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Dear Rob

You may have noticed from media coverage your side of the pond that, since I 
last wrote, the UK has gone through some unchartered waters in selecting a new 
Government, at least based on the previous election. 

I start by mentioning this because, from the UK perspective, the introduction of 
a coalition of Conservatives and Liberal Democrats means that the approach to 
reforming the Regulatory framework in the UK is likely to be a blend of previously 
distinct policy manifestos.

Details are still sparse at the moment, other than confirmation that the Bank 
of England will be given formal powers for macro-prudential supervision while 
the Financial Services Authority retains responsibility for the micro-prudential 
supervision, but subject in future to the oversight of the Bank. At the same time, 
it was announced that a Commission would be established to deliver a report 
within a year on the pros and cons of legally splitting universal banks into retail and 
investment banking operations.

Meanwhile, we continue to struggle to keep up with the myriad of regulatory 
initiatives - Global (G20/Financial Stability Board/Basel Committee), EU-inspired 
(EU Commission and the Committee of European Banking Supervisors) and FSA 
sponsored initiatives.

On how far the G20 consensus can be preserved, we have seen, for example, 
reports that the EU’s new financial services chief wants binding rules on pay and 
does not believe that the President’s proposals to limit the size and investments 
of banks will work in Europe. And the debate on cross-border resolution regimes 
appears to rumble on.
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While the industry accepts that it will be subject to a much tougher regulatory 
regime in terms of higher capital and liquidity requirements, the banks argue 
that the cumulative impact of the proposed new rules could be more damaging 
to the system than currently acknowledged. In particular, they suggest that the 
Quantitative Impact Analysis (QIS) being conducted this year to calibrate the 
plethora of proposed changes may not extend to analysis of the real economy 
effects, for example their impact on GDP growth, employment and access to debt 
and capital finance.

What is readily apparent, however, is that time and tide wait for no man! While 
the processes of QIS and Consultation Papers are still in train, the FSA is already 
in practice. It is setting higher capital requirements, both in terms of quality and 
quantity; applying counter cyclical capital requirements through Pillar 2; and has 
now set out its store in relation to Governance expectations following the Walker 
Review. The new UK liquidity framework is also moving apace, although the new 
requirements for higher liquidity buffers will not begin to be applied until the 
current stressed market conditions ease – so some comfort at least.

Incidentally, two important firsts were achieved here in the last couple of weeks, 
Chelsea won the double; and England won the Twenty 20 cricket – momentous 
times all around!

Look forward to receiving your next letter from America.

Yours truly
Keith
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