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market discipline, 160 Brexit, 203-204
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risk culture and, 308-311 bank runs, 299, 302
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supervisory tools, 155-160 Bankhaus Herstatt, 21
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early 1970s, 64 contagion effects, 44
Bank for International Settlements (BIS), Basel, 63-64 costs of, 43-45
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bank money, 13 social and economic impacts, 40-41
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Bank of America, 282, 288 agency problems, 34-37
mis-selling of residential mortgage-backed securities, 290 capture theory of regulation, 45-46
Bank of Amsterdam challenges of regulating shadow banking, 303-306
history of, 13 changing philosophy of, 48-50
Bank of Credit and Commerce International (BCCI), 286 consideration of stakeholder groups, 37
Bank of England, 1, 54, 93, 115, 137, 183 definition, 34
Financial Policy Committee, 54, 312, 400-401 designing functional banking regulation, 298-299
right to be a joint stock bank, 28 focus of risk culture regulation, 319-326
role as lender of last resort, 15 functional approach, 298-300
Bank of England Resolution Directorate, 184 future challenge of environmental sustainability,
Bank of Scotland 357-364
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Bank of the United States 357-364
non-renewal of its charter (1832), 17 institutional design, 50-58
bank outsourcing justification by costs of banking crises, 43-45
effects of Brexit, 203 justification for controlling systemic risk, 42
bank resolution macro-prudential approach, 49-50
bail-in tool (EU), 196-200 mitigating the costs of systemic risk, 40-41
creditor hierarchy under US OLA, 191-193 objectives, 33-34
development of bank resolution regimes, 177-179 potential to introduce distortion into the market, 45-46
effects of Brexit, 202-205 private interest theory of regulation, 45-46
European Union, 193-202 public interest theory of regulation, 45
FSB key attributes of effective resolution regimes, 165, responding to institutional and market innovations,
179-180 299-300
judicial review of US regulatory and resolution restoring trust, 413-415
measures, 390-392 safeguarding financial stability, 46-48
loss-absorbent capital, 190-191 systemic financial risk and, 39
minimum required eligible liability (MREL) (EU), theories of financial regulation, 45-46
200-202 weakness of the micro-prudential approach, 48-50
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Principles of Bank Corporate Governance (2010), 155
Basel Concordats, 62, 66
behavioural bias
influence on investors, 240
Belgium
bank resolution regime, 178
Financial Services and Markets Authority (FSMA),
178
Bernanke, Ben, 2
Beyeler v. Italy, 380, 389
Bitcoin, 337-340
BKash Limited, 345
block-chain technology, 337
Bloomberg Commission, 360
Board of Governors v. First Lincolnwood Corp, 152
BRAC Bank Limited, 345
Bradford and Bingley bank collapse, 183
Brazil, 412
environmental risk management, 364
green governance, 361-362
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204-205
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European Economic Area (EEA), 410
European Free Trade Association (EFTA), 410-411
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collateral requirements, 400
collateralised bond obligations (CBOs), 102
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Committee on Payment and Market Infrastructure (CPMI),
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competitive distortions, 47
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corporate bond market, 24
corporate finance theory, 45
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corporate law
regulating appointments to the bank management
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relating to bank corporate governance, 131
counter-cyclical capital ratio, 107
counter-cyclical capital regulation, 75, 79, 400
under Basel III, 114-116
credit creation
control by central banks, 20
credit creation theory of banking, 18-19
credit crunch (2007), 100
credit cycles in economies, 50
credit default swaps, 1, 48, 99, 276
credit lines, 102
credit market
effect of liberalisation of financial markets, 24
credit risk RWA, 104
Credit Suisse, 282
mis-selling of residential mortgage-backed securities, 289
credit unions, 87
credit valuation adjustment (CVA) framework, 119
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cross-currency settlement risk, 21
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Daiwa Bank, 136
Darling, Alistair, 169

© in this web service Cambridge University Press

www.cambridge.org



www.cambridge.org/9781108427265
www.cambridge.org

Cambridge University Press

978-1-108-42726-5 — Principles of Banking Regulation
Kern Alexander

Index

More Information

461 Index
De Larosiere Report, 320 fixed-income investors, 25-26
debt liabilities on the balance sheet, 87 increasing return on equity, 25
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Denmark, 400 peer-to-peer lending platforms, 26-27
deposit guarantee schemes risk with open banking, 336-337
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European Convention on Human Rights (ECHR), 153,
379-383
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European Court of Human Rights (ECtHR), 153, 379-383
European Deposit Insurance Scheme (EDIS) proposal, 172
European Economic Area (EEA), 409-410
European Free Trade Association (EFTA), 409-411
European Insurance and Occupational and Pension
Authority, 53, 256
European Market Infrastructure Regulation (EMIR), 275
European Payments Union, 63
European Securities and Markets Authority (ESMA), 53,
203, 256, 276
Guidelines on Remuneration Policies and Practices, 251
European Supervisory Authorities (ESAs), 53
European System of Financial Supervision (ESFS), 53-54,
256
European Systemic Risk Board (ESRB), 53-54, 256, 358,
400
European Union (EU), 74, 89
administrative sanctions for regulatory breach,
374-383
bank capital and liquidity requirements, 116-118
Bank Recovery and Resolution Directive, 172

Capital Requirements Directive (CRD), 127-141
Capital Requirements Directive III, 320
Capital Requirements Directive IV (CRD IV), 374-379
Deposit Guarantee Directive 2014, 171-173
Disclosure Directive, 360-361
effects of Brexit on bank resolution and deposit
guarantee schemes, 202-205
implementation of the Basel Capital Accord, 71
Insurance Distribution Directive (IDD), 253
macro-prudential regulatory system, 53-54
Market Abuse Regulation (MAR), 253, 269-279
Markets in Financial Instruments Directive I (MiFID I),
241-243
Markets in Financial Instruments Directive II (MiFID II),
248-255, 340
Payment Services Directive 2 (PSD2), 332-334
proportionality principle, 380-381
European Union (EU) bank resolution
bail-in tool, 196-200
Bank Recovery and Resolution Directive (BRRD),
193-202
bridge institution tool, 196
creditor hierarchy under the BRRD, 194-196
minimum required eligible liability (MREL), 200-202
resolution tools, 196-202
sale of business tool, 196
externalities, 37-38
environmental effects of economic activities, 350-351
global financial crisis of 2007-2008, 129
extreme weather events, 349-351

Fair Equitable Markets Review 2015, 326
fiat money, 13-14
possible replacement with digital currency, 337
fiduciary duties of directors, 132
finality
definition, 21
Financial Action Task Force, 286
financial conglomerates, 27-28
financial crime and AML/CFT, 286-290
financial crisis of 2007-2008, xvii, 29-30
banks’ failure to manage risk, 208
consequences of high leverage of banks, 86
contribution of bank risk culture, 308
contribution of international banking regulation, 73
contributory factors, 1-3
effects in Australia, 56
effects in Canada, 57
excessive credit based on asset securitisation, 44
G20 response, 74-75
inadequacy of deposit guarantee schemes, 164
lack of awareness of threats to the financial system, 1-3
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mitigating the costs of, 40-41
regulatory responses, 3, 396-399, 403-407
role of Basel II, 98-99
role of the central bank in the UK, 52
social and economic impacts, 40-41
systemic risks from non-bank financial institutions, 42
threat to global financial stability, 42
financial inclusion
role of Fintech, 343-345
financial institutions
internalising the costs of their risk-taking, 40-41
societal costs of their risk-taking, 41-42
financial intermediation theory of banking, 18-19
financial products
development of trusted consumer products, xviii, 322-323
See also mis-selling of financial products.
financial stability
banking policy and, 46-48
defining, 46-47
influence on bank risk-taking, 47
Financial Stability Board (FSB), 39, 74, 78, 81, 320, 356,
398-399, 402
categories of climate-related risks, 355-356
collaboration with the IMF, 76-77
industry-led Task Force, 359-360
key attributes of effective bank resolution regimes, 165,
179-180
response to the financial crisis of 2007-2008, 75-77
total loss-absorbent capital (TLAC), 190
Financial Stability Forum, 100
Financial Stability Institute, 70
financial structures
influence on environmental sustainability risks,
363-364
Fintech (financial technology)
and the future of banking, 330-332
artificial intelligence (Al), 331, 341
barriers for developing countries, 344-345
Bitcoin, 337-340
block-chain technology, 337
central bank digital currencies (CBDC), 339-340
cloud-based services for banks, 331
digital automation, 331
digital currencies, 337-340
disruption of the traditional banking model, 330
e-finance, 331
e-lending platforms, 331-332
EU Payment Services Directive 2 (PSD2), 332-334
international dimension, 343-345
open banking, 332-337
peer-to-peer lending, 331-332
post-PSD2/open banking, 334-335

RegTech (regulation technology), 340-342
role in bank disintermediation, 26-27
role in financial inclusion, 343-345
UK open banking, 335-336
fixed claimants
deposit insurance, 175
Fixed Income, Currency and Commodities Markets
Standards Board (FMSB), 316-318
fixed-income investors, 25-26
Florentine banks, 10
Foundation Internal Ratings Based Approach (F-IRB), 103
fractional reserve banking, 20
origins of, 12
fractional reserve theory of banking, 18-19
framing effects
influence on investors, 240
France
bank resolution regime, 178-179
Franklin National Bank, New York
insolvency, 64
functional model of supervision, 51
Funding Circle, 26, 331
funding risk for banks, 19
future challenges
banking regulation and environmental sustainability,
411-413
Brexit and beyond, 408-411
developing a coherent macro-prudential-micro-
prudential framework, 396-408
restoring trust in banking regulation, 413-415

G7
heads of state meeting 1998, 71
G8
transition to G20, 74
G10
central banks, 63-65
implementation of the Basel Capital Accord, 71-72
G20, 363
environmental and social risk reporting, 360
environmental sustainability, 354-355
High Level Principles for Digital Financial Inclusion
(2016), 344
London and Pittsburgh Summit Statements, 74
regulatory reform related to misconduct, 265
regulatory reforms, 398
response to the financial crisis of 2007-2008, 74-75
rise of the G20 committees, 63-69
role in international banking regulatory reform, 61-62
Washington Action Plan, 74
Gamby, Anthony, 137-138
Gates, Bill, 329
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General Arrangements to Borrow, 63
Germany
BaFin, 57, 243
bank resolution regime, 178
reparation payments imposed by the Treaty of
Versailles, 63
global credit crisis of 2007-2008, 67
global financial system
effects of liberalisation of markets, 62
global systemically important banks (G-SIBs), 120
Goldman Sachs, 338
goldsmiths
historical provision of banking services, 12
origin of the practice of issuing notes, 12
gone concern loss-absorbing capacity (GLAC), 231
Goodhart, Charles, 408
Goodwin, Fred, 150
government bond yields
factors affecting, 25
Greece, 89
green banking practices, 356-357, 370
See also environmental sustainability risks.
Greenspan, Alan, 100
Group of 10 (G10), 39
Gustav II Adolph, King of Sweden, 13
Gustav X, King of Sweden, 13-14

‘haircuts’ on repurchase agreements, 400
Halifax Bank of Scotland (HBOS), 29, 183, 185, 212
administrative sanctions, 383-386
Hayes, Tom, 280-282
hedge funds, 105
herding, 240
Herstatt Bank collapse, 64
Herstatt risk, 21
hidden action
agency problem, 35-36
hidden information
agency problem, 35-36
high-net-worth individuals (HNWIs), 214
Hornby, Andy, 384
housing price bubble, 158
HSBC, 212, 215, 282, 289
human rights
bank shareholders, 387-390
judicial review of US regulatory and resolution
measures, 390-392
regulatory enforcement and, 386-392
shareholders, 148-151

ICAP Europe Ltd, 282
Icelandic banking crisis (2008-2010), 168-169

India, 25, 354
Individual Capital Guidance (ICG), 159
Indonesia
Sustainable Finance Roadmap, 362
inflation, 25
informal lending sector, 24
information asymmetries, 47
agency problem caused by, 35
between borrowers and lenders, 23
enhanced disclosure by banks, 160
ING, 93, 137
inside information, 271-273
insider dealing, 270
insiders who leak inside information, 273-274
Institute for International Finance, Washington DC, 73
institutional design of financial regulation, 50-58
Australia, 56
Canada, 57
central banks’ regulatory remit, 52-53
European Union, 53-54
exercise of macro-prudential regulation, 57-58
micro- and macro-prudential supervision, 52-53
role of central banks, 52
supervisory models, 50-52
United Kingdom, 54-55
United States, 33-56
institutional model of supervision, 51
insurance providers, 25
integrated model of supervision, 51
inter-bank payment system
CPMI recommendations, 22
credit and settlement risks, 21-22
example, 22
Herstatt risk, 21
multilateral netting system, 22
interest rate swaps, 246
interest rates
agency problems related to, 36-37
influence of central banks, 20
intermediation by banks, 18-19
advantages over direct finance, 22-24
Coase theory of the firm, 23-24
effect on information asymmetries, 23
investment banks, 20-21
liquidity risks, 19-20
matching the needs and objectives of borrowers and
lenders, 22-23
minimising transaction costs, 23
internal capital adequacy assessment procedure (ICAAP),
157-158
internal liquidity adequacy assessment programme
(ILAAP), 157
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68-69
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international banking regulation
Bank for International Settlements (BIS), Basel, 63-64
consequences of reforms, 77-79
contribution to the financial crisis of 2007-2008, 73
decision-making accountability, 61-72
effects of liberalisation of financial markets, 62
environmental and social risks and banking stability,
81-82
Financial Stability Board (FSB), 75-78
G20 response to the financial crisis of 2007-2008,
74-75
implementation and monitoring, 70-72
influence of special interest groups, 73
international soft law, 62
international standard-setting bodies, 63-69
lack of accountability, 73-74
legitimacy of, 73-74
legitimacy of international financial bodies, 61-72
reforming and restructuring supervision, 79-81
regulatory capture, 73-77
rise of the G20 committees, 63-69
role of the G20 in regulatory reform, 61-62
shift towards macro-prudential regulation, 74-75,
78-79
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international financial soft law, 62
International Monetary Fund (IMF), 39, 55, 68, 71, 75
collaboration with the Financial Stability Board (FSB),
76-77
environmental sustainability, 354
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exchange rate collapse (early 1970s), 64
Financial Sector Assessment Programmes, 72, 399
foreign exchange rate regime (1960s), 64
question of legitimacy and accountability, 77
International Organization of Securities Commissions
(I0SCO), 65, 68-69, 78, 81
standards for bank conduct, 265-267
International Panel on Climate Change (IPCC), 350
international standards restricting bank misconduct,
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investment banks
contribution to liquidity in the system, 20-21
intermediary functions, 20-21
intermediation, 19

investors
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invisible hand (Smith), 37-38
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Italian banks
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developments in the Middle Ages, 11
Italy, 89

bank resolution regime, 178
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