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https://www.mckinsey.com/industries/financial-services/our-insights/cent
ral-banking-accountability-a-conversation-with-sir-paul-tucker

B https://link.springer.com/chapter/10.1007/978-3-030-54895-7_10

B https://www.federalreservehistory.org/essays/great-recession-and-its-aft
ermath

B https://www.imf.org/external/pubs/ft/wp/2010/wp1044.pdf

B https://www.fsb.org/work-of-the-fsb/market-and-institutional-resilience
/post-2008-financial-crisis-reforms/ending-too-big-to-fail/global-syste
mically-important-financial-institutions-g-sifis/

B https://www.imf.org/external/pubs/ft/fandd/2018/03/debroeck.htm

B https://blogs.worldbank.org/allaboutfinance/bank-regulation-and-super
vision-decade-after-global-financial-crisis

B https://blogs.imf.org/2021/12/09/global-crypto-regulation-should-be-c
omprehensive-consistent-and-coordinated/
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Course Title

Can Regulations Enhance Global Financial
Stability

Credit Hours 32 (one credit hour is 45 minutes)

Course Objectives

This class will address many challenges
such as:

1.Central banks as the custodians of
financial stability

2.The Great Financial Crisis of 2008 and the
measures taken to regulate finance
3.International sovereign debt and the
risks associated to it

4.Regulating banks and capital markets to
strengthen their stability

5.Financial innovation, cryptos, and fintech:
the need for regulation

Course Description

The last ten years have been the theater of
a number of financial crises that have
affected the financial stability of some
countries, and more globally. They also led
to a series of initiatives from financial
regulators to correct some of the
weaknesses of global finance.

The main challengefacing International
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Banking and Finance is the risk of a major
global debt crisis. Over the past ten years,
following the Global Financial Crisis,
initiatives have been taken by central
banks, governments, and regulators to
correct the dysfunction of the banking
sector. Did they reduce the risks of
worldwide indebtedness soon reaching
$300 trillion?

It is important for students to understand
the role that financial regulation plays in
stabilizing finance. Leaving capital market
and financial institutions to themselves can
result in a level of volatility that affects, not
only the financial world, but also society as

a whole.

Course Background

The last ten years have been the theater of a number of financial crises that
have affected the financial stability of some countries, and more globally. They
also led to a series of initiatives from financial regulators to correct some of
the weaknesses of global finance.

The main challenge facing International Banking and Finance is the risk of a
major global debt crisis. Over the past ten years, following the Global Financial
Crisis, initiatives have been taken by central banks, governments, and
regulators to correct the dysfunction of the banking sector. Did they reduce
the risks of worldwide indebtedness soon reaching $300 trillion?

It is important for students to understand the role that financial regulation
plays in stabilizing finance. Leaving capital market and financial institutions to
themselves can result in a level of volatility that affects, not only the financial
world, but also society as a whole.

Topics
Central banks as the custodians of financial stability

Course description:

In the architecture of global finance, central banks play a critical
Module 1 role. They do so through the instruments of monetary policy,
mostly short term interest rates. In this context, they have been

entrusted with the responsibility to care for financial stability.
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However, to answer to the risks associated to financial crises or
severe situations like the COVID 19 pandemic, they have acted
to make sure that the various measures taken by governments
to cope with this sanitary risks be affordable by the financial
system. This resulted in the purchase of assets (called
quantitative easing) aiming at stimulating employment and
growth. Most of those assets are sovereign bonds. Over the
past ten vyears, the balance sheets of central banks have
increased fivefold, raising the question of their ability to reverse
their monetary policy that was at the origin of the outburst of
inflation throughout the world. Additionally, they often have
been entrusted to act as the regulators of the banking system,
implementing policies aiming at ensuring that banks are able to
face challenges that could threaten their sustainability.

Module 2

The Great Financial Crisis of 2008 and the measures taken to

regulate finance

Course description:

Financial distress at several large financial firms in 2008 played
a prominent role in the 2007-09 financial crisis. Several of these
institutions were not commercial banks and therefore not the
types of institutions to which the Federal Reserve typically
provides support. Nonetheless, the Federal Reserve intervened
to support some of these institutions, motivated by a desire to
avert disorderly failures that could have harmed the US
economy more broadly. Bear Stearns, an investment bank, was
acquired by JPMorgan Chase (JPMC) in the spring of 2008 in a
transaction that was assisted by the Federal Reserve Bank of
New York (FRBNY). Lehman Brothers, an investment bank, filed
for bankruptcy on September 15, 2008. The next day, AlG, a
large insurance and financial services company received
support from the FRBNY. In addition, Citigroup and Bank of
America, which are commercial banking institutions, each
sought specific support programs protecting against losses on
specific asset pools.

To understand the vulnerability of financial institutions , we will
need to look at several issues that became prominent during
that crisis.

» Banks securitized their mortgage and loan portfolios through
various mechanisms that were overrated by rating agencies: the
mortgage crisis exploded those loans.and created a social
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drama

* Mortgage loans were marketed in a way that was misleading
for the average borrower and resulted in a sudden increase of
the mortgage costs and owners being unable to pay their
monthly dues to banks

* Banks had exceeded the limits of capital market risks following
a complacent regulation that allowed them to take those risks
under a deficient regulatory system

Regulators took the bull by the horn and defined new
regulations that led to a stricter set of ratios defined by the
Basel Committee of the Bank for International Settlement.
Those new regulations are known as Basel Ill and are now
gradually applying to banks.

Module 3

Global sovereign debt and the risks of default

Course description:

New sovereign borrowing is expected to reach $10.4 trillion in
2022, almost a third above the average prior to the Covid-19
pandemic, according to a report from S&P Global Ratings. The
aggregate sovereign debt will exceed $71 trillion, against $7
trillion before the Great Financial Crisis. It has to be approached
in a global context. However, the growth of the sovereign debt
has been mostly in the industrialized economies. Emerging
markets, mostly dependent on public financing essentially from
multilateral agencies such as the International Monetary Funds,
have remained relatively less indebted. The most recent
sovereign debt crisis happened in Europe, and in particular the
Eurozone, in Greece, with spillover effects on other countries.
We will particularly be focused on the following questions:

» Sovereign borrowers do not go bankrupt like companies.
However, that does not mean that they can default on their
debt commitments without consequences.

* How does budget deficit provoke an increase of a country’s
debt?

* How is sovereign debt restructured?

* How do public and private debt influence each other?

Module 4

Regulating banks and capital markets to strengthen their

stability
Course description:

There is a structural difference between the regulation of banks

and capital markets. Banks are institutions who intermediate

-10 -
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deposits to make loans in what is called an indirect intermediation.
Both deposits and loans are contained in the balance sheet of
banks whose solidity is critical to trust. They are generally
regulated by central banks. Capital markets put investors and
borrowers directly in contact without transformation of the assets.
It is called direct intermediation that rely on the ability of markets
to create a transparent and robust exchange of assets. It includes
the regulation of capital market products, the capital markets
themselves (particularly stock exchanges), and market participants.
Investors and companies are reacting to the need to address
climate change. Environmental, Social, and Governance (ESG)
investments are growing and challenging them. Several hurdles
and recent scandals are leading to increased pressure on
management and boards and their governance and transparency.
Will this trend continue to grow, and is it there to stay? The S&P
500 increased four times since the financial crisis. Capital Markets
has been a force in the growing inequality between people. It is
particularly striking in developed economies who have been the
origin of a huge equity market correction.

This part will focus on the following items:

* Global banking regulation: the Basel Ill ratios

» Shadow banking developments

» Stock Exchange regulations and activities

» The sovereign bond markets

» The buyback of shares by global banks

» Can banks be bailed-in instead of bailed-out?

 Securitization is one of the ways financial institutions will be able
to offload their assets

» Cross listing of global companies

Financial innovation, cryptos, and central bank digital

currencies: the need for global requlation

Course description:

How will regulation impact the future development new
technologies? The launching of “Libra” that was aiming to
Module 5 become the world virtual currency was a failure, but it is not the
end of attempts to shake the established order. What are the
respective roles of the central banks, securities market
regulators, and derivative regulators in this situation? The
biggest question facing regulators is how to address financial
innovation. One the one side, it is important to improve the
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efficiency of financial institutions and markets. On the other
hand, the world of technology has often been motivated by a
strong desire to avoid current regulations and present a
systemic risk as well as possibility of frauds. Central Banks,
confronted with the attempt of Facebook to create an world
digital currency felt they needed to react and started looking at
the possibility to create a new way to digitally create their
currency, additionally to banknotes who became less attractive
as a means of payment.

This class will address the following issues:

* What are the roles of money

» The sovereign right to issue a currency

* The international foreign exchange markets

* The need to contain the development of alternative assets

* The systemic risks of digital assets

Required Readings
https://www.mckinsey.com/industries/financial-services/our-insights/central -
banking-accountability-a-conversation-with-sir-paul-tucker
https://link.springer.com/chapter/10.1007/978-3-030-54895-7_10
https.//www.federalreservehistory.org/essays/great-recession-and-its-afterm
ath

https://www.imf.org/external/pubs/ft/wp/2010/wp1044.pdf
https://www.fsb.org/work-of-the-fsb/market-and-institutional-resilience/pos
t-2008-financial-crisis-reforms/ending-too-big-to-fail/global-systemically-i
mportant-financial-institutions-g-sifis/
https://www.imf.org/external/pubs/ft/fandd/2018/03/debroeck.htm
https://blogs.worldbank.org/allaboutfinance/bank-regulation-and-supervisio
n-decade-after-global-financial-crisis
https://blogs.imf.org/2021/12/09/global-crypto-regulation-should-be-comp
rehensive-consistent-and-coordinated/

Suggested list of the topics for the final project
1. The ltalian banking crisis
2. The Systemically Important Financial Institutions

3. The sovereign debt of Argentina
4. Regulation of SPACS
5. China Central Bank Digital Currency: the e-Yuan
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https://www.federalreservehistory.org/essays/great-recession-and-its-aftermath
https://www.federalreservehistory.org/essays/great-recession-and-its-aftermath
https://blogs.imf.org/2021/12/09/global-crypto-regulation-should-be-comprehensive-consistent-and-coordinated/
https://blogs.imf.org/2021/12/09/global-crypto-regulation-should-be-comprehensive-consistent-and-coordinated/
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