PRODUCTIVITY AND THE FINANCIAL SECTOR - WHAT’'S MISSING?
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APPENDIX A: REGULATORS BY COUNTRY

CANADA

‘There are four coordinating bodies (committees)
that provide systemic financial services oversight
tunctions in Canada. However, no single body

is charged with macroprudential oversight, and
only one, the Financial Institutions Supervisory
Committee (FISC), is statutory.!

'The FISC, which meets quarterly and is chaired
by the Office of the Superintendent of Financial
Institutions (OSFI), is responsible for ensuring the
health of federally regulated financial institutions.
Its mandate is to facilitate the exchange of
information that is relevant to the supervision of
federally regulated financial institutions.

'The second coordinating body is the Senior
Advisory Committee (SAC), chaired by the Deputy
Minister of Finance. It meets quarterly to review
broad financial-sector policy issues, including
regulation. Its mandate also includes sharing
information and evaluating potential risks. Both
the FISC and SAC include among their members
the OSFI Superintendent, the Governor of the
Bank of Canada, the Deputy Minister of Finance,
the President and CEO of the Canadian Deposit
Insurance Corporation and the Commissioner of the
Financial Consumer Agency of Canada (FCAC).

'Third is the Heads of Agencies (HOA), chaired
by the Governor of the Bank of Canada. It also
meets quarterly and is mandated with sharing
information and coordinating on issues that
concern its members. These members include OSFI,
the Department of Finance, the Bank of Canada
and the securities regulators from four provinces
(BC, Alberta, Ontario and Quebec) along with the
chair of the Canadian Securities Administrators
(CSA), representing all provinces and territories

and whose objective is to improve, coordinate and
harmonize regulation of Canadian capital markets.

Last is the CSA Systemic Risk Committee,
which, as the name suggests, is mandated with
identifying and evaluating systemic risk concerns
in the securities markets. There is no chair and
meetings occur semi-annually. CSA members are
the only participants, so the coordination here is
purely federal-provincial.

In addition to these coordinating bodies, the

Bank of Canada plays an important oversight role,
which Le Pan 2017 describes as follows:

'The Bank of Canada promotes the stability and
efficiency of the Canadian financial system by: (i)
providing liquidity; (ii) overseeing key domestic
payment, clearing and settlement systems; (iii)
participating in the development of financial system
policies in Canada and globally; and (iv) assessing
risks to the overall stability of the financial system. Its
role in providing liquidity, through the provision of
Emergency Lending Assistance, is a key component
in managing systemic risk in a crisis scenario.

WEe should also mention some of the informal
coordination and data-sharing bodies at the
provincial level, which, while not necessarily taking

a financial-services systemic approach, remain
important. They include the Credit Union Prudential
Supervisors Association, the Canadian Association of
Pension Supervisory Authorities and the Canadian

Council of Insurance Regulators (CCIR).

Deposit-taking Institutions

In the case of banks, oversight responsibility is
shared between OSFI and the FCAC. OSFI

is a federal regulator responsible for prudential
regulation and supervision of federally chartered

1 Le Pan (2017) also provides a nice summary figure of the coverage of these different coordinating bodies.
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deposit institutions. The FCAC, also at the federal
level, is tasked with ensuring financial institutions are
compliant with Canadian consumer protection laws.
Credit unions and caisses populaires, on the
other hand, are regulated at the provincial level.
Provincial regulators are responsible for supervision
and oversight over any credit union that operates
within their province. In 2012, federal legislation
came in to effect allowing for provincially chartered
financial institutions to come voluntarily under the
tederal regulatory regime. To date, only one credit
union, New Brunswick’s Caisse populaire acadienne

Itée, has made the move.?

Insurance Companies

OSFT is the federal prudential regulator of
insurance companies — life and health as well as
property and casualty — performing regular reviews.
'The provinces are in charge of licensing insurers
operating within their jurisdictions, as well as
business conduct and consumer concerns. Insurers
have their own funded organizations that look after
claims in the event that there is insolvency among
one of its members. The CCIR works to harmonize
insurance regulation across jurisdictions.

Capital Markets

Despite the federal government having responsibility
for most chartered deposit-taking institutions,
including banks, which own the bulk of securities
dealers, the provinces are responsible for supervising
these dealers. Each province maintains its

own provincial securities commission. At the

international level, this means that Canada is
represented on the International Organization
of Securities Commissions (IOSCO)? by more
than one voice. However, only four provinces
participate,* while only two of these, Ontario and
Quebec, are allowed a vote.

'There are also self-regulatory organizations
(SROs) involved in regulating securities. Most
prominent are the Investment Industry Regulatory
Organization of Canada (IIROC) and the Mutual
Fund Dealers Association (MFDA). The IIROC
looks after investment dealers’ market conduct,
as well as integrity rules for different trading
platforms, including the T'SX. The MFDA looks
after the sale of mutual funds within Canada.

To date, Canada has generated provincial
coordination among securities commissions through
the CSA, where each provincial and territorial chair
has a seat at the table, with the CSA acting on the
basis of consensus. However, each CSA member
makes its own rules and regulations and is not
obligated to follow CSA recommendations.

'The provinces have taken coordination a step
turther by creating a “passport” system that allows all
participants to do their business in any of the other
provinces. However, one notable exception exists:
Ontario. The oddity of this situation is exacerbated
by the fact that other jurisdictions have agreed to
recognize Ontario-headquartered participants, but
Ontario is not required to do the same.

'This leads us to the current debate around the
Capital Markets Regulatory Authority (CMRA),
which originally had the goal of bringing all
provinces and territories under a single regulatory
system. As of this writing, however, only about

2 See Jason 2016 for details on why.

3 From IOSCO’s website: “The International Organization of Securities Commissions (IOSCO) is the international body
that brings together the world’s securities regulators and is recognized as the global standard setter for the securities sector.

IOSCO develops, implements and promotes adherence to internationally recognized standards for securities regulation. It

works intensively with the G20 and the Financial Stability Board (FSB) on the global regulatory reform agenda.”

4 Alberta, BC, Ontario and Quebec.
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half the provinces/territories, along with the
federal government, have joined — Ontario, BC,
Saskatchewan, PEI, New Brunswick and the
Yukon (see Naglie 2017 for a discussion of why
the CMRA was formed and some of its potential
pitfalls). Two major omissions remain: Alberta and
Quebec. As Naglie points out, it is unlikely they
will join in the future, putting the success of this
new regulator in doubt, as it is scheduled to start
operations on June 30, 2018.

AUSTRALIA

'The Australian financial regulatory function is
performed entirely at the federal level and centres
on regulatory objectives as opposed to specific
operations. Coordination among different branches
of government is done through the Council

of Financial Regulators, set up by the federal
government. The council consists of the Reserve
Bank of Australia, the country’s central bank, the
Australian Treasury, the Australian Prudential
Regulatory Authority (APRA) and the Australian
Securities and Investment Commission (ASIC).
Furthermore, as we will see next, the APRA

and ASIC work together very closely and have
established a joint working group to ensure no
overlap in functions and that both deal with the
same data.

Deposit-taking Institutions

'The APRA is the prudential regulator with
responsibility for deposit-taking institutions. Its
role is supervisory; it ensures that the institutions
provide stable, efficient and competitive financial
markets. The APRA has the power to authorize
licensing, and it takes control of institutions that are
insolvent or otherwise in trouble.

For its part, the ASIC focuses on the business-
conduct side of deposit-taking institutions. It has
the power to bring criminal or civil charges against
firms and professionals. It regulates financial

reporting and market disclosure. It also licenses

and monitors financial services firms. And it is in
charge of consumer protection when it comes to the
conduct of financial institutions.

Insurance Companies

The APRA and ASIC also have the same roles,
responsibilities and powers over insurance
companies that they do over deposit-taking
institutions.

Capital Markets
Lastly, within capital markets, the APRA performs

the same functions for retirement funds as it does
for deposit-taking institutions and insurance
companies. Meanwhile, the ASIC performs similar
functions as with deposit-taking and insurance
companies but with a focus on securities markets.
It regulates trading and looks after managed-
investment schemes, hedge funds and market
intermediaries, as well as consumer-protection
issues at they relate to financial products.

UNITED STATES

'The US, in many respects, has improved its
fragmented financial sector regulatory system in
the wake of the 2008 financial crisis. According to
a 2015 IMF report, “The (US) Financial Stability
Oversight Council now provides a useful forum
for coordination; the regulatory perimeter has
expanded; information sharing among agencies
has improved; supervisory stress testing is leading
changes in risk measurement and management;
and new resolution powers have been established.”
However, this IMF report also noted that,

“The regulatory landscape remains fragmented,
resulting in gaps, overlaps and the potential for
delayed responses to emerging risks, and should be
simplified over time.”
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Deposit-taking Institutions

'There are five federal agencies charged with
regulating US deposit-taking institutions (Pan
2009):

*  'The Office of the Comptroller of the Currency

(OCC);

*  The Federal Reserve, including the regional
banks;

*  The Federal Deposit Insurance Corporation
(FDIC);

*  'The Office of Thrift Supervision (OTS); and

e The National Credit Union Administration
(NCUA).

In fact, it may be the case that a particular financial
institution is regulated by one, two or three of these
federal agencies, as well as a state regulator.

'The OCC, although independent, is part of the
US Treasury. It ensures that federal statutes and
regulations are adhered to by all national banks.
Being chartered as national banks also puts these
institutions under the oversight of the Federal
Reserve.

State banks are divided into three types. The
first involves banks that are not chartered under
the OCC but want access to liquidity and payment
facilities operated by the Federal Reserve. Second
are state banks that want membership in the OCC.
In both cases, these banks are regulated by the
Federal Reserve. The third type of state banks are
not OCC members and do not care for access to
Federal Reserve liquidity and payment facilities.
'They are regulated by a state regulator as well as the
FDIC at the federal level.

All deposit-taking institutions, federal or
state, with the exception of credit unions, must
have federal deposit insurance and are therefore
beholden to the FDIC’s rules and regulations. This
structure explains why state banks that do not have
OCC membership or access to Federal Reserve
payments and liquidity facilities have the FDIC as

their regulator.

'The OTS looks after savings and loans
associations, or thrifts, which mostly provide
mortgages. It issues rules that govern the operation
of these thrifts.

Lastly, the NCUA regulates federal credit unions
while providing deposit insurance for both federal
and state credit unions.

There is also a coordination body, the Federal
Financial Institutions Examination Council,
though it has no authority and can only provide
recommendations.

Insurance Companies

Insurance companies differ from deposit-taking
institutions and, as we will see, capital markets, in
that regulation happens mostly at the state level.
State regulators try to prevent insolvency, while
mitigating consumer impacts, should the insolvency
be unavoidable. They are also mandated to look
after consumer-protection issues.

In 2010, the landscape shifted somewhat with
the Dodd-Frank Act. Title V of the Act created
the Federal Insurance Office within the federal
Department of Treasury. This office is charged with
identifying gaps in the state regulatory systems.
Furthermore, as noted in IMF 2015:

The establishment of the Federal Insurance Office
(FIO) has created a mechanism for identifying
national priorities for reform and development.

The extension of the Federal Reserve Board’s
responsibilities to cover consolidated supervision

of insurance groups has strengthened supervision

of the affected groups (now covering around

30 percent of total premium income in the United
States) and promises to empower U.S. regulators

in the negotiation and implementation of new
international standards of insurance regulation. State
regulators have been adjusting to the new regulatory
architecture, at the same time progressing important
reforms such as the solvency modernization
initiative and significantly strengthening group and
international supervision.
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Capital Markets

'The federal Securities and Exchange Commission
has the lead role in regulating the securities
markets. It also enforces US securities law. Many
of the rules it enforces are its own, but they also
enforce rules set by SROs, such as the Financial
Industry Regulation Authority. All states have
securities regulatory agencies that supervise these
activities within their borders.

UNITED KINGDOM

'The UK financial services regulatory system has
evolved over time. Prior to 1997, there were nine
different regulatory bodies. Following the election
of the Labour government that year, the decision
was made to consolidate these different bodies into
one single regulator: the United Kingdom Financial
Services Authority. However, following the global
economic crisis and other related events, the
Financial Services Act 2012 was passed, creating two
new regulators — the Financial Conduct Authority
(FCA) and the Prudential Regulation Authority
(PRA). Together, with the Bank of England —
which is responsible for financial stability — these
three players form the Financial Policy Committee.
Regulation, like Australia, is objective rather than
operations-based.

Deposit-taking Institutions

'The FCA supervises banks with a focus on
customer protection, innovation, competition and
risk mitigation. The FCA also registers new mutual
societies.

'The PRA performs prudential regulation and
supervision of banks and credit unions, while also
setting standards for financial institutions at the

individual firm level. The statutory objective as it
relates to banks is to promote safety and soundness.

Insurance Companies

'The PRA performs the same functions for insurers
as it does for deposit-taking institutions. It has an
additional statutory objective: it must ensure an
appropriate level of policyholder protection. The
FCA also performs conduct-based regulation for
insurers. The PRA and FCA share supervision
“under robust cooperation arrangements (IMF
2016).” Insurance does not appear to be split by
property and casualty and life and health.

Capital Markets

'The FCA also supervises financial advisers, smaller
investment firms (i.e., not investment banks),
asset managers, hedge funds and brokers (Baker
McKenzie 2016). In 2012, new qualifications were
established to become an Independent Financial
Adpviser. They include offering a broad range of
retail investment products and ensuring consumers
receive unbiased and unrestricted quality advice.
'The PRA performs the same prudential
regulation for major investment firms as it does for
deposit-taking institutions and insurance companies.

SWEDEN

Sweden has a single financial regulator, the
Financial Supervisory Authority (FSA) and, like
in the UK and Australia, regulation is objective-
based. The FSA's role is to “authorize, supervise
and monitor all companies operating in Swedish
financial markets.” It was established in 1991
and regulates banking, securities and insurance.

Prior to 1991, there was both a banking (Bank

5 See http://www.fi.se/en/about-fi.
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Inspection Board) and insurance (Private Insurance
Supervisory Service) supervisory body. The merger
of these two bodies led the way to the FSA’s
development.

In Sweden, banks include both banks and credit
institutions. Securities include securities companies,
fund management companies, stock exchanges,
authorized marketplaces and clearing houses.
Insurance includes insurance companies, insurance
brokers and mutual benefit societies.

The FSA assesses health at both the institutional
and system levels. It looks at risk systems in place
and compliance with laws and regulations. It
analyzes whether laws and regulations need to be
changed. On the consumer side, it investigates
compliance with disclosure requirements and other
consumer-protection issues. Interestingly, it also has
a role in consumer education.

NORWAY

A single financial regulator dominates the
Norwegian financial sector. The Financial
Supervisory Authority of Norway “is responsible
for the supervision of banks, finance companies,
mortgage companies, insurance companies,
pension funds, investment firms, securities fund
management and market conduct in the securities
market, stock exchanges and authorized market
places, settlement centres and securities registers,
estate agencies, debt collection agencies, external

accountants and auditors.”®

Norway’s central bank, the Norges Bank,
in addition to its monetary policy duties, has
supervisory and regulatory responsibilities with
respect to the financial system. This includes
clearing and settlement of the payments system. It
also manages Norway’s foreign exchange reserves
and its Government Pension Fund Global.

NETHERLANDS

Prior to 2004, the De Nederlandsche Bank
(DNB), the Dutch central bank, and Pensioen-en
Verzekeringskamer (PVK), the country’s pension
and insurance supervisory authority, were jointly
in charge of prudential regulation, while the
Authority for Financial Markets (AFM) looked
after business-conduct regulation. In 2004, the
Netherlands went the twin-peaks model route,
merging the PVK with the DNB, creating a
single prudential regulator. Meanwhile, the AFM
remained the sole business-conduct regulator (Pan
2009). This arrangement remains true today.

These regulators cover deposit-taking
institutions, insurance companies and the financial
system as a whole. The Financial Supervision Act
essentially governs the entire financial sector.”

6  See https://www.finanstilsynet.no/en/about-finanstilsynet.

7 See https://www.government.nl/topics/financial-sector/supervision-of-the-financial-sector.



