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1 Introduction

Most people working in the financial sector have heard of the Basel
Committee on Banking Supervision (BCBS), and have a reasonably
good idea what it does, notably its responsibility for the Accords on
Capital Adequacy, commonly known as Basel I and Basel II. Not so
many know that the BCBS is a Standing Committee set up by, and
reporting to, the central bank Governors of the G10 group of countries.
Few would probably be able to name any of the other (in 2008 three)
Standing Committees of the G10 Governors, or be able to describe what
they did. Indeed, the name of each current Chairman of the BCBS has
become probably better known worldwide than is the identity of the
contemporaneous President of the G10 governors, and possibly bet-
ter known than that of the contemporaneous General Manager of the
Bank for International Settlements, at whose headquarters in Basel,
Switzerland, the BCBS, G10 governors, and so on, meet, and which
provides the Secretariat for all these groups. The names of the consecu-
tive Chairmen of the BCBS, the Presidents of the G10 governors’ com-
mittee and the General Managers of the BIS during the years covered
by this book (1974-97) are recorded in Appendix A of this chapter.

In short, the BCBS has become publicly well known, even famous; in
some respects it is now perhaps the best-known member of the collec-
tion of BIS groups and institutions. How did this happen? It is a truism
that finance and financial markets have become international, global,
in scope whereas the regulation, supervision and control of financial
systems have remained national, subject to national legislation and jur-
isdiction. This basic contrast has inevitably caused, and continues to
cause, all kinds of tensions about competition between financial insti-
tutions headquartered in different countries (the ‘level playing field’
issue), about the coverage of supervision of international banks, about
the relative responsibilities of home v. host regulators/supervisors, and
so on. In particular, the level playing field issue meant that no single
country could tighten its own financial regulations unilaterally without
finding that its own banks might lose their competitive edge vis-a-vis
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2 Introduction

their international rivals, certainly abroad and even possibly at home.
The domestic banks could then become subject to a process known as
disintermediation, whereby the more toughly regulated institutions lose
business to their more lightly regulated competitors. This has meant
that unilateral domestic regulation would normally be vehemently
opposed by that country’s (international) banks. Since regulation, to
be effective, does generally need the acquiescence of the regulated, at
least up to a point, this has meant that financial regulation has to be
coordinated on an international basis.

This tension between the need for international harmonisation and
national jurisdiction has been particularly marked within the European
Union, and finding ways to overcome this tension has been a leitmotif of
the European Commission. So the BCBS has usually operated in tan-
dem, at least since the mid-1980s, as will be described subsequently in
Chapter 5, with complementary groups acting at the EU level, such as
the Groupe de Contact and the Banking Advisory Committee (BAC).
Nevertheless, given the leading role of US financial intermediaries in
the world’s financial system, and the large role of those from Japan, it
was clearly preferable to agree on a common regulatory basis between
Europe, North America and Japan, rather than for the Europeans to
follow an entirely separate approach that might be unacceptable to their
American and Asian colleagues.

While the various strictly European bodies, such as the BAC, would
most often be discussing identical issues simultaneously with the BCBS,
for example on supervisory consolidation, capital adequacy, maturity
mismatch in the Euromarkets, and so on, it became in practice the BCBS
where the main decisions were taken, with the EC Directives transcrib-
ing the positions agreed within the BCBS. This is not to suggest that
the BCBS overrode European concerns; rather the reverse. Seven of the
ten members of the G10 were European (Belgium, France, Germany,
Italy, Netherlands, Sweden and the UK). Switzerland also became
a member of the G10 governors, not only as host country to the BIS
but also as a contributor to the International Monetary Fund’s (IMF)
General Agreement to Borrow (GAB), and so participated in all the
Standing Committees. Finally, for special reasons that will be recorded
in Chapter 2, Luxembourg, although not a member of the G10 govern-
ors, did send a participant to both the BCBS and to the Euro-currency
Standing Committee. So the European contingent was numerically dom-
inant on the BCBS (nine out of twelve, the other three being Canada,
Japan and the USA). European concerns were always fully voiced.

The initial emergence of the global financial system, following
decades when exchange controls and other restrictions confined and
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Introduction 3

constrained financial institutions to operate primarily within their
own domestic economy, appeared in the guise of the rapidly develop-
ing euro-currency market in the 1960s. This free and international
market frightened many, including economists, central bankers and
politicians, concerned that they might lose the control that they had
previously wielded. Some economists feared that a system of deposits
without any required reserve base might spiral out of control; some
central bankers feared that the resulting monetary expansion would be
inflationary; some politicians (and central bankers) feared that this huge
and internationally mobile stock of funds could threaten the mainten-
ance of the Bretton Woods system of pegged (but occasionally adjust-
able) exchange rates. All this is set out in greater detail in Chapter 2.
Be that as it may, the central bank Governors were sufficiently con-
cerned about all this to set up the special, separate Euro-currency
Standing Committee, one of the first such committees, in April 1971.!
The remit of this Committee was to study the macro-economic and
international financial implications of this new, fast-growing market.
This Committee has continued to this day to explore and to report to
the G10 governors on international macro and financial developments.
As such international markets have changed, so has the formal name of
this Committee, and it is now known as the Committee on the Global
Financial System.

The years 1973/4 were among the most disturbed in the second half
of the twentieth century. The Arab/Israeli war in 1973 led to a quadru-
pling in the price of oil, and raised the question of how the sudden huge
oil revenues could be recycled to the oil-importing countries. This led
to a reconsideration of the role of the Eurodollar system. It was now
viewed, not so much as a threat to macro-stability, but as a vital compo-
nent of the necessary global recycling process. But was the Eurodollar
market, and the banks that ran it, structurally strong and sound enough
to do this without putting the whole system at risk?

That question was given immediacy and greater urgency by the
failure of a (smallish) German bank (Bankhaus Herstatt) on 26 June

! The Euro-currency Standing Committee was the first BIS-based G10 committee to
be set up explicitly by a decision of the Governors at their meeting of April 1971.
However, the Gold and Foreign Exchange Committee (now: Markets Committee)
predates the Euro-currency Standing Committee. It evolved from the gold and for-
eign exchange experts’ group created in 1961 to monitor the gold market (and admin-
ister the Gold Pool), and in fact became a G10 committee when representatives from
Canada, Japan and Sweden joined the group. So although there was no formal Board
decision creating the Gold and Foreign Exchange Committee as a G10 committee,
it has in practice been operating as a G10 committee since 1964 (see Toniolo and
Clement 2005, p. 365).
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4 Introduction

1974.%2 This was not a major player in the Euromarkets, but had taken
out large positions in the foreign exchange market, which was one of
the reasons for its collapse. By misadventure, it was closed in Germany
before its foreign exchange (fx) positions in New York were settled.
The liquidator of Herstatt then refused to make payments on its spot
US$ positions. This badly rattled the fx market, which almost closed
for several days.

Although this debacle related to the structure of the fx market (where
the basic problem became known as Herstatt risk and was not finally
settled until almost thirty years later with the establishment then of
the Continuously Linked Settlement (CLS) system), rather than to the
structure of Euromarkets and international capital transfers, it forcibly
reminded everyone of the inherent fragility of these latter systems, on
which the world’s economy was now becoming so reliant. Under strong
prodding from leading politicians (outlined in Chapter 2), the central
bank Governors, in some cases somewhat unwillingly, were put under
pressure to come up with mechanisms and procedures to maintain sta-
bility in the international financial system.

The focus of this new commitment and work was to be on the sys-
temic stability front, concerned with the structure of institutions and
their supervision, in effect micro-focused. This required a different
focus from the macro approach of the existing Euro-currency Standing
Committee, and, in particular, a different cast of specialists, notably
including bank supervisors. In many countries in the G10 group bank
supervision was carried out by a different authority than the cen-
tral bank. This was then so in Belgium, Canada, Japan, Sweden and
Switzerland, and to a degree in France, Germany and the USA. The
institutions represented in the BCBS at the end of our period, 1997, are
recorded in Appendix B of this chapter; there is further discussion of
such representation in Chapter 3. This would be the first time that non-
central bank representatives would serve on a G10 governors’ standing
committee. For all these reasons the G10 governors set up a new separ-
ate committee to handle this remit.

Having played quite a large role in prodding the G10 governors into
setting up the BCBS, the politicians then largely retired from the scene,
apparently content that there had been an international expert body
established to deal with the complex technical issues of handling the

2 The concurrent problems of the Fringe Banks in the UK (see Reid 1982) and of
Franklin National, earlier in May 1974, in the USA added to the general ambience
of concern about financial stability but were less germane to the specific international
issues.
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Introduction 5

interface between international and domestic financial stability issues.
Indeed, the politicians thrust the arising problems in the direction of
the BCBS.

In particular, the 1982 crisis, when Mexico, Argentina and Brazil all
threatened to default, revealed the insufficiency of (US) money-centre
banks’ capital reserves, and Congress passed an International Lending
Supervision Act (ILSA 1983) to tighten up on banks’ procedures, to
enhance supervision and to raise capital standards (see, for example,
Solomon 1995, pp. 247, 418—19; Markham 2002; and Tomz 2007). But
Congress was made well aware that unilateral action to raise US banks’
required capital ratios, on their own, could act as a competitive penalty
in their international business, especially vis-a-vis the Japanese banks,
which were seen as a major competitive threat at that juncture. So
Chairman Volcker of the Federal Reserve Board (Fed) was effectively
mandated to go to the G10 governors’ meeting to seek the establish-
ment of some internationally ‘functionally equivalent’ capital adequacy
requirement (CAR).

The search for an international agreement on CARs was, natur-
ally, passed on to the BCBS, who had been working on this subject,
on and off, already for several years (see Chapter 6). This remit had
both disadvantages and advantages. The disadvantage was that, hith-
erto, the BCBS had operated by achieving consensus on best practice,
for example on consolidated supervision; once such agreement was
reached, the BCBS would advise the G10 governors to recommend
the adoption of such practices domestically. The problem with the new
remit was that existing practices and attitudes towards CARs were suf-
ficiently distinct in a few key respects in several major countries to make
the achievement of a general consensus well nigh impossible; and the
ethos of the BCBS was always to try to find such common ground. That
meant that progress there was slow; this was one reason for the separate
adoption of a common UK/US accord on CARs in the autumn of 1986,
which had the (intended) effect of putting considerable extra pressure
on the BCBS to agree to a compromise solution, which involved several
of those concerned giving up some ground on their own previously pre-
ferred positions.

The advantage to the BCBS (if it can, indeed, really be considered
such) was that it subtly shifted its role from being a body which made
recommendations to its respective Governors, to being a body which
formulated regulations to be applied to banking systems both within
the G10 and much more widely, especially throughout the whole of the
European Union. The BCBS always emphasised that it had no formal
legal role whatsoever, and especially that it could apply no sanctions to
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6 Introduction

any country failing to implement its proposals (the question of sanc-
tions for any such failures appears never to have been discussed in the
BCBS during these years — it was outside the locus of the Committee).
That said, the 1988 Basel Accord on capital adequacy, or Basel I as it
is now normally known, involved regulations that needed to be trans-
posed by the various national and regional authorities, for example in
the EU, into law. The whole question of the legal position of the BCBS
is reviewed further in Chapter 14.

Be that as it may, questions concerning the interface between the
international nature of banking and the domestic character of financial
regulation/supervision otherwise faced a political/economic/legal vac-
uum at this time. It was this vacuum that the BCBS filled, and between
the BCBS’ foundation in 1975 and 1995, it was largely left without
much outside political direction. In 1995 the politicians revisited this
subject, with expressions of growing concern on the financial stability
of emerging economies, starting with the Halifax G7 summit, but con-
tinuing through to the end of the period of this book (1997).

By 1997 the BCBS was well established with several striking successes
to its name, for example the Concordat, and had become, following the
successful adoption of Basel I, the primary source for international bank-
ing regulations. Moreover, the BCBS had encouraged and facilitated the
formation of satellite groups of regional banking supervisors, many from
emerging economies, in various parts of the world (see Chapter 5) and
had begun to run training programmes for them. Even so, the BCBS
tended then to see its core function as providing a regulatory structure
for the international role of banks from the developed world. So, when
the call first came from the G7 politicians to devise a regulatory/super-
visory framework for the wider, emerging economies, there was initially
some reluctance within the BCBS to see this as part of its own role. No
doubt in part because the alternative was for the IMF to take over this
role, views within the BCBS changed rapidly. Indeed, the compilation
and agreement on “The Core Principles of Banking Supervision’ was
achieved in record time in 1996/7 (see Chapter 8).

The end of 1997 is the date at which this history ends. It represents
a high point for the BCBS. The Concordat and Basel I had been fully
and successfully implemented. The Market Risk addendum to Basel I,
allowing banks to use their own models to assess market risk in their
Trading Books, had been introduced in 1996, to general applause, (see
Chapter 7). The Core Principles had been promulgated, and a division
of responsibilities (tacitly) agreed with the IMF/World Bank (WB),
whereby the BCBS would formulate the proposed regulations while
the IMF/WB would undertake checks on their implementation via the
Financial Sector Assessment Programmes (FSAPs).
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Introduction 7

In 1997 a new subcommittee of the BCBS was established with the
remit of thinking about the next stage of credit risk and capital adequacy
regulation. But the Basel II exercise, which was to become the focus of
so much of BCBS work in subsequent years, had yet to start. This lat-
ter is too recent, and for the time being too contentious, to become the
subject of a historical study such as this. So for all these reasons the end
of 1997 has seemed a good finishing date.

The Basel Committee on Banking Supervision did not carry that
same name throughout its history. Like several of the other Standing
Committees of the G10 governors, its nomenclature changed over time.
At its inception it was given the title of the Basle Committee on Banking
Regulations and Supervisory Practices. This was rather a mouthful, and
there was no accompanying catchy acronym. So, the Committee came
to be known by other shorter names. In the UK certainly, and perhaps
in other countries, it was better known in its earlier years by the name
of its (British) Chairmen, first the Blunden Committee (1975-77) and
then the Cooke Committee (1978-88). More neutrally, it increasingly
began to be referred to as the Basle Supervisors Committee, or the
Basle Committee on Supervision.? In 1985 the Committee discussed
a note proposing that the name be shortened to the Basle Supervisors’
Committee, but took no action. Then in 1989 the (BIS) Secretariat
put forward a note to the Committee, now under the chairmanship
of H. Muller of the Nederlandsche Bank, proposing some alternative
names, to replace the original longer name, and the Basle Committee
on Banking Supervision emerged as the generally agreed choice (see
‘Report on International Developments in Banking Supervision’, BCBS,
September 1990, Chapter 1, Footnote 1). Notice that the spelling of
Basle was Anglophone. The good burghers of Basel, which is in the
German-speaking part of Switzerland, preferred, however, that Basel
be spelt according to local custom, and so, in 1998, during negotiations
(of the tax treaty) with the local government, it was agreed to do that,
and so the name changed once again to its present and current form.
Rather than confuse matters by referring to the Committee by the title
currently in use at each moment, this record will try to simplify matters
by calling it by its latest, and current, name, the Basel Committee on
Banking Supervision, or even shorter by its acronym, the BCBS.

The way in which this book is organised is as follows. It starts with
two chapters setting the scene, Chapter 2 on how and why the BCBS
was set up, and what went before, and then Chapter 3 on its membership

3 As Rosa Lastra has reminded me, the BCBS has become above all a regulatory body,
a standard-setting institution. Hence, the word ‘regulation’ in its title (as at its incep-
tion) would have been more appropriate to define its role than the word ‘supervision’.
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8 Introduction

and operations. This is followed by eight chapters on what the BCBS
did, its main work. The chapters each focus on a main topic, but each
chapter then follows its own separate chronological order. In recording
what the BCBS did, I aim intentionally to allow it to speak for itself. So,
as already noted in the Preface, there is much ‘cut and paste’ here, and
even longer Appendices. No committee operates in a void, so Chapters
12 and 13 cover the BCBS’ interactions with counterparties, first with
banks and other banking regulators and then with non-bank oversight
and supervisory bodies. In a sense Chapters 2 to 13 are meant to be
a quasi-official historical record. In contrast, the last four chapters,
which are also much shorter, are commentaries, from a legal perspec-
tive (Chapter 14), from an international relations viewpoint (Chapter
15) and from an economics, social science, stance (Chapter 16), ending
with a brief epilogue (Chapter 17).

Appendix A
1975-1997

Chairman of the President of G10 governors’ General Manager

BCBS committee of the BIS
1975 Blunden (Bank of
76 England)
77 Zijlstra (Nederlandsche Bank) Larre
78
79
1980 Cooke (Bank of
81 England)
82 Richardson (Bank of Schlieminger
33 England)
84
85
36 Pohl (Deutsche Bundesbank)
87
88 Lamfalussy
89
1990 Muller De Larosiére (Banque de
o1 (Nederlandsche France)

Bank)
92 Corrigan

(FRBNY)
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Appendix B 9
Chairman of the President of G10 governors’ General Manager
BCBS committee of the BIS
93 Crow (Bank of Canada)
94 Padoa-Schioppa
95 (Banca d’Italia) Tietmeyer (Deutsche
96 Bundesbank) Crockett
97 De Swaan
(Nederlandsche
Bank)

Handover date to the nearest calendar year.

Appendix B

List of member institutions in 1997

Belgium — Central Bank Commission Bancaire, Financiére et des
Assurances

Canada — Central Bank Office of the Superintendant of Financial
Institutions (OSFI)

France — Central Bank Commission Bancaire

Germany — Central Bank Bundesaufsichtsamt fiir das Kreditwesen
(BaKred)

Italy — Central Bank

Japan — Central Bank Ministry of Finance

Luxembourg — Institut Monétaire Luxembourgeois
Netherlands — Central Bank

Sweden — Central Bank Financial Supervisory Authority

Switzerland — Central Bank Eidgenossische Bankenkommission (EBK)
(Swiss Federal Banking Commission)

UK - Central Bank

USA - Board Fed NY Office of the Comptroller of the Currency (OCC)
Federal Deposit Insurance Corporation (FDIC)
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2 The antecedents of the BCBS

A Introduction

The primary reason for the foundation of the BCBS was the implica-
tions for the monetary authorities of the growing globalisation of finan-
cial intermediation. This occurred slowly, but steadily, in the aftermath
of World War II, as exchange controls and other direct restrictions on
financial flows were removed, eroded or evaded, and as international
communication improved. Whereas financial markets and intermedi-
ation became international (monetary) control and regulatory systems
remained national, if only because legal systems and powers remained
nationally based.

So there was a need to establish communication networks among
national authorities, where consequential common problems could be
discussed, and cooperation sought, perhaps leading on to convergence
of policies. At the beginning of the 1970s this generated two separate
strands of international cooperation on financial regulation. The first,
and less well known, is the Groupe de Contact, established in 1972 to
discuss common cross-border problems for banking regulations within
the Common Market, the EEC (European Economic Community).

The most eye-catching manifestation of financial globalisation
during the 1960s was, however, the Eurodollar market. This inter-
national, amorphous market was seen by many as a threat to national
monetary and regulatory control, especially in view of its explosive
growth in these years. So concerned about this phenomenon were the
G10 Governors! that they established a special subcommittee, The

The origins of the Group of 10 have to do with the borrowing powers of the IMF.
The first credit lines established by the Fund to supplement its quota-based resources
were the General Arrangements to Borrow or GAB. This was an agreement nego-
tiated by the Fund with eight of the major industrial countries (United States,
United Kingdom, France, Japan, Italy, Canada, Netherlands, Belgium) and the cen-
tral banks of two others (Deutsche Bundesbank and Sveriges Riksbank) in 1962.
(See Lastra 2006, pp. 386—7. See Decision of the Executive Board No. 1289-(62/1)
of 5 January 1962 with effect from 24 October 1962. The decision, as amended,
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