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A. Opening Perspectives on Convergence – convergence is important both for 

supervisors and the supervised. 

 

• I think it is an interesting choice, and a good one, to have a panel on international 

regulatory convergence in a conference heavily focused on the dollar and euro 

currency markets.   

 

• How financial intermediaries do business in global markets and how they compete 

with one another are clearly heavily influenced by the nature of the supervision and 

regulation they face.  Supervision and regulation help define  

 

o how firms structure their organizations,  

o what activities they pursue, and  

o how they manage and control their operations.   

 

• Large banking organizations increasingly operating across national borders face 

rules and supervisory expectations from multiple supervisors, which may well be 

duplicative or  inconsistent.  The result is a keen interest by financial firms in 

supervisory efforts at convergence --- convergence in supervisory expectations, 

regulatory reporting, metrics.    

 

• But convergence is not only in the interest of supervised firms.  It can be equally 

critical to achieving the objectives of national supervisors.   

 

o It is clear that prudential supervision that stops at a country’s shores is more 

apt to be circumvented by banks that operate in multiple jurisdictions than 

would coordinated supervision.   



 

 

o The ability of a home country supervisor to understand the nature and extent 

of overall risk-taking and the quality of management of those risks is 

enhanced tremendously if it can rely on host countries to evaluate effectively 

risks and risk management within the specific markets in their jurisdictions.   

 

o If those evaluations are made through comparable prisms, and, if there is 

effective coordination and communication between supervisors, the process 

works best. How we are looking to achieve more commonality in the prism 

will be my focus over the next ten minutes. 

 

 

B. Structure for Remarks 

 

• My thesis will be that there has been very substantial progress made in 

convergence.   

 

• But with the complexity both of banking and of the business of supervising banks 

increasing, the demand for convergence continues to grow.   

 

o Analysis becomes more sophisticated and necessarily more judgmental, 

putting more of a premium on having the supervisors have more common 

perspectives and appropriate forums for the sharing of perspectives increases 

in importance.  

 

o Coordination between supervisors will also facilitate tapping into the 

legitimate concerns of the supervised entities in a more structured manner.     

 

• I will illustrate the progress by going through convergence at three broad levels, 

providing some illustrations for each.  



 

  

o The first and broadest level is the development within each country’s 

supervisory framework of common elements of overall supervisory practice 

and expectation. The Basel Committee on Banking Supervision has worked 

over two decades to establish common principles and standards for banking 

supervision in  

 

� subjects as varied as the operations of compliance functions, capital 

policy, loan valuation and business continuity.   

� To illustrate broad framework convergence, I will touch on the 

management of compliance risk in banks and defining the risk-sensitive 

capital adequacy framework known as Basel II.   

 

o The second level, the most micro-level, is coordination of supervisory 

expectations respecting individual firms. I will illustrate this both by citing 

how discussions among supervisors around the implementation of the new 

capital standard has led to increased coordination on other firm-specific 

supervisory issues, but also some initiatives begun by the Federal Reserve.  

 

o The third gradation not surprisingly comes between the first two.  I think the 

Federal Reserve in particular is helping to foster a more informed and more 

common view of reasonably specific elements of sound risk management 

practices among supervisors for sets of global banking organizations. I will 

illustrate this with some examples of what we call horizontal reviews of risk 

management areas at sets of institutions.  

 

 

 

 

 

 



 

 

C.  Convergence of broad framework 

 

Compliance 

 

• Convergence of the overall framework entails a range of elements from 

expectations on structure and process to commonality of important metrics.   

 

• An example of the former is  the Basel Committee’s important work in providing 

guidance on how banks can address the growing compliance risks they face.  

Financial innovation, globalization, and deregulation all have contributed to an 

increase in the compliance exposure faced by financial institutions.  This in turn, 

raised the profile of compliance issues in deliberations at the Basel Committee 

 

• One of the outcomes of these discussions was a paper on compliance risk and the 

compliance function in banks issued by the Basel Committee a year or so ago.    

 

o This paper sets forth a common understanding of board and management 

responsibilities for compliance risks;  

 

o Expectations around the establishment and oversight of an appropriate 

compliance policy for the firm; 

 

o Establishment of an independent compliance function; and 

 

o Somewhat more specifically, the development of appropriate monitoring and 

testing programs.   

 



 

• Not rocket science but helpful as we and other supervisors develop country-specific 

expectations that largely track the Basel paper. 

 

Basel II 

  

• Of much greater dimension than achieving convergence in compliance 

expectations has of course been the effort by supervisors to develop an enhanced 

framework for assessing the capital adequacy of internationally active banks, well 

known as Basel II --- involving both important quantitative and qualitative 

elements.   

 

• I don’t want to underestimate the importance of the work that remains, including 

addressing concerns about insufficient harmonization.  But I believe it should not 

obscure the major advance in convergence Basel II represents in aligning risk 

taking to capital adequacy in a meaningful and consistent way across particularly 

the major banking organizations.   

 

• As such it builds on the fundamental goal of the current Basel I capital adequacy 

framework toward greater international consistency, so that variation in national 

capital adequacy rules would not be a source of competitive advantage.   

 

• Basel II moves us much more closely to tying capital to the underlying risk, and 

does so through the mix of qualitative and quantitative elements within the three 

pillars of Basel II.   

 

• Even as we in the US and other supervisors are working through significant issues 

in implementation, it is evident that there have been important changes in risk 

management approaches, supervisory regimes, and disclosure practices flowing 

from Basel II.  There is much more commonality in how we look at risk as part of 

all these processes. 

  



 

 

D. Convergence and Coordination in Individual Institution Supervision 

 

• Let me turn to convergence and coordination in individual institution supervision 

 

• Basel II has helped foster it.  Under the auspices of the Accord Implementation 

Group, a number of supervisory working groups have been formed to enable 

supervisors to work on a case-by-case basis in their oversight of banking 

organizations operating in multiple jurisdictions.  Much benefit has come from the 

closer home-host coordination that these groups foster.  Greater confidence and 

trust has been strengthened, of value in normal times, but critical when financial 

crises cross national frontiers.  

 

• Outside of the AIG process, the Federal Reserve has also participated in bilateral 

and multilateral supervisory meetings focused on banking organizations with large 

presences in multiple jurisdictions.   These sessions have been a useful mechanism 

to enhance the effectiveness and efficiency of supervisory oversight.  One form 

these meetings has taken is “trilateral” discussions between the Swiss EBK, the UK 

FSA, and us regarding the operations of the big Swiss banks. While the Basel 

Committee has not framed issues in these terms, this is something of a home, host, 

intermediate host coordination process.  Exchanging supervisory views at these 

sessions fosters a convergence in process and leads to a more focused and less 

duplicative interaction with the individual banks.  

 

 

E. Expectations for globally operating banking organizations. 

 

 

• The final category I mentioned is setting more specific elements of supervisory 

expectations for global banking institutions.  The Federal Reserve has supported 

convergence efforts through our use internationally of a supervisory tool that we 



 

have in recent years increasingly relied on domestically – horizontal reviews.  

Systematic reviews of key risk management elements of a carefully chosen cross 

section of firms gives us real insight into the state of the art, allowing us to identify 

effective risk management practices of well-managed global banking organizations. 

These practices can contribute to the development of reasonably specific 

supervisory expectations for firms we supervise and we have found the firms value 

very highly information we provide on where they stack up vis a vis their peers.   

 

Drawing on the onsite presence and expertise of our staff, in the past few years we have 

explored some of the most critical risk management issues through these horizontal reviews, 

such as the valuation of illiquid instruments, stress testing, and management of 

counterparty credit risk.   

• Part of our process has been to share our findings with home country supervisors 

of those foreign firms whose U.S. operations have been included in these reviews.    

  

• More recently, we have gone a major step further.  We have worked with home 

country supervisors in the design and execution of cooperative horizontals focusing 

on risk management dimensions that we mutually consider important.  In these 

reviews, we share with one another perspectives on what global firms are (or should 

be) doing. 

 

• It’s important to recognize that here we are not talking home/host coordination 

but rather coordination in the setting of expectations for individual firms by 

multiple home supervisors.   

 

F.  Concluding remarks 

 

• In wrapping up, let me just mention that as we supervisors strive to converge 

regulation of financial firms, we recognize that we can be assisted by parallel efforts 

in other fields – such as by the ongoing efforts toward convergence in accounting 

standards and recent efforts at sharing information about national approaches and 

experiences with crisis management. 



 

 

I’m sure that my supervisory colleagues around the world would agree that the day when 

complete supervisory convergence is realized is not yet in sight – nor should we expect or 

even desire such an achievement.  While common prudential and financial stability 

objectives are broadly accepted, national regulatory regimes may reasonably reflect 

individual goals in their supervisory practices and guidance.  The cultural and historical 

roots of these differences can at time slow or temper achievements in convergence.  But 

together, supervisors have found paths that have bridged differences to reach globally 

accepted standards.  And I am sure we are all committed to continued efforts and further 

success in the futurel. 


