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Dear Guests, Ladies and Gentlemen,

I am pleased to welcome you in Istanbul and here at İsbank for the conference “Key Themes in Risk Management” organized jointly by The Institute of International Finance and Banks Association of Turkey.

In Turkey, a notable part of the agenda for economic and banking reform has been introduced in a very short period of time. Throughout the crisis environment, capital adequacy and erosion in shareholders’ equity have become the most crucial issues in the banking industry. To ensure that banks maintain an adequate amount of capital on a consolidated and unconsolidated basis, against losses which may result from existing and potential risks, Banking Regulation and Supervision Board has quite recently  issued  a regulation on the measurement and assessment of capital adequacy of banks. Effective of July 1, 2002 capital charges for market risks will be included on a consolidated basis when calculating the capital adequacy ratio.

All these regulations are to deal with the crisis and to restructure the banking system. They are constructed on the basis of international regulatory standards included in the recommendations of the Basel Committee on Banking Supervision.

It is encouraging to see the regulatory environment of banking being synchronized   with the internationally accepted standards. And we are crossing our fingers for a well regulated, competitive environment free of all distortions. 

However, I would like to state a few considerations about the pace and density   of reforming under the crisis environment and the time constraints related to   implementation. 

I believe that the specific priorities in any given country or in a group of countries will often differ. Also, depending on the reform undertaken, the time required for implementation will differ considerably. For example, both establishing appropriate capital adequacy requirements and reforming the legal/judicial system are essential to providing the basis for a stable, robust financial system. Legal/judicial reform will often take much longer to achieve than revising capital adequacy requirements, but the long-term importance of such reform implies that work towards accomplishing it should start as soon as possible.

When the capital levels are comprehended, it is claimed that higher capital adequacy ratios could help enhance banks’ soundness and stability in the short run. However, this  may result with some weaknesses in their earning capacities. If this happens, then it may take a long time for banks to regain their competitiveness. This prospect may then undermine their soundness and hence weaken their competitiveness further. This competitive disadvantage could become more serious if financial markets are opened up while the financial sector restructuring is being carried out because international  banks entering the market could afford to maintain their capital adequacy ratios as they are able to manage the quality and risk of their asset portfolios better than domestic banks.

High capital adequacy requirements may also produce perverse effects on macroeconomic policy management. Knowing that economic recovery is imminent and could improve the quality of assets held by commercial banks and hence lessen their burden of holding a large amount of capital, policy-makers may be more inclined to reflate the economy than re-capitalize the banks.

There is no doubt that if a banking system impedes macroeconomic stability, the correction of this weakness probably requiring far-reaching measures, will be inevitable sooner or later. Deferral of needed macro-stabilization will not by itself ease the position of the banks. Therefore, although it would be foolhardy to imply that a general prescription is valid for all cases, the presumption must be that measures necessary for macro-stability should not be deferred , and at the same time the weak banks should be promptly intervened, with whatever liquidity support is needed for the system to offset depositor panics. In this sense, bank rescue policy should normally be subordinate to macro-stabilization of the economy.

It should be recognized that these incremental improvements will be more drastic for some countries/institutions and less drastic for others. 

The general principle is that the complexity and focus of both the supervisory examination and capital requirements should be determined by the complexity,  diversity and perhaps the scale of the economy/organization being examined. This also suggests not only different approaches across nations but also different approaches within nations. 

Thus, a one-size-fits all supervisory and regulatory framework may be inconsistent  with the existing and evolving banking structure.  Banks are just too different, with   different risk profiles, risk controls, strategies and approaches to managing risks to be supervised and regulated by one yardstick. And the forces of volatilities in our environment necessitates an integrated approach in all dimensions of business risks. 

So I believe that the implementation of the supervisory and regulatory framework  for emerging  regions should be somehow differentiated and I am enthusiastic to hear about the capital adequacy discussions related to emerging regions this afternoon. 

Before concluding, as the IIF Board Member from Turkey, I would like to emphasize that the Institute places great importance to Turkey and has been organizing conferences together  with the Banks Association of Turkey to help financial institutions upgrade skills in banking and risk management. So we would like to see more Turkish banks becoming IIF members and actively participating in IIF events which I believe will strengthen their links with the global financial community.

Thank you and please accept my best wishes for a fruitful conference today and workshop tomorrow.
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