


1 Introduction  

Financial reform has been a core dimension of th e initia l global policy response to the financ i a l 
turmoil of 2007�2008. At the first G-20 summit of  heads of state and government in November 
2008, more than four-fifths of the action points  in the final declaration were about financial 
regulation (Rottier and VØron, 2010b).  Obviously, the crisis is not over at the time of writing, and the 
cycle of financi a l reform it  triggered is very far from complete. Bu t it can be said confident l y that the 
crisis has been transformation a l for financi a l regula tory policy, at least in the United States (US) and 
Europe 1.  

One of the key lessons of the crisis is the clos e interdepende n ce betwee n the detail e d features of 
financ i a l systems and macroecono m ic outcomes. Thus, the tight separation of financ i a l and 
macroecono m i c issues, which is entrenched both in academia and in the policymaki n g community, 
needs to be overcome. Initiat i ves to better analyse ’macrofi nanc i a l’ linkages and to conduct 
’macroprudential’ policy have mushroomed since the st art of the crisis, althou gh they generally fall 
short of a fully joined-up framework.  From this perspectiv e, the focus of this chapter is financial 
regulation in an old-fashioned sense, understood as a cluster of interrelated policies designed to 
ensure the proper function i n g and integrity of financ i a l systems. This scope includes public 
regulation and supervision of bank  capital, leverage, liq uidity, and risk manageme nt ; control of moral 
hazard and financi a l industry incent ives; protectio n  of the customers of financ i a l services; and the 
regulation of capital mark ets. Other reform areas such as capita l-flow controls, prevention of money 
laundering, and the taxation of financial activi ties can overlap with this agenda, but are not 
considered here part of it in a strict sense.  

The general impetus of financi a l reform as a reacti o n to the crisis, in the US and Europe, has been 
toward more regulation, or re-reg ulation. This is admitte dl y too simp listic a generalisation: this policy 
area is multidimensional an d cannot be reduced to a simple choice  between less or more regulation. 
Nevertheless, there was a clear turning point in 2008 with the renewe d rea lisation that financi a l 
systems, including banki n g systems, could not be left  to their own devices, bo th because of the large 
potent i a l econom i c cost of financ i a l crises and because public expenditure is often a key component 
of their resolution. This age old wisdom was neglec t e d in the precedin g decade in both the US and 
Europe, for different reasons, more than in the rest  of the world, including Australia, Canada, Japan, 
and emerging econo m ies.  

Financial regulation is a complex thicke t of highly technic a l policy challe n g es, often subject to the 
use of mutually incomprehensible  jargons even as they are mut ually interrelated. The devil is 
generally in the details, and elegant quantitat ive modelin g of policy trade-offs is rarely available. 
Analytic a l frameworks tend to be similarly fragme nt ed across different academic silos, including 
economi cs, financia l research, a ccounting, politic a l science, and sociolo g y. From an econom i c 
research perspective, this is a less mature field than  other policy areas such as fiscal, trade or labour 
policies. Hopefully, the crisis itself will result in new avenues for research, the results of which might 
start to become available in a few years� time.  
                                                            
1 The sequence of financ i a l even ts that started in the summer of 2007 and is st ill unfoldi n g at the time of writing has been 
referred to under various monik ers includ ing the subprime crisis, the la te-2000s financi a l cr isis, the Great Recession, or the 
global fina nci al crisis. As none of these is fully satisfactory 





subsequent rulemakin g in individual member st ates. According to the Basel Committe e on Banking 
Supervision, by September 2011, imp lementation of the Basel II Acco rd was complete in 21 of the 
committ e e �s 27 member countries, with at least two more countries planning to join in 2012 (BCBS, 
2011b).  

Since the start of the crisis, financi a l reform ha s resulted from a sometimes complex and iterative 
combin a t io n of discussions and initia t ives, at both  at the individual jurisdictions and internation a l 
levels. 

2.1 The G-20  

The emergence of the G-20 as the ’premier forum for [...] inte rnatio n a l econo m i c cooperation’ 2 is a 
signific a n t development that crystallised in the first few weeks followi n g the collapse of Lehman 
Brothers and the ensuing wholesale  market panic (Price, 2009). The G-20 format traces its origins 
back to the aftermath of the Asian crisis of 1997� 1998, but it was adopted as a forum for meetings 
of heads of state and governme nt only in 2008. G-20 summits have  been held in Washingto n 
(November 2008), London (April 2009), Pittsburgh (September 2009), Toronto (Juntinderpann 7Cil 



t h a t the authority of the heads of state and governm ents effect ively made bindin g. This was seen in 
the negotia t io n of the Basel III accord on bank 



2.3 Individual jurisdictions  

The pattern of financ i a l reform in itiat ives has been extremely diffe rent from one jurisdictio n to 
another, notwithstanding the coor dinati o n efforts deployed in G-20 summit and FSB initiat ives. 
Multiple factors converge when explaining the differences of approach, including longstandin g 
variations of institutions, culture, and economi c stvariatioic isis itself. m005 Tc 131s 100 d
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2011), revision of 2003 directive on  market abuse (proposed October  2011), another revision of 
credit rating agencies (propose d November 2011), and framework fo r bank crisis management and 
resolution (forthcomi ng), to name only the most pr ominent pieces. Inevitably, the fact that so many 
different pieces of legislation ar e debated and decided upon while the financi a l crisis continues 
raises risks of legislative inconsis tency and of short-term considerat ions prevailing over longer-term 
ones.  

Moreover, in the EU important financia l legislatio n is also set at the nationa l level, under various 
patterns of coordinat i o n with EU-lev el legislative initia t ives. This has been particularly the case with 



Switzerland, and at the EU level, financial reform initiatives elicited  a level of opposition from the 
financial industry without equivalent in recent  memory. Among other ep isodes, this shift was 
illustrated when JP Morgan Chase CEO Jamie D imon described the Basel Committe e �s proposed 
capital surcharges on Global Systemica l l y Important Banks as ’anti-American’ 4, or when the Director 
General of the Confederatio n of British Industry, Jo hn Cridland, referred to the proposals of the UK 
Independent Commission on Banking as ’barking mad’ 5. This is not an abso lute shift: there were 
instances of autonomy of public financi a l policyma k i n g from the private sector before the crisis, 
including the US Sarbanes-Oxley Ac t of 2002; and there are examples of private-sector capture of the 
policy process since the crisis started, such as when th e European Commissio n in October 2008 
forced the IASB to amend its IAS 39 standard on fi nancia l instruments to he lp banks escape the early 
recogni t io n of crisis-induced losses, or when the US FASB eased its criteria for asset impairment in 
early 2009 under pressure from Cong ress. There are also many grey ar eas. Nevertheless, the general 
trend so far appears to have been a sharp reduct ion of the private sector�s influence over the 
financial policy process.  

Second, within public policy decision-making there has been a general shift toward more 
politicisation. Policy issues that were previously 



particularly those from large West



3 Challenges and outlook  

It is far too early to present a set tled picture of post-crisis financi a l reforms and their impact on the 
global financi a l system. Huge challeng es remain and it  is still unclear how they  will be met. First and 
foremost, the crisis has not yet been resolved, an d the interaction betwee n crisis managemen t and 
longer-term reform creates uncertaint i es of its own. Second, in spite of widespread calls for 
’macroprudential’ approaches, the interaction of fi nancia l-sector policy with  other dimensions of 
economic policymaki n g remains larg ely unsettled. Third, how to e ffect ively regulate cross-border 
financi a l firms remains a fundamenta l l y unsettled qu estion. Fourth, other refo rms will be difficult to 
implement in an internation a l l y consistent ma nner, raising concerns about the possible 
fragmentation of the global financ i a l space. Fifth, the reforms w ill affect the financial system�s 
contribution to econo m i c growth in multiple ways, which on the whole remain poorly understood.  

3.1 Ongoing crisis management  

The most obvious uncertainty is that the financ i al crisis is far from over. Although it was partly 
overcome in the US in 2009, it is  still worsening in Europe and could again spill over to other parts of 
the world. This creates a triple risk of forbearance, populism, and irrelevance.  

Concerns about financi a l instabilit y in jurisdictio ns where the financial cr isis remains unresolved, 
including much of contin e n t a l Europe at the time of  writing, can easily lead to excessive forbearance 
as has been the case in several pa st episodes of systemic banking fragilit y, such as in Japan in the 
1990s. For example, large contine n t a l European countries such as Germanyonc ernoTj
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a n d in Belgium, it is also chaired by the cent ral bank�s governor but is  legally autonomous and 
includes representatives of multiple public entities. In the US and in France, it is chaired by the 
Finance Minister, suggesting further 



b est way to reach this objective is  unlikely to become a matter of un iversal consensus in the short or 
even the medium term.  

3.3 



Ratio, to be introduced in 2018). The G-20 lead ers endorsed Basel III at the Seoul Summit in 
November 2010 and committ e d to implement it in th eir respective jurisdictions. At the time of 
writing, most jurisdictions are st ill at a relatively early stage of th is process, but concerns have 
already emerged about the consistency of implemen t a t i o n in jurisdictions including the EU, where 
the proposed legislatio n (fourth Capital Req uirements Directive and Capital Requirements 



e n c ourage or limit comp etition among financial intermediaries, innovation in financia l services, and 
the allocat i o n of capital to risk y new ventures, remains poorly unde rstood, especially given the large 
number of interrelated recent or on going financi a l reform initiat ives.  
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