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G8 and G20 Summitry:  Past, Present , Future 
Early Collaboration 

�  Global coordination progressed well from 1980’s until crisis. 

�  G-5 morphed into the G-7 to produce the Louvre Agreement in 1985. 

�  Combined effort within the G-7 to provide liquidity following the October 1987 stock market meltdown. 

�  Movement to expand international financial collaboration lead to formation of G-20 Finance Ministers 
meetings spearheaded by Finance Minister Martin in 1999. 

�  Mutual recognition of domestic regulation activities was improving. 
¡  MJDS between Canada and U.S. 
¡  Other? 

�  Launch of Euro in 1999 and formation of European union brought European regulatory systems together. 

�  It was a simpler world.  The degree of interconnectedness was still expanding.  The Asian crisis and LTCM 
were the first tests but these were managed as contagion was limited. 
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G8 and G20 Summitry:  Past, Present , Future 
Pressures Building 
 
�  In the  lead up to the 2008 financial crisis, there were concerns about excessive leverage in the banking 

system. 
¡  leverage in Canadian and U.S. commercial banks was capped at 20. 
¡  leverage in Europe was not capped and grew to the mid 20’s and low 30’s with some banks even higher.  

Leverage with U.S. broker dealers also grew to comparable levels. 

�  These concerns were a focus of G-20 Finance Ministers meetings with the G-7 countries driving the 
agenda.  Pressures built during 2008.  Some failures or forced mergers occurred as the pressures reached 
a crescendo in September.  A 5-point plan was developed by the G-20 Finance Ministers in September/
October 2008.  This was a very tense meeting.  The very recent Lehman failure had sent shock waves 
through the system.  The U.S. Treasury forced Goldman Sachs and Morgan Stanley to become banks and 
take $10Bn each of equity capital from the government.  There was a strong feeling that Finance Ministers 
had to do everything they could to avoid any further bank failures. 

�  In response, regulators agreed on some limits through the Basel III Agreement. 
¡  Defaults. 
¡  Basel II (finalized in 2006), which set capital according to risk-weights rather than strict leverage caps,  

was considered to have permitted banks to leverage excessively, so regulators agreed on an 
international Basel III framework, which amended Basel II by increasing the level and quality of capital 
held in banks, particularly for the types of trading activities that drove the crisis.  Basel III also introduced 
– for the first time at an international level - a specific leverage requirement (on-and off-balance sheet 
leverage capped at 33x) as well as strict liquidity requirements. 

 

 

2 



G8 and G20 Summitry:  Past, Present , Future 
The Crisis 
 

�  When the crisis hit in September 2008, many banks were under pressure particularly in the U.S., Europe 
and smaller countries like Iceland. 

�  Banks were now part of the problem and had to be a key part of the solution. 

�  Banks are much more than large and important employers. 
¡  They were critical to the health of the payments system, a central component to a healthy economy. 
¡  Banks were also the main player in transforming passive bank deposits into active loans supporting the 

growth of the economy. 
¡  An unhealthy and unstable banking system threatened the already weak general economy. 

�  We were now in a much more complex and interconnected world than was the case at the time of the 1988 
G-7 Toronto Summit. 

�  All countries were affected.  All had a common interest in the way forward. 
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G8 and G20 Summitry:  Past, Present , Future 
The Leaders Engaged 
 

�  Throughout this period there was growing anger directed against the banks.  “They caused this mess.” 
Banks were the subject of great distrust.  But “we need to do something .” There could be no more failures 
anywhere 

�  Against the backdrop, President Bush elevated the G-20 to the Leaders level and in November called an 
emergency meeting in Washington 

�  The leaders adopted the 5-point plan of their Finance Ministers.  A principle feature of this was the 
commitment of each country to adopt a strong stimulus plan involving both monetary and fiscal measures. 

�  In addition they agreed that no country would introduce protectionist measures 

�  All G-20 countries responded positively.  There was no leakage.  The crisis had forced a strong common 
response. 
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G8 and G20 Summitry:  Past, Present , Future 
Financial Reform 
 

�  There was also agreement to reform the financial system.  The system was more global and highly 
interconnected.  So there had to be a global response.  Dodd-Frank in the U.S., Vickers in the U.K. and 
European measures emanated from this. 

�  Global imbalances continued to be a problem.  So this macro issue also required a global response. 

�  This crisis atmosphere did bring forward some very important sense of common cause but also layed the 
ground work for some fragmentation. 

�  Today the system is safer.  Increased minimum capital buffers are largely in place, although at different 
levels at the discretion of individual countries.  Liquidity levels are vastly improved over those prevailing in 
2008.  There is a central clearing system for deviations.  Bank boards and management have improved risk 
management systems and put in place tighter compliance and operational controls. 

�  Fiscal stimulus programmes helped stabilize the growing economic crisis. 

�  So the architecture in the system was now in place and a solution is within reach today to avoid another 
crisis but….. 
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G8 and G20 Summitry:  Past, Present , Future 
New Challenges  

�  The inter connected response generated by the widespread fear of a complete collapse of the financial 
system began to fragment.  The various major country responses were driven by a developing distrust that 
other countries would not do the job in their reforms.  Political leaders had to respond to domestic 
pressures.  So the individual solutions became largely domestically focused.  Mutual recognition of 
regulatory systems of other countries was breaking down.  Some banks withdrew or scaled back their 
international activities. 

�  The global risk of the crisis was reduced but certainly not eliminated and we were moving to a more 
fragmented financial system globally. 

�  On top of this increase in the regulatory complexity, compliance systems were becoming more complex 
and comprehensive, so much so that there is a risk of the oxygen being sucked out of the system as banks 
and others were forced to meet new broader and more complex compliance requirements. 

�  In addition, there has developed a tendency to focus on the minor aspects of compliance and miss the 
danger signs of the big risk picture.  Too much attention to micro can also be a distraction from building 
strong businesses and engaged client relationships. 
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G8 and G20 Summitry:  Past, Present , Future 
Future G-20 Challenges 

�  Where to from here?  What are the lessons learned? 

�  First, the financial reform must be completed so that banks can understand the rules and manage 
accordingly.  Most of the Dodd-Frank financial rules have been finalized and should be substantially 
complete by the end of 2014 but some of this will slip into 2015. Also, the Volcker Rule restricting 
proprietary trading and bank investments in covered funds was just finalized in December 2013. Enhanced 
prudential standards regulations applicable to the largest bank holding companies will likely be finalized 
soon, but with some key elements still outstanding. 

�  While not a direct G-20 responsibility, the uncertainties and weak economy in Europe are a major concern.  
Fiscal issues, banking union, differing performances of economies and banking systems undermine 
European confidence.  This does affect how the IMF and the G-20 respond. 

�  Major emerging economies each have their own challenges, made more difficult by a weaker global 
economy and continuing uncertainty surrounding U.S. monetary policy 
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G8 and G20 Summitry:  Past, Present , Future 
Developing Challenges 
 
�  Not surprising, each country is focused on the dominant issues of their own with less regard for the broader 

impact.  The system globally is becoming more fragmented and threatens to continue in this direction. 

�  In response, the G-20 might develop a longer range plan, say over 5 years, to highlight areas of 
fragmentation and conflict with a view to developing greater common ground and thus rebuild mutual 
recognition of regulatory systems. 

�  This will take time because of the reduced confidence and lack of trust arising out of the crisis.  The G-20 
dialogue can be a key factor to help develop confidence.  Against this back drop global competitive 
pressure will provide added uncertainty. 

�  G-20 might also play a leading role in pressing members to take action in important areas of reform to 
improve economic performance 
¡  Trade  - linkup NAFTA to the European agreements of U.S./Canada/Mexico 

w  TPP – many G-20 are engaged 
w  The common involvement of 3 NAFTA countries in both of these areas could provide a common link 

to build a critical mass around which to assemble a consensus 
w  Labour reforms .  Greatly needed in Europe 
w  Various cross-border constraints which can impede investment flows 
w  Infrastructure investment 
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G8 and G20 Summitry:  Past, Present , Future 
G20 Economic Governance 
 

�  Governments must work to ensure that the G-20 continues to grow as the most important international 
forum for this type of dialogue.  It has broader interests than the G-7/G-8 arising from its broader 
membership and is best equipped to drive the agenda. 

�  The U.S. and the G-7/G-8 will provide this leadership but the leaders must be part of a broader dialogue 
and listen to the other members’ views.  This is particularly important with the Chinese.  Their strength is 
growing and they must be part of the leadership 

�  The crisis showed us that the policy response had to be broad and include all G-20 countries.  This very 
successful cooperation should not be allowed to wane in more normal periods.  For example, the current 
dialogue on tapering is largely confined to the U.S. although market fallout has affected global markets.  
The decision is still for the U.S. to make but a broader dialogue would be helpful as other countries are 
facing the same decision. 
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G8 and G20 Summitry:  Past, Present , Future 
G20 Economic Governance 
 

�  In face of the recent fragmentation of markets and regulatory systems, it is important to strive for as much 
collaboration and cooperation as possible.  Mutual recognition of regulatory systems has suffered and must 
be rebuilt 

�  All countries need a healthy system that works.  The 2008 – 09 crisis shows us the importance of this.  The 
current difficulties of Europe  are a continuing reminder of the difficulties we can face. 

�  The G-20 has the benefit of being a continuing institution to keep a steady direction towards continuing 
improvement in face of changing governments. 
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