come into compliance in the 
near term.26  To the extent that an even narrower scope was desired, the rule could further 
require that for internal TLAC securities to qualify for the exception, they must be traceable to 
                                                        
24  83 Fed. Reg. 65963 (emphasis added). 

25  As discussed above, the most recent such publication is the FSB November 2018 Implementation Report. 

26  Alternatively, if it is desirable to adopt a broader approach not limited to only those jurisdictions that are 
FSB members, then the exception might be drafted to cross-reference multiple international organizations; in that 
case, for all the reasons stated above, we recommend that the FSB be clearly identified as an organization the 
members of which are eligible for the exception.     
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an equivalent amount of external TLAC securities issued directly to the market.  For example, an 
additional sentence could be added to the proposed regulatory language set forth above: 

Internal TLAC securities issued pursuant to comparable bank 
regulatory requirements will qualify as part of the TLAC long-term 
debt required amount only if the internal TLAC securities are 
issued to a related party in an equal amount and under 
substantially similar terms and conditions as TLAC securities 
issued by a related party directly to unrelated parties.      

2. Coordination with Allocation of Interest to Branch27 

 Assuming the TLAC Exception is revised to also include non-U.S. requirements for TLAC 
securities that are comparable to those imposed by the Federal Reserve, the final regulations will 
need to coordinate the operation of the TLAC Exception in the context of the U.S. branch of a 
foreign bank.  Specifically, the rules that coordinate the BEAT with the allocation of debt to a 
U.S. branch in Proposed Regulation section 1.59A-3(b)(4)(i) should be revised to incorporate 
the TLAC Exception.  Those rules generally apply the BEAT in a manner that conforms to the 
approach of Treasury regulation section 1.882-5, first recognizing the interest expense on “U.S.-
booked liabilities,” and then, if there is an amount of U.S.-connected liabilities in excess of U.S.-
booked liabilities, attributing a share of the interest expense on the foreign corporation’s 
liabilities (other than U.S.-booked liabilities) ratably based on the portion of such debt that is 
issued to a foreign related person.28   

In order to implement the TLAC Exception in the context of these rules, we recommend 
that the regulations clarify that TLAC securities are not treated as related party debt under 
Treasury regulation section 1.59A-3(b)(4)(i).  This clarification is necessary to ensure that the 
treatment of TLAC securities as effectively constituting unrelated party debt is reflected in the 
ratable allocation of debt to the U.S. branch.  It reflects the reality that when a top-tier bank 

                                                        
27  In addition to the clarifications requested regarding allocation of interest to U.S. branches, we note that the 
base erosion percentage should be modified in order to appropriately integrate the TLAC Exception.  Generally, the 
base erosion percentage is defined as a fraction, the numerator of which is the taxpayer’s base erosion tax benefits for 
the year and the denominator of which is the taxpayer’s total deductions for the taxable year.  Section 59A(c)(4).  In 
light of the TLAC Exception, amounts paid or accrued on TLAC securities are excluded from the numerator of the 
base erosion percentage calculation, but the Proposed Regulations also exclude such amounts from the denominator 
of that calculation.  Prop. Reg. § 1.59A-2(e)(3).  As discussed above, amounts paid or accrued on internal TLAC 
securities should be excluded from the definition of base erosion payment because the bank subsidiary that is the 
TLAC borrower effectively serves as an intermediary or conduit through which TLAC is issued directly to third parties 
in the market.  Because the TLAC Exception serves as a recognition that related party debt is effectively external debt 
that was by regulation required to be issued through an affiliate, it should be treated as any other deduction arising 
from a payment to an unrelated party and should thus remain in the denominator of the base erosion percentage to 
achieve parity with amounts paid on obligations to unrelated parties.   
28  Prop. Reg. § 1.59A-3(b)(4)(i)(A).   
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holding company issues external TLAC to the market and thereafter on-lends those funds as 
internal TLAC to a subsidiary on identical terms due to regulatory necessities, the bank holding 
company functions as a mere intermediary or conduit.  Under that rubric, the debt issued by the 
subsidiary can be thought of as in effect issued directly to the market – and thus should not be 
treated as a liability “due to a foreign related party” under Treasury regulation section 1.59A-
3(b)(4)(i).   

 Such an approach could be incorporated into the Proposed Regulations by amending 
Proposed Regulation section 1.59A-3(b)(4)(i)(A)(2) as follows:29  

(i) Interest expense allocable to a foreign corporation’s effectively 
connected income—(A) Method described in § 1.882–5(b) through 
(d).  A foreign corporation that has interest expense allocable 
under section 882(c) to income that is, or is treated as, effectively 
connected with the conduct of a trade or business within the 
United States applying the method described in § 1.882–5(b) 
through (d) has base erosion payments under paragraph (b)(1)(i) 
of this section for the taxable year equal to the sum of— 

(1) The interest expense on a liability described in § 1.882–
5(a)(1)(ii)(A) or (B) (direct allocations) or interest expense on 
U.S.-booked liabilities, as described in § 1.882–5(d)(2), that is 
paid or accrued by the foreign corporation to a foreign related 
party (other than TLAC securities); and 

(2) The interest expense on U.S.-connected liabilities in excess 
of U.S.-booked liabilities (hereafter, excess U.S.-connected 
liabilities), as described in §1.882–5(d)(5), multiplied by a 
fraction, the numerator of which is the foreign corporation’s 
average worldwide liabilities due to a foreign related party 
(other than TLAC securities), and the denominator of which is 
the foreign corporation’s average total worldwide liabilities. 
For purposes of this fraction, any liability that is a U.S.-booked 
liability or is subject to a direct allocation is excluded from 
both the numerator and the denominator of the fraction.  

3. TLAC Regulatory Minimum 

For the reasons discussed below, the TLAC Exception, including any modifications made 
with respect to TLAC securities issued pursuant to foreign regulatory requirements, should be 
clarified to ensure that it applies to TLAC “issued to comply” with U.S. or foreign regulatory 
requirements, even if the specific amount of TLAC issued by a particular bank does not precisely 

                                                        
29  Corresponding adjustments should be made to the calculation under the SCP method (as defined below) in 
Proposed Regulation section 1.59A-3(b)(4)(i)(B).   
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match the minimum regulatory requirement.  As drafted, the proposed TLAC Exception is 
limited to the specified minimum amount of debt required pursuant to 12 C.F.R. 252.162(a).30  
That narrow limitation excludes from the exception TLAC issued in two circumstances that are 
not only beyond the control of the issuing bank but also necessary to ensure banks’ ability to 
raise capital sufficient to satisfy regulatory requirements.   

First, G-SIBs are required as a practical matter to maintain TLAC in excess of the 
regulatory minimum given the market expectation that G-SIBs are capitalized at a level beyond 
the bare amount required by regulation.  As a general matter, market confidence in the stability 
of international financial institutions cannot be developed if financial institutions issue only the 
bare minimum amount of regulatory capital.  More specifically, as noted above, the Federal 
Reserve regulations that set forth the minimum TLAC requirement are tied to a percentage of 
risk-weighted assets, leverage, or consolidated assets; similarly, foreign TLAC requirements are 
often tied to risk-weighted assets and leverage.  As a result, the regulatory minimum required 
TLAC amounts are figures that are subject to market fluctuations based on changes in asset 
values and movement in foreign exchange rates.  As a practical matter, banks are thus compelled 
to issue TLAC securities in an amount that provides sufficient headroom to ensure compliance 
in any reasonably foreseeable future market conditions.    

Second, although the relevant regulations mandate specific timing for TLAC issuance, 
market realities dictate that banks in fact issue the to-be-required TLAC well in advance of the 
date specified in the regulations.  The consequences of a bank failing to satisfy its TLAC 
requirements are severe, as principle 6 of the FSB TLAC standard provides that “a breach, or 
likely breach, of Minimum TLAC should ordinarily be treated by supervisory and resolution 
authorities as seriously as a breach, or likely breach, of minimum regulatory capital 
requirements.”31  Accordingly, the consequences of inadequate capitalization could be the 
imposition of limitations on the bank’s businesses, or in more serious situations, shutting down 
of the institution.  Thus, it is not practical for any financial institution to risk foot-faulting the 
TLAC requirements solely based on timing of issuance.  Moreover, if every regulated bank 
waited until the deadline to issue its required TLAC, the market would face an oversupply of 
these securities, thus raising the already-increased cost of raising capital (as compared with the 
cost of issuing senior indebtedness). 

In addition to the market-based reasons for a regulatory “buffer” noted directly above, 
TLAC issuance is in effect self-policing.  We understand that banks must pay a market premium 
when issuing TLAC that results in a considerable increase in the overall cost of funding.  
Because the cost to banks of issuing TLAC is materially greater than the cost of issuing standard, 
non-loss absorbing debt securities, banks are incentivized to issue as little TLAC as possible.  In 
light of the impact to a financial institution’s profitability from any increase in its funding costs, 
there is a significant market disincentive from issuing excessive amounts of TLAC, which should 

                                                        
30  Prop. Reg. § 1.59A-1(b)(18).   

31  Principles on Loss-absorbing and Recapitalisation Capacity of G-SIBs in Resolution, Total Loss-absorbing 
Capacity (TLAC) Term Sheet, Financial Stability Board, Principle 6 (Nov. 9, 2015), http://www.fsb.org/wp-
content/uploads/TLAC-Principles-and-Term-Sheet-for-publication-final.pdf. 
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mitigate any concern that TLAC securities would be issued simply to qualify for the TLAC 
Exception.   

For those reasons, the TLAC Exception should be clarified so that it applies to all TLAC 
“issued to comply with” with qualifying U.S. or foreign regulatory requirements, even if the 
issued TLAC exceeds the specifically mandated regulatory minimum.  The most straightforward 
way of adopting this approach would be to remove the “limitation on exclusion for TLAC 
securities” in Proposed Regulation section 1.59A-3(b)(3)(v)(B), including removal of the 
underlying definitions set forth in Proposed Regulation sections 1.59A-1(b)(18) and (19) and 
1.59A-3(b)(3)(v)(C), (D), and (E).  That removal would ensure that any TLAC compliant with 
applicable U.S. or foreign law standards would qualify for the exception, and would rely on the 
inherent self-policing nature of TLAC issuance to ensure that the exception is not abused.  
Alternatively, the definition set forth in Proposed Regulation section 1.59A-3(b)(18) could be 
clarified as follows:  

TLAC long-term debt required amount.  The term TLAC long-
term debt required amount means the specified minimum amount 
of debt that is required pursuant to debt issued to comply with 12 
CFR 252.162(a) [or under a comparable bank regulatory 
requirement imposed under the laws or regulations of a foreign 
country].32 

If, alternatively, it were desirable to limit the amount of buffer allowable beyond the bare 
regulatory minimum, the definition could be altered to allow for issuance of TLAC equal to a 
certain percentage (for example, 15 percent) above the regulatory minimum.  Such an approach 
would provide certainty to taxpayers regarding the scope of securities covered by the exception 
and should satisfy any concerns regarding potential abuse.  To implement this approach, the 
definition set forth in Proposed Regulation section 1.59A-3(b)(18) could be clarified as follows: 

TLAC long-term debt required amount.  The term TLAC long-
term debt required amount means 115 percent of the specified 
minimum amount of debt that is required pursuant to 12 CFR 
252.162(a) [or under a comparable bank regulatory requirement 
imposed under the laws or regulations of a foreign country]. 

III. Repos and Securities Lending Transactions 

A. Background 

The statute provides an exception from the definition of base erosion payment for certain 
payments made in the ordinary course of a trade or business.  Although its heading would 
suggest a broader scope, this ordinary course exception is limited to “qualified derivative 

                                                        
32  The bracketed language is intended to incorporate the modification to the Proposed Regulations discussed 
above. 
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payments” or “QDPs” (the “QDP Exception”).  A QDP is defined as any payment with respect to 
a derivative that the taxpayer marks to market.33   

The statute defines a derivative for this purposes as:  

any contract (including any option, forward contract, futures 
contract, short position, swap, or similar contract) the value of 
which, or any payment or other transfer with respect to which, is 
(directly or indirectly) determined by reference to one or more of 
the following: 

(i) Any share of stock in a corporation. 

(ii) Any evidence of indebtedness. 

(iii) Any commodity which is actively traded. 

(iv) Any currency. 

(v) Any rate, price, amount, index, formula, or algorithm.34 

Importantly, the statute also provides that a derivative does not include any of the items 
described in clauses (i) through (v), and thus interest on indebtedness is specifically excluded 
from the QDP Exception.35   

The statute also excludes explicitly certain derivative payments from the QDP Exception.  
Specifically, the QDP Exception “shall not apply to any qualified derivative payment if―(A) the 
payment would be treated as a base erosion payment if it were not made pursuant to a 
derivative, including any interest, royalty, or service payment, or (B) in the case of a contract 
which has derivative and nonderivative components, the payment is properly allocable to the 
nonderivative component” (the “partial exclusion rule”).36  The Proposed Regulations generally 
track both the definition of a derivative and the partial exclusion rule.37 

 The Proposed Regulations provide further guidance on the scope and operation of the 
QDP Exception by specifically excluding from the definition of a derivative sale-repurchase 
transactions (“repos”), securities lending transactions, and any substantially similar 

                                                        
33  Section 59A(h)(2).   

34  Section 59A(h)(4)(A). 

35  Id. 

36  Section 59A(h)(3).   

37  Prop. Reg. § 1.59A-6(d). 
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transactions.38  First, the Preamble notes that certain repos are treated as secured loans, and 
thus the Proposed Regulations exclude them from the definition of a derivative.39  Moreover, the 
Proposed Regulations provide that because repos and securities lending transactions are 
“economically similar,” securities lending transactions are also excluded from the definition of a 
derivative for this purpose.40  However, the Preamble also provides that: 

[T]he Treasury Department and the IRS request comments on 
whether securities lending transactions and sale-repurchase 
transactions have been properly excluded from the definition of a 
derivative, including whether certain transactions lack a 
significant financing component such that those transactions 
should be treated as derivatives for purposes of section 59A(h).41 

Although there is a lack of legislative history discussing the QDP Exception, we believe 
that the exception was provided to allow certain taxpayers to continue to enter into ordinary 
course derivative transactions with affiliates, such as securities borrowing transactions to 
facilitate short sales, in order to ensure liquid financial markets and in recognition of the fact 
that these transactions generally do not raise base erosion concerns, because they are hedged 
with the taxpayer retaining only a small spread.  Accordingly, for the reasons discussed below, 
we believe that the final regulations should limit the exclusion from the definition of a derivative 
to repos that are treated solely as secured loans for tax purposes, consistent with the statutory 
definition of a derivative under section 59A(h)(4)(A).  Securities lending transactions and 
substantially similar transactions should be treated as derivatives, though consistent with the 
partial exclusion rule, any interest on the cash leg (as defined below) of such transactions should 
remain subject to the BEAT.   

As noted in the Preamble, “a sale-repurchase transaction satisfying certain conditions is 
treated as a secured loan” (a “pure repo”) and thus is statutorily excluded from the definition of 
a derivative under the flush text of section 59A(h)(4).  Of course, it is important to note that in 
the case of a pure repo there is only one type of deductible payment – interest paid by the repo 
seller to the repo purchaser.  The securities “sold” at the outset of the transaction are not 
actually sold for tax purposes and instead are merely held by the repo purchaser in an agency 
capacity as collateral for the loan.  Because the repo seller remains the tax owner, dividends or 
interest payments received on the securities transferred do not constitute income to the repo 
purchaser; instead, such amounts are simply income earned directly by the repo seller on the 
securities that it has posted as collateral with the repo purchaser.  As such, there is no payment 
between the repo buyer and the repo seller giving rise to a deduction, and therefore no base 
erosion payment. 

                                                        
38  Prop. Reg. § 1.59A-6(d)(2)(iii).  For this purpose, a repo and a securities lending transaction are defined by 
cross-reference to Treasury regulation section 1.861-2(a)(7).  

39  83 Fed. Reg. 65962. 

40  83 Fed. Reg. 65963. 

41  Id. 
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Unlike a pure repo, a typical securities lending transaction would consist of two 
elements:  (i) a “securities leg” consisting of the underlying securities that are transferred by the 
securities lender to the securities borrower, and (ii) a “cash leg” consisting of the cash collateral 
that is transferred by the securities borrower to the securities lender.  Securities lending 
transactions are also treated differently than pure repos for U.S. income tax purposes.  In a pure 
repo, tax ownership of transferred securities remains with the repo seller; in a securities lending 
transaction, tax ownership of the underlying securities is transferred (though under section 
1058, no gain or loss is triggered upon the initial transfer or the return of the securities).   

We understand that a payment on the cash leg should give rise to a base erosion payment 
under the partial exclusion rule, which provides that the QDP Exception shall not apply to a 
payment that would be treated as a base erosion payment if it were not made pursuant to a 
derivative.  But the securities leg is clearly a “contract (including any . . . short position . . .) the 
value of which, or any payment or other transfer with respect to which, is (directly or indirectly) 
determined by reference to . . . any share of stock in a corporation.”42  Accordingly, the securities 
leg of a securities lending transaction should be included in the QDP Exception.   

Including the securities leg of these transactions within the definition of a derivative 
would be consistent with the language that was adopted to define a derivative in section 59A.  
The definition’s genesis does not appear to be traceable to another section of the Code; instead, 
the language used in section 59A is based on the definition of a derivative that was used in two 
recent tax bills.  Both the Tax Reform Act of 2014, introduced by Dave Camp, the former 
Chairman of the House Ways and Means Committee (the “Camp Bill”), and the Modernization 
of Derivatives Act of 2017, introduced by Senator Ron Wyden on May 2, 2017 (“MODA”), 
included definitions of a derivative that are essentially identical to one another and that use the 
same statutory language as found in the definition of a derivative under section 59A(h)(4)(A).  
For example, the Camp Bill included the following provision: 

SEC. 486. DERIVATIVE DEFINED. (a) IN GENERAL.—For 
purposes of this part, except as otherwise provided in this section, 
the term ‘derivative’ means any contract (including any option, 
forward contract, futures contract, short position, swap, or similar 
contract) the value of which, or any payment or other transfer with 
respect to which, is (directly or indirectly) determined by reference 
to one or more of the following: 

(1) Any share of stock in a corporation. 

(2) Any partnership or beneficial ownership interest in a 
partnership or trust. 

(3) Any evidence of indebtedness. 

(4) Except as provided in subsection (d), any real property. 

                                                        
42  See section 59A(h)(4)(A). 
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(5) Any commodity which is actively traded (within the meaning 
of section 1092(d)(1)). 

(6) Any currency. 

(7) Any rate, price, amount, index, formula, or algorithm. 

(8) Any other item as the Secretary may prescribe. 

Such term shall not include any item described in paragraphs (1) 
through (8).43 

The definition of derivative under both the Camp Bill and MODA also included a 
provision specifically addressing securities lending transactions: 

(3) SECURITIES LENDING, SALE-REPURCHASE, AND 
SIMILAR FINANCING TRANSACTIONS.—To the extent provided 
by the Secretary, for purposes of this part, the term ‘derivative’ 
shall not include the right to the return of the same or 
substantially identical securities transferred in a securities lending 
transaction, sale-repurchase transaction, or similar financing 
transaction.44 

Although neither of these provisions were enacted into law, the presence of this specific 
rule for securities lending transactions clearly indicates that these transactions were included in 
the definition of a derivative or there would not have been any need to provide regulatory 
authority to exclude them.  When enacting the TCJA, Congress adopted the definition of a 
derivative from these prior bills and specifically excluded the provision addressing securities 
lending transactions and the grant of authority to exclude them from the definition of a 
derivative.  Moreover, in both the prior bills and the TCJA the presence or absence of this 
provision was for the same reason:  to provide favorable treatment to securities lending 
transactions.  In the case of the Camp Bill and MODA, the provision was included to provide 
regulatory authority to exclude these transactions presumably in order to ensure that non-mark 
to market taxpayers would not be impeded from lending their securities to other parties as a 
result of unfavorable tax rules; in the TCJA, the deletion of the provision was in the context of 
the QDP Exception and thus presumably was meant to include these transaction to ensure that 
the BEAT does not impede taxpayers eligible for the exception from borrowing securities from 
related parties. 

Finally, there are strong policy reasons for the final regulations to treat securities lending 
transactions as derivatives for this purpose.  Beginning with the enactment of section 1058 in 
1978, Congress has recognized the importance of these transactions to the operation of financial 
markets.  The legislative history of section 1058, which provides nonrecognition treatment when 

                                                        
43  Camp Bill, § 3401. 

44  Id. 
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tax ownership of the underlying securities is transferred in a securities lending transaction, 
specifically noted that section 1058 was enacted to facilitate stock lending transactions:   

Because of time delays which a broker may face in obtaining 
securities (from the seller or transfer agent) to deliver to a 
purchaser, brokers are frequently required to borrow securities 
from organizations and individuals with investment portfolios for 
use in completing these market transactions. It is generally 
thought to be desirable to encourage organizations and individuals 
with securities holdings to make the securities available for such 
loans since the greater the volume of securities available for loan 
the less frequently will brokers fail to deliver a security to a 
producer within the time required by the relevant market rules.45   

These concerns were clearly on display following the 2008 financial crisis, and resulted in the 
government loosening the requirements under section 1058 in Revenue Procedure 2008-63.46   

B. Recommended Modifications to the Proposed Regulations 

First, while not technically required, the final regulations could clarify that the exception 
from QDP treatment for repos is limited to a repo that is properly characterized solely as a 
secured loan for U.S. federal income tax purposes, a pure repo.  Second, securities lending 
transactions and substantially similar transactions should be included within the definition of a 
derivative eligible for the QDP Exception in the final regulations.  Any interest on the cash leg 
should be excluded from QDP treatment and constitute a base erosion payment under the 
partial exclusion rule.  These recommendations could be accomplished by modifying the 
exception to the derivatives definition in Proposed Regulation section 1.59-6(d)(2)(iii) as 
follows. 

(iii) Securities lending and sale Sale-repurchase transactions.  A 
derivative contract does not include any securities lending 
transaction, sale-repurchase transaction that is treated solely as a 
secured loan for tax purposes, or substantially similar transaction. 
Securities lending transaction and sale-repurchase transaction 
have the same meaning as provided in § 1.861–2(a)(7). 

Further, while the treatment of any interest on the cash leg of a securities lending 
transaction (or substantially similar transaction) should be covered under the partial exclusion 
rule without further change, this could be clarified by adding a specific provision to the final 
regulations as part of Proposed Regulations section 1.59A-6(c). 

                                                        
45  S. Rep. No. 95-762, 95th Cong. 2d Sess. 5 (1978). 

46  2008-2 C.B. 946.  See, e.g., Repo Market Functioning, Committee on the Global Financial System, at 6 
(2017), https://www.bis.org/publ/cgfs59.pdf. 
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(__)  Treatment of the cash leg of a sale-repurchase transaction, 
securities lending transaction or substantially similar 
transaction.  For purposes of section 59A(h)(3) and this 
paragraph, a qualified derivatives payment does not include any 
interest paid with respect to the cash leg of a sale-repurchase 
transaction (other than a transaction treated solely as a secured 
loan for tax purposes), securities lending transaction or 
substantially similar transaction. 

Although we believe that treating the securities leg in a securities lending or substantially 
similar transaction as a derivative is most consistent with both the statutory language and 
purpose of the QDP Exception, we recognize that Treasury and the IRS may be concerned about 
the possibility that these transactions may be used to effectively provide related party financing 
to the U.S. operations of a taxpayer in an effort to avoid consequences under the BEAT.47  To the 
extent the government wishes to address the potential use of related party securities loans to 
provide net financing to a U.S. business, this concern should be addressed through an anti-
abuse rule.  First, when a securities loan is structured in a particular manner for valid non-tax 
business purposes without regard to the BEAT, we see no reason why payments (other than 
interest on cash collateral) with respect to such securities loan should be subject to base erosion 
payment treatment.  In fact, the QDP Exception was presumably included in the BEAT 
specifically in order to prevent taxpayers from experiencing adverse BEAT consequences from 
engaging in ordinary course derivatives activities with related parties.  Indeed, the QDP 
Exception itself, which the statute refers to as an “Exception for Certain Payments Made in the 
Ordinary Course of Trade or Business,” seems designed in part to exclude transactions of this 
nature.  Second, if the government were to seek to deny QDP treatment to payments on a limited 
number of securities lending transactions having certain characteristics without regard to 
purpose, it would be unduly burdensome for taxpayers with high volumes of such transactions 
entered into in the ordinary course to evaluate their related party securities lending transactions 
(and other arrangements treated as securities lending transactions for tax purposes) in order to 
determine their compliance with the applicable requirements.  Accordingly, the regulations 
could exclude from the definition of derivative contract securities lending transactions that were 
undertaken with a principal purpose of avoiding the BEAT:   

(__) Principal purpose transactions.  A derivative contract does 
not include any securities lending transaction or substantially 
similar transaction that is part of an arrangement that has been 
entered into with a principal purpose of avoiding the treatment of 
any payment with respect to such transaction as a base erosion 
payment and provides the taxpayer with the economic equivalent 
of a substantially unsecured cash borrowing.  

                                                        
47  The Preamble’s request for comments on “whether certain transactions lack a significant financing 
component such that those transactions should be treated as derivatives” suggests a concern that these transactions 
may be used to provide financing.  83 Fed. Reg. 65983. 
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Another alternative that would achieve the same result and avoid any concerns with 
respect to administration of an anti-abuse rule, would be to adopt a rule that includes as 
derivative contracts only securities lending transactions that are entered into in the ordinary 
course of the taxpayer’s trade or business. 

(__) Transactions in the ordinary course of a taxpayer’s trade or 
business.  A derivative contract includes any securities lending 
transaction or substantially similar transaction that has been 
entered into in the ordinary course of a trade or business of a 
taxpayer that enters into securities lending transactions or 
substantially similar transactions with unrelated parties. 

IV. Treatment of Internal Dealings 

A. Background 

The Proposed Regulation also provide guidance on the operation of the BEAT under U.S. 
income tax treaties.  The regulations provide generally that if a foreign corporation with a 
permanent establishment elects to determine its taxable income under the business profits 
provision of an applicable treaty, and not under the general provisions of the Code and 
accompanying regulations (for example, Treasury regulation section 1.882-5), then the foreign 
corporation must determine if each deduction that is attributable to the permanent 
establishment is a base erosion payment under the general rules in the regulations, i.e., if a 
deduction arises from a payment to a foreign related person.48  The Proposed Regulations also 
provide that if the foreign corporation determines its “profits attributable to a permanent 
establishment based on the assets used, risks assumed, and functions performed by the 
permanent establishment, then any deduction attributable to any amount paid or accrued (or 
treated as paid or accrued) by the permanent establishment to the foreign corporation’s home 
office or to another branch of the foreign corporation (an ‘internal dealing’) is a base erosion 
payment to the extent such payment or accrual is described under” the general rules.49   

1. Coordination of the Proposed Regulations with Treasury Regulation 
Section 1.882-5  

The existing regulations under section 882 provide rules for allocating interest expense 
to gross income that is effectively connected with the conduct of a U.S. trade or business (“ECI”).   
Treasury regulation section 1.882-5 generally adopts a multi-step, formulaic approach that 
requires a foreign corporation to first determine the value of its U.S. assets that generate U.S. 
ECI.50  The foreign corporation must next calculate its “U.S. connected liabilities” by multiplying 
those U.S. assets by a specified fixed ratio or by the foreign corporation’s actual ratio of 

                                                        
48  Prop. Reg. § 1.59A(d)(4)(v). 

49 Prop. Reg. § 1.59A(d)(4)(v)(B). 

50  Treas. Reg. § 1.882-5(b). 
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worldwide liabilities to worldwide assets.51  Finally, the foreign corporation determines the 
interest allocable to its U.S. connected liabilities under either the adjusted U.S.-booked liabilities 
(“AUSBL”) method set forth in Treasury regulation section 1.882-5(b) through (d) or under the 
separate currency pools (“SCP”) method described in Treasury regulation section 1.882-5(e).  
For taxpayers that use the AUSBL method to allocate interest expense to a U.S. branch, the 
amount of interest is determined by first looking to the interest expense on liabilities booked to 
the U.S. branch.  If that amount is less than the amount of U.S.-connected liabilities, then an 
additional amount of interest is attributed to the branch based on a ratable allocation of the 
other liabilities of the foreign corporation.52  For taxpayers that use the SCP method, the amount 
of interest attributable to the branch is determined with respect to each currency pool based on 
the product of the U.S.-connected liabilities in the pool and an interest rate that is calculated 
based on the average interest expense of the foreign corporation’s liabilities in that currency.53    

Based on the operation of Treasury regulation section 1.882-5, the Proposed Regulations 
determine the amount interest allocable to a foreign corporation’s ECI that is a base erosion 
payment.  For example, for taxpayers that use the AUSBL method to allocate interest expense to 
a U.S. branch, the amount of base erosion payments is generally the sum of two amounts.  The 
first is the amount of interest from direct allocations or interest expense on U.S.-booked 
liabilities paid to a foreign related party.  The second amount, in the case where U.S.-connected 
liabilities exceed U.S.-booked liabilities, is a ratable allocation of the interest expense on the 
other liabilities of the foreign corporation (“excess interest”).  Specifically, the excess interest is 
multiplied by a fraction, the numerator of which is the foreign corporation’s average worldwide 
liabilities to a foreign related party and the denominator of which is the foreign corporation’s 
average total worldwide liabilities.54  Alternatively, if U.S. connected liabilities are less than U.S. 
booked liabilities, the amount of interest is determined by reducing the interest on U.S.-
connected liabilities in a proportional manner.55  The Proposed Regulations also take a similar, 
ratable allocation approach for taxpayers that allocate interest using the SCP method.  In those 
cases, the amount of base erosion payments is generally equal to direct allocations paid to 
foreign related parties and the interest attributable to each currency pool multiplied by a 
fraction, the numerator of which is the corporation’s average total worldwide liabilities 
denominated in that currency and due to a foreign related party and the denominator of which 
is the average total worldwide liabilities in that currency.56   

2. Internal Dealings 

The Organisation for Economic Co-operation and Development (“OECD”) has adopted 
an approach for computing business profits attributable to a permanent establishment (“PE”) 

                                                        
51  Treas. Reg. § 1.882-5(c). 

52  Treas. Reg. § 1.882-5(d)(5).   
53  Treas. Reg. § 1.882-5(e). 

54  Prop. Reg. § 1.59A-3(b)(4)(i)(A).   

55  Treas. Reg. § 1.882-5(d)(4). 

56  Prop. Reg. § 1.59A-3(b)(4)(i)(B).  
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under its Model Income Tax Treaty.  By contrast with Treasury regulation section 1.882-5, the 
Authorised OECD Approach, or “AOA,” adopts a transfer pricing approach to the allocation of 
profits to a permanent establishment.  As explained in the 2010 Report on the Attribution of 
profits to Permanent Establishments (the “2010 OECD Report”), the AOA provides that: 

[T]he profits to be attributed to a PE are the profits that the PE 
would have earned at arm’s length, in particular in its dealings 
with other parts of the enterprise, if it were a separate and 
independent enterprise engaged in the same or similar activities 
under the same or similar conditions, taking into account the 
functions performed, assets used and risks assumed by the 
enterprise through the permanent establishment and through the 
other parts of the enterprise.57 

One of the methodologies under the AOA for attributing profits to a PE is a multi-step process 
that hypothesizes that the PE exists as an actual subsidiary of the home office and allocates 
assets and activities between the home office and the PE, including potentially transactions 
between the PE and other parts of the foreign corporation (“internal dealings”).  The AOA then 
applies the arm’s-length standard to internal dealings to determine the appropriate pricing for 
these hypothetical transactions.   

 The AOA has been adopted directly in certain U.S. income tax treaties as well as in the 
2006 and 2016 U.S. Model Income Tax Treaties.  For example, Article 7(2) of the 2016 U.S. 
Model Income Tax Treaty tracks the language of the 2010 OECD Report: 

[T]he profits that are attributable in each Contracting State to the 
permanent establishment . . . are the profits it might be expected 
to make, in particular in its dealings with other parts of the 
enterprise, if it were a separate and independent enterprise 
engaged in the same or similar activities under the same or similar 
conditions, taking into account the functions performed, assets 
used and risks assumed by the enterprise through the permanent 
establishment and through the other parts of the enterprise.58  

B. The Proposed Regulations Should be Revised to Conform to the Approach for 
Applying the BEAT Under the General Rules for U.S. Branches   

For the reasons discussed below, we believe that the approach in the Proposed 
Regulations, which recognizes internal dealings as base erosion payments, should be revised to 
conform to the approach for applying the BEAT under the general rules for U.S. branches.  
Recognition of internal dealings as actual transactions with tax consequences for U.S. tax 
purposes is at odds with the AOA itself, which hypothesizes internal dealings but does not 

                                                        
57  2010 Report on the Attribution of Profits to Permanent Establishments, Organisation for Economic Co-
operation and Development, at 12 (Jul. 22, 2010), http://www.oecd.org/tax/transfer-pricing/45689524.pdf.   

58  U.S. Model Income Tax Treaty, Art. 7(2) (2016).   
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regard these transactions other than to allocate profits to the PE and specifically declines to 
impose tax consequences on them.  The recognition of internal dealings in the Proposed 
Regulations also is at odds with the U.S. implementation of the AOA under our treaties, as well 
as more generally for U.S. tax purposes, as acknowledged in the Preamble: “The deductions 
from internal dealings would not be allowed under the Code and regulations, which generally 
allow deductions only for allocable and apportioned costs incurred by the enterprise as a 
whole.”59 

 In the first instance, the 2010 OECD Report repeatedly states that internal dealings are 
hypothetical in nature and are to be used solely for determining the profits of a permanent 
establishment: 

The basic approach incorporated in [paragraph 2 of Article 7] for 
the purposes of determining what are the profits that are 
attributable to the permanent establishment is therefore to require 
the determination of the profits under the fiction that the 
permanent establishment is a separate enterprise and that such 
an enterprise is independent from the rest of the enterprise of 
which it is a part as well as from any other person.  The second 
part of that fiction corresponds to the arm’s length principle which 
is also applicable, under the provisions of Article 9, for the 
purpose of adjusting the profits of associated enterprises.60   

The 2010 OECD Report makes clear that this fiction is solely for purposes of determining 
the profits of the PE, and that internal dealings do not create “notional income” that a country 
can tax under its domestic law: 

The separate and independent enterprise fiction that is mandated 
by paragraph 2 [of Article 7] is restricted to the determination of 
the profits that are attributable to a permanent establishment.  It 
does not extend to create notional income for the enterprise 
which a Contracting State could tax as such under its domestic 
law by arguing that such income is covered by another Article of 
the Convention which, in accordance with paragraph 4 of Article 7, 

                                                        
59  83 Fed. Reg. 65961.  See also Department of Treasury, Technical Explanation of the 2006 U.S. Model 
Income Tax Treaty, Art. 7(2) (Nov. 15, 2006) (“[T]he attribution methods . . . [do] not create legal obligations or other 
tax consequences that would result from the transactions having independent legal significance.”); 2010 OECD 
Report, Appendix setting forth the Commentary on Article 7 of the OECD Model Tax Convention on Income and on 
Capital at 226 (“The separate and independent enterprise fiction that is mandated by paragraph 2 [of Article 7] is 
restricted to the determination of the profits that are attributable to a permanent establishment.  It does not extend to 
create notional income.”).  

60  2010 OECD Report, Appendix at 223 (emphasis added).   
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allows taxation of that income notwithstanding paragraph 1 of 
Article 7.61 

Although the AOA was developed prior to the enactment of the BEAT, the same concerns 
of base erosion were historically present regarding use of related party interest and royalties to 
reduce the amount of income subject to U.S. tax.  Notwithstanding this concern, these fictional 
interest and royalty payments deemed to occur under the internal dealings framework do not 
give rise to separate tax consequences, even though the interest and royalty payments reduce the 
profits attributable to the PE.  Instead, if there are any concerns regarding the base eroding 
effect of these deductible payments, presumably they should be addressed in determining the 
proper amount and the pricing of the interest on the debt under section 482 principles.  
Moreover, withholding taxes on interest and royalties have traditionally been used to counter 
the base eroding effects of actual interest and royalty payments made from a domestic 
corporation to a foreign affiliate.  But the AOA is clear that notional payments of a similar nature 
arising under the internal dealings framework do not give rise to corresponding income or any 
related tax consequences.  The 2010 OECD Report includes a specific example demonstrating 
how the existence of an internal dealing in the form of a “notional interest charge” for treaty 
purposes does not mean that any actual interest payment has been made: 

Similarly, the fact that, under paragraph 2, a notional interest 
charge could be deducted in determining the profits attributable 
to a permanent establishment does not mean that any interest 
has been paid to the enterprise of which the permanent 
establishment is a part for the purposes of paragraphs 1 and 2 of 
Article 11.  The separate and independent enterprise fiction does 
not extend to Article 11 and, for the purposes of that Article, one 
part of an enterprise cannot be considered to have made an 
interest payment to another part of the same enterprise.62 

The same is true in the case of a hypothetical royalty, which can raise similar base 
erosion concerns: “the recognition of the notional royalty is relevant only to the attribution of 
profits to the PE under Article 7 and should not be understood to carry wider implications as 
regards withholding taxes.”63 

Finally, we note that although the United States did reserve on one issue to the 
Commentary on Article 7 of the OECD Model Treaty, it was not with respect to the recognition 

                                                        
61  Id. at 226 (emphasis added).   

62  2010 OECD Report, Appendix at 226 (emphasis added); see also 2010 OECD Report, at 207 (“For greater 
certainty, the recognition of investment income on attributed assets is relevant only for the attribution of profits to 
the PE under Article 7 and does not carry wider implications as regards, for example, withholding taxes.”).    

63  2010 OECD Report, at 53 
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of internal dealings.64  Indeed, while there are sixteen separate reservations to the Commentary 
on Article 7, each by one or more OECD member countries, none of the reservations relates to 
the OECD approach of not imposing independent tax consequences on hypothetical internal 
dealings under the AOA.65  Thus, the imposition of tax consequences on internal dealing as set 
forth in the Proposed Regulations would presumably be at odds with the expectations of our 
income tax treaty partners, or at least those that are members of the OECD.   

Moreover, the United States has specifically adopted the AOA under its most recent 
income tax treaties.  As part of this adoption, Treasury has echoed the OECD approach that 
internal dealings represent mere fictions that are not to be given effect for tax or legal purposes 
other than for allocating profit to the PE.  The Technical Explanation to the 2006 Model U.S. 
Income Tax Treaty states explicitly that: 

[A]ny of the methods used in the [OECD] Transfer Pricing 
Guidelines, including profits methods, may be used as appropriate 
and in accordance with the Transfer Pricing Guidelines. However, 
the use of the Transfer Pricing Guidelines applies only for 
purposes of attributing profits within the legal entity.  It does not 
create legal obligations or other tax consequences that would 
result from transactions having independent legal significance.66 

The Technical Explanation to the 2013 U.S.-Poland Income Tax Treaty (signed but not 
entered into force), which is the most recent U.S. income tax treaty to have adopted the AOA, 
also is consistent with this approach:   

                                                        
64  Commentary to Article 7 of the Model Tax Convention, Organisation for Economic Co-operation and 
Development, ¶ 89 (Nov. 21, 2017), https://read.oecd-ilibrary.org/taxation/model-tax-convention-on-income-and-
on-capital-condensed-version-2017_mtc_cond-2017-en#page1 (“The United States reserves the right to amend 
Article 7 to provide that, in applying paragraphs 1 and 2 of the Article, any income or gain attributable to a permanent 
establishment during its existence may be taxable by the Contracting State in which the permanent establishment 
exists even if the payments are deferred until after the permanent establishment has ceased to exist.”). 

65  Id. at ¶¶ 85-100. 
66  Department of Treasury, Technical Explanation of the 2006 U.S. Model Income Tax Treaty, Art. 7(2) (Nov. 
15, 2006) (emphasis added).  See also Department of Treasury, Technical Explanation of the 2007 U.S.–Iceland 
Income Tax Treaty, Art. 7(2) (Oct. 23, 2007); Department of the Treasury, Technical Explanation to the 2007 
Protocol Amending the U.S.–Canada Income Tax Treaty, Art. 4 (Sep. 21, 2007); Department of Treasury, Technical 
Explanation of the 2007 U.S.–Bulgaria Income Tax Treaty, Art. 7(2) (Feb. 23, 2007); Department of Treasury, 
Technical Explanation of the 2006 Protocol Amending the U.S.–Germany Income Tax Treaty, Art. 3 (Jun. 1, 2006); 
Department of Treasury, Technical Explanation of the 2003 U.S.–Japan Income Tax Treaty, Art. 7(2) (Nov. 6, 2003); 
Department of Treasury, Technical Explanation of the 2002 U.S.–United Kingdom Income Tax Treaty and 2003 
Protocol, Art. 7(2) (Jul. 24, 2001). 
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[T]he attribution methods apply only for purposes of attributing 
profits within the legal entity.  It does not create legal obligations 
or other tax consequences that would result from the transactions 
having independent legal significance.67 

Further, the IRS also has made clear that the operation of the AOA under U.S. income 
tax treaties is to be interpreted in a manner consistent with OECD guidance.  For example, 
although the U.S.-Canada Income Tax Treaty predated publication of the 2010 OECD Report, 
the competent authorities of both countries entered into an agreement in 2012 regarding 
application of the AOA under article VII of the treaty.  The competent authority agreement 
provides explicitly that Article VII is to be interpreted consistent with the 2010 OECD Report: 

The competent authorities of the United States and Canada . . . 
agree that, under paragraph 9 of Annex B of the Convention, 
Article VII of the Convention is to be interpreted in a manner 
entirely consistent with the full AOA as set out in the [2010 OECD 
Report].68   

 In sum, both Treasury and the OECD have stated repeatedly that internal dealings are 
intended to facilitate a determination of the amount of profit earned by a permanent 
establishment, but that the hypothetical transactions used in that exercise are not to be 
otherwise regarded for tax purposes.  Thus, to the extent that the Proposed Regulations require 
recognition of transactions that do not exist for U.S. tax purposes, the regulations are at odds 
with both the OECD’s description of the AOA and the U.S. adoption of it under our income tax 
treaties.  This treatment is also inconsistent with the general approach for U.S. tax purposes, 
which consistently recognizes that certain interbranch amounts cannot give rise to transactions 
between qualified business units of the same taxpayer.  For example, even though the AUSBL 
method specifically respects the separateness of a U.S. branch and the home office of a foreign 
corporation, and refers to the liabilities shown on the books of the U.S. branch, the regulations 
are clear that an interbranch transaction is disregarded, as “a transaction of a type between 
separate offices or branches of the same taxpayer does not create a U.S. asset”69 or “result in the 
creation of a liability.”70  Similarly, the Global Dealing proposed regulations also recognize that 
certain interbranch amounts cannot give rise to transactions between qualified business units of 
the same taxpayer:  “Treatment of interbranch and interdesk amounts.  An agreement among 
QBUs of the same taxpayer to allocate income, gain or loss from transactions with third parties 
is not a transaction because a taxpayer cannot enter into a contract with itself.”71  Further, the 

                                                        
67  Department of Treasury, Technical Explanation of the 2013 U.S.-Poland Income Tax Treaty, Art. 7(2) (Feb. 
13, 2013) (not entered into force) (emphasis added).   

68  Ann. 2012-31, 2013-34 I.R.B. 315 (Aug. 17, 2012). 

69  Treas. Reg. § 1.884-5(b)(1)(iv). 

70  Treas. Reg. § 1.884-5(b)(2)(viii). 
71  Prop. Reg. § 1.863-3(h)(3)(iii). 
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Preamble to those proposed regulations specifically notes that the approach of the global dealing 
Regulations is consistent with applicable income tax treaties.72 

 Moreover, the OECD specifically contemplates the possibility that certain countries 
might wish to impose tax consequences on internal dealings, but notes that in such a case an 
OECD member state should incorporate this directly into its treaty.  And even then, such 
recognition would only be permissible when also allowable under domestic law: 

Some States consider that, as a matter of policy, the separate and 
independent enterprise fiction that is mandated by paragraph 2 
should not be restricted to the application of Articles 7, 23 A and 
23 B but should also extend to the interpretation and application 
of other Articles of the Convention, so as to ensure that permanent 
establishments are, as far as possible, treated in the same way as 
subsidiaries.  These States may therefore consider that notional 
charges for dealings which, pursuant to paragraph 2, are deducted 
in computing the profits of a permanent establishment should be 
treated, for the purposes of other Articles of the Convention, in the 
same way as payments that would be made by a subsidiary to its 
parent company.  These States may therefore wish to include in 
their tax treaties provisions according to which charges for 
internal dealings should be recognised for the purposes of 
Articles 6 and 11 (it should be noted, however, that tax will be 
levied in accordance with such provisions only to the extent 
provided for under domestic law).73 

Because no U.S. income tax treaty includes provisions that permit the recognition of 
internal dealings, nor are there U.S. domestic tax laws that would give effect to transactions 
between a parent and a PE, neither of the two conditions required by the OECD in order for a 
member to give effect to internal dealings for purposes other than application of Article 7 are 
satisfied.  

Finally, we note that the recognition of internal dealings in certain cases might also 
result in the imposition of tax on a fictional item of income.  This is most clearly seen in the case 
of a foreign corporation that is not related to any foreign persons but that has a permanent 
establishment in the United States and determines the profits of the permanent establishment 
under the internal dealings method.  In such case, there cannot be any base erosion payments 
because there are no foreign related parties, and so there is nothing for the BEAT to apply to; yet 
the Proposed Regulation’s transformation of fictional internal dealings into actual payments 
could result in the standalone foreign corporation incurring BEAT liability.    

                                                        
72  Notice of Proposed Rulemaking, Allocation and Sourcing of Income and Deductions Among Taxpayers 
Engaged in a Global Dealing Operation (REG-208299-90), 63 Fed. Reg. 11177 (Mar. 6, 1998).  

73  2010 OECD Report, Appendix at 227 (emphasis added).   
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C. Recommended Changes to the Proposed Regulations’ Treatment of Internal 
Dealings 

For the reasons discussed above, we respectfully request that the final regulations not 
impose tax consequences on internal dealings, thus treating them consistently with the OECD’s 
approach in this regard, as well as the treatment of internal dealings under U.S. income tax 
treaties.  Instead, the final regulations should adopt an approach that is consistent with the 
general rules regarding the allocation of interest expense to a U.S. branch.   Specifically, we 
recommend that the allocation of interest expense to a PE under a U.S. income tax treaty should 
be treated as first paid to third parties (both related and unrelated) with regard to the 
indebtedness on the books and records of the PE.  The allocation of any additional interest 
expense to the PE should be treated as paid to related parties based on the liabilities that were 
used to determine the amount of interest attributable to the PE.74  

Alternatively, if this approach is not adopted, we believe that at a minimum the rule in 
the Proposed Regulations recognizing internal dealings should be removed from the regulations 
given its inconsistency with the AOA itself, the implementation of the AOA under U.S. income 
tax treaties, and general U.S. tax law.  In such a case, application of the BEAT to internal 
dealings could be determined by reference to the general principles reflected in the Proposed 
Regulations concerning the allocation of deductions to a U.S. permanent establishment.   

* * * * * 

                                                        
74  As noted above with regard to the treatment of TLAC securities, securities qualifying for the TLAC exception 
should not be treated as indebtedness to a related party for purposes of this allocation fraction.   
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Executive Summary 
Ten years after the crisis, the new regulatory framework is largely in place…  
■ Coordinated by the FSB, the main financial reforms the G20 called for are 

now in place. Their implementation is well underway.  
■ Some policy work is still ongoing, particularly for the insurance sector and 

central counterparties (CCPs).  
■ The reforms make the financial system more resilient, and thereby reduce 

the likelihood, severity – and associated public cost – of future crises.  
…fixing the fault lines exposed by the crisis in four main areas. 
■ Large banks are better capitalised, less leveraged and more liquid. The 

banking system is therefore more resilient to economic shocks.   
■ Implementation of too-big-to-fail (TBTF) reforms is advancing, including via 

the establishment of effective resolution regimes for banks.  
■ Over-the-counter (OTC) derivatives markets are simpler and more 

transparent. The use of central clearing has increased and collateralisation 
is more widespread.  

■ Those aspects of non-bank financial intermediation that contributed to the 
financial crisis have declined significantly and generally no longer pose 
financial stability risks. 

The FSB is now pivoting towards dynamic implementation of the G20 
reforms… 
■ Implementation of the reforms is not complete and it remains uneven. It is 

critical to maintain momentum and avoid complacency, in order to achieve 
the goal of greater resilience.  

■ This includes work to: implement the final Basel III reforms; operationalise 
resolution plans for cross-border banks and build effective resolution 
regimes for insurers and CCPs; make OTC derivatives trade reporting more 
effective; and further strengthen the oversight and regulation of non-bank 
financial intermediation.   

… and rigorous evaluations of their effects… 
■ The FSB has evaluated the effects of reforms on infrastructure finance and 

incentives to centrally clear OTC derivatives. Relevant standard-setting 
bodies are following up on their findings.  

■ This shows that the FSB evaluation framework is working as intended, 
identifying and delivering adjustments where appropriate, without 
compromising on financial resilience.  

■ Rigorous evaluation will ensure that reforms remain fit for purpose as the 
financial system evolves, and new vulnerabilities emerge. 

…in order to support the provision of financial services to the real economy. 
■ The global financial system has continued to grow. Lending to non-financial 

firms and households has increased, and its cost remains low – due in part 
to exceptionally accommodative monetary policies.  

■ Growth varies across regions, but there are no signs that the reforms have 
led to a shortage in the supply of financing.  

■ The supply of financial services has also become more diversified, including 
through the growth in non-bank financial intermediation.  
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■ The long-term trend towards higher global financial integration has 
continued, notwithstanding some divergent trends across market 
segments. 

The financial system is stronger, but risks keep evolving… 
■ After a decade of very low interest rates, financial institutions and markets 

may not be sufficiently prepared for potential economic and financial risks 
from adverse market developments. 

■ High sovereign, corporate and household debt levels in many parts of the 
world could expose the financial system to significant risk. Sharply rising 
yields could trigger swings in cross-border capital flows, which could spill 
over to local equity, bond and foreign exchange markets.  

■ Changes in the global financial system, including an increasing role of 
investment funds, could affect the transmission and amplification of shocks. 

… and ensuring financial stability calls for continued vigilance….  
■ The FSB will continue to monitor and assess the resilience of evolving 

market structures and the impact of technological innovation. These 
include the resilience of financial markets in stress, as well as the growth of 
non-bank financial intermediation and cyber risks.  

■ Reaping the full benefits of the financial reforms requires an open and 
integrated global financial system. Detecting, and addressing, sources of 
market fragmentation is an important task going forward. 

…and the support of G20 Leaders in implementing the agreed reforms, and 
reinforcing global regulatory cooperation.  
■ Regulatory and supervisory bodies should lead by example in promoting the 

timely, full and consistent implementation of remaining reforms to Basel III, 
resolution regimes, OTC derivatives and non-bank financial intermediation. 
This will support a level playing field and avoid regulatory arbitrage. 

■ Frameworks for cross-border cooperation between authorities should be 
enhanced in order to build trust, allow for the sharing of information, and 
to preserve an open and integrated global financial system. 

■ Authorities should evaluate whether the reforms are achieving their 
intended outcomes, identify any material unintended consequences, and 
address these without compromising on the objectives of those reforms. 

■ Financial stability authorities should continue to contribute to the FSB’s 
monitoring of emerging risks and stand ready to act if such risks materialise. 
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Implementation of reforms in priority areas by FSB jurisdictions (as of November 2018)  
The table provides a snapshot of the status of implementation progress by FSB jurisdiction across priority reform areas, based on information collected by FSB and standard-setting 
bodies’ (SSBs) monitoring mechanisms. The colours and symbols in the table indicate the timeliness of implementation. For Basel III, the letters indicate the extent to which 
implementation is consistent with the international standard. For trade reporting, the letters indicate to what extent effectiveness is hampered by identified obstacles. 

Reform Area 

Basel III^ 
Compen-
sation Over-the-counter (OTC) derivatives  

 Resolution 
Non-bank 
financial 
intermediation 

Risk-
based 
capital 

Liquidity 
Coverage 

Ratio 
(LCR) 

Require
-ments 
for SIBs  

Large 
exposu-

res frame-
work (as 
of 1 Jan. 

2019) 

Levera-
ge ratio 

Net 
Stable 

Funding 
Ratio 

(NSFR) 

Trade 
reporting 

Central 
clearing 

Platform 
trading Margin  

Minimum 
TLAC 

require-
ment for G-
SIBs (as of 1 

January 
2019) 

Transfer / 
bail-in / 

tempora-
ry stay 
powers 

for banks 

Recovery 
and 

resolution 
planning 

for 
systemic 

banks 

Transfer / 
bridge / 
run-off 
powers 

for 
insurers 

Money 
market 
funds 

(MMFs) 

Securi-
tisation 

Agreed phase-in 
(completed) date 

2013 
(2019) 

2015 
(2019) 

2016 
(2019) 2019 2018 2018  end-2012 end-2012 end-2012 2016 

(2020) 
2019/2025 
(2022/2028)      

Argentina C C               ** 
Australia C C              *  
Brazil C C               ** 
Canada C C              **  
China C,  C C, &     R, F          
France MNC LC C              * 
Germany MNC LC C               
Hong Kong C C              **  
India C LC                
Indonesia LC C              **  
Italy MNC LC C              * 
Japan C C C               
Mexico C C      R        ** * 
Netherlands MNC LC C              * 
Rep. of Korea LC C              **  
Russia C  C              **  
Saudi Arabia C LC  C  C  R        **  
Singapore C C              **  
South Africa C C              **  
Spain MNC LC C              * 
Switzerland C  C C             **  
Turkey C C               **  
United Kingdom MNC LC C              * 
United States  LC C C, &               



 

 
4 

Legend  
   • Basel III: Final rule published and in force. Risk-based capital and leverage ratio are based on the initial reform 

package agreed in 2010 prior to Basel III finalisation in December 2017. Requirements for SIBs – covering 
both D-SIBs and higher loss-absorbency for G-SIBs (for G-SIB home jurisdictions) – published and in force. 

• OTC derivatives: Legislative framework in force and standards/criteria/requirements (as applicable) in force 
for over 90% of relevant transactions.  

• Resolution: Final rule for external Total Loss Absorbing Capacity (TLAC) requirement for G-SIBs published and 
implemented. For the powers columns, all three of the resolution powers for banks (transfer, bail-in of 
unsecured and uninsured credit claims, and temporary stay) and insurers (transfer, bridge and run-off) are 
available. Both recovery and resolution planning processes are in place for systemic banks. 

• Compensation: All FSB Principles and their Implementation Standards for Sound Compensation Practices 
(Principles and Standards) implemented for significant banks. 

• Non-bank financial intermediation (NBFI): MMFs – Final implementation measures in force for valuation, 
liquidity management and (where applicable) stable net asset value (NAV). Securitisation – Final adoption 
measures taken (and where relevant in force) for an incentive alignment regime and disclosing requirements. 

 • Basel III: Final risk-based capital rule in force, with the exception of countercyclical capital buffer rule. 
• Compensation: All except a few (three or less) FSB Principles and Standards implemented. 

  • Basel III: Final rule published but not in force, or draft regulation published.  
• OTC derivatives: Regulatory framework being implemented. 
• Resolution: Final rule for external TLAC requirement for G-SIBs published but not yet implemented, or draft 

rule published. For the powers columns, one or two of the resolution powers for banks (transfer, bail-in of 
unsecured and uninsured credit claims, and temporary stay) and insurers (transfer, bridge and run-off) are 
available. Recovery planning is in place for systemic banks, but resolution planning processes are not. 

• Compensation: FSB Principles and Standards partly implemented (more than three Principles and/or 
Standards have not yet been implemented) for significant banks. 

• NBFI: MMFs – Draft/final implementation measures published or partly in force for valuation, liquidity 
management and (where applicable) stable NAV. Securitisation – Draft/final adoption measures published 
or partly in force for implementing an incentive alignment regime and disclosing requirements. 

  • Basel III: Draft regulation not published (light red colour indicates deadline for reform not lapsed). 
• Resolution: Draft rule for external TLAC requirement for G-SIBs not published. For the powers columns, none 

of the three resolution powers for banks (transfer, bail-in of unsecured and uninsured credit claims, and 
temporary stay) and insurers (transfer, bridge and run-off) are available. Neither recovery nor resolution 
planning processes are in place for systemic banks. 

• NBFI: MMFs – Draft implementation measures not published for valuation, liquidity management and (where 
applicable) stable NAV. Securitisation – Draft adoption measures not published for implementing an 
incentive alignment regime and disclosing requirements. 

 • Resolution: Minimum TLAC requirements not applicable for jurisdictions that are not home to G-SIBs. 

C / LC / MNC 
/ NC 

• Basel III: Regulatory Consistency Assessment Program (RCAP) – assessed “compliant” (C), “largely compliant” 
(LC), “materially non-compliant” (MNC) and “non-compliant” (NC) with Basel III rules. See the RCAP scale.  
The grade for SIB requirements relates only to the G-SIB requirements.  

^ 
• Basel III: Does not include reforms finalised in December 2017, which take effect from 2022. Risk-based 

capital column excludes certain technical standards that came into force in 2017. Leverage ratio column 
based on the 2014 exposure definition. 

& 
• Basel III: China’s G-SIB requirements are in force, while its D-SIB policy framework is under development. 

The US does not identify any additional D-SIBs beyond those designated as G-SIBs; its framework was found 
to be broadly aligned with the D-SIB principles. See the RCAP assessment (June 2016). 

R / D / F 
• OTC derivatives: further action required to remove barriers to full trade reporting (R) or to access trade 

repository data by foreign authority (F). See the FSB report on Trade reporting legal barriers: Follow-up of 
2015 peer review recommendations (November 2018). 

* / ** 
• NBFI: Implementation is more advanced than the overall rating in one or more / all elements of at least one 

reform area (MMFs), or in one or more / all sectors of the market (securitisation). The 2018 update was 
undertaken by IOSCO using the assessment methodology in its 2015 peer reviews in these areas. 

  

http://www.fsb.org/2009/04/principles-for-sound-compensation-practices-2/
http://www.fsb.org/2009/09/principles-for-sound-compensation-practices-implementation-standards/
http://www.bis.org/bcbs/implementation/rcap_jurisdictional.htm
http://www.bis.org/bcbs/publ/d369.pdf
http://www.fsb.org/2018/11/trade-reporting-legal-barriers-follow-up-of-2015-peer-review-recommendations/
http://www.fsb.org/2018/11/trade-reporting-legal-barriers-follow-up-of-2015-peer-review-recommendations/
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Changes in implementation status since the 2017 G20 Summit  
The table shows the changes in implementation status by FSB jurisdiction across priority areas since 30 June 2017. 
The colour on the left-hand cell reflects the status as of June 2017, while the colour on the right-hand cell indicates 
the status as of November 2018. The table does not include changes in implementation status for new reform 
elements (i.e. not shown in the colour-coded table in the previous year) or reclassifications of previous status.  

Reform area 
/ Jurisdiction Basel III OTC derivatives Resolution Non-bank financial 

intermediation+ 

Argentina 
 Leverage ratio  

   MMFs  
 NSFR  

Australia  NSFR    Transfer/bridge/run-off 
powers for insurers   

Brazil  NSFR   Margin      

Canada      Minimum TLAC 
requirement for G-SIBs   

China  NSFR   Margin   

France       Transfer/bridge/run-off 
powers for insurers   MMFs  

Germany         MMFs  

Hong Kong  Leverage ratio, 
NSFR   Trade reporting, 

platform trading    MMFs  

India     Platform trading        

Indonesia  NSFR       

Japan  NSFR       

Mexico  Leverage ratio         

Netherlands         MMFs  

Rep. of Korea  NSFR   Margin    

Russia  Leverage ratio, 
NSFR         

Singapore 
 Leverage ratio   

 
 

    MMFs  
 NSFR    

South Africa  NSFR   Central clearing    MMFs  

Switzerland     Trade reporting   Minimum TLAC 
requirement for G-SIBs   

Turkey   NSFR   Trade reporting      

United 
Kingdom      Minimum TLAC 

requirement for G-SIBs   MMFs  

United States      Minimum TLAC 
requirement for G-SIBs     

+   The 2018 update on MMFs and securitisation was undertaken by IOSCO using the assessment methodology in its 2015 peer review reports 
in these areas.  
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1. Introduction 
This is the fourth annual report to the G20 on the implementation and effects of reforms.  
■ In 2009, the G20 launched a comprehensive programme of financial reforms to fix the fault 

lines that led to the global financial crisis and build a more resilient financial system. 
■ The reform programme has four core elements: making financial institutions more 

resilient; ending too-big-to-fail (TBTF); making derivatives markets safer; and enhancing 
resilience of non-bank financial intermediation.1  

■ This report takes stock of the progress made by FSB members in implementing the reforms. 
It also provides an assessment of their effects on the global financial system to date. 

■ Looking ahead, the report highlights some challenges in promoting a financial system that 
supports the G20’s objective of strong, sustainable and balanced growth, while preserving 
open and integrated markets and adapting to rapid technological change.  

Published ten years after the crisis, the report highlights the progress made in the reform 
agenda as the FSB pivots towards implementation and rigorous evaluation.  
■ The G20 established the FSB in 2009 and tasked it with delivering an ambitious reform 

programme. Significant progress has been made since then in developing policies to make 
the financial system more resilient. 

■ The FSB is now pivoting away from the design of new policy initiatives, towards ensuring 
the implementation of these reforms, and rigorous evaluation of their effects. It is also 
carrying out vigilant monitoring to identify, assess and address new and emerging risks.  

Section 2 of this report documents the substantial progress that has been made in 
implementing key post-crisis financial reforms. 
■ International adoption of Basel III capital and liquidity standards has generally been timely.  
■ Progress has been made towards ending TBTF, particularly for systemically important 

banks, and implementing the G20 commitments on OTC derivatives markets.  
■ The FSB has created a monitoring framework and, together with standard-setting bodies 

(SSBs), developed policy measures that are being implemented by jurisdictions to 
strengthen the oversight and regulation of non-bank financial intermediation. 

Section 3 discusses how the reforms have contributed to the core of the financial system 
becoming more resilient to economic and financial shocks. 
■ Large internationally active banks are better capitalised, less leveraged and more liquid. 
■ There has been progress in addressing risks associated with systemically important banks.  
■ OTC derivatives markets are more transparent and have been simplified, including through 

the use of central clearing.  
■ The elements of non-bank financial intermediation considered to have contributed the 

most to the financial crisis have declined. Measures are being taken to enhance the 
resilience of the non-bank finance sector, including by addressing the vulnerabilities from 
asset management activities. 

■ These developments have not impeded the overall provision of credit to the real economy, 
which has continued to grow and diversify, and which generally remains at low cost. 

 

                                                 
1  As noted in the press release from the October 2018 FSB Plenary meeting, non-bank financial intermediation replaces 

the term “shadow banking,” which was previously used by the FSB to describe credit intermediation involving entities 
and activities (fully or partially) outside the regular banking system. 

http://www.fsb.org/2018/10/fsb-reviews-financial-vulnerabilities-and-deliverables-for-g20-summit/
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Section 4 describes the FSB’s work to evaluate whether reforms are working as intended.  
■ The first two evaluations under its July 2017 Framework for Post-Implementation 

Evaluation of the Effects of the G20 Financial Regulatory Reforms assess whether reforms 
are operating as intended and to identify and deliver adjustments where appropriate, 
without compromising financial resilience. 

■ The first evaluation assessed how G20 financial reforms implemented to date have 
affected the provision of infrastructure finance. The evaluation does not identify material 
negative effects on the availability and cost of infrastructure finance, and concludes that 
the effects of those reforms has been of a second order relative to other factors.  

■ A second evaluation examined the effects of reforms on incentives for market participants 
to centrally clear OTC derivatives. It concludes that, overall, the reforms are achieving their 
goals of promoting central clearing, especially for the most systemic participants.  

■ Additional evaluations are underway or planned on the effects of reforms on the financing 
of small and medium-sized enterprises (SMEs) and on policies aimed at ending TBTF. 

Nonetheless, preserving financial stability, and supporting sustainable growth, requires the 
continued monitoring of developments in the global financial system. 
■ The FSB continues to scan the horizon to identify and assess emerging risks through regular 

discussion by its members of macro-financial developments, as well as through the bi-
annual Early Warning Exercise conducted jointly with the IMF. 

■ The FSB’s recent discussion of conjunctural developments has noted how global economic 
growth has resumed post crisis, albeit at lower rates in advanced economies (AEs). 
However, public debt levels have increased globally, in part as a legacy of the crisis (Graph 
1), while the indebtedness of the non-financial sector has continued to increase. 

■ And financial intermediation has shifted to non-banks, which may have implications for 
the functioning and resilience of financial markets in future periods of stress. 

 

The global economy is still recovering from the effects of the financial crisis Graph 1 

Economic growth has recovered in 
recent years, but at lower levels for AEs 

 Unemployment is projected to return to 
pre-crisis levels for AEs 

 Higher public debt ratios in AEs remain 
a legacy of the crisis 

Percent 

  

 Percent 

 

 
 

Percent of GDP 

 

Note: All data from 2017 onwards are projections. Definitions are based on those used by the IMF. 
Left panel: Real GDP growth rates. Middle panel: Simple average of unemployment rates for all jurisdictions. Right panel: 
Public debt to GDP ratio. The world figures in the left and right panels are weighted by nominal GDP and do not adjust for 
exchange rates. Source: International Monetary Fund (IMF), World Economic Outlook, October 2018. 

http://www.fsb.org/2017/07/framework-for-post-implementation-evaluation-of-the-effects-of-the-g20-financial-regulatory-reforms/
http://www.fsb.org/2017/07/framework-for-post-implementation-evaluation-of-the-effects-of-the-g20-financial-regulatory-reforms/
https://www.imf.org/external/pubs/ft/weo/2018/02/weodata/index.aspx
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The final section of this report documents the benefits of cooperation between jurisdictions 
in the aftermath of the crisis. It sets out why it is important that such cooperation is 
sustained if the G20 reforms are to be implemented effectively.  
■ Maintaining cross-jurisdictional cooperation is critical as memories of the crisis fade. 
■ In particular, financial supervisory and regulatory authorities need to be able to share 

information across borders through effective legal and other arrangements.  
■ Strong common standards and close cooperation help avoid market fragmentation and 

provide the basis on which to build open and integrated financial markets. 
■ This is particular important as the financial system continues to evolve, including due to 

the effects of new technology. 
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2. Implementation status  

2.1 Building resilient financial institutions  

Regulatory adoption of several core Basel III elements has generally been timely to date.  
■ All 24 FSB jurisdictions have the core elements of the Basel III risk-based capital and 

liquidity (Liquidity Coverage Ratio (LCR)) rules in force.  
■ Final rules on higher loss absorbency requirements for global systemically important 

banks (G-SIBs) are in force in all jurisdictions that have G-SIBs headquartered in them. Final 
rules on the assessment methodology and higher loss absorbency requirements for 
domestic systemically important banks (D-SIBs) are in force in 23 jurisdictions. 

However, challenges remain on the timely adoption of some other Basel III standards.  
■ Notwithstanding progress since last year, more work is needed in implementing the 

leverage ratio2 and the Net Stable Funding Ratio (NSFR), which came into force in January 
2018 (Graph 2). The leverage ratio is now in force in 15 jurisdictions; 11 jurisdictions have 
final rules in force for the NSFR, while another 11 have published draft or final rules.   

 

Implementation efforts continue on the leverage ratio and the NSFR Graph 2 

As percent of number of FSB jurisdictions1 
 
 

 
 
 
 
 

As percent of market size2  

 

 Final rule in force  

 Final rule or draft regulation published 

 Draft regulation not published  

  1 The six EU members of the FSB are presented as 
separate jurisdictions.  
2 Market size based on assets of banks domiciled in 
each FSB jurisdiction at end-2016. 

 
■ Jurisdictions have not yet fully adopted revised standards whose implementation deadline 

has passed, and progress since last year is limited. These are: the standardised approach 
for counterparty credit risk exposures (six FSB jurisdictions have final rules in place); capital 
requirements for bank exposures to central counterparties (six jurisdictions) and equity 
investments in funds (nine jurisdictions); margin requirements for non-centrally cleared 
derivatives (fifteen jurisdictions); and the revised Pillar 3 framework (ten jurisdictions). 

■ Jurisdictions continue to strive to implement other Basel III standards whose 
implementation deadline is within a year. These include the supervisory framework for 
measuring and controlling large exposures, the standard for interest rate risk in the 
banking book and the requirements for TLAC holdings and disclosure. 

■ Delayed implementation may have implications for a level playing field, and puts 
unnecessary pressure on those jurisdictions that have implemented the standards based 

                                                 
2  Based on the existing (2014) exposure definition. Implementation based on the revised exposure definition, agreed in 

December 2017, is due by 2022. 
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on the agreed timelines. The reported reasons for implementation delays are: concerns 
over the pace of implementation in other jurisdictions (affecting the level playing field); 
the complexity of the standards (or difficulties in interpreting and transposing them into 
domestic rules); and operational challenges for banks (e.g. IT issues). 

■ Jurisdictions should lead by example and implement these reforms as per the agreed 
timelines. The BCBS is monitoring closely the implementation of the reforms and will 
consider additional measures to improve implementation timeliness.  

The consistency of implementation with some Basel standards should be further improved. 
■ Risk-based capital framework – BCBS has assessed all FSB jurisdictions (Graph 3).3 

■ Eighteen (representing 68% of the market) were found to be compliant or largely 
compliant with risk-based capital rules; and  

■ The six EU members of the FSB (assessed as a single jurisdiction, representing 32% of 
the market) were found to be materially non-compliant. In their March 2018 follow-
up reporting, these members did not report actions to address identified deviations. 

■ Liquidity coverage ratio – all FSB jurisdictions have been assessed by the BCBS and were 
found to be compliant (16) or largely compliant (8) with the LCR.  

 

Consistency with Basel III risk-based capital rules should be further improved  Graph 3 
As percent of number of FSB jurisdictions1 

 

 

 

 

 As percent of market size2  

 

 Compliant  

 Largely compliant 

 Materially non-compliant 

 Non-compliant 

 
 

1 The six EU members of the FSB are presented as separate 
jurisdictions.  
2 Market size based on assets of banks domiciled in each 
FSB jurisdiction at end-2016. 
 

 
■ G-SIB and D-SIB standards – Ten of the eleven FSB jurisdictions that are home to G-SIBs 

were found by the BCBS to be compliant with G-SIB standards.4 The D-SIB frameworks in 
these jurisdictions were also found to be broadly aligned with the D-SIB principles. 

■ Net stable funding ratio and large exposures framework. The BCBS has begun to assess 
the consistency of implementation of the NSFR and the large exposures framework. The 
first FSB jurisdiction assessed was found to be compliant with both standards. Most 
jurisdictions are expected to be assessed by end 2020.   

Work is also underway to develop a global insurance capital standard. 
■ The International Association of Insurance Supervisors (IAIS) is developing a global risk-

based Insurance Capital Standard (ICS) for internationally active insurance groups. In 2017, 
the IAIS launched extended field testing on version 1.0 of the ICS. The ICS will be finalised 
by end-2019 for confidential reporting to supervisory colleges in a 5 year monitoring phase. 

                                                 
3  The most material inconsistencies relate to internal models for credit risk, counterparty credit risk and securitisation, 

and the definition of capital. 
4  Canada’s G-SIB standards have not been assessed since it only became home to a G-SIB with the 2017 G-SIB designation.  
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https://www.bis.org/bcbs/implementation/l2_eu_followup_march18.pdf
https://www.bis.org/bcbs/implementation/l2_eu_followup_march18.pdf
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Adoption of regulatory and supervisory frameworks for compensation is almost completed. 
■ All FSB jurisdictions have fully, or almost fully, implemented the FSB Principles and 

Standards for Sound Compensation Practices, which aim to reduce incentives for excessive 
risk taking that may arise from the structure of firms’ compensation schemes.  

■ The FSB published supplementary guidance to the Principles & Standards on the use of 
compensation tools to address misconduct risk, and recommendations to assist national 
supervisory authorities to consider and monitor the effectiveness of compensation tools. 

2.2 Ending too-big-to-fail 

Processes for identifying G-SIFIs are in place. 
■ Lists of G-SIBs are reviewed annually, while the BCBS recently published its revised 

assessment framework for G-SIBs.  
■ The IAIS is developing a holistic framework to mitigate systemic risk in the insurance sector. 

In light of progress with that framework, the FSB, in consultation with the IAIS and national 
authorities, has decided not to engage in an identification of global systemically important 
insurers (G-SIIs) in 2018. The FSB will assess the IAIS’s recommendation to suspend G-SII 
identification from 2020 once the holistic framework is finalised in November 2019.5   

■ The assessment methodologies for identifying non-bank non-insurer global systemically 
important financial institutions (NBNI G-SIFIs) will be finalised after the work on addressing 
structural vulnerabilities from asset management activities is completed. 

Implementation of the policy framework for G-SIFIs has advanced the most for G-SIBs. 
■ Implementation of Higher Loss Absorbency as well as of reporting and disclosure 

requirements for G-SIBs is proceeding on a timely basis (see section 2.1). 
■ Supervisory frameworks have improved and supervisory colleges have been established 

for almost all G-SIBs. The effectiveness of colleges has improved since 2015 in terms of 
information-sharing, coordinated risk assessment and crisis preparedness. Yet challenges 
remain, including those related to legal constraints on information-sharing, supervisory 
resource constraints and expectation gaps between home and host supervisors.6 

■ The level of compliance with the BCBS Principles on risk data aggregation and risk reporting 
is still to be improved and the overall implementation progress remains very limited. Most 
G-SIBs have found it challenging to comply with the principles and in 2017 they made, at 
best, marginal implementation progress.7 The BCBS will continue to monitor progress and 
has made additional recommendations to further promote their adoption. 

■ Implementation of the TLAC Standard is ongoing. In most G-SIB home jurisdictions external 
TLAC requirements have been finalised (Canada, Switzerland, the UK and the US) or are 
close to being finalised (Banking Union, Japan).8 However, implementation of internal TLAC 
is less advanced and approaches to internal TLAC distribution and calibration differ among 
G-SIB hosts. Furthermore, few jurisdictions have introduced the BCBS requirements on 
cross-holdings of other G-SIBs’ TLAC or specific disclosure requirements for TLAC. 

                                                 
5  See the November 2018 FSB press release on a proposed holistic framework for the assessment and mitigation of 

systemic risk in the insurance sector. 
6  See the BCBS Progress report on the implementation of principles for effective supervisory colleges (December 2017).  
7  See BCBS report on Progress in adopting the Principles for effective risk data aggregation and risk reporting (June 2018).  
8  Firms that are currently headquartered in an emerging market economy and designated as G-SIBs will comply with the 

minimum TLAC requirements starting from 2025.  

http://www.fsb.org/2009/04/principles-for-sound-compensation-practices-2/
http://www.fsb.org/2009/09/principles-for-sound-compensation-practices-implementation-standards/
http://www.bis.org/publ/bcbs239.pdf
http://www.fsb.org/2018/11/fsb-welcomes-iais-proposed-insurance-systemic-risk-framework-and-decides-not-to-engage-in-an-identification-of-g-siis-in-2018/
https://www.bis.org/bcbs/publ/d430.htm
https://www.bis.org/bcbs/publ/d443.htm
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Substantial work remains in achieving effective resolution regimes and operationalising 
plans for systemically important banks and non-bank financial institutions (Graph 4).  
■ Almost all G-SIB home and key host jurisdictions have in place comprehensive bank 

resolution regimes that align with the FSB Key Attributes of Effective Resolution Regimes 
for Financial Institutions. However, implementation of the Key Attributes is still incomplete 
in some FSB jurisdictions. The powers most often lacking are bail-in (14 jurisdictions) and 
to impose a temporary stay on the exercise of early termination rights (9 jurisdictions). 
Reforms underway in several FSB jurisdictions address some, but not all, of these gaps.  

■ Crisis Management Groups (CMGs) have been established, and resolution strategies and 
operational resolution plans adopted, for all G-SIBs. Despite the very substantial progress, 
important technical and operational aspects need to be addressed to make sure that 
resolution plans can be executed effectively. In addition, institution-specific cross-border 
cooperation agreements (CoAgs) are still not in place for some G-SIBs.9 

■ Implementation of resolution reforms is less advanced in the insurance sector. The 
majority of FSB jurisdictions do not have in place comprehensive insurance resolution 
regimes that are aligned with the Key Attributes, and lack powers and tools needed to 
operationalise resolution plans. 

■ Most jurisdictions do not yet have in place a comprehensive resolution regime for CCPs. 
Over the past year authorities began to establish CMGs for 13 CCPs identified as 
systemically important in more than one jurisdiction.10 CMGs and institution-specific 
CoAgs are not yet in place for all 13 CCPs and resolution planning for CCPs is still at an early 
stage. 

 

More work is needed to implement comprehensive bank resolution regimes  Graph 4 
 As percent of number of FSB jurisdictions1 

  
 

 

 As percent of market size2  

 

 Fully implemented/in place 

 Partially implemented/in place 

 Not implemented 

 

 1 The six EU members of the FSB are presented as separate 
jurisdictions.   
2 Market size based on assets of banks domiciled in each 
FSB jurisdiction at end-2016. 
3 Composite indicator on extent to which jurisdictions have 
transfer, bail-in and temporary stay powers in their 
regime. 

 

  

                                                 
9  See the FSB Seventh Report on the implementation of resolution reforms (November 2018). 
10  These CCPs were reported as systemically important in more than one jurisdiction by agreement between home and 

host authorities on the basis of a set of criteria set out in the FSB Guidance on CCP Resolution and Resolution Planning. 
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http://www.fsb.org/2014/10/r_141015/
http://www.fsb.org/2014/10/r_141015/
http://www.fsb.org/2018/11/fsb-2018-resolution-report-keeping-the-pressure-up/
http://www.fsb.org/2017/07/guidance-on-centralcounterparty-resolution-and-resolution-planning-2/
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2.3 Making derivatives markets safer  

Overall, good progress continues to be made across the G20’s OTC derivatives reform 
agenda (Graph 5).  
■ Implementation is most advanced for trade reporting and for the interim higher capital 

requirements for non-centrally cleared derivatives (NCCDs), although progress in 
implementing the final capital requirements is much less (see section 2.1). 
Comprehensive11 trade reporting requirements have been implemented in 22 
jurisdictions;12 central clearing frameworks in 18 jurisdictions; and platform trading 
frameworks in 14 jurisdictions.  

■ Comprehensive margin requirements for NCCDs have been implemented in 16 
jurisdictions (two more since last year).  

■ There has been progress since last year in adopting comprehensive standards for 
determining when OTC derivatives are standardised and should be required to be centrally 
cleared (one more jurisdiction) and subject to platform trading (two more jurisdictions).13 
Furthermore, new determinations entered into force for specific derivatives products to 
be executed on organised trading platforms in six FSB member jurisdictions.  

 

Implementation is most advanced in the largest OTC derivatives markets Graph 5 
As percent of number of FSB jurisdictions1 

 
 
 
 

 
As percent of market size for interest rate swaps2 

 

 Regulatory framework and standards in force for 
over 90% of relevant transactions 

 Regulatory framework being implemented 

 No regulatory framework in place  

 1 The six EU members of the FSB are presented as separate 
jurisdictions.   
2 Market size is proxied by single currency interest rate 
derivatives’ gross turnover in April 2016 (Bank for 
International Settlements (BIS) 2016 Triennial Survey). 

 
The availability and use of TRs and CCPs continues to expand.  
■ Progress continues to be made in enhancing the regulatory frameworks for TRs and CCPs, 

including in cross-border aspects such as deference decisions in relation to CCPs, and in 
setting expectations for their sound design and operation consistent with the Principles for 
Financial Market Infrastructures (PFMI) by the Committee on Payments and Market 
Infrastructures (CPMI) and International Organization of Securities Commissions (IOSCO).  

                                                 
11  For the purposes of this section, “comprehensive” means that the standards, criteria or requirements apply to over 90% 

of OTC derivatives transactions as estimated by that jurisdiction. In the case of margin requirements, “comprehensive” 
means that the standards, criteria or requirements in force in a jurisdiction would have to apply to over 90% of 
transactions covered, consistent with the BCBS–IOSCO Working Group on Margin Requirements phase in periods. See 
the FSB report on OTC Derivatives Markets Reforms: Thirteenth Progress Report on Implementation (November 2018).  

12  This includes Turkey, where legal changes made trade reporting requirements effective as from 30 November 2018. 
13  This includes India, where final guidelines for authorisation of electronic trading platforms were issued in October 

2018. 
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http://www.bis.org/statistics/derstats3y.htm?m=6%7C32%7C617
http://www.bis.org/cpmi/info_pfmi.htm?m=3%7C16%7C598
http://www.bis.org/cpmi/info_pfmi.htm?m=3%7C16%7C598
http://www.fsb.org/2018/11/otc-derivatives-market-reforms-thirteenth-progress-report-on-implementation/
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■ Trade reporting requirements are most prevalent for interest rate and foreign exchange 
derivatives transactions. There were 34 TRs (or similar infrastructures) operating in FSB 
jurisdictions as of September 2018, 9 of which were authorised in multiple jurisdictions.14  

■ Over the past year, there have been new authorisations of existing CCPs in 3 jurisdictions, 
and continued broadening of the asset class offerings of existing CCPs. Further, a number 
of jurisdictions are establishing local CCPs ahead of implementing mandatory clearing.   

Work is ongoing at the international level to make trade reporting truly effective.  
■ Challenges to effective trade reporting remain, including a lack of harmonisation of data 

formats and data quality issues, and legal barriers to full reporting of and authorities’ 
access to TR data. 

■ In all but 3 FSB jurisdictions, no further action is required to implement the FSB’s 2015 
thematic review recommendations on removing or addressing barriers to full trade 
reporting.15 Five jurisdictions allow masking of counterparty identifiers for some 
transactions, but this is set to expire in two of them by end-2018 and to roll-off in the 
others once no longer necessary. In 12 jurisdictions, changes have been made or are 
underway to address or remove barriers to access to TR data by foreign authorities or non-
primary domestic authorities, e.g. by providing direct access to such data under an MoU. 

■ While TR data is beginning to be more widely used by authorities, its usefulness continues 
to be affected by data quality issues, including differences in the details of reporting 
requirements among TRs and jurisdictions that make it challenging to aggregate or 
compare data from different sources. International work streams have been focusing on 
technical implementation challenges affecting the effectiveness of trade reporting.16 

2.4 Enhancing resilience of non-bank financial intermediation  

■ The FSB has created a system-wide monitoring framework to assess global trends and risks 
in the system of non-bank financial intermediation and, in collaboration with SSBs, has 
been developing policy measures to strengthen oversight and regulation of non-bank 
financial intermediation.17 

Progress has been made in implementing policies to reduce the run risk of MMFs (Graph 6).  
■ Implementation of IOSCO recommendations for MMFs is most advanced in 12 FSB 

jurisdictions, including the two largest markets (US and China). Eight jurisdictions made 
progress in this area since last year.  

■ Twenty-one FSB jurisdictions have implemented the fair value approach for the valuation 
of MMF portfolios, but progress in liquidity management is less advanced and less even, 
with nine jurisdictions yet to have published draft regulation in this area.  

                                                 
14  The EU is counted as one FSB member jurisdiction for this purpose. 
15  See the FSB report on Trade reporting legal barriers: Follow-up of 2015 peer review recommendations (November 2018). 
16  The joint CPMI-IOSCO working group on harmonisation of key OTC derivatives elements issued technical guidance on the 

Unique Transaction Identifier (UTI) in February 2017 and on the Unique Product Identifier (UPI) in September 2017, and 
on critical data elements other than the UTI and UPI in April 2018. Recently CPMI-IOSCO launched a consultation on 
governance arrangements for critical data elements other than UTI and UPI. The FSB in late December recommended 
implementation of the UTI in all FSB member jurisdictions by end-2020. 

17  These are in the areas of: mitigating risks in banks’ interactions with non-bank financial intermediaries; reducing the 
susceptibility of money market funds (MMFs) to “runs”; improving transparency and aligning incentives in securitisation; 
dampening pro-cyclicality and other financial stability risks in securities financing transactions; and assessing and 
mitigating financial stability risks posed by other non-bank financial intermediation. 

http://www.fsb.org/2018/11/trade-reporting-legal-barriers-follow-up-of-2015-peer-review-recommendations/
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■ The number of FSB jurisdictions permitting MMFs that offer a stable net asset value (NAV) 
(in limited circumstances and regulated with adequate safeguards) has increased from 9 
to 13 in 2018. Ten out of the 13 jurisdictions have final implementation measures in force.  

 

Implementation progress is most advanced in the largest MMF markets                     Graph 6 
As percent of number of FSB jurisdictions1 
  
 
 
 
 
 

 
  As percent of market size2 

 

 

 Final rule in force 

 Final rule or draft regulation published 

 Draft regulation not published 

Not applicable  

 1 The six EU members of the FSB are presented as separate 
jurisdictions.  
2 Market size based on assets under management (AUM) in 
FSB jurisdictions (accounting for 83% of global AUM) at end-
2014. 

 
Implementation of incentive alignment approaches for securitisation is ongoing (Graph 7).  
■ Implementation progress remains mixed across FSB jurisdictions in this area.    
■ In the EU, the Securitisation Regulation and related Capital Requirements Regulation 

Amendments will contribute towards more complete implementation of IOSCO’s 
recommendations once they enter into application in 2019. 

■ Most jurisdictions that have implemented incentive alignment requirements (partially or 
fully) oblige issuers to (directly or indirectly) retain typically 5% of the credit risk of the 
securitisation. However, there are exemptions to these requirements in some jurisdictions. 
 

Implementation of incentive alignment reforms for securitisation is uneven              Graph 7 
As percent of number of FSB jurisdictions1 
 
 
 
 
 
 

 
 As percent of market size2 

 

 

 Final rule in force 

 Final rule or draft regulation published 

 Draft regulation not published 

 1 The six EU members of the FSB are presented as separate 
jurisdictions.  
2 Market size based on value of securitisation issuance 
(collateralised debt obligations, mortgage-backed securities 
and asset-backed securities) in FSB jurisdictions during 2014. 

 
Implementation of the FSB policy framework for the oversight and regulation of non-bank 
financial intermediation continues to progress.  
■ In 2017, all FSB jurisdictions (as well as Belgium, Cayman Islands, Chile, Ireland and 

Luxemburg) participated in the annual monitoring exercise to track global trends and risks 
(e.g. maturity/liquidity transformation and leverage) in non-bank financial intermediation. 
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The exercise continues to be refined over time to provide more accurate measures of the 
degree to which such intermediation gives rise to bank-like financial stability risks. 

■ Although progress is being made, more work is needed to monitor and respond to risks in 
this area.18 To strengthen the monitoring of non-bank financial intermediation, the FSB is 
assessing data availability and making improvements to its annual monitoring exercise. 

Implementation of reforms in other policy areas for non-bank financial intermediation is 
also at an early stage.  
■ In order to mitigate spillovers of risks to the banking system, the BCBS published a 

framework for the identification and management of step-in risk.19 Nine jurisdictions have 
adopted risk-based capital requirements for banks’ investments in the equity of funds, 
which came into force in 2017. Two jurisdictions have adopted the supervisory framework 
for measuring and controlling banks’ large exposures (see section 2.1). 

■ IOSCO issued in February 2018 final recommendations to improve liquidity risk 
management practices in investment funds,20 so as to address liquidity mismatch in open-
ended funds as part of its operationalisation of FSB policy recommendations to address 
structural vulnerabilities from asset management activities. 

■ Implementation of the FSB policy recommendations for securities financing transactions 
(SFTs), including haircuts on non-centrally cleared SFTs, remains at an early stage. Work is 
underway to adopt standards and processes on global securities financing data collection 
and aggregation that are relevant for financial stability monitoring and policy responses.   

2.5 Progress in other reform areas  

■ Most jurisdictions have identified a macroprudential authority or established inter-agency 
bodies for macroprudential policies, strengthened system-wide monitoring, and are using 
tools to address financial stability risks. However, as indicated by IMF-World Bank Financial 
Sector Assessment Program (FSAP) assessments and FSB country reviews, additional work 
may be needed in some jurisdictions to ensure macroprudential frameworks are effective.  

■ Considerable progress has been made in implementing the second phase of the G20 Data 
Gaps Initiative (DGI), which aims to address the gaps identified in the global financial crisis 
by enhancing the collection and dissemination of reliable and timely statistics for policy 
use. Areas of progress include, amongst others, monitoring of non-bank financial 
intermediation, reporting of data on G-SIBs, and improved coverage, timeliness, and 
periodicity of sectoral accounts. However, some key challenges remain and high-level 
political support is crucial to overcome them by the initiative’s completion in 2021.21   

■ Administrators of the most widely used interest rate benchmarks (EURIBOR, LIBOR and 
TIBOR) continued to take steps to improve the robustness of these benchmarks, although 
these have not yet been completed. In a recent public statement,22 the FSB welcomed the 
progress made in many jurisdictions to identify near-risk-free interest rate benchmarks and 
to increase their market use where appropriate. It also noted that in the markets which 
face the disappearance of IBORs, notably markets currently reliant on LIBOR, there needs 

                                                 
18  See the Thematic Review on the Implementation of the FSB Policy Framework for Shadow Banking Entities (May 2016).  
19  Step-in risk refers to the risk that a bank will provide financial support to a non-bank financial entity beyond, or in the 

absence of, its contractual obligations should the entity experience financial stress. See the BCBS Guidelines on 
Identification and management of step-in risk (October 2017). 

20  See the IOSCO Recommendations for Liquidity Risk Management for Collective Investment Schemes (February 2018). 
21  See the Third Progress Report on the Second Phase of the G20 Data Gaps Initiative (September 2018).  
22  See the FSB statement on Interest rate benchmark reform: overnight risk-free rates and term rates (July 2018).  

http://www.fsb.org/2016/05/thematic-review-on-the-implementation-of-the-fsb-policy-framework-for-shadow-banking-entities/
https://www.bis.org/bcbs/publ/d423.htm
https://www.bis.org/bcbs/publ/d423.htm
http://www.iosco.org/library/pubdocs/pdf/IOSCOPD590.pdf
http://www.fsb.org/2018/09/fsb-and-imf-publish-the-2018-progress-report-on-g20-data-gaps-initiative/
http://www.fsb.org/2018/07/interest-rate-benchmark-reform-overnight-risk-free-rates-and-term-rates/
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to be a transition to new reference rates. In addition, over 100 market participants have 
made Statements of Commitment to the FX Global Code of Conduct, issued in May 2017.   

■ Of the three FSB jurisdictions identified in a 2012 FSB peer review as not having an explicit 
deposit insurance system, only one (South Africa) has not yet introduced one. 

■ All relevant jurisdictions report having an oversight framework with registration and 
ongoing requirements for hedge funds or their managers, and strengthening the 
regulatory/capital framework for monoline insurers in relation to structured credit.  

■ All jurisdictions report that they have put in place requirements for the registration and 
oversight of credit rating agencies (CRAs). Some work remains to avoid mechanistic 
reliance on CRA ratings by reducing references to CRA ratings in national laws and 
regulations, developing alternative standards of creditworthiness, and enhancing firms’ 
credit assessment capabilities. 

■ The global Legal Entity Identifier (LEI) system has issued 1.3 million LEIs in over 200 
countries, covering securities with a total value of over EUR 95 trillion worldwide. This 
unique identifier is used in two-thirds of FSB jurisdictions to support regulatory activities. 
Additional uses are contemplated, such as in the area of correspondent banking. Further 
adoption of the LEI by legal entities worldwide and its use by authorities for regulatory 
purposes are essential to fully reap its collective benefits.  

■ The international and US accounting standard setters have issued separate standards on 
accounting for expected loan loss provisioning: IFRS 9 came into force in January 2018, 
while the Current Expected Credit Loss standard will be effective from January 2020. Both 
are forward-looking and take account of the lessons of the crisis. The FSB has asked the 
standard-setters to monitor the consistent implementation of these standards.23 With 
regard to insurance contracts, the International Accounting Standards Board (IASB) 
published IFRS 17 in May 2017 (which will come into force in 2021), which sets out a single, 
consistent approach to accounting for insurance contracts.  

■ The FSB is engaging with the International Forum of Independent Audit Regulators (IFIAR) 
and global networks to enhance the quality of audits of G-SIFIs. In March 2018, IFIAR 
published the latest annual survey of findings from its members’ inspections of audit firms. 
Despite a downward trend in inspection findings, progress is not experienced in all 
jurisdictions or at the same rate. These results affirm the view that the global networks 
must continue efforts to strengthen their systems of quality control and drive consistent 
execution of high quality audits. 

  

                                                 
23  The BCBS published in March 2017 details of the interim regulatory treatment of accounting provisions and standards 

for transitional arrangements. 

http://www.globalfxc.org/fx_global_code.htm
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Progress in other reforms and in disclosing adherence to international standards  Graph 8 

Implementation in other reform areas has continued to 
progress in recent years 

 All FSB jurisdictions have now published the reports and 
assessment results of their latest FSAP 

Share of jurisdictions 

 

 Share of recent FSSA or DARs published

   

 
 

 

2.6 Strengthening adherence to international financial standards  

FSB members are implementing their commitments to lead by example (Graph 8).24 
■ Almost all FSB jurisdictions that have not had an FSAP assessment in the last five years are 

undergoing one in 2018-19 (Australia, Brazil, France, Italy, Singapore). The FSAPs for China, 
the Euro Area, India, Japan, Saudi Arabia and Spain were completed over the past year. 

■ All FSB jurisdictions have now published the financial system stability assessment reports 
and the results of their standards compliance assessments in IMF-World Bank FSAPs. 

■ Over the past year, the FSB completed the country peer reviews of Argentina, Korea, 
Singapore and Hong Kong. This brought to an end of the first round of country reviews. 
The second round of such reviews, starting with Mexico and South Africa, is underway.  

 

  

                                                 
24  See the FSB webpages on FSAP participation and on FSB country peer reviews.  

40
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FSSA DARs

Left panel: Percentage of FSB jurisdictions reporting implementation progress in other (non-core) reform areas over the last 
five years, adjusting for structural breaks (i.e. substantial changes in the reporting benchmark/guidance of the 
recommendations) so as to facilitate comparability over time. REF=Implementation completed. IOG=Implementation 
ongoing. ABN=Applicable but no action envisaged at the moment. N/A=Not applicable. Source: FSB Implementation 
Monitoring Network Survey. 
Right panel: Percentage of FSB jurisdictions publishing their latest Financial Sector Stability Assessment (FSSA) and Detailed 
Assessment Reports (DARs) of adherence to the core principles for banking, insurance and securities markets.    

http://www.fsb.org/about/leading-by-example/participation/
http://www.fsb.org/about/leading-by-example/schedule/
http://www.fsb.org/what-we-do/implementation-monitoring/other-areas/
http://www.fsb.org/what-we-do/implementation-monitoring/other-areas/
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3. Overall effects of reforms 

3.1 Building a more resilient financial system  

Ten years after the financial crisis, large banks are much better capitalised, less leveraged 
and more liquid (Graph 9).25  
■ Large internationally active banks fully meet the Basel III capital reforms agreed in 2010, 

having almost doubled their common equity tier 1 (CET1) capital from USD 2 trillion in 2011 
to USD 3.7 trillion in 2017. Almost 90% of all G-SIBs (up from two-thirds in 2017) meet the 
2019 minimum external TLAC requirements, and 68% of them meet the 2022 requirements 
(up from 28%). Banks’ capital shortfalls vis-à-vis the December 2017 Basel III reforms (due 
in 2022) are much more limited compared to those for the initial Basel III package.26 

■ Since 2009, large banks have more than doubled their risk-based capital ratios, while their 
leverage has dropped by half. Banks have achieved this primarily by retaining earnings, 
rather than by raising equity or shedding assets. Variation across regions reflects different 
starting points as well as other factors, such as differences in macroeconomic conditions. 

■ Liquidity profiles have also improved – mainly due to an increase in high quality liquidity 
assets such as government bonds and, in some cases, deposits at central banks associated 
with unconventional monetary policies, The banks most affected by liquidity problems 
during the crisis have also substantially reduced reliance on short-term wholesale funding. 
Overall, banks’ liquidity shortfall vis-à-vis the LCR and NSFR is nearing zero. 

■ The build-up of capital and liquidity buffers reflects regulatory requirements, but also 
market pressures in light of the crisis experience.27 Strengthened capital buffers and 
liquidity profiles mean that the core of the global banking system is more resilient to 
economic or financial shocks than before the crisis.28 Recent studies document the 
complementary effects of the different elements of Basel III on resilience and growth.29 

■ Likewise, the shift in bank business models is associated with a more sound risk-return 
trade-off.30  Many banks have reduced proprietary trading assets and increased the share 
of loans to non-financial firms and households as well as more stable funding sources.31 
  

                                                 
25  For an overview of progress made since the financial crisis, see also the 2018 BIS Annual Economic Report and chapter 2 

of the IMF’s October 2018 Global Financial Stability Report. 
26  Total capital shortfall, which mainly affects specific G-SIBs, was USD 25 billion at end-2017 for the final Basel III reforms 

(agreed in 2017), compared to almost USD 1 trillion in 2011 for the initial Basel III reforms. See the October 2018 BCBS 
Basel III Monitoring Report. 

27  See How to reach all Basel requirements at the same time? by Birn et al (ACPR/Banque de France, Economic and Financial 
Discussion Note 28, June 2017). 

28  Empirical studies that examine the likelihood of banking crisis and creditor losses for different levels of capitalisation 
support this finding. One example is that the recent surge in Libor-OIS spreads did not affect CDS spreads, despite its 
adverse effect on banks’ funding costs (see the 2018 BIS Annual Economic Report). 

29  For the complementary nature of risk-based capital and the leverage ratio, see Calibrating the leverage ratio by Fender 
and Lewrick (2015), which find that the leverage ratio is more effective than risk-based capital in constraining banks’ risk 
taking during expansion periods. For the complementary nature of different Basel III elements in a general equilibrium 
context, see Macroeconomics of bank capital and liquidity regulations by Boissay and Collard (BIS Working Papers No 
596, December 2016). The study finds that capital and liquidity requirements are mutually reinforcing, directing financing 
providers to less but more productive lending, except when liquid assets are scarce. 

30  See Bank business models: popularity and performance by Roengpitya et al (BIS Working Papers No 682, December 
2017); and Structural changes in banking after the crisis (CGFS Papers No 60, January 2018). 

31  See the FSB’s 2016 Annual Report to the G20 on the implementation and effects of the G20 financial regulatory reforms 
and Graph III.3 of the 2018 BIS Annual Economic Report. 

https://www.bis.org/publ/arpdf/ar2018e.pdf
https://www.imf.org/en/Publications/GFSR/Issues/2018/09/25/Global-Financial-Stability-Report-October-2018
http://www.bis.org/bcbs/publ/d449.pdf
https://acpr.banque-france.fr/sites/default/files/medias/documents/201707-how-to-reach-all-basel-requirements-at-the-same-time.pdf
https://www.bis.org/publ/arpdf/ar2018e.htm
https://www.bis.org/publ/qtrpdf/r_qt1512f.htm
https://www.bis.org/publ/work596.htm
https://www.bis.org/publ/work682.htm
https://www.bis.org/publ/cgfs60.htm
http://www.fsb.org/2016/08/implementation-and-effects-of-the-g20-financial-regulatory-reforms-2/
https://www.bis.org/publ/arpdf/ar2018e.htm
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Banks have strengthened capital and liquidity positions  Graph 9 

Large banks have increased their capital ratios mainly 
through retained earnings…  

 … although there is some variation across regions 

Dividend payout (Percent)        Risk-based capital ratios (Percent)            

 

                                                                      Percent point change (2011-17) 

 

Banks have built liquidity buffers largely by increasing high 
quality liquid assets (HQLA) 

 Large banks have reduced leverage and improved their funding 
profiles. Extreme cases have been addressed. 

LCR: contribution of different components (Percent)                     

                                           

 Ratio                                                                                                   Percent 

  

Top Left: Evolution of fully phased-in common equity tier 1 (CET1) capital ratios of the BCBS “Group 1” banks (i.e. banks that 
have Tier 1 capital of more than €3 billion and are internationally active), decomposed into retained earnings’ accumulation, 
equity raised, and changes in risk weighted assets (RWAs). The figure for 2009 is based on the initial Basel III proposal; there 
is no data for 2010, while the 2016 figures are for H1 2016. Dividends as a proportion of after-tax profits paid by these banks.  
Top right: As of 30 June 2017; EUR=Europe (26 banks), Americas (20 banks); RoW= Rest of the World (41 banks). Source: 
October 2018 BCBS Basel III Monitoring Report. 
Bottom left: Cumulative contributions of High Quality Liquidity Assets (HQLA) and net outflows to evolution of the average 
Liquidity Coverage Ratio (LCR) of 61 large international banks, relative to changes in banks’ total assets. Source: October 2018 
BCBS Basel III Monitoring Report. 
Bottom right: Bank leverage (total assets to tier 1 capital), and wholesale funding (as a portion of total funding) of G-SIBs. All 
series are adjusted for missing values. Source: Fitch. 

 

 

 

http://www.bis.org/bcbs/publ/d449.pdf
http://www.bis.org/bcbs/publ/d449.pdf
http://www.bis.org/bcbs/publ/d449.pdf
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Bank profitability has recovered in recent years, but varies across regions (Graph 10).  
■ Overall bank profitability remains below pre-crisis levels, with large differences across 

regions. Profitability of EMDE banks is declining, but remains higher than before the crisis, 
while profitability has improved for AE banks in recent years.  

■ The reduction in average return on equity levels of AE banks following the crisis is 
explained by reduced leverage and maturity transformation (partly in response to the 
regulatory reforms) as well as to macro-financial conditions (low interest rate 
environment), structural factors (competition, inflexible cost structures) and, in some 
cases, legacy issues (e.g. non-performing loans, restructuring costs, misconduct fines). 
Progress in addressing these factors is more evident in the case of US banks. 

 

The size and profitability of large banks continue to evolve Graph 10 

G-SIBs’ share in global banking assets has increased in 
recent years 

 Large banks' profitability has recovered post-crisis, but differs 
across regions 

Percent                                                                            USD trillion  

 

 Return on equity (Percent) 

 

 

Left panel: Evolution of average asset size of G-SIBs in absolute terms by region (using 2015 FX rates) and overall as a 
proportion of global banking assets. Source: Fitch and FSB Global Shadow Banking Monitoring Report 2017 (March 2018).  
Right panel: Return on equity for all global banks with total assets exceeding US$100 billion as of end-2015, weighted by 
total assets and grouped by region. Asia Pacific (AP) advanced=Australia/Hong Kong/Japan/Korea/Singapore, EU=Europe, 
NA=Canada/US, EM=Emerging Markets (Brazil/China/India/Malaysia/Mexico/Qatar/Russia/Saudi Arabia/Taiwan/ 
Turkey/UAE). For the AP advanced region, an outlier bank was removed from the sample for 2003. Source: Fitch. 

 
Recent analysis confirms some progress in addressing the risks associated with systemically 
important banks (Graph 11). 
■ Estimates of the perceived funding cost advantages of G-SIBs have generally declined since 

the crisis. Differences across jurisdictions reflect a number of factors, including the stage 
of implementation and effects of reforms as well as macro-financial developments.32  

                                                 
32  See, for example, chapter 2 of the IMF’s October 2018 Global Financial Stability Report; Structural changes in banking 

after the crisis by the CGFS (CGFS Papers no. 60, January 2018); the 2018 BIS Annual Economic Report; The Impact of the 
Identification of GSIBs on their Business Model by Violon et al (ACPR/Banque de France, Economic and Financial 
Discussion Note 33, March 2018); and The ‘Too Big to Fail’ Subsidy in Canada: Some Estimates by Mora (Bank of Canada 
Staff Working Paper 2018-9, February 2018). 

http://www.fsb.org/2018/03/global-shadow-banking-monitoring-report-2017/
https://www.fitchconnect.com/
https://www.imf.org/en/Publications/GFSR/Issues/2018/09/25/Global-Financial-Stability-Report-October-2018
https://www.bis.org/publ/cgfs60.pdf
https://www.bis.org/publ/cgfs60.pdf
https://www.bis.org/publ/arpdf/ar2018e.htm
https://acpr.banque-france.fr/sites/default/files/medias/documents/the_impact_of_the_identification_of_gsibs_on_their_business_model.pdf
https://acpr.banque-france.fr/sites/default/files/medias/documents/the_impact_of_the_identification_of_gsibs_on_their_business_model.pdf
https://www.bankofcanada.ca/2018/02/staff-working-paper-2018-9/
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■ Higher total loss absorbing capacity and progress in resolution reforms have contributed 
to this decline. Yet, important technical and operational aspects need to be addressed to 
ensure that resolution plans can be executed effectively, including on a cross-border basis.  

■ The share of G-SIBs in global banking assets has now surpassed pre-crisis levels (Graph 10). 
The average balance sheet size has remained broadly stable in absolute terms in Europe 
and the United States, but assets of Asian G-SIBs (particularly in China)33 have increased 
markedly in recent years.  

 

Reduced market perception of government support for systemic banks Graph 11 

Credit support ratings have dropped in some countries 
since the peak of the crisis 

 The difference in credit default swap (CDS) spreads of junior 
and senior bonds for G-SIBs has increased recently 

Credit Ratings 

 

 Ratio

 

Left panel: Decomposition of bank credit ratings into stand-alone rating (red) and ratings uplift from external support (blue). 
Asset-weighted averages. Based on a sample of about 50 large banks, using Fitch ratings. Source: 2018 BIS Annual Economic 
Report. 
Right panel: CGFS Papers no. 60, Structural changes in banking after the crisis, 2018, Graph 19. 

 
OTC derivatives markets are becoming safer, simpler, and more transparent (Graph 12). 
■ Meaningful progress has been made toward mitigating systemic risk in OTC derivatives 

markets. Central clearing has increased markedly in interest rate derivatives and credit 
default swaps, simplifying much of the previously complex and opaque web of derivatives 
exposures, while the central counterparties supporting that clearing are more resilient. In 
addition, more collateral is in place to reduce counterparty credit risks within the system. 

■ Derivatives markets are also more transparent, with authorities using trade reporting data 
to monitor systemic risk and for market surveillance. In many jurisdictions, aggregate or 
trade-by-trade data about derivatives transactions is publicly available.34  

■ At the same time, the systemic importance of CCPs has increased. Work by the FSB and 
SSBs is underway to promote CCP resilience, recovery planning and resolvability, including 
in relation to financial resources to support CCP resolution and the treatment of CCP equity 
in resolution. 

 

                                                 
33  The growth of Chinese G-SIBs is roughly in line with the overall growth of the Chinese banking system. See the FSB Global 

Shadow Banking Monitoring Report 2017. 
34  See the FSB Review of OTC derivatives market reform: Effectiveness and broader effects of the reforms (June 2017). 

https://www.bis.org/publ/arpdf/ar2018e.htm
https://www.bis.org/publ/arpdf/ar2018e.htm
https://www.bis.org/publ/cgfs60.pdf
http://www.fsb.org/2018/03/global-shadow-banking-monitoring-report-2017/
http://www.fsb.org/2018/03/global-shadow-banking-monitoring-report-2017/
http://www.fsb.org/2017/06/review-of-otc-derivatives-market-reform-effectiveness-and-broader-effects-of-the-reforms/
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Improvements in resilience of financial markets Graph 12 

Clearing rates have increased over time, as have 
collateralisation rates 

 The composition of non-bank financial assets has shifted and 
legacy assets have declined.  

Percent 

 

 Growth (Percent)                          Total Assets (USD bn)

 

The reforms are addressing the evolving system of non-bank financial intermediation 

Economic Function 1 
(USD trillion) 

Economic Function 2 
(USD trillion) 

Economic Function 3 
(USD trillion) 

Economic Function 5 
(USD trillion) 
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Top left: Minimum clearing rates are estimated as (CCP/2)/(1-(CCP/2)), where CCP represents the share of notional amounts 
outstanding that dealers report against CCPs. Under the extreme assumption that all outstanding positions with CCPs were 
initially inter-dealer contracts, CCPs’ share is halved to adjust for the potential double-counting of trades. Source: Incentives 
to centrally clear over-the-counter (OTC) derivatives, Figure C.2, and 2017 Annual Report to the G20, Graph 11 
(collateralisation rates).  
Top right: Growth of major Other Financial Intermediary (OFI) subsectors, 2016 vs 2011. TR=Trust companies, HF= Hedge 
Funds, RE=Real estate investment trusts and RE funds, IF= Other Investment funds, CF=Captive Financial Institutions and 
Money Lenders, MM= Money Market Funds, BD=Broker Dealers, FC=Finance Companies, SF= Structured Finance Vehicles. 
Source: FSB Global Shadow Banking Monitoring Report 2017. 
Bottom graph: The bubbles show examples of policy measures applied to the relevant economic functions since the financial 
crisis. Additional policy measures may have been introduced at national/regional and international levels. Measures in bold 
are in force. Economic Function 4 (EF4) is not shown in this graph as it represents only 0.4% of total assets for the narrow 
measure of non-bank financial intermediation. Source: Update based on the FSB Assessment of shadow banking activities, 
risks and the adequacy of post-crisis policy tools to address financial stability concerns (July 2017).  

 
Those aspects of non-bank financial intermediation that contributed to the financial crisis 
have declined significantly and generally no longer pose financial stability risks (Graph 12). 
■ Asset-backed commercial paper programmes, structured investment vehicles and 

collateralised debt obligations of sub-prime and other lower quality credits have declined 
significantly. Reforms have also contributed to a reduction in vulnerabilities in areas such 
as money market funds and repos.35 

■ Aggregate interconnectedness between banks and non-banks through credit exposures 
and funding dependence, which could be a potential source of financial stability risk, has 
come down to pre-crisis levels. 

■ Other forms of non-bank financing, such as trust companies and investment funds, have 
grown rapidly since the crisis, underscoring the importance of effective operationalisation 
and implementation of policies agreed to address their structural vulnerabilities.  

3.2 Supporting sound financial intermediation 

The  financial system has grown since the crisis, particularly non-bank finance (Graph 13).  
■ After a short dip associated with the crisis, global financial assets have continued their 

growth both in absolute terms and relative to GDP. This has been mirrored by an increase 
of total indebtedness of sovereigns, non-financial corporates and households. 

■ Although banks’ assets have grown in absolute terms, their share has gradually dropped 
to about 40% of total financial system assets in recent years. The asset share of insurance 
companies, pension funds, investment funds and other financial intermediaries (OFIs) has 
grown over this period. 

■ Non-bank financial intermediation has grown in several AEs (particularly in the Euro area) 
and EMDEs since the crisis, while it has declined in some advanced Asian economies. At 
the aggregate level, non-bank credit has grown most rapidly in some of the EMDEs, albeit 
from low levels, but also for specific market segments in AEs.36  

■ Underlying drivers for the growth of non-bank financial intermediation include long-term 
structural (e.g. demographics leading to asset accumulation) and conjunctural (e.g. 

                                                 
35  See the FSB Assessment of shadow banking activities: risks and the adequacy of post-crisis policy tools to address 

financial stability concerns (July 2017). 
36  For example, non-bank lenders account for a growing share of mortgage origination in the US.  

http://www.fsb.org/2018/08/incentives-to-centrally-clear-over-the-counter-otc-derivatives/
http://www.fsb.org/2018/08/incentives-to-centrally-clear-over-the-counter-otc-derivatives/
http://www.fsb.org/wp-content/uploads/P030717-2.pdf
http://www.fsb.org/2018/03/global-shadow-banking-monitoring-report-2017/
http://www.fsb.org/wp-content/uploads/P300617-1.pdf
http://www.fsb.org/wp-content/uploads/P300617-1.pdf
http://www.fsb.org/2017/07/assessment-of-shadow-banking-activities-risks-and-the-adequacy-of-post-crisis-policy-tools-to-address-financial-stability-concerns/
http://www.fsb.org/2017/07/assessment-of-shadow-banking-activities-risks-and-the-adequacy-of-post-crisis-policy-tools-to-address-financial-stability-concerns/


 

 

 

25 

accommodative monetary policies, search for yield) factors. The reforms may have 
contributed to growth by increasing the relative cost of bank-based finance.37 

 

The financial system continues to grow, particularly non-bank finance Graph 13 

Global financial system assets have 
continued to grow, driven by non-banks 

 The share of total credit granted by 
insurers, pension funds and other non-
bank financial intermediaries is growing 

 The share of non-bank lending to the 
private non-financial sector has 
increased in the Euro area and EMs                                                                                 

USD Billion                                             Portion 
(Percent) 

 Portion (Percent) 

 
 

 

 
 

 

 
 

Left Panel: Assets of financial institutions, 21 jurisdictions and the Euro Area. Public FIs=Public Financial Institutions; 
OFIs=Other Financial Intermediaries (such as investment funds, hedge funds, broker dealers, money market funds etc.). 
Source: FSB Global Shadow Banking Monitoring Report 2017. 
Middle panel: Data refers to credit granted to all sectors. The data is for 21 jurisdictions and the euro area. Exchange rate 
effects have been netted out using a constant exchange rate (from 2015). ICPFs = Insurance corporations and pension funds. 
OFIs = Other Financial Intermediaries. Source: FSB Global Shadow Banking Monitoring Report 2017. 
Right panel: Portion of total credit to private non-financial sector granted by non-banks (debt securities, including bonds and 
short-term paper as well as currency/deposits). AP adv=Australia/Hong Kong/ Japan/Korea/Singapore. EUR ex 
EA=Switzerland/UK. NA=Canada/US. EM=Emerging Markets (Argentina/Brazil/ China/India/Indonesia/Mexico/Russia/Saudi 
Arabia/South Africa/Turkey). Source: BIS statistics on credit to the non-financial sector. 

 
The improvement in resilience has been achieved without impeding the overall provision 
of credit to the real economy (Graph 14).  
■ Lending to non-financial firms and to households has been growing in all AE regions, in line 

with GDP. A similar growth pattern has been observed for bank lending. 
■ Credit growth in EMDEs has been elevated during the last 15 years. Although growth has 

slowed recently, there are no signs to suggest a shortage in the supply of financing.  
  

                                                 
37  See, for example, the FSB Global Shadow Banking Monitoring Report 2017 and the 2018 BIS Annual Economic Report. 

http://www.fsb.org/2018/03/global-shadow-banking-monitoring-report-2017/
http://www.fsb.org/2018/03/global-shadow-banking-monitoring-report-2017/
http://www.bis.org/statistics/totcredit.htm?m=6%7C326
http://www.fsb.org/2018/03/global-shadow-banking-monitoring-report-2017/
https://www.bis.org/publ/arpdf/ar2018e.pdf
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Credit to the private non-financial sector continues to grow in all regions Graph 14 

Total credit to the private non-financial sector has 
resumed in all regions and has recently slowed in EMDEs  

 This has led to a rise in credit relative to economic output in 
EMDEs 

Year-on-year growth, percent  

 

                                                                                 In percent of GDP 

 

Left panel: Year-on-year growth of outstanding total lending to the private non-financial sector (all data as of Q4, geographical 
weights based on 2016 data). Asia-Pacific (AP) Advanced=Australia/Hong Kong/Japan/Korea/New Zealand/Singapore. Other 
Europe=Denmark/Norway/Sweden/Switzerland/UK. NA=Canada/US. EM=Emerging Markets 
(Argentina/Brazil/Chile/Colombia/India/Indonesia/Malaysia/Mexico/Russia/Saudi Arabia/South Africa/Thailand/Turkey). 
Source: BIS statistics on credit to the non-financial sector.  
Right panel: Outstanding debt of households and non-financial corporates as a percent of GDP at the corresponding level of 
aggregation. Source: BIS statistics on credit to the non-financial sector. 

 
The cost of bank credit and bond finance has remained generally low in recent years, 
supported by exceptionally accommodative monetary policies (Graph 15). 
■ Bond spreads for non-financial corporates spiked during the crisis and have been fairly 

stable since then.  
■ Bank lending rates have decreased while net interest margins have been fairly stable since 

the crisis, with some variation in levels across regions.  
Evidence to date suggests that the financial crisis has slowed down, but not reversed, the 
long-term trend toward higher global financial integration.  
■ Global financial integration has increased in recent years,38 driven mainly by an increase in 

equity and foreign direct investment, while debt financing is back to pre-crisis levels.  
■ The global integration of securities markets continues to grow. Non-financial corporates 

have accessed international debt markets and holding of cross-border securities have been 
growing. The availability of global financial infrastructures, such as CCPs clearing OTC 
derivatives in more than one jurisdiction, continues to increase. 

 

                                                 
38  Financial integration typically encompasses financial openness, free cross-border movement of capital and integration 

of financial services.   

http://www.bis.org/statistics/totcredit.htm?m=6%7C326
http://www.bis.org/statistics/totcredit.htm?m=6%7C326
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The cost of financing has remained low Graph 15 

G-SIBs’ net interest margins have been 
fairly stable over time… 

 …but have tended to vary across 
regions 

 Non-financial corporate bond yields and 
spreads remain at low levels 

Interest margin (percent, simple average)      Net interest margin (percent, simple 
average) 

 Percent 

 
 

 

 
 

 

 
 

Left Panel: Interest income = Interest Income to total earning assets; Interest expenses = Interest expenses to total earning 
assets. Data is fairly sparse before 2005. Source: Fitch.  
Middle panel: Source: Fitch. 
Right panel: Global Non-Financial Corporates Index. Source: Bank of America Merrill Lynch. 

 
Lending by international banks has shifted from cross-border towards more stable locally- 
funded lending (Graph 15). 
■ A decline in cross-border lending by European banks,39 as well as reduced lending by other 

banks to the euro area, account for most of the retrenchment in international banking 
since the crisis. Cross-border lending between other regions has continued to expand.  

■ At the same time, international bank lending has become more local, funded by foreign 
banks’ local affiliates in local currency.  

There is little indication of a reduction since the financial crisis in cross-border lending by 
AE banks to EMDE borrowers (Graph 16). 
■ Except for some European banks, cross-border lending by AE banks to EMDE borrowers 

has grown post crisis.40 There is also some evidence for increased intraregional lending 
within EMDEs, in particular in Latin America and Asia. 

  

                                                 
39  More generally, a substantial portion of the post-crisis decline in international lending is accounted for by interbank 

lending. See the FSB’s 2017 Annual Report to the G20, Graph 21 (top right graph). 
40  Underlying factors that may have contributed to the reduced presence and activities of global banks in some EMDEs 

include the way that home jurisdictions of hosted global banks are implementing certain reforms (e.g. risk weighting of 
host jurisdictions’ debt, delays in bilateral recognition/equivalence assessments on OTC derivatives), the adoption of 
national policy initiatives to improve financial stability that go beyond the internationally agreed standards (e.g. 
structural banking measures), but also broader macroeconomic developments (e.g. slower growth and drop in 
commodity prices) and the still-evolving business models of global banks. 

http://www.fsb.org/wp-content/uploads/P030717-2.pdf
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International bank lending has declined and its structure shifted post-crisis1,2 Graph 16 
International bank claims have contracted more than foreign 
banks’ local claims  

 European banks’ foreign claims on entities in advanced 
economies have dropped substantially 

Percent of world GDP3  European banks4                                   Percent of world GDP3 

 

 

 
Other banks’ foreign claims on entities in all regions have 
continued to increase 

 The share of intraregional claims has increased in EMDEs in 
Asia and Latin America6 

Other banks5                                                Percent of world GDP3

 

 Intraregional banks                                                       Percent7  

 

 

 
 

 

 

 

 

 

1 See below a detailed definition of international claims and foreign claims by banks headquartered in the BIS reporting 
countries, which exclude claims on residents of banks’ home country. 2  Counterparty country regions as defined by IMF, 
including banks and non-banks   3   Amounts of outstanding claims as a percentage of World GDP converted to US dollars at 
the exchange rate prevailing on respective reference dates. 4  Foreign claims by banks headquartered in reporting euro area 
countries (Austria, Belgium, Germany, Spain, Finland, France, Greece, Ireland, Italy, Luxembourg, Netherlands and Portugal); 
and those in other European countries (Denmark, Norway, Switzerland, Sweden and United Kingdom).    5   Foreign claims by 
banks headquartered in North America (Canada and United States), Advanced Asia pacific (Australia, Chinese Taipei, Hong 
Kong SAR, Japan, Singapore and South Korea) and Emerging economies (Brazil, Chile, India, Mexico, Panama and 
Turkey).    6  Relate to international claims.    7  As a percentage of total international claims by all banks in BIS reporting 
countries .    8  For Asia-Pacific, sum of international claims on the region of banks headquartered in Chinese Taipei, Hong 
Kong, India, Korea, Singapore and the offices of banks located in the region which have a parent institution from a non-BIS 
reporting country (assuming these are headquartered in Asia).    9  For Latin America and the Caribbean, sum of international 
claims on the region of regional banks (Brazil, Chile, Mexico, Panama) and the offices of banks located in the region which 
have a parent institution from a non-BIS reporting country (assuming these are headquartered in the region). 
Top left panel: Foreign claims are BIS reporting banks’ worldwide consolidated financial claims on counterparties outside 
their home country. International claims are cross-border claims in any currency and local claims of foreign affiliates 
denominated in non-local currencies. Local claims in local currencies are claims with a counterparty located in the same 
country as the banking office and denominated in domestic currency. See BIS Guide for International Banking Statistics.  
Top panels and bottom left panel: All series relate to foreign claims. Bottom right panel: The series show international claims 
(see CGFS Papers no. 60, Structural changes in banking after the crisis, 2018).  
Sources: BIS consolidated banking statistics on immediate counterparty basis; IMF World Economic Outlook (April 2018). 

http://www.imf.org/external/pubs/ft/weo/2016/02/weodata/weoselagr.aspx
https://www.bis.org/statistics/bankstatsguide.pdf
https://www.bis.org/publ/cgfs60.pdf
http://www.bis.org/statistics/consstats.htm
http://www.imf.org/en/Publications/WEO/Issues/2018/03/20/world-economic-outlook-april-2018
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4. Evaluations of the effects of reforms  
The FSB, in collaboration with the SSBs, published in July 2017 a framework to analyse 
whether the G20 financial regulatory reforms are working as intended (Box 1). 
■ The findings from the first two FSB evaluations under the framework are presented below.  
■ Additional evaluations are underway or planned on the effects of reforms on the financing 

of SMEs and on policies aimed at ending TBTF.  
 

Box 1: FSB Framework for Post-implementation Evaluation of Effects of Reforms 
With the main elements of the post-crisis reforms agreed and implementation of some core 
reforms at an advanced stage, initial analysis of the effects of those reforms on overall 
resilience, the orderly functioning of markets, global financial integration, and the cost and 
availability of financing is becoming possible.  
The FSB published in July 2017 the Framework for Post-Implementation Evaluation of the 
Effects of the G20 Financial Regulatory Reforms. The framework aims to guide analyses of 
whether the reforms are achieving their intended outcomes, and help identify any material 
unintended consequences that may have to be addressed without compromising on the 
objectives of the reforms. Evaluations, if findings warrant it, could provide a basis for 
possible fine-tuning of reforms, without implying a scaling back of those reforms or 
undermining members’ commitment to implement them. This dynamic implementation of 
the reforms will ensure that reforms remain fit for purpose amidst changing circumstances.   

4.1 Evaluation on financing of infrastructure investment41 

The FSB has assessed the effects of G20 financial reforms on infrastructure finance (IF). 
■ The evaluation forms part of a broader evaluation of the effects of reforms on financial 

intermediation, and complements work under the Argentine G20 Presidency to develop 
infrastructure as an asset class. 42 It examined IF provided by the financial sector in the 
form of corporate and project debt financing (loans and bonds), covering the types of 
financing that are most likely to be directly affected by financial regulation. 

■ The evaluation focused on the reforms that have been largely implemented and are most 
relevant for IF, i.e. the initial Basel III capital and liquidity requirements (agreed in 2010) 
and OTC derivatives reforms. Other G20 reforms that may be relevant for IF but are at an 
earlier implementation stage (e.g. Basel III reforms finalised in December 2017, investment 
funds rules, accounting standards) were reviewed qualitatively, given the lack of data 
required for a quantitative assessment. National and regional regulations for insurers and 
pension funds may affect IF, and these regulations were also considered qualitatively. 

■ The evaluation drew on a broad range of information sources and was based on multiple 
analyses, including: empirical analysis using micro and aggregate data on infrastructure 
investment; a public survey on trends in IF and relevant drivers; extensive engagement 

                                                 
41  See the FSB Evaluation of the effects of financial regulatory reforms on infrastructure finance (November 2018). 
42  The Argentine G20 Presidency launched an Infrastructure Working Group and agreed to facilitate necessary conditions 

to develop infrastructure as an asset class. To guide this work, the G20 Finance Ministers and Central Bank Governors 
endorsed a Roadmap to Infrastructure as an Asset Class. 

http://www.fsb.org/2017/07/framework-for-post-implementation-evaluation-of-the-effects-of-the-g20-financial-regulatory-reforms/
http://www.fsb.org/2017/07/framework-for-post-implementation-evaluation-of-the-effects-of-the-g20-financial-regulatory-reforms/
http://www.fsb.org/2018/11/evaluation-of-the-effects-of-financial-regulatory-reforms-on-infrastructure-finance/
https://back-g20.argentina.gob.ar/sites/default/files/media/communique_g20.pdf


 

 

 

30 

with IF experts, including via a workshop with industry and interviews with market 
participants; a literature review; and public feedback on the consultative report.  

The overall amount of IF has grown in recent years after a temporary drop during the 
financial crisis, mainly due to a growth in market-based finance, while credit prices have 
returned to lower levels in recent years following a spike during the crisis.  
■ The growth has been slower than in the pre-crisis years and is concentrated mainly within 

AEs. In the case of EMDEs, overall growth has been more contained, although there has 
been a mild upward trend in recent years. 

■ Market-based finance – mainly project and (particularly) corporate bond issuance as well 
as non-bank financing – has accounted for most of the IF growth in AEs in recent years. An 
important driver for is that infrastructure assets have become increasingly attractive for 
investors in search for yield. 

There are some key differences in the provision of IF in EMDEs compared to AEs.  
■ EMDEs rely much more on bank loans for IF; bond issuance has expanded in recent years, 

but from a low base; a large proportion of IF in EMDEs takes place on a cross-border basis, 
reflecting greater dependence on foreign sources of capital; and a significant part of that 
financing is provided primarily in USD, although the importance of EM currencies has 
increased markedly in recent years.  

Empirical analysis and other qualitative sources suggest that the effect of G20 financial 
reforms on IF has been of a second order relative to other factors (Graph 17). 
■ The analysis does not identify a significant effect of the initial Basel III reforms on volumes 

or prices across different groups of institutions (e.g. banks with weaker solvency/liquidity 
profiles vs stronger banks, G-SIBs vs other banks). In addition, bank-provided IF does not 
seem to have been affected disproportionately compared to other types of bank lending.  

■ The analysis also suggests that the G20 banking reforms may have contributed to the 
substitution in the volume of bank-based IF by market-based financing in AEs, although 
they are only one of the drivers for this rebalancing. Such a shift, particularly during later 
stages of the investment life cycle, might contribute to a better alignment of providers and 
users of finance based on their respective investment horizons and risk-bearing capacity 
and may contribute to the stability of IF over time. 

■ These results are broadly similar for both AEs and EMDEs, and consistent with the existing 
literature and feedback from market participants, which identify the macro-financial 
environment (including accommodative monetary policies), government policy and 
institutional factors as the main IF drivers.  

■ For G-SIBs, the analysis shows that the reforms have contributed to shorter average 
maturities of their infrastructure loans, which is not necessarily unintended given that 
reducing banks’ maturity mismatches was one of the objectives of the reforms. 

For the financial reforms considered by this evaluation, the analysis did not identify 
material negative effects on IF to date.  
■ This conclusion is consistent with the observation from the literature and feedback from 

market participants that other, non-regulatory factors are important impediments to IF. 
Many of these factors are already being considered elsewhere, including the G20’s work 
to develop infrastructure as an asset class.  

■ The conclusion also does not preclude SSBs from continuing to assess the extent to which 
their standards are adequately calibrated to the particular characteristics and risks of IF. 
The feasibility and desirability of a different regulatory calibration for different sectors go 
beyond the scope of this evaluation, and would depend on factors such as the existence of 
a harmonised definition for IF, data availability, and considerations on the balance 
between complexity and risk-sensitivity of regulation.  
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The effect of G20 financial reforms on IF has been of second order relative to 
other factors. Graph 17 

Total IF provided by the financial sector has continued to 
grow in recent years 

 There is no differential effects on prices for IF relative to other 
types of financing 

USD billion 

 

                                        Basis points (relative to LIBOR/EURIBOR)

 

 

4.2 Evaluation on incentives to centrally clear OTC derivatives43  

The FSB, BCBS, CPMI and IOSCO re-examined the effects of G20 reforms on incentives to 
clear centrally OTC derivatives. 
■ The central clearing of standardised OTC derivatives is a pillar of the G20 Leaders’ 

commitments to reform OTC derivatives markets. A number of post-crisis reforms are, 
directly or indirectly, relevant to incentives to centrally clear. A large majority of the 
relevant international standards have been agreed upon and are being implemented 
(section 2).  

The relevant post-crisis reforms are found to create an overall incentive, at least for dealers 
and larger and more active clients, to centrally clear OTC derivatives, but non-regulatory 
factors are also relevant (Graph 18). 
■ The changes observed in OTC derivatives markets – i.e. marked increases in clearing rates 

for many types of derivatives – are consistent with the G20 Leaders’ objective of promoting 
central clearing as part of mitigating systemic risk and making derivatives markets safer. 

                                                 
43  See the FSB-BCBS-CPMI-IOSCO Incentives to centrally clear over-the-counter (OTC) derivatives: A post-implementation 

evaluation of the effects of the G20 financial regulatory reforms – final report (November 2018). 

Left graph: The graph shows total volume of IF based on IJ Global (lines) and Dealogic (bars), excluding refinancing (red line) 
and the oil, gas and mining sectors (blue line and corresponding series for the AEs and EMDEs). The series provided by 
Dealogic go back to the 1990s, while IJ Global data is limited before 2005. All figures are based on IF subject to financial close 
in that calendar year, i.e. a flow type metric (the same is true throughout the report).  
Right graph: The rates are in basis points over LIBOR (or EURIBOR). The series for non-IF syndicated loans and the Merrill 
Lynch Global Corporates Index are added as a benchmark. SynL = Syndicated loans.  
Source: FSB Evaluation of the effects of financial regulatory reforms on infrastructure finance (November 2018). 

http://www.fsb.org/2018/11/incentives-to-centrally-clear-over-the-counter-otc-derivatives-2/
http://www.fsb.org/2018/11/incentives-to-centrally-clear-over-the-counter-otc-derivatives-2/
http://www.fsb.org/2018/11/evaluation-of-the-effects-of-financial-regulatory-reforms-on-infrastructure-finance/
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■ The reforms – particularly capital requirements, clearing mandates and margin 
requirements for non-centrally cleared derivatives – are achieving their goals of promoting 
central clearing, especially for the most systemic market participants. This is consistent 
with the goal of reducing complexity and improving transparency and standardisation in 
the OTC derivatives markets. Beyond the systemic core of the derivatives network of CCPs, 
dealers/clearing service providers and larger, more active clients, the incentives are less 
strong. 

■ The preferential capital treatment of centrally cleared derivatives is considered an 
important incentive for dealer banks. Analysis of quantitative survey results suggests that 
the incentive to centrally clear OTC derivatives is also strong where standards requiring the 
exchange of initial margin for uncleared derivatives trades are in effect. This finding 
generally holds across a range of product types in different asset classes, but it is not 
universal. It is supported by regulatory data showing a marked increase in clearing volumes 
for some non-mandated OTC derivatives around the implementation dates of the margin 
requirements for uncleared derivatives. 

■ Surveys and market outreach show that market participants, especially larger firms, 
consider that factors such as market liquidity, counterparty credit risk management and 
netting efficiencies are also important factors for incentives to centrally clear. Regulation 
can interact with such factors to affect incentives. For example, clearing mandates may 
shift liquidity into central clearing. Once liquidity is established, market participants may 
also wish to clear products that are not subject to clearing mandates, perhaps to benefit 
from netting opportunities or a lower capital requirement. On the other hand, the 
relatively higher fixed costs of accessing central clearing can have a material impact on 
incentives too, especially for smaller, lower activity firms. 

 

The cleared notional of inflation swaps (left) and non-deliverable forwards 
(right) over time Graph 18 

Inflation Swaps  Non-deliverable forwards 

USD billion 

 

                                                                                            USD billion 

 

 
 

The vertical lines indicate 1 September 2016 (US/CAN/JPN margin requirements for uncleared derivatives) and 4 February 
2017 (EMIR requirements for the same). Figures are not adjusted for underlying market changes in these product types. 
Source: CPMI and IOSCO quantitative disclosures. 
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The evaluation has identified specific issues for attention, such as incentives to clear OTC 
derivatives for market participants not considered systemically important and specific 
provisions for the treatment of initial margin.  
■ While there are challenges in identifying effects on small and less active clients in 

regulatory data, survey responses and information from market outreach suggest that the 
incentives for them to centrally clear are mixed. Some clients reported a preference not to 
centrally clear when not required to do so by a clearing mandate. 

■ The provision of client clearing for OTC derivatives remains generally concentrated. Such 
concentration in clearing service provision could amplify the consequences of the failure 
or withdrawal of a major provider. In particular, concerns have been expressed about the 
ability to port client positions and collateral in this situation. This could impact clients’ 
incentives to centrally clear.  

■ Survey data, research and market outreach suggests that some regulations aimed at 
improving institutional resilience may in some circumstances be discouraging individual 
firms from providing client clearing services. These include the leverage ratio’s treatment 
of client initial margin for cleared derivatives; and the feedthrough of this to the size 
category of the G-SIB methodology. This may in turn affect access challenges for clients 
and the concentration of client clearing service provision.  

■ The findings from the report will inform relevant SSBs regarding any subsequent policy 
efforts and potential adjustments, bearing in mind the original objectives of the reforms. 
This does not imply a scaling back of those reforms or an undermining of members’ 
commitment to implement them. 

■ Following this evaluation and its own review of the impact of the leverage ratio on client 
clearing, the BCBS published in October 2018 a consultation paper on whether the leverage 
exposure measure should be revised and, if so, on targeted revision options.44   

                                                 
44  See the BCBS consultative document on the Leverage ratio treatment of client cleared derivatives (October 2018). 

https://www.bis.org/bcbs/publ/d451.htm
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5. Looking Ahead 

5.1 Financial stability policy that supports strong and sustainable growth 

The overall trends on resilience and financial intermediation have been favourable so far, 
but vigilance is needed to effectively address shifting risks in the global financial system. 
■ While the observed adjustments to date suggest substantial net benefits of the reforms, 

more work is needed to analyse whether the reforms are working as intended. 
■ The global financial system keeps evolving, with regulatory reforms being only one of 

several important drivers. Global debt is growing, the composition of global financial assets 
is changing across sectors and regions, and technological progress leaves its footprint on a 
growing share of market segments and institutions. 

■ These developments carry implications for the resilience of markets and the openness and 
integration of the financial system. In turn, these may affect the provision of financial 
services and the G20 objective of promoting strong, sustainable and balanced growth. 

Market-based indicators reflect banks’ enhanced regulatory risk profiles and ongoing 
adjustments of business models (Graph 19). 
■ Market-based indicators of risk, such as credit default swap (CDS) premia and market-

based leverage ratios, suggest a perceived reduction in bank risk since the crisis.  
■ Market-to-book ratios broadly reflect current bank profitability trends and prospects in 

different regions.45  
■ These metrics suggest that market participants expect banks to further adjust their 

business models, while recognising that the pre-crisis levels of these metrics are not the 
right benchmark.  

The FSB continues to monitor and assess the growth and risks in non-bank financial 
intermediation. 
■ The shift toward non-bank financing represents a welcome increase in diversity of the 

sources of finance supporting economic activity and is therefore in line with the G20 
reform objectives, provided that such financing is resilient.  

■ To this end, the FSB has been monitoring and, if applicable, addressing any associated 
financial stability risks, such as for bank-like activities involving maturity and/or liquidity 
transformation and leverage, including through interconnections with the banking system. 

  

                                                 
45  See, for example, The ABCs of bank PBRs: What drives bank price-to-book ratios? by Bogdanova et al. (BIS Quarterly 

Review, March 2018). 

https://www.bis.org/publ/arpdf/ar2018e.pdf
https://www.bis.org/publ/qtrpdf/r_qt1803h.htm


 

 

 

35 

 

Market prices reflect enhanced bank resilience but also ongoing adjustments Graph 19 

Bank credit default swap (CDS) premia 
are lower than during the crisis but 
remain above pre-crisis levels1 

 Market-based leverage ratios lag behind 
regulatory leverage ratios2 

 Some banks’ market-to-book ratios 
remain low, signaling concerns about 
their profitability and business models   

Basis points  Percent  Market-to-book ratio 

 
 

 

 
 

 

 
 

1 Simple average across major banks in the US (Bank of America, Citigroup, Goldman Sachs, JPMorgan Chase, Morgan Stanley), 
euro area (Banco Santander, BNP Paribas, Crédit Agricole, Deutsche Bank, ING Group, Société Générale, UniCredit SpA), UK 
(Barclays, HSBC, Lloyds, RBS) and  Japan (Bank of Tokyo-Mitsubishi UFJ, Mizuho, Sumitomo Mitsui). 2 Asset-weighted averages 
of simplified regulatory leverage ratios (i.e. common equity to total assets) and market value-based leverage ratios by 
economy; based on 73 banks and not adjusted for national accounting differences. EA= Euro area. 
Source for left panel: Markit. Source for middle panel: 2018 BIS Annual Economic Report. Source for right panel: Datastream. 

 
Recent analysis has continued to examine the potential implications of changes in market 
structures on market liquidity conditions under stress (Graph 20).  
■ Previous analyses suggested that some reduction of liquidity in normal times from pre-

crisis levels, owing to a better recognition of the costs involved in providing liquidity 
services, is an expected outcome of reforms that strengthen financial stability.  

■ One implication of the change in market structure on liquidity in less liquid securities 
markets could be that large orders are more difficult to execute under stressed market 
conditions. Episodes of flash events (i.e. intraday volatility associated with short-term 
illiquidity) in markets that tend to be more liquid have taken place in recent years without 
damage to financial stability.46  

■ Institutional investors who have increased their shares of riskier assets and the duration of 
their portfolio47 have not increased their liquidity buffers to cope with potential 
redemption risks. High concentration of assets under management could amplify stress 
conditions.  

                                                 
46  Bond mutual funds have managed significant outflows in the past (e.g. during previous episodes of monetary policy 

tightening) and have generally not disrupted financial markets. Yet, past episodes of large redemptions have occurred at 
times when fund holdings were much smaller, in absolute terms and relative to trading volumes and dealer inventories.  

47  See, for example, Chart 3.27 of the ECB’s Financial Stability Review (May 2018).  

https://www.bis.org/publ/arpdf/ar2018e.pdf
https://www.ecb.europa.eu/pub/pdf/fsr/ecb.fsr201805.en.pdf
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■ The FSB has continued to evaluate the impact of portfolio rebalancing behaviour of asset 
managers and institutional investors (especially investment funds’ liquidity management) 
under different scenarios and potential implications for financial stability.48 

 

Indicators of market liquidity and structural changes    Graph 20 

The costs of institutitutional trades 
have increased recently1 

 Mutual funds’ liquid asset holdings have 
been fairly stable since the crisis2 

 Concentration in asset management 
industry has increased 

Percent of par  Percent  USD trillion                                                    Percent   

 
 

 

 
 

 

 

1 Bid-ask spreads for US corporate bonds as estimated in Adrian et al (2017) by trade size. 2 Liquid asset holdings as a 
percentage of funds’ total net assets; by fund category. 3 Assets under management. 4 Percentage share of non-bank/non-
insurers among the top 20 asset managers. 
Sources: Left and middle panel: Market liquidity after the financial crisis by Adrian et al (2017). Right panel: 2018 BIS Annual 
Economic Report. 

 
The digitalisation of finance has the potential to significantly change the current functioning 
of the global financial system, which raises a number of possible benefits and risks (Box 2).49 
■ The digitalisation of finance is resulting in new business models, applications, processes 

and products, with an associated effect on financial markets and institutions and the 
provision of financial services. There are potential benefits and risks to financial stability 
for policymakers to consider, along with effects on consumer and investor protection, 
market integrity, and financial inclusion.  

■ The FSB and other international organisations have been monitoring digitalisation trends, 
with the objective of harnessing the benefits50 while mitigating risks.51 The FSB has 

                                                 
48  This work included a systemic stress simulation; two workshops on systemic stress, investor behaviours and market 

liquidity; an institutional investor survey conducted across most FSB jurisdictions to consider potential portfolio 
rebalancing under certain downside scenarios; and an assessment of institutional investor business models to 
understand factors that can influence portfolio rebalancing during normal and stressed market conditions. 

49  See the FSB report on Financial Stability Implications from FinTech: Supervisory and Regulatory Issues that Merit 
Authorities’ Attention (June 2017). 

50  Potential benefits include decentralisation and increased intermediation by non-financial entities; greater efficiency, 
transparency, competition and resilience of the financial system; and greater financial inclusion and economic growth, 
particularly in emerging market and developing economies. 

51  Potential risks are micro-financial (e.g. credit risk, leverage, liquidity risk, maturity mismatch and operational risks such 
as cyber and legal risks) and macro-financial (e.g. non-sustainable credit growth, increased interconnectedness or 
correlation, incentives for greater risk-taking by incumbent firms, procyclicality, contagion and systemic importance).  

https://www.newyorkfed.org/research/staff_reports/sr796.html
https://www.bis.org/publ/arpdf/ar2018e.htm
https://www.bis.org/publ/arpdf/ar2018e.htm
http://www.fsb.org/wp-content/uploads/R270617.pdf
http://www.fsb.org/wp-content/uploads/R270617.pdf
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examined the financial stability implications of FinTech credit, crypto-assets, distributed 
ledger technology, and applications of artificial intelligence and machine learning in 
finance (see Box 2). This work has resulted in a better understanding of the benefits and 
risks that FinTech may pose and allows for an ongoing dialogue between public, private 
and academic stakeholders.  

■ In its work to date, the FSB has concluded that there are currently no compelling financial 
stability risks from these FinTech innovations. However, given rapid growth, this 
assessment could change in the future. 
 

Box 2: FSB work on the digitalisation of finance 
Scope of activities: The FSB developed a framework that defines the scope of FinTech 
activities by their primary economic functions and activities – rather than the underlying 
technologies and the regulatory classification – and identifies the potential benefits and risks 
to financial stability. This provides a basis for analysis and monitoring. As most FinTech 
activities are currently small compared to the overall financial system, the analysis focuses 
on the potential benefits and risks. Nonetheless, international bodies and national 
authorities should consider taking FinTech into account in their existing risk assessments and 
regulatory frameworks, in light of its rapid evolution. Indeed, many authorities have already 
made regulatory changes to adapt to FinTech activities. 
Regulatory and supervisory issues around FinTech: In addition to potential financial stability 
implications from FinTech, the FSB has identified 10 supervisory and regulatory issues that 
merit authorities’ attention. Three are seen as priorities for international collaboration: (i) 
managing operational risk from third-party service providers; (ii) mitigating cyber risks; and 
(iii) monitoring macrofinancial risks that could emerge as FinTech activities increase.  
FinTech credit: Together with the Committee on the Global Financial System (CGFS), the FSB 
has analysed financial stability implications of FinTech credit, or credit activity facilitated by 
online platforms.52 The report found that these innovations, if they were to grow larger, 
could result in greater financial inclusion, alternative funding and investment options, and 
pressure on commercial banks to improve efficiency. Yet FinTech credit business models 
could also lead to weaker lending standards, more procyclical credit provision and reduced 
effectiveness of credit-related countercyclical macroprudential measures. These markets 
have not yet been tested through a full business cycle, and recent credit losses in some 
jurisdictions illustrate challenges around risk management.53  
Crypto-assets: The FSB has developed a framework, in collaboration with CPMI, to monitor 
the financial stability implications of the developments in crypto-asset markets. Recent 
reports set out the metrics that the FSB will use to monitor developments in crypto-asset 
markets as part of the FSB’s ongoing assessment of vulnerabilities in the financial system.54 
The reports also describe work of CPMI, IOSCO and BCBS in areas of their respective 
mandates. 

                                                 
52  FinTech credit: market structure, business models and financial stability implications by the FSB and CGFS (May 2017).  
53  See FinTech credit markets around the world: size, drivers and policy issues by Claessens et al (BIS Quarterly Review, 

September 2018).  
54  See Crypto-assets: Report to the G20 on the work of the FSB and standard-setting bodies (July 2018) and Crypto-asset 

markets: Potential channels for future financial stability implications (October 2018) by the FSB.  

http://www.fsb.org/2017/05/fintech-credit-market-structure-business-models-and-financial-stability-implications/
https://www.bis.org/publ/qtrpdf/r_qt1809e.htm
http://www.fsb.org/2018/07/crypto-assets-report-to-the-g20-on-the-work-of-the-fsb-and-standard-setting-bodies/
http://www.fsb.org/2018/10/crypto-asset-markets-potential-channels-for-future-financial-stability-implications/
http://www.fsb.org/2018/10/crypto-asset-markets-potential-channels-for-future-financial-stability-implications/
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Artificial intelligence and machine learning: In a recent report,55 the FSB considers the 
financial stability implications of the growing use of artificial intelligence (AI) and machine 
learning in financial services. Institutions are automating client interactions and optimising 
scarce capital with AI and machine learning techniques, as well as back-testing models and 
analysing the market impact of trading large positions. Meanwhile, hedge funds, broker-
dealers and other firms are using it to find signals for higher uncorrelated returns and to 
optimise trade execution. Both public and private sector institutions may use these 
technologies for regulatory compliance, surveillance, data quality assessment and fraud 
detection. The analysis reveals potential benefits and risks for financial stability that should 
be monitored as the technology is adopted and as more data becomes available.  
Cyber risk: Cyber incidents are one potential threat to the financial system. Recognising this 
risk, authorities across the globe have taken regulatory and supervisory steps designed to 
facilitate both the mitigation of cyber risk by financial institutions and their effective 
response to, and recovery from, cyber incidents. With the aim of enhancing cross-border 
cooperation, the FSB delivered in 2017, at the request of the G20, a stocktake of existing 
regulations and supervisory practices in G20 jurisdictions, as well as existing international 
guidance and continued its work in 2018 by publishing a Cyber Lexicon.56 The FSB will 
commence a project to develop effective practices relating to a financial institution’s 
response to, and recovery from, a cyber incident, on which a progress report will be 
published by mid-2019. 
International cooperation: There are clear benefits to greater international cooperation 
given the commonalities and global dimension of FinTech activities. Increased cooperation 
will be particularly important to mitigate the risk of fragmentation or divergence in 
regulatory frameworks, which could impede the development and diffusion of beneficial 
innovations in financial services, and limit the effectiveness of efforts to promote financial 
stability. These issues are among the priorities of the Japanese G20 Presidency in 2019.  

5.2 Reinforcing global regulatory cooperation  

An open and integrated global financial system has major economic benefits.  
■ The financial crisis showed how interconnected the global financial system is. G20 reforms 

promote a global financial system that is resilient against shocks. The benefits of such a 
system are greatest if it is open and integrated. 

■ Such a system contributes to the efficient allocation of global savings across countries, 
and supports international trade and investment through financial deepening, risk sharing 
and diversification across institutions and markets, with positive effects on growth. 

Significant cooperation between jurisdictions in the aftermath of the financial crisis has 
allowed for the design of new frameworks to fix the fault lines revealed by the crisis.  
■ Authorities worked together in developing the G20 reforms, recognising the benefits of 

consistent minimum international standards in creating a resilient and open global 
financial system. The greater promulgation of such standards reflects the fact that 
financial institutions and markets are increasingly global and operate across borders. 

                                                 
55  See Artificial intelligence and machine learning in financial services: market developments and financial stability 

implications by the FSB (November 2017).  
56  See the Cyber Lexicon by the FSB (November 2018). 

http://www.fsb.org/2017/11/artificial-intelligence-and-machine-learning-in-financial-service/
http://www.fsb.org/2017/11/artificial-intelligence-and-machine-learning-in-financial-service/
http://www.fsb.org/2018/11/cyber-lexicon/
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■ Regulatory and supervisory cooperation is necessary for consistent implementation of 
international standards, and is the basis for promoting a level playing field and reducing 
opportunities for arbitrage. It also helps avoid fragmentation of pools of funding and 
liquidity, as well as reducing inefficiencies and frictions that constrain the risk-sharing 
capacity of the global market and increase the costs of doing business.  

■ Maintaining this level of cooperation is critical as memories of the crisis fade, as 
implementation fatigue sets in, and as member authorities’ focus shifts to other areas.  

Such cooperation is necessary to ensure full, timely and consistent implementation of the 
G20 reforms. While there has been some progress... 
■ There is evidence of increased home-host supervisory cooperation and information 

exchange through supervisory colleges and other arrangements. BCBS members have 
established a framework based on jurisdictional reciprocity for the application of the 
countercyclical capital buffer to internationally active banks in those jurisdictions. 

■ Home resolution authorities of G-SIBs have enhanced legal powers to share information, 
have developed firm-specific CoAgs and are coordinating work through CMGs. 

■ Authorities continue to engage bilaterally and in multilateral fora to address identified 
cross-border issues on OTC derivatives markets. Advances have been made in removing 
legal barriers to sharing TR data, cross-border recognition of CCPs, as well as in formalising 
legal powers to exercise deference to other regimes when they achieve similar outcomes. 

... challenges still persist and new market developments and policy initiatives make it even 
more important for jurisdictions to work together. 
■ Such challenges include: delays in implementation as supervisory authorities wait on each 

other to act first; national regulatory initiatives that may result in ring-fencing; limited 
mechanisms for giving cross-border effect to resolution actions; inconsistency or 
duplication in the application of jurisdictional requirements in cross-border contexts; and 
obstacles to the aggregation and use of data for systemic risk analysis.  

■ The ability and willingness of financial supervisory and regulatory authorities to share 
information on a cross-border basis is foundational to cooperation and necessary given 
their public mandates. Lack of trust, legal barriers as well as bank secrecy laws can 
sometimes make information-sharing difficult, and thereby impede the effectiveness and 
enforceability of financial regulatory reforms. It is important for regulators to have access 
to data required to carry out supervisory and enforcement mandates while maintaining 
regard for data privacy. 

■ Access to correspondent banking relationships has continued to decline. The FSB has put 
in place a four-point action plan to assess and address the issue. To be effective, this action 
plan needs to be implemented by the private sector, national and international 
authorities.57 

■ Cyber attacks have the potential to disrupt financial services that are crucial to both 
national and international financial systems and to endanger financial stability. 
Authorities across the globe need to continue to work together to facilitate both the 
mitigation of cyber risk by financial institutions, and their effective response to, and 
recovery from, cyber incidents.  

■ Broader macroeconomic developments as well as recent episodes of financial market 
volatility also call for enhanced regulatory cooperation. 

The FSB and SSBs will continue to promote approaches to deepen cross-border cooperation 
and help build trust.  

                                                 
57  See the FSB action plan to assess and address the decline in correspondent banking (March 2018) and the Progress 

report to G20 Summit of November 2018. 

http://www.fsb.org/2018/03/fsb-action-plan-to-assess-and-address-the-decline-in-correspondent-banking-progress-report-to-g20-finance-ministers-and-central-bank-governors-meeting-of-march-2018/
http://www.fsb.org/2018/11/fsb-action-plan-to-assess-and-address-the-decline-in-correspondent-banking-progress-report-to-g20-summit-of-november-2018/
http://www.fsb.org/2018/11/fsb-action-plan-to-assess-and-address-the-decline-in-correspondent-banking-progress-report-to-g20-summit-of-november-2018/
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■ This includes developing cooperation and data harmonisation standards, sharing 
information and good practices, examining implementation challenges, seeking input and 
feedback from external stakeholders, and evaluating the effects of reforms. 

■ Areas where cooperation among authorities might be enhanced should continue to be 
identified and addressed to prevent market fragmentation.  

■ The FSB has begun to engage with the industry on this issue, and will continue to explore 
ways to build trust and address key cross-border cooperation challenges.  
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Annex 1: Monitoring and evaluations forward planner  

Reform area Body Monitoring and evaluation activity Expected 
publication 
date 

Building 
resilient 
financial 
institutions 

BCBS • Evaluations of Basel III standards 
• Progress report on adoption of Basel regulatory framework (semi-annual) 
• RCAP post-assessment follow-up reports (annual) 
• Jurisdictional RCAP assessments of NSFR and large exposures standards  
• Basel III monitoring report (semi-annual) 

• Ongoing 
• 2019Q2  
• 2019H1  
• 2018-2021 
• 2019Q2  

FSB • Sixth progress report on compensation practices • 2019H1 

Ending too-
big-to-fail 

FSB 
 
 
 
 
BCBS 
 
 
IAIS 

• Evaluation of the effects of too-big-to-fail reforms 
• Review of the technical implementation of the TLAC standard 
• Thematic peer review on bank resolution planning 
• Resolution progress report 
 
• Implementation of BCBS principles for effective risk data aggregation and risk 

reporting  
 

• Report on Assessment of G-SII Policy Measures and Supervisory Colleges     
• Thematic self-assessment and peer review on Insurance Core Principle 12 (winding 

up and exit from the market) 

• 2020H2 
• 2019Q2 
• 2019Q2 
• 2019Q2 
 
• 2019 
 
 
• 2019 
• 2018H2 

Enhancing 
resilience of 
non-bank 
financial 
intermediation 

FSB 
 
IOSCO 

• Global  Monitoring Report on Non-Bank Financial Intermediation 
 
• Level 2 peer review report on money market funds 

• End-2018 
 
• 2020H1 

Making 
derivatives 
markets safer 

FSB 
 
CPMI-IOSCO 

• Fourteenth progress report on OTC derivatives market reforms 
 
• Implementation monitoring of the Principles for Financial Market Infrastructures 

(PFMI) – level 1 – update through on-line tracker  
• PFMI – level 2 assessment reports (Switzerland, Brazil, US, Turkey, EU) 
• PFMI – level 3 assessment reports (topic and FMIs to be assessed) 

• 2019H1 
 
• Ongoing 
 
• 2018-2019 
• Ongoing 

Other reform 
areas 

FSB 
 
 
 
 
 
 
 
IOSCO 
 
 
 
 
IAIS 

• Evaluation of the effects of reforms on SME financing 
• Thematic peer review on LEI implementation 
• Country peer reviews of Mexico and South Africa 
• Country peer reviews of Germany, Indonesia and the UK 
• Implementation Monitoring Network survey on progress in other reform areas  
• Progress report on implementation of the recommendations in the second phase 

of the Data Gaps Initiative (by the staff of the IMF and FSB Secretariat) 
 
• Implementation Report: G20/FSB Recommendations related to Securities Markets  
• Implementation of IOSCO secondary markets principles  
• Thematic review on suitability requirements for complex financial products 
• Thematic review on business continuity plans 

 
• Thematic self-assessment and peer review on Insurance Core Principles 1 and 2 
• Thematic self-assessment and peer review on Insurance Core Principles 4, 5, 7, 8 

• 2019H2 
• 2019Q2 
• 2019H2 
• 2020 
• 2019Q2 
• 2019H2 
 
 
• 2018H2 
• 2018H2 
• 2018H2 
• 2020H1 

 
• 2019 
• 2019Q4 

 

Note: Some monitoring activities are ongoing and will be completed in 2018-19. Evaluation activities are shown in bold. 
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Annex 2: Sources of information  
Basel III 

■ Report to G20 Leaders on implementation of Basel standards, November 2018 (BCBS) 
■ Fifteenth progress report on adoption of the Basel regulatory framework, October 

2018 (BCBS) 
■ Basel III Monitoring Report, October 2018 (BCBS) 
■ Basel III: Finalising post-crisis reforms, December 2017 (BCBS) 
■ RCAP jurisdiction-level assessments of final Basel III regulations (BCBS) 
■ RCAP assessments of the consistency of regulatory outcomes (BCBS) 

 
Compensation practices  

■ Recommendations for consistent national reporting of data on the use of 
compensation tools to address misconduct risk, November 2018 (FSB) 

■ Supplementary Guidance to the FSB Principles and Standards on Sound Compensation 
Practices, March 2018 (FSB) 

  
TBTF 

■ Seventh Report on the implementation of resolution reforms, November 2018 (FSB) 
■ Progress in adopting the Principles for effective risk data aggregation and risk 

reporting, June 2018 (BCBS) 
■ Progress report on the implementation of principles for effective supervisory colleges, 

December 2017 (BCBS) 
 
Non-bank financial intermediation 

■ Global Shadow Banking Monitoring Report 2017, March 2018 (FSB) 
■ Assessment of shadow banking activities, risks and the adequacy of post-crisis policy 

tools to address financial stability concerns, July 2017 (FSB) 
 
OTC derivatives 

■ OTC Derivatives Markets Reforms: Thirteenth Progress Report on Implementation, 
November 2018 (FSB) 

■ Trade reporting legal barriers: Follow-up of 2015 peer review recommendations, 
November 2018 (FSB) 

■ Review of OTC derivatives markets reforms: Effectiveness and broader effects of 
reforms, June 2017 (FSB) 

■ Implementation monitoring of the Principles for Financial Market Infrastructures 
(CPMI-IOSCO) 

 
Other reform areas 

■ Implementation Report: G20/FSB Recommendations related to Securities Markets, 
forthcoming (IOSCO) 

■ Reforming major interest rate benchmarks: Progress report, November 2018 (FSB) 

https://www.bis.org/bcbs/publ/d453.htm
https://www.bis.org/bcbs/publ/d452.htm
https://www.bis.org/bcbs/publ/d449.htm
https://www.bis.org/bcbs/publ/d424.pdf
http://www.bis.org/bcbs/implementation/l2.htm
http://www.bis.org/bcbs/implementation/l3.htm
http://www.fsb.org/2018/11/recommendations-for-national-supervisors-reporting-on-the-use-of-compensation-tools-to-address-potential-misconduct-risk/
http://www.fsb.org/2018/11/recommendations-for-national-supervisors-reporting-on-the-use-of-compensation-tools-to-address-potential-misconduct-risk/
http://www.fsb.org/2018/11/fsb-2018-resolution-report-keeping-the-pressure-up/
https://www.bis.org/bcbs/publ/d443.htm
https://www.bis.org/bcbs/publ/d443.htm
https://www.bis.org/bcbs/publ/d430.htm
http://www.fsb.org/2018/03/global-shadow-banking-monitoring-report-2017/
http://www.fsb.org/2017/07/assessment-of-shadow-banking-activities-risks-and-the-adequacy-of-post-crisis-policy-tools-to-address-financial-stability-concerns/
http://www.fsb.org/2017/07/assessment-of-shadow-banking-activities-risks-and-the-adequacy-of-post-crisis-policy-tools-to-address-financial-stability-concerns/
http://www.fsb.org/2018/11/otc-derivatives-market-reforms-thirteenth-progress-report-on-implementation/
http://www.fsb.org/2018/11/trade-reporting-legal-barriers-follow-up-of-2015-peer-review-recommendations/
http://www.fsb.org/2017/06/review-of-otc-derivatives-market-reform-effectiveness-and-broader-effects-of-the-reforms/
http://www.fsb.org/2017/06/review-of-otc-derivatives-market-reform-effectiveness-and-broader-effects-of-the-reforms/
http://www.bis.org/cpmi/info_mios.htm?m=3%7C16%7C599
http://www.fsb.org/2018/11/reforming-major-interest-rate-benchmarks-progress-report/


 

 

 

43 

■ Third Progress Report on the Second Phase of the G20 Data Gaps Initiative, September 
2018 (FSB, IMF) 

■ Interest rate benchmark reform: overnight risk-free rates and term rates, July 2018 
(FSB) 

■ FSB action plan to assess and address the decline in correspondent banking: Progress 
report to G20 Finance Ministers and Central Bank Governors, March 2018 (FSB) 

■ Country peer reviews (FSB) 
■ FSB jurisdictions’ responses to the Implementation Monitoring Network survey (FSB) 

 
Adherence to international financial standards 

■ Information on FSB members’ commitments to lead by example (FSB) 
■ Initiative on international cooperation and information exchange (FSB) 
■ Multilateral Memorandum of Understanding Concerning Consultation and 

Cooperation and the Exchange of Information (IOSCO) 
■ Multilateral Memorandum of Understanding (IAIS) 

 
Evaluation reports 

■ Evaluation of the effects of financial regulatory reforms on infrastructure finance, 
November 2018 (FSB) 

■ Incentives to centrally clear over-the-counter (OTC) derivatives: A post-
implementation evaluation of the effects of the G20 financial regulatory reforms – 
final report, November 2018 (FSB, BCBS, CPMI, IOSCO) 

 
 
 

  

http://www.fsb.org/2018/09/second-phase-of-the-g20-data-gaps-initiative-dgi-2-third-progress-report/
http://www.fsb.org/2018/07/interest-rate-benchmark-reform-overnight-risk-free-rates-and-term-rates/
http://www.fsb.org/2018/03/fsb-action-plan-to-assess-and-address-the-decline-in-correspondent-banking-progress-report-to-g20-finance-ministers-and-central-bank-governors-meeting-of-march-2018/
http://www.fsb.org/2018/03/fsb-action-plan-to-assess-and-address-the-decline-in-correspondent-banking-progress-report-to-g20-finance-ministers-and-central-bank-governors-meeting-of-march-2018/
http://www.fsb.org/about/leading-by-example/schedule/
http://www.financialstabilityboard.org/what-we-do/implementation-monitoring/other-areas/
http://www.financialstabilityboard.org/about/leading-by-example/
http://www.financialstabilityboard.org/what-we-do/implementation-monitoring/initiative-on-cooperation-and-information-exchange/
https://www.iosco.org/about/?subsection=mmou
https://www.iosco.org/about/?subsection=mmou
https://www.iaisweb.org/page/supervisory-material/mmou
http://www.fsb.org/2018/11/incentives-to-centrally-clear-over-the-counter-otc-derivatives-2/
http://www.fsb.org/2018/11/incentives-to-centrally-clear-over-the-counter-otc-derivatives-2/
http://www.fsb.org/2018/11/incentives-to-centrally-clear-over-the-counter-otc-derivatives-2/
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Abbreviations 

AEs Advanced economies 
AI Artificial intelligence 
AP Asia Pacific 
AUM Assets under management 
BCBS Basel Committee on Banking Supervision 
BIS Bank for International Settlements 
CCPs Central counterparties 
CDS Credit default swap 
CET1 Common Equity Tier 1 Capital 
CMG Crisis management group 
CGFS Committee on the Global Financial System 
CoAgs Cross-border cooperation agreements 
CPMI Committee on Payments and Market Infrastructures 
CRAs Credit rating agencies 
DAR Detailed assessment of observance of relevant financial sector 

standards and codes 
DGI Data Gaps Initiative 
D-SIBs Domestic systemically important banks 
EMDEs Emerging Market and Developing Economies 
EU European Union 
EURIBOR Euro Interbank Offered Rate 
FSAP Financial Sector Assessment Program 
FSB Financial Stability Board 
FSSA Financial Sector Stability Assessment 
FMI Financial market infrastructures 
GDP Gross domestic product 
G-SIBs Global systemically important banks 
G-SIIs Global systemically important insurers 
G-SIFIs Global systemically important financial institutions 
G-SIIs 

 
Global systemically important insurers 

   HQLA High Quality Liquid Assets (Basel III) 
IAIS International Association of Insurance Supervisors 
IASB International Accounting Standards Board 
IBOR Interbank Offered Rate 
ICPs Insurance Core Principles (IAIS) 
ICS International Capital Standard (IAIS) 
IF Infrastructure finance 
IFIAR International Forum of Independent Audit Regulators 
IMF International Monetary Fund 
IOSCO 
 

International Organization of Securities Commissions 
LCR Liquidity Coverage Ratio (Basel III) 
LEI Legal Entity Identifier 
LIBOR London Interbank Offered Rate 
MMFs Money market funds 
NAV Net asset value 

 NBFI Non-bank financial intermediation 
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NBNI Non-bank non-insurer (G-SIFI) 
NCCD Non-centrally cleared derivatives 
NSFR Net Stable Funding Ratio (Basel III) 
OFIs Other financial intermediaries 
OTC Over-the-counter (derivatives) 
PFMI Principles for Financial Market Infrastructures (CPMI-IOSCO) 
RAP Resolvability assessment process 
RCAP Regulatory Consistency Assessment Programme (BCBS) 
RoW Rest of the world 
RWAs Risk-weighted assets 
SFTs Securities financing transactions 
SSBs Standard-setting bodies 
SIFIs Systemically important financial institutions 
SMEs 

 
 

Small and medium-sized enterprises 
 TBTF Too-big-to-fail 

TIBOR Tokyo Interbank Offered Rate 
TLAC Total Loss-Absorbing Capacity (FSB) 
TOR Terms of reference 
TRs Trade repositories 
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