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ABSTRACT

This paper puts forward an argument for a new international approach to the
regulation of financial systems. The approach is based on both inductive and
deductive reasoning. The Asian crisis which became evident in 1997, with
concomitant contagion effects for vulnerable emerging nations such as Russia and
Brazil, provides a fertile database for the application of a systems theory approach to
the analysis of financial crises. This approach was first developed by the OECD in
response to crises during the eighties (OECD, 1991, 1992 ). Similarly a taxonomy of
regulatory models developed by Currie (1992,1997, 1998) aids in our understanding
of both the problem and solution to coordination of a uniform approach to solving the
regulatory problems associated with globalisation, innovation and deregulation.

The paper is divided into a five part analysis. The first part analyses the structure of
national and international regulatory models governing financial systems. The second
part examines the role of international reparations banks in achievement of the
national and international regulatory goals of stability, safety and structure. The third
section reviews major financial crises 1987-1998 - preconditions and characteristics,
with particular reference to emerging nations. This leads to a discussion of a new
solution to the achievement of national regulatory goals - mega regulators
concentrating on strong prudential measures in an age of liberalisation of protective
measures.This paper concludes by attempting to assess the future of regulation of the
international financial systems - should it be one in which an international mega
regulator or group of regional regulators play a lead role in ensuring the stability of
the international financial system, acting in concert to prevent and alleviate financial
crises.
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Introduction

In response to the recent series of financial crises the IMF has issued proposals for
reform of Asian economies. Underlying these reforms is the complete recognition that
the regulatory model applied to govern national financial markets of weak prudential
supervisory measures and a mixture of strength in protective measures is not the
optimal. This is shown by the concentration in the IMF proposals and in the literature
on increasing the strength of the enforcement mode, compliance audits and sanctions
in the economies of emerging nations (see for instance Caprio, Hunter, Kaufman and
Leipziger, 1998, Part VI). These proposals include an emphasis on reconstructing
international regulatory arrangements by,

* Introducing more effective surveillance of countries and greater transparency;

» Heightening regional surveillance by the IMF and the World Bank, financial
sector reform including improved prudential regulation and supervision, with more
effective structures for orderly workouts, including better bankruptcy laws at the
national level. Sanctions to include widespread publicity of those who fail to make
the grade, with “countries conditioning access to their markets by foreign banks on
a strong home-country supervisory regime” (Hartcher, 1998, p.10);

» Strengthening international financial institutions, including the MF

This plan has been expanded upon further by Robert Rubin, the US Treasury
Secretary to include the establishment of global standards along the lines of the “Core
Principles for Effective Banking Supervision” already established by the Basle
Committee, particularly centred to strengthen national bankruptcy laws, accountancy
standards, disclosure, loan classification and overall corporate governance (BIS, 1996,
1997, 1998).

Policies suggested by the IMF have been criticised for a number of reasons. All these
concerns can be summarised in the effect on confidence. Stiglitz (1997, p.2) maintains
that the macroeconomic fundamentals of the East Asian countries are still very strong
with low inflation, high savings and an impressive skill base, but,
“Confidence has been adversely affected by concerns about the health of the
financial system, and about the substance and perceptions of transparency and
governance”.

Before considering any of these questions it is necessary to analyse the present

2 «Editorial: East Asian shipwreck”, (Financial Times, 16 February, 1998).



structure of national and international regulatory models governing financial systems
to understand whether there is a need for further international regulatory bodies or
whether there are existing bodies which could fulfil these functions given an
expanded charter. Theories of central banking, arguments for laissez-faire banking
and deregulation, and understanding the process of transformation of national markets
into globalised systems is interlinked with the discussion of how and why
international supra financial institutions have evolved.



