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Ten Years of Financial Regulatory Reform

Stephen G. Cecchetti”

Abstract: The financial crisis of 2007-09 revealed many deficiencies in the financial system.
In response, authorities have implemented a wide range of regulatory reforms. I survey the
reforms and offer my views on where there could be further improvements. While capital re-
quirements and levels are far higher, they are not high enough. New liquidity requirements are
useful, but need simplification. While we have seen significant progress in development of a res-
olution regime for systemically important banks, the new structure remains untested. Shifting
derivatives transactions to central counterparties has improved resilience, but also created indis-
pensable financial market utilities that need credible resolution and recovery regimes. Finally,
systemic (macroprudential) regulation lacks the metrics, policy tools, governance structure, and

international cooperation needed to be effective.
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Source: FRED (based on Federal Reserve Board H. 8 for U.S.
Commercial Banks, December 2017).
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Comparing Basel III & Basel 11
Risk-weighted Capital Requirements

Basel III range 8% to 10%
Basel 1I Baseline 4%
Adjustment for hybrid capital —2%

Adjustment for goodwill, intangibles 1%
deferred tax assets, etc. ?

Adjustment for changes in risk weights —1/4%

Effective Basel II converted to a Basel III basis < 3/4%
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LCH Clear
Margin and Default Resources end September 2018
(Billions of US dollars)
Gross Initial Margin (House 4 Client) 147.402
Own Capital 0.084
Prefunded 10.033
Committed 10.033
Open Interest 251,797.024
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