




or at least seven decades—since 
the dramatic collapse of the Amer
ican stock market in 1929 and the 

adopt ion of financial markets oversight 
in the following years of the Great Depres
sion—laws and rules addressing market 
reforms and the protec t ion of investors 
have been mainly nat ional pursui ts . In 
the last three decades, as part of the glob
alization of everything, collaborative rule 
making has been on the rise. For exam
ple, the Basel Accord reached in the 1980s 
for oversight of commercial banking. All 
major banking institutions were expected 
to comply with the Accord to assure the 
safety and soundness of domest ic and 
global banking . 

F inancia l profess ionals can expect 
to see m o r e g loba l c o o p e r a t i o n and 
a t tempts at the h a r m o n i z a t i o n of rules 
following the d r ama t i c upheavals that 
took place in 2008 in the world 's cap
ital m a r k e t s . The fai lure of so many 
l e a d i n g i n s t i t u t i o n s (Bear S t e a r n s , 
Lehman Bros, Mer r i l l Lynch, a m o n g 
o thers ) in the US and the in te rven t ion 
in b a n k i n g and f inancia l services by 
l ead ing g o v e r n m e n t s s igna ls a more 
v igorous and coord ina t ed approach by 
sovere ign s ta tes and the i r u n i o n s in 
the m o n t h s ahead . 

Globalization brings vast oppor tun i 
ties in everything to local and regional 
economies—the freer movement of peo
ple, goods , ideas, capital flows, cross-

border investments— 
and also greater risk 
of failure because of 
the s h a r i n g of (or 
transfer of) risk due 
to the ease of move
ment of inves tment 
veh ic les . T h u s , the 
i n n o v a t i o n s in US 
capital markets that 
b r o u g h t i nves to r s 
m o r t g a g e - b a c k e d 
securities (MBS) also 
infected the centra l 
b a n k s of the E u r o 

pean Union when those ins t ruments (in 
which they invested) began to fail in the 
m a r k e t p l a c e . Risk was more or less 
"instantly" shared or transferred among 
investors. No one was spared. 

So, in mid-November 2008, the lead
ers of the wor ld ' s la rges t e c o n o m i e s 
descended on Washing ton , DC at the 
invitat ion of President George W. Bush 
to confer and agree on a way forward for 
capital markets reforms and increased (and 
more effective) oversight of f inancial 
services organizations, banking, and the 
corporate sector. 

The G-20 travel to Washington, DC 
The usual heads of state were there along 
with some new faces, such as leaders of 
what investment bankers Goldman Sachs 
identifies as the most powerful growth 
economies , the "BRICs": Brazil, Russia, 
Ind ia , and Ch ina . The leaders of the 
resource-wealthy nat ions such as Saudi 
Arabia were there as well. Each of these 
na t ions is affected by the market tur 
moil that began in 2007 in the US, and 
each is concerned about the present state 
of the credit markets and global invest
ment flows. Something must be done, they 
all agreed. Expect many more sugges
tions for investor protect ions , rules for 
the banking sector, t ransparency in the 
capi ta l marke t s , measures to address 
conflicts of interest, and a t ight focus 



on such things as corporate financial 
reporting and executive compensation. 

The one-day meeting at the invitation 
of the White House was covered briefly 
by the major press, but financial execu
tives should pay close attention to the fol
low-up to this meeting and how the 
recommendations to come from G-20 
collaboration will affect them and their 
organizations. 

The G-20 reached consensus on a num
ber of short-, intermediate-, and longer-
term agenda items, beginning with the 
following set of underlying principles 
to guide their work: 
• The causes of the current financial 

crisis are known now to all players: 
Too many market players chased 
ever-increasing yields while not 
understanding or appreciating the 
increasing risks. 

• There was too little regulatory over
sight of this expanded risk taking, 
especially in the financial services 
and banking sectors, as well as too 
many unregulated financial instru
ments being present in the world 
markets. 

• Despite the current turmoil in the 
financial markets, it was agreed that 
free market principles are important 
and must be maintained and 
encouraged by all nations. (And by 
extension, more effective regulation 
of the capital markets and corporate 
oversight is important to free-mar
ket principles.) 

• Existing open trade and investment 
regimes — such as cross-border 
investments — should continue 
unimpeded. (The national leaders 
agreed not to impose new barriers 
to current flows in the face of dete
riorating economic conditions.) 

• The leaders agreed that more effec
tively regulated financial markets 
will encourage the "dynamism, 
innovation, and entrepreneurship 
that are essential" for economic 
growth, employment, and the reduc
tion of poverty. 
With all the drama going on in global 

capital markets, the G-20 stressed that 
they remain committed to cooperating 
as they address other critical issues, 

including energy security, climate change, 
security of the global food supply, the rule 
of law, the fight against terrorism, and 
eliminating poverty and disease. 

Specific market reforms to monitor 
The G-20 departed Washington appar
ently in agreement—work begins imme
diately on market reforms within 
individual countries to develop specific 
action recommendations for considera
tion by the group. The G-20 will have 
specific recommendations by the end of 
March 2009 and will meet again in April. 

Meanwhile, the 111' US Congress will 
begin its first term in January, and Pres
ident-elect Barack Obama and his new 
cabinet will begin their work after Jan
uary 20—banking and financial market 
reforms will be among the priority agenda 
items in the US capitol. A dual track 
approach is anticipated, which will con
sider necessary reforms for the US with 
an eye toward the harmonization efforts 
of the G-20 (which, of course, the US is 
a part of). Financial professionals should 
monitor the following: 

• Multiparty or multinational efforts 
to collaborate on rulemaking (e.g., 
the effort at harmonizing account
ing rules by the Financial Account
ing Standards Board in the US and 
the International Accounting Stan
dards Board of the EU). 

• The global Basel banking agree
ments will be a part of the collabo
rative effort to address measures 
regarding banking safety and 
soundness. 

• Potential reforms for financial insti
tutions will be in store to assure 
more transparency and stronger 
risk-management measures, which 
the G-20 leaders agreed are impor
tant for preventing another finan
cial crisis. 

• New or strengthened rules flexible 
enough to encourage market inno
vation in banking and financial ser
vices. 

• More transparency in financial 
instruments, especially for the vari
ety of complex investment vehicles 
developed in recent years. 



• Steps taken to avoid conflicts of inter
est among capital markets players. 

• Strong oversight of the credit risk 
agencies. (Watch for heated debate 
concerning this in the US Congress, 
which has already summoned the 
heads of these companies to testify.) 

• More international cooperation 
among nations, while preserving 
domestic regulation and enforce
ment of national markets. The 
Group of Twenty is considering the 
creation of "colleges" of banking 
and financial regulators to confer 
on needed actions and oversight. 
(This could help market overseers 
keep up with financial services 
innovations, such as credit default 
swaps.) 

• The G-20 will take a closer look at 
accounting rules, especially corpo
rate disclosure standards. Watch the 
debate over the "rules-based" US 
generally accepted accounting prin
ciples vs. the "principles-based" 
International Financial Reporting 
Standards intensify as the G-20 col
laboration accelerates. 

• Off-balance-sheet vehicles will get a 
close look in the reforms to be pro
posed. 

• Closer examination of financial ser
vices organizations' capital reserve 
requirements — especially for struc
tured credit and securitization. 

• Summit participants were requested 
to bring their best practices in over
sight of hedge funds to the G-20 as 
the group considers the regulation of 
hedges and private investment pools. 

• New rules will be recommended to 
assure greater transparency of the 
credit derivatives markets and to 
reduce derivatives risk. 

• Executive compensation was clearly 
an important item on the G-20 
agenda; it was agreed that regulators 
would take a close look at enterprise 
risk taking and innovation and the 
management rewards for perfor
mance. (Expect continuing consen
sus at least on the agreement that 
each nation should be involved in 
some way in the oversight of pay vs. 
performance.) 

• Regarding international financial 
institutions, the G-20 agreed to 
examine the mandates and gover
nance structures of the World Bank 
and International Monetary Fund 
(and others) — this is of special con
cern to the emerging economies. 

Global approach: local rules + global 
rules? 
High on the agenda of the G-20 leaders 
was the topic of risk. We can view this as 
the raison d'etre for the new spirit of 
cooperation on market reforms among 
the leaders of the world's largest 
economies, along with the natural com
panion of risk: fear. Fear that without effec
tive regulation and oversight, this could 
happen again. 

So as the world leaders headed back 
to their home countries, they issued a 
comprehensive communique, outlining 
study and research and fact-finding just 
ahead, and the action steps that market 
players could expect in the weeks and 
months to come. 

The New York Times reported that the 
summit participants firmly agreed on 
these critical points: 
• The world's financial markets must 

now be made more transparent. 
• The use of derivative instruments 

must be addressed globally. 
• Regulation must be coordinated 

among nations. 
• Executive compensation must be 

addressed more broadly (noting 
that the US's excessive CEO pay 
practices are becoming a global 
issue). 

• The concept of establishing a "Col
lege of Regulators" to share infor
mation across national borders 
seemed to find broad support 
among the delegates. 

The summit's declaration of progress 
The Declaration of the Summit on Finan
cial Markets and the World Economy 
issued by the G-20 at the close of the 
one-day meeting underscored that con
sensus was reached on possible ways for
ward: "We are determined to enhance 



The current world crisis in capital mar
kets in bo th the developed world and 
among emerging nations reflects the dra
matic inter connectivity of ongoing glob
alization. The meeting of the G-20 leaders 
reflects the fact that they realize this and 
are committed, at least for now, to address
ing a wide range of reforms domestically 
and collaborating with a family of free-
market nations. The work has begun, and 
the stakes of that work are h igh—espe
cially for financial professionals. • 

our coopera t ion and work together to 
restore global growth and achieve needed 
reforms in the world's financial systems." 

Deadlines for s tudy and action steps 
were set at the summit . There will now 
be b road discussion of capital market 
and banking reforms within in the United 
States, and this will certainly be a top pri
ority for the outgoing and the new admin
i s t r a t ion and the next Congress . The 
dead l ine for an in i t ia l list of r ecom
menda t ions was set for March 31, 2009. 


