
Embracing
regulatory change

How have new regulatory
requirements increased compliance
costs since the financial crisis?
When you begin to analyse the manner in which
financial institutions have had to respond 
to the swathe of regulatory change unleashed 
in the wake of the crisis, you quickly develop 
an appreciation for the magnitude of the
impact. Firstly, in order to manage the regu -

latory change agenda, firms have had to significantly increase 
the resources they allocate to advocacy efforts, compliance advisory
teams and project execution.

Secondly, the outcome of regulatory reform has required some
fundamental changes to business and operating models – including
ring-fencing (Vickers, Volker, Liikanen), tax reforms (bank levies, 
FTT, FATCA), significantly increased capital and liquidity requirements,
and market infrastructure-related initiatives (EMIR, AIFMD). All of these
measures have undoubtedly increased costs for firms.

Finally, the sheer scale of the fines being levied by regulators today
is a game changer. At the time of Société Générale losing €4.9 billion
(following Jérôme Kerviel’s unauthorised trading activity) it seemed
inconceivable that a bank could face a regulatory sanction dwarfing
that sum – yet four years later, another global bank has been fined
US$8.8 billion (€6.5 billion) by US prosecutors.

The precedent set by such enormous regulatory sanctions requires
firms to increase the amount of capital they hold against opera-
tional risk. Furthermore, firms have also had to increase staffing in
their compliance and risk departments to help mitigate these
increased risks.

Are such paradigm shifts necessarily negative for 
an industry? Might they encourage innovation?
Any substantial challenge creates a huge incentive for innovation, since
the potential rewards are significant. Take Edward Jenner and Louis
Pasteur: two scientists who paved the way to a treatment for infectious
diseases – addressing their existential threat – by developing the

concept of vaccination. Certainly, problems focus people’s minds on
achieving breakthroughs and finding superior means of getting things
done. While current regulatory changes are undoubtedly challenging –
in terms of the practical difficulties and cost of compliance, as well as
the wider impact – the sheer scale of change creates a real opportunity
for us, as an industry, to take a step back and rethink the way we work. 

How might increasing regulatory oversight affect 
the structure of the FX industry?
The level of regulation in the FX market looks set to increase as policy
makers, concerned with systemic risk, turn their magnifying glass away
from more traditional areas of focus. In terms of industry hot topics,
conduct risk is moving towards the top of the list, particularly in light
of the behaviour revealed in recent LIBOR settlements. Higher
regulatory standards and higher costs are bound to drive more
automation, some market consolidation, and cause some firms to exit
the market altogether.

Is the way that the financial industry treats 
retail FX likely to need an overhaul in the light 
of new regulation? 
In terms of treating customers fairly, firms are being held to an
increasingly high standard. Indeed, there are many rational reasons for
suggesting that retail FX should come under greater regulatory
scrutiny; for example, the need to ensure that FX charges are
reasonable, in relation to the costs and risks of providing such services.
Just as budget airlines changed the face of the European airline
industry in the 1990s, it may be that this is the ideal time for new
market entrants and the innovative titans of e-commerce platforms to
intervene and revolutionise the FX market.

Michael Sparks, Senior Risk Manager, Managing Director, BNY Mellon, explains how 
increased regulatory demands have impacted the financial sector and why they may 
be the catalyst for beneficial change.
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