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THE CONVERGENCE OF REGULATORY RULES set out by standards setters around the globe suggests that the business world is becoming an
increasingly smaller place. While many accounting and finance professionals
would agree that one set of international standards, like the International
Financial Reporting Standards (IFRS) or Basel II, is, for the most part, a
good thing, others are concerned about the nature of regulatory convergence, the political influence over the process, and whose view, if any, will
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“THE WAY YOU DO BUSINESS IN
THE U.S. IS NOT THE SAME WAY
YOU DO BUSINESS IN FRANCE,
AND THAT DIFFERS FROM THE
WAY YOU DO BUSINESS IN THE
NETHERLANDS.”

mittee on the Tax Treatment of Pensions and Trusts
(1994-1995). From 1991 through 2000, he was directorgeneral for Tax and Customs Policy and Legislation (Ministry of Finance). From 1992 through 2000, he served as
deputy chairman of the Organisation for Economic Cooperation and Development (OECD) Committee on Fiscal Affairs in Paris. In 1995-1996, he was regional
chairman (Europe) in the World Customs Organization
and vice chairman of the World Customs Organization.
He has held various positions at the Directorate-General
for Tax and Customs Policy and Legislation.
RD: In your view, what are some of the regulatory
implications/challenges associated with the merger
between a U.S. exchange and international securities
exchanges?

dominate the standards-setting agenda. Recent merger
activity between U.S. and other international capital
exchanges has fueled this debate. Despite recent
announcements from the Securities & Exchange Commission (SEC) that it has no intention of extending its
regulatory control into countries beyond its borders,
some people have suggested that a merger between a
U.S.-based exchange and Euronext might nonetheless
lead to the adoption of tough Sarbanes-Oxley corporate
governance rules in Europe.
In this exclusive interview, Dirk E. Witteveen, executive
director of De Nederlandsche Bank (the Dutch central
bank) and chairman of the Joint Forum, comments on
the nature of international convergence of governance
and reporting standards as well as critical business issues
for the next two years. The Joint Forum was established
in 1996 under the aegis of the Basel Committee on Banking Supervision (BCBS), the International Organization
of Securities Commissions (IOSCO), and the International Association of Insurance Supervisors (IAIS) to deal
with issues common to the banking, securities, and insurance sectors, including regulation of financial conglomerates. Composed of an equal number of senior bank,
insurance, and securities supervisors representing each
supervisory constituency, it currently is dealing with
some of the most important supervisory issues that arise
from the continuing emergence of financial conglomerates and the blurring of distinctions among the banking,
securities, and insurance sectors.
From January 2001 until November 2004, Witteveen
was chairman of the Pension & Insurance Supervisory
Authority of the Netherlands (Pensioen- & Verzekeringskamer). Prior to this he was chairman of the Com38
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DW: The main issue is that, when it comes to bigger
mergers of the type you refer to, this will have a large
impact on society. It is clear that bringing together two
big institutions that are important in different jurisdictions is always a challenge from a regulatory point of
view. What supervisors [i.e., bank supervisors and international regulators—author’s note] should not do is to
make it impossible. In my view, regulators and supervisors should, in a sense, take a back seat. Their role is to
provide a framework ensuring a degree of security to
society. So my answer would be that if you can’t find a
one-size-fits-all solution, you are bound to end up with a
more complicated patchwork that will require even closer
cooperation between supervisors.
RD: How concerned should EU companies be that
U.S.-style CFO certification will be imminent?
DW: At the moment it’s too early for that. There are

too many differences between the U.S.-based legal system
and the continental European-based legal system. Each
system takes a different approach to society. The way you
do business in the U.S. is not the same way you do business in France, and that differs from the way you do business in the Netherlands. The regulatory community is
well aware that regulations within one jurisdiction cannot
always be easily exported to other jurisdictions. So you
end up having a complex organizational situation with an
intricate patchwork of regulatory issues.
With complex organizations like banks, it is quite possible to survive in a mixed environment. Yet there is quite
a difference between the supervision of the financial sector and financial industry and the aviation industry, for
example. In the aviation industry, you cannot have differ-

ent systems and different rules for airplanes flying over
the ocean every time. You need a single set of rules. In
other words, the regulators have to give full respect to the
needs of industries for an acceptable outcome and
framework.
RD: Do you see that, given its size and uniform business culture, the U.S. could likely dominate on the international regulatory front?
DW: I feel a bit uncomfortable with the tension that is

implied by this line of argument. It defines the situation
in terms of a competition, like the Tour de France or the
World Soccer Cup. But it’s not about who’s going to win
or who’s going to dominate. I think in essence we all realize that in the interest of a stable world economy, you can
never find a solution by imposing your own rules and
throwing out those of others.
RD: Can you describe the current trends toward international regulatory convergence, perhaps drawing upon
the experience and challenges in the financial services
sector? Which are the most predominant influences?
DW: The question is even more important than you
may imagine. One of the big issues of convergence is that
all over the world people are trying to find ways to keep
the regulatory burden within limits, without compromising the quality of supervision. The second big issue is that
of principles-based vs. rules-based supervision. Principlesbased supervision, which emphasizes the underlying aims
and objectives of supervision, has been gaining ground in
recent years. At the same time, there is also a growing
trend toward a risk-based approach to supervision. For
example, the great difference between Basel I and Basel II
is that Basel II is much more risk based.
RD: Generally speaking for Europe, how has the investor

ferences, to the extent that they influence your financial
situation, can be said to be distorting. A fairly simple
example, which, by the way, will be changed by Basel II, is
the reserve requirement. Under Basel I, for a bank to offer
mortgages and keep them on its books, it has been more
costly in terms of capital requirements than for an insurance company providing the same product to its clients.
[The reserve requirement stipulates the amount of funds
that banks must hold in reserve against deposits made by
their customers. The Basel Capital Accord sets international capital adequacy standards. In 1988, the Basel
Committee on Banking Supervision established a method
of related capital assets using a simple system of risk

“IF YOU SEE WHERE WE ARE
TODAY COMPARED TO WHERE
WE WERE FIVE YEARS AGO,
THERE HAS BEEN QUITE AN
AMOUNT OF REGULATORY
CONVERGENCE.”

weights and a minimum capital ratio of 8%. Basel II
requires financial services companies to have a more
complex risk-sensitive framework for the assessment of
regulatory capital.—author’s note]

community responded to regulatory convergence?
DW: Understandably from their point of view, they

would like to have a single set of rules, but different jurisdictions and different societies make different demands.
The debate among the investor community, the business
community, and the regulatory community will continue
for years to come, with good reason. Developments will
be slow and complicated.
RD: What have some of the competition-distorting
impacts been as a result of different regulatory regimes?
DW: There are huge differences between industries like

banks and insurance in different countries. All such dif-

RD: Do you see an eventual “convergence” or unification of the regulatory bodies themselves, given the
nature of conglomerates in the financial services sector,
for example?
DW: In Europe and in Canada we see a trend toward
integrated supervisors. This leads to a degree of convergence in regulation, but one should not overestimate
the speed of this development because it’s a slow and
cumbersome process. In the U.S. you have another
supervisory landscape with statewide insurance supervisors—they have more than 50 of them. Banking
supervision is organized differently in Europe, but even
October 2006
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within Europe we face a multitude of directives and
regulations. We also have to deal with implementing
Basel II. In the meantime, we are trying to implement
new solvency rules for the insurance sector, and then
we’re trying to integrate more detailed conglomerate
issues. If you see where we are today compared to
where we were five years ago, however, there has been
quite an amount of regulatory convergence, and I
expect this will continue because the forces of the market, of course, will require it.

on some of the more pressing and perhaps contentious
issues such as fair market valuation, for example?
DW: In fact, yes. There has been an enormous amount

of discussion, but there’s a limit to resources. The main
bodies cannot continue talking with each other forever.
They have to get work done as well. Looking back, however, the speed of developments is quite remarkable, given
the complexity of the issue.
RD: Do you have any advice for the financial strategists with respect to the anticipation of how regulations

RD: We see the influence of politics in the U.S. on the
development of U.S. GAAP and SEC regulations. Do you
see the same influence emerging in the EU?
DW: It is like a pendulum moving one way, then the
other. I think in history there have always been periods
where the trend was to have more political pressure on
supervision and toward independent institutions. Next,
the pressure ebbs, and the trend shifts toward greater
independence for supervisors. The important thing is
that whether you look at the principles of banking supervision, the Basel Accords, or whether you take IOSCO’s
principles of securities supervision or the IAIS core principles of insurance supervision, they all start from the
same basic concept. That is that supervisors should be
strong and independent. And if these core principles are
observed, there will also be accountability. If political
pressures run too high, threatening that basic concept,
this would be answered by a strong warning from the
IMF [International Monetary Fund] and the World Bank.
Of course it is always a bit of a struggle with independent
authorities. You have to prove every year that you deserve
your independence.
RD: From time to time, we see tensions emerging
among the Financial Accounting Standards Board
(FASB), the SEC, and the Public Company Accounting
Oversight Board (PCAOB). Do you see similar tensions
emerging in the EU with respect to the variety of different regulators?
DW: Again I’m a bit more relaxed on that. I think that
progress without tension is almost impossible. From time
to time there’s a bit of tension and a bit of pressure. It’s
all just part of the game.
RD: Do you see closer links evolving between the standards setters such as the International Accounting Standards Board (IASB) or the European Commission (EC)
and the SEC and Basel to try to coordinate a unified view
40
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will evolve and what they can expect in the next few
years?
DW: I’m afraid that it’s technically impossible to see

that far ahead. The whole landscape is in flux. Developments move two steps forward and one step back in the
general direction of convergence. I think that the international trends at the moment are to try to reduce administrative burdens and to move toward more principlesbased and risk-based approaches to regulation. By their
very nature these trends will lead to regulatory convergence and more common standards.
RD: Do you see any political forces at work at the
moment arising from fundamental differences between
the U.S. business and political climate and those environments in other major capital markets—U.K., EU,
China, and Asia Pacific?
DW: We should not overestimate such differences. They
are quite normal. Politically, it’s not going to be the case
that you wake up one morning and find the regulatory
world has changed overnight. In history, the biggest
abrupt changes have been combined with wars, and that
is clearly what we don’t want. Developments today can be
described more accurately in terms of evolution than in
terms of revolution. In a sense, these developments are
inevitable and inescapable. The interesting thing for me is
not in the differences between countries and their business climates and outlook but in the similarities and how
we can bring them together. ■
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