
Developing an International Framework for Long-Term Economic Stability: Analysis of Capital 
Adequacy Requirements and Executive Compensation Following the Global Financial Crisis

Following  the  2009  G20  summits  in  London,  Pittsburgh,  and  St.  Andrews,  some 

significant and overdue changes to the international financial  climate appear to be imminent. 

Foremost among these changes, the summits resulted in an agreement recognizing the necessity 

for stricter capital requirements for the banking industry. The agreement specifically called for 

banks to improve the quantity and the quality of their capital holdings in the hopes of creating a 

more resilient international banking atmosphere.1 While some financial leaders had hoped for 

even stricter banking regulations, the ultimate increase in capital requirements will nonetheless 

be a serious step in the right direction as several leading economies strive for a safer, stronger 

global financial landscape in the wake of the recent global financial crisis. 

In  addition  to  the  new capital  banking  requirements,  leaders  at  the  G20  agreed  that 

executive compensation packages should be based – at  least  to some degree – on long-term 

performance, which signifies a marked deviation from previous corporate practices.2 This comes 

in the wake of heightened awareness of outlandishly disproportionate compensation packages for 

many top executives, some of whom have headed institutions that fared poorly or even played a 

substantial role in bringing about the global recession. While the G20 agreement fell short of 

setting a specific limit on bonuses for top executives, it did outline that payments should be at 

least partially deferred over time, should not be guaranteed for lengthy periods of time, and – 

1 The Pittsburgh Summit: Key Accomplishment, available at  
http://www.pittsburghsummit.gov/resources/129665.htm.
2 Obama hails ‘tough regulations’, BBC News, Sept. 26, 2009, available at 
http://news.bbc.co.uk/2/hi/business/8274046.stm.



most importantly – should not constitute more than a certain portion of banks’ overall revenue.3 

Although it will only apply to a small portion of employees at a handful of financial institutions, 

at  least  at  its  outset,  this  nonetheless  appears to  be a substantial  first  step toward reining in 

current business practices, which many view as irresponsible and even dangerous. 

Several questions arise in response to these developments, many of which center around 

their application and potential impact at the domestic level. To start, issues abound as to how 

exactly these changes will be implemented across the board. How will the new regulations be put 

into practice by so many diverse, sovereign entities in a way that serves to standardize financial 

systems  without  putting  any  nation  or  group  of  nations  at  a  competitive  disadvantage? 

Simultaneously,  how should preexisting domestic regulations impact international regulations, 

and should these domestic rules be taken into account when creating or refining new policy at the 

international level? 

With major changes on the horizon, there are also questions as to the enforceability of 

these  regulations.  In  conjunction  with  increasingly-globalized  policy  decisions,  the  issue  of 

enforceability  has  emerged  as  critical  to  the  latest  changes  to  the  international  financial 

landscape. In fact, the regulations agreed upon by G20 leaders are almost a blessing in disguise: 

in many ways, they have helped bring about the perfect prism through which to address these 

issues. For instance, can a state be held liable, in the international legal arena, if it fails to adhere 

to specific policies or regulations? If so, through what mechanism(s) might these regulations be 

enforced?
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Finally,  in  the  aftermath  of  the  most  recent  global  financial  crisis, what  are  the 

implications  for  countries  experiencing  or  recovering  from financial  crises?  For  many  such 

nations,  one  of  the  most  important  factors  for  recovery  is  the  strength  of  their  respective 

domestic  currency.  In  a  strictly  international  sense,  some currencies  have  more  far-reaching 

implications than just the domestic economic and financial forecast. The U.S. dollar is one of the 

prime examples, as the world’s dependence upon the dollar as a global reserve currency means 

its strength has implications far beyond just the domestic sphere.4 Accordingly, several global 

leaders and policymakers have voiced their support for a stronger dollar, understanding that their 

own domestic financial prospects heavily rely upon the strength of the U.S. currency.5 

Although these are just a few of the main issues presented in the wake of the global 

financial  crisis,  they  provide  the  proper  framework  through  which  we  may  examine  the 

international  economic  order.  The  creation  and  installation  of  institutional  guidelines  for 

economic stability was an important issue even before the financial crisis. Now, more than ever, 

it is clear that such policy decisions are vital to the international recovery effort. Furthermore, by 

addressing these issues it is possible that similar financial crises could be averted, and future 

banking problems might not have the ability to cause such catastrophic results.

I. The Global Financial Crisis: Causes and Effects

4 Mark Gongloff, Who Wins if Dollar Loses?, Wall St. J., Sept. 22, 2009, at A25.
5 Katie Martin, Dollar Decline Draw International Protest, Wall St. J., Oct. 21, 2009, available at 
http://online.wsj.com/article/SB125615046724799501.html.



In February of 2007, one of the first signs of what would quickly snowball into a global 

recession appeared when British financial firm HSBC warned of impending subprime losses.6 

Less  than  two months  later,  New Century Financial  –  an American  investment  firm tied  to 

subprime mortgages – filed for Chapter 11 bankruptcy.7 By August, the recession had escalated 

to a full-scale financial crisis when credit markets essentially froze.8 

Finally, on April 2, 2009, the G20 held the first of its three economic summits in 2009.9 

The London summit set the stage for world leaders to discuss the serious issues the world now 

faces. Ironically, the summit kicked off exactly two years to the day after New Century Financial 

went bankrupt.

The ultimate effects of the financial  crisis are still  not completely known, but the big 

picture has started to crystallize as economies slowly move closer to recovery. Principal among 

the immediate results of the financial crisis is a marked shift in the overall levels of influence 

amongst the world’s largest economies. Underscoring this point is the fact that many experts, 

including the president of the World Bank, have acknowledged that the global financial crisis has 

resulted in a significant decrease in U.S. economic power.10 In 2009 alone, there had already 

been a staggering 120 U.S. bank failures as of Nov. 9,11 and it has been estimated that the total 

6 US Housing Slowdown Knocks HSBC, BBC News, Feb. 8, 2007, available at 
http://news.bbc.co.uk/2/hi/business/6341205.stm.
7 Top US Lender in Chapter 11 Move, BBC News, Apr. 2, 2007, available at 
http://news.bbc.co.uk/2/hi/business/6519051.stm. 
8 ECB Moves to Help Banking Sector, BBC News, Aug. 9, 2007, available at 
http://news.bbc.co.uk/2/hi/business/6938425.stm.
9 G20 Leaders Seal $1tn Global Deal, BBC News, Apr. 2, 2009, available at 
http://news.bbc.co.uk/2/hi/business/7979483.stm. 
10 US economic power ‘is declining’, BBC News, Oct. 4, 2009, available at 
http://news.bbc.co.uk/2/hi/business/8289302.stm.

11 Bank Failures Reach 120 For 2009 As Five More Banks Fail Last Friday, MyBankTracker, Nov. 9, 2009, 
available at http://www.mybanktracker.com/bank-news/2009/11/09/bank-failures-reach-120-for-2009-as-five-more-
banks-fail-last-friday.



number of U.S. bank failures could reach more than 1000 by the time the financial  crisis is 

over.12

The global financial crisis evolved as the result of several factors. Many of these factors 

were interconnected, signifying the dangerous downside of a contemporary financial atmosphere 

in which business dealings are lightning fast and transaction fees continue to become cheaper. 

This increasing fragility and interdependence certainly has its benefits, but we are now forced to 

analyze the negative realities of such a system. By addressing some of these disadvantages, it is 

possible  to  develop  a  framework  for  the  international  financial  system  that  might  serve  to 

engender the increased level of economic growth and stability sought by world leaders.

II. Capital Requirements

Foremost among the G20’s recent focus has been a push for greater capital requirements 

among  banking institutions.  This  is  emblematic  of  the  global  reaction  to  numerous  banking 

practices that played a large role in the “credit crunch” of 2007, which precipitated the more 

extensive global financial crisis.13 At the Pittsburgh summit, world leaders made real progress by 

agreeing to increase the capital levels held by banks and other financial institutions, as well as 

agreeing to improve the quality of these capital holdings.14 While larger banks are certainly under 

the greatest  level  of  scrutiny,  the proposed  increases  in  capital  banking  requirements  would 

12 Daniel Pruzin, Group Warns U.S. Bank Failures Could Top 1,000 Before End of Crisis, 93 Banking Rep. (BNA) 
No. 18, at 981 (Nov. 17, 2009).
13 ECB Moves to Help Banking Sector. 
14 The Pittsburgh Summit: Key Accomplishments.



ideally apply regardless of a bank’s size and scope. This is important because of the aggregate 

effect of such a measure, in addition to the further policy implications in the long-term. 

A recent survey of operational risk found that U.S. banks suffered worse losses in 2008 

than those of any other nation surveyed.15 This is not surprising, considering that it has already 

been established that suspect U.S. banking practices were at least partly to blame for the credit 

problems that precipitated the global recession. What it does shed light on, however, is the fact 

that risky banking operations are now at a level where built-in safeguards could not mitigate the 

catastrophic losses against  which they were meant to protect.  In particular,  the credit  crunch 

revealed  how  banks’  capital  holdings  requirements  are  often  insufficient  as  a  prophylactic 

against systemic risks.

Capital requirements are the most important regulatory means through which safety in 

banking can be established. These requirements serve various functions, all of which relate to the 

end goal of fostering a healthy and sound banking industry. First and foremost, capital adequacy 

levels serve as a buffer against bank losses by providing a cushion banks can rely on in times of 

financial  uncertainty.16 This  makes  sense  since  even  the  most  solvent  financial  institutions 

experience  periodic  fluctuations  in  performance.  Capital  holdings  allow  banks  to  continue 

operating in the face of unforeseen problems.

Simultaneously,  capital  set-asides  protect  creditors  and  bank  customers,  ultimately 

serving to maintain an ideal level of confidence in the financial sector. In the event of a bank 

15 Daniel Pruzin, U.S. Shows Largest Bank Losses in Basel Survey of Operational Risk, 93 Banking Rep. (BNA) No. 
5, at 218 (Aug. 4, 2009).
16 Daniel K. Tarullo, Banking on Basel: The Future of International Financial Regulation 16-17 (2008).



failure,  creditors  are  protected  to  some degree  by the bank’s  capital  holdings.17 While  some 

financial  losses  will  not  be  recouped  by  creditors,  capital  set-asides  provide  significant 

confidence  to  counteract  the  inherent  risks  assumed  by investors  engaging  in  any  financial 

transaction. Accordingly, stronger levels of capital fortify banks not only by providing a buffer 

against potential losses, but also by enhancing creditor confidence in an institution and rendering 

the bank more attractive to potential investors.

Finally,  capital  adequacy  requirements  seem  to  discourage  banks  from  engaging  in 

excessively risky practices. This point has been argued from both sides, with critics making the 

case that capital holdings actually give banks extra leeway to take risks. While such an argument 

appears superficially legitimate in terms of the previously-mentioned buffer against bank losses 

provided by capital  set-asides,  it  neglects  to take into account  the reality of bank managers’ 

behaviors. The incentive to engage in dangerous risk-taking actually increases when a banking 

institution performs poorly and approaches insolvency.18 In other words,  bank managers  will 

consider riskier investment options if their backs are against the wall. Conversely, a healthier 

bank has very little incentive to engage in such practices. Along these lines, capital requirements 

relieve banks from the immediate pressure of finding a way out of a financial hole, allowing 

managers  to  consider  safer  investments  rather  than  seeking  riskier  options  in  the  hopes  of 

somehow getting back on their feet by “hitting a long shot.”

In the discussion of capital holdings, it is important not to confuse the idea of minimum 

requirements  with  ideally  optimal  capital  levels.19 Banks  are  certainly  free  to  amass  capital 

17 Id.
18 Id.
19 Tarullo, 27.



holdings in excess of the required amount. They cannot, however, allow capital levels to fall 

below what is mandated by domestic regulations. Much like the previously-discussed reasons 

why capital holdings serve the interests of affected private parties, governments have an inherent 

stake  in  ensuring  that  their  financial  industries  are  healthy  and  operating  under  a  sound 

framework.  Through  the  implementation  and  enforcement  of  nationwide  capital  standards, 

governments can boost the banking sector by decreasing the risk that banks will fail. By taking 

such  measures,  regulators  can  strike  a  balance  between  the  societal  costs of  potential  bank 

failures and the financial costs associated with increased capital holdings.20

A. Regulating Capital Effectively on the International Scale

The Basel Committee on Banking Supervision was established in 1974, and has been 

among  the  most  influential  institutions  in  the  progression  toward  globally-recognized  credit 

standards. While the subsequent Basel Accords lack a binding enforcement mechanism,21 they 

nonetheless serve as an excellent example of an effective regulatory scheme aimed at prescribing 

and  coordinating  sound  banking  policy  among  member-states.  The  Basel  Committee  sets 

guidelines and provides recommendations for banking practices  and supervisory standards in 

anticipation  that  nations  will  work  to  implement  these  measures  domestically.22 Broadly 

speaking, the Committee’s aim is to bring about common banking practices and increasingly-

standardized  approaches  to  banking  policies.  More  specifically,  the  Basel  Accords  set  firm 

20 Id.
21 Bank for International Settlements, History of the Basel Committee and its Membership, available at  
http://www.bis.org/bcbs/history.htm.
22 Bank for International Settlements, About the Basel Committee, available at http://www.bis.org/bcbs/index.htm.



guidelines for capital requirements. Among other measures, the Accords require that capital set-

asides meet a specific threshold in order to regulate operational risk.23 They mandate minimum 

capital requirements, ensuring that banks’ capital levels are equal to at least 8% of their total 

holdings.24 

As noted earlier,  it  is  important  to  distinguish between  minimum and  optimal capital 

levels. The standards stipulated by the Basel Committee have been implemented nationally by 

each and every member-state.25 This does not imply that the financial institutions being regulated 

should  be  assumed  to  be  operating  at  optimal  level.  Instead,  it  merely  provides  the  global 

banking community assurance that these institutions  possess at  least  enough capital  to avoid 

falling below the 8% holding threshold. 

While  there  is  no  official  enforcement  mechanism,  nations  adhere  to  the  Basel 

recommendations for two primary reasons. The first reason is that the potential global backlash 

against a non-adherent party would be catastrophic from an economic and political standpoint, to 

the point that any possible benefits of non-compliance would pale in comparison to the negative 

externalities that would surely ensue. Accordingly,  rational actors understand that this means 

there is essentially no incentive whatsoever for a government to buck the system. The second 

reason is a very basic, practical argument: the minimum capital requirements outlined by Basel 

serve  to  further  domestic  interests.  In  addition  to  the  global  advantages  of  widespread 

compliance, individual nations concurrently stand to benefit from the increased assurance against 

domestic bank failures provided by stronger capital levels. 

23 Tarullo, 9.
24 Id., 142.
25Hal S. Scott, International Finance: Law and Regulation 281-283 (2008).



The U.S. financial regulatory scheme is a good example of both of these reasons, even 

despite  the  fact  that  capital  holdings  proved  inadequate  for  several  banks  in  the  period 

immediately leading up to the global recession. In the 1983 International Lending Supervision 

Act, Congress mandated that the Federal Reserve and the Treasury Department work toward 

strengthening the “capital  bases of banking institutions” in order to foster a healthy financial 

sector while  simultaneously recognizing the benefits  of global cooperation.26 In its  efforts to 

respect this goal, the U.S. government now actually requires capital holdings of 10% rather than 

the 8% minimum instructed by Basel.27 In many cases, even this proved to be an insufficient 

capital  level  to  guarantee  bank  solvency.  Nonetheless,  the  fact  that  the  U.S.  regulatory 

framework calls for capital holdings in excess of those prescribed by Basel is important, as it 

signifies the reality that nearly all governments similarly recognize that increased capital levels 

are a stand-alone benefit for financial solvency. 

By  somewhat  leveling  the  playing  field  among  major  economies,  standardizing  the 

regulatory  framework  for  the  banking  industry  also  provides  another  enormous  benefit.  It 

essentially serves to consolidate the metaphorical playing field into a much larger, yet ultimately 

simpler, field. Since the end of World War II, nearly all major economies have experienced a 

steady rise in the pervasiveness of multinational banking.28 In fact, the current reality is that the 

vast majority of banks from leading economic nations have a substantial presence within the 

borders of the other major nations.29 These financial institutions are quite often held to varying 

standards depending upon the respective realms in which they operate. Accordingly,  ensuring 

26 Tarullo, 46.
27 Id., 142.
28 James W. Dean and Herbert G. Grubel, Regulatory Issues and the Theory of Multinational Banking, in Regulation 
of American Business and Industry 405 (1979).
29 Id.



that these banks meet at least the minimum capital requirements ultimately serves the interests of 

all  parties  involved  by  providing  domestic  governments  with  a  great  deal  of  confidence 

regarding any and all transnational banking operations within their borders. 

Along these  lines,  many leaders  have called  for  the  Basel  Committee  to  increase  its 

capital requirements. Swiss banking officials, for example, have sought to double Basel’s capital 

requirements  from 8% to  16%.30 This  makes  sense  in  the  increasingly  globalized  world  of 

financial  policy.  While  an individual  government  has  the  ability  to  improve  its  own banks’ 

capital  holdings regulations,  it  has little  control over outside banking institutions  even when 

those banks operate within their borders. Although the Basel Committee announced in July it 

would implement new standards regarding how banks determine their level of capital holdings,31 

this will merely apply to the current capital requirements without addressing the actual reasons 

for dangerous banking insufficiencies.  Ensuring that banking practices fall  in line with Basel 

requirements is no doubt an important piece of the puzzle, but it fails to solve the problem of 

banks that meet such conditions yet remain far below more optimal capital levels.

B. Recognizing the Benefits of Widespread Regulatory Cooperation

Even though international capital standards seem to be the ideal way to strengthen the 

level of minimum requirements, many domestic policymakers have nonetheless taken steps to do 

so absent global policy objectives. For instance, Switzerland’s two largest banking institutions 

30 Daniel Pruzin, Swiss Central Bank Official Calls for Doubling of Basel II Minimum Capital Requirements, 93 
Banking Rep. (BNA) No. 18, at 987 (Nov. 17, 2009).
31 Daniel Pruzin, Basel Committee Announces Changes to Supervisory Pillar of Capital Accord, 93 Banking Rep. 
(BNA) No. 2, at 51 (July 14, 2009).



will increase their capital ratio to 15% by 2013.32 While Swiss officials would prefer that Basel 

requirements reach a similar level as well, their proactive measures exemplify their desire to seek 

a healthier  institutional  framework regardless.  Financial  experts  in  the U.S.,  such as Federal 

Reserve  Bank  of  New  York  President  William  C.  Dudley33 and  former  Federal  Reserve 

Chairman Alan Greenspan34, have called for similar domestic measures in order to improve the 

national banking industry and hopefully prevent a repeat of the current financial crisis.

This is representative of the greater message at hand, which is that individual regulatory 

frameworks must be on the same page in order to curb the current financial instability that has 

become prevalent  despite  well-intentioned efforts  to  coordinate  these policies.  As the global 

financial crisis unfortunately illustrated, the coordination of financial policies according to the 

Basel  framework  has  fallen  short  in  restraining  the  widespread  disparities  among  major 

economies  and banking institutions.  This  has  something  to  do with the vast  differences  that 

persist from nation to nation. As Federal Deposit Insurance Corporation Chairman Sheila Bair 

explained,  banks  continue  to  “operate  under  national  laws that  focus  on domestic  concerns” 

despite the fact that massive financial institutions typically operate on an essentially multilateral 

level.35  Accordingly, international cooperation is tantamount to a strengthened economic order. 

Cooperation  must  reach  beyond  mere  adherence  to  minimum  capital  standards,  and  should 

instead  seek  to  homogenize  actual  capital  levels  in  order  to  normalize  what  is  expected  of 

banking institutions regardless of their sphere of operations. 

32 Swiss Central Bank Official Calls for Doubling of Basel II Minimum Capital Requirements.
33 Stephen Joyce, Dudley Says Regulators Should Contemplate Several Rule Changes to Boost Bank Capital, 93 
Banking Rep. (BNA) No. 14, at 727 (Oct. 20, 2009).
34 Aaron Lorenzo, Greenspan Calls for Higher Capital Levels at Banks to Guard Against Crisis Repeat, 93 Banking 
Rep. (BNA) No. 14, at 727 (Oct. 20, 2009).
35 Thecla Fabian, International Cooperation Becoming Crucial in Unwinding Failed Large Banks, Bair Says, 93 
Banking Rep. (BNA) No. 18, at 955 (Nov. 17, 2009).



As much as the U.S. has progressed toward a similar frame of mind as most European 

financial  regulators,  this  was  not  the  case  until  quite  recently.  In  fact,  until  2007 a  serious 

dichotomy existed  between the  U.S.  and Europe  regarding  the  scope  of  the  Basel  Accords’ 

capital requirements. While European regulators applied the minimum requirements to virtually 

every  banking  institution,  American  regulators  took  a  completely  different  approach  by 

implementing the standards to only the largest and most sophisticated banks.36 This might be 

viewed within the context of forming a partial basis for understanding exactly why the global 

financial  crisis  seems  to  have  originated  from U.S.  institutions  and  their  banking  practices. 

However,  the  more  important  issue  here  is  that  governments  –  even  those  seemingly  in 

adherence to international regulatory policies – often continue to operate under very different 

frameworks  of  financial  governance.  Unless  this  problem  can  be  effectively  addressed, 

discrepancies will likely remain from nation to nation.

Even though some critics of international financial regulation might argue that increased 

regulation could harm a free-market system, the likely result would be quite the contrary. In a 

way,  globally-standardized  financial  regulation  could  help  bring  about  fewer  barriers  to 

multinational banking operations. With more uniform regulatory standards among these banks’ 

realms of operation,  the financial  atmosphere would allow for the “invisible hand” theory to 

really  work  its  magic.  Providing  for  a  more  level  playing  field  would  offer  much  greater 

opportunities for sounder banking practices to prevail in the sense that many previous economic 

barriers  would  be  erased,  consequently  increasing  banks’  ability  to  set  up  new branches  or 

subsidiaries in regions that were previously less financially attractive. As a result, competition 

36 Scott, 281.



would only increase among banks with disparate bases of operation, effectively removing certain 

competitive advantages upon which several institutions relied in the past. While this might at 

first put some bank branches in a worse situation than in the past, it would ultimately lead to a 

financial setup in which success is determined by the relative strength of their banking practices. 

Furthermore, greater uniformity of banking policies – especially capital requirements – 

would serve the more  immediate  goals  of the international  economic  system by making the 

financial  recovery  less  constrained  by institutional  flaws.  Banking  crises,  such  as  those  that 

catalyzed the global recession in 2007, are largely influenced by (1) how quickly a financial 

system’s parameters can be changed, and (2) the extent to which the government utilizes banking 

policies  in  order  to  achieve  specific  outcomes.37 Placing  a  greater  share  of  the  regulatory 

responsibility on international regulators can therefore assist in averting future crises and, to a 

lesser extent, ameliorating issues that have proven problematic in the immediate recovery from 

the current global financial crisis. In other words, there could be major advantages if domestic 

governments  decided  to  take  a  minor  hit  to  their  sovereign  ability  to  create  and implement 

financial  policies  in  favor  of  affording  more  discretion  to  international  regulatory  bodies. 

Widespread cooperation in the partial  subordination of national  interests  to global  regulators 

would mean that banks would not suffer from such rapid fluctuations, and it would also bring 

about more forward-thinking domestic policies that benefit economic order instead of bringing 

about  specific  governmental  objectives.  Concerns about  such a  system certainly carry merit, 

particularly in regard to individual sovereignty. However, these concerns seem almost negligible 

37 Andreas Busch, Banking Regulation and Globalization, 218 (Oxford University Press, 2009).



in contrast to the potential benefits of stamping out some of the most widespread problems that 

will otherwise contribute to future banking crises.

III. Limits on Executive Compensation

A. Increased Recognition of Dangerous Compensation Arrangements

In addition  to  the impending improvements  to  banks’  capital  requirements,  executive 

compensation practices are increasingly being scrutinized. In the U.S., executive pay is typically 

viewed in a somewhat bifurcated manner. On one hand, strong levels of compensation for top 

employees  are often viewed (especially in the vein of classic American ideals)  as a form of 

recognition for those who have worked hard and achieved impressive success. At the same time, 

however, it  is increasingly being acknowledged that a major disconnect has evolved between 

compensation and actual performance, in addition to massive increases in the level of executive 

pay  as  a  percentage  of  firms’  employment  payouts  and  overall  value.  Several  experts  on 

executive  payment  in  the  U.S.  point  out  that  unsound  compensation  packages  have  been 

“widespread, persistent, and systemic” for years, dating back to long before any of the events 

that contributed to the recent global financial crisis.38

On Oct. 22, the Federal Reserve and the U.S. Treasury Department announced new rules 

to modify and restrict the pay structure of thousands of financial and banking institutions.39 As 

might  be expected with most government-designed regulations in the U.S. today,  these rules 

38 Lucian A. Bebchuk and Jesse M. Fried, Pay Without Performance: Overview of the Issues, Journal of Applied 
Corporate Finance, Vol. 17, No. 4, 9 (2005). 
39 Alistair MacDonald, US Isn’t Only Nation to Impose Restrictions, Wall St. J., Oct. 23, 2009, at A2.



were met with criticism from some groups. One of the most salient points of critique is the idea 

that such measures might actually backfire by essentially disincentivizing talented executives, 

ultimately leading them to take their services abroad in search of more lucrative compensation 

packages.40 Such a forward-thinking argument is indeed quite compelling, especially considering 

the  potential  loss  of  revenue  many  executives  could  face  due  to  the  government’s  new 

regulations. However, this line of reasoning only takes into account the implications of the U.S. 

government’s actions. While the details of these executive pay regulations are hammered out and 

fine-tuned,  what would be the result  if  other  governments  across the globe were to institute 

similar measures? 

At the G20’s Pittsburgh summit, French President Nicolas Sarkozy was among the most 

vocal  advocates  of  finding  ways  to  cap  bonuses.  French banking institutions  – in  line  with 

regulations  implemented  by Sarkozy in August – will  be required to  provide bonuses based 

solely on long-term profitability and performance, in addition to limiting guaranteed bonuses to 

one year and prescribing that these payments be deferred over three years.41 However, despite 

calling for domestic  curbs on executive compensation,  Sarkozy has shied away from further 

unilateral  measures  that  might  potentially  serve  to  put  French  banking  institutions  at  an 

immediate disadvantage in the international financial arena.42 This comes at a time when even 

the  head  of  BusinessEurope,  which  is  Europe’s  employers’  association,  has  conceded  that 

corporate  bonus  practices  require  serious  changes  in  order  to  improve  the  financial  sector, 

although he nevertheless opposes mandatory bonus limits.43 Even the most outspoken leaders 

40 Id.
41 Scheherazade Daneshku and Ben Hall, France rejects unilateral bonus cap, Fin. Times, Sept. 7, 2009, available 
at http://www.ft.com/cms/s/0/b03994fc-9bdb-11de-b214-00144feabdc0.html.
42 Id.
43 Id.



must  make  sure not  to  be too  hasty or  forward-looking  with  such  measures  because  of  the 

significant  damage  that  could  result  from  too  much  of  a  delay  in  other  world  economies 

following suit.

A  related  argument  is  the  equally-problematic  possibility  that  regulating  executive 

compensation packages could cause affected employees at newly-regulated financial institutions 

to decide to seek domestic positions in less-regulated industries, such as hedge funds or offshore 

institutions.44 With  potentially  staggered  timelines  for  implementing  new  rules  regarding 

executive  compensation,  leaders  are  reluctant  to  enact  swift  legislation  because  of  the 

detrimental effects that may arise in the immediate aftermath of such measures. This will likely 

remain a troubling prospect as long as potentially-lucrative positions remain available within 

unregulated  or  poorly-regulated  sectors.  However,  there  are  at  least  a  couple  of  possible 

solutions to the problem at hand. 

While it  is true that certain executives might choose to search for employment  solely 

within industries that remain outside the regulatory radar, the simplest  solution would be for 

financial  leaders  and  policymakers  to  do  their  best  to  make  sure  that  jobs  within  regulated 

industries are as attractive as possible in comparison to less-regulated firms. Even if there were 

still  net  benefits  to be reaped from entering unregulated financial  sectors, narrowing the gap 

would lead a large number of individuals to opt for the safety of a government-backed firm in 

order to avoid the risks associated with unregulated or poorly-regulated institutions. 

In fact, the risk of compensation reductions has already proven to be much less of a threat 

to employee retention than many imagined it would be. At Citigroup, for example, some top-

44 Jon Hilsenrath, Plan Aims to Curb Dangerous Risks, Wall St. J., Oct. 23, 2009, at A4. 



level executives recently left the firm.45 Interestingly enough, these individuals explicitly stated 

that dissatisfaction with their compensation packages had nothing to do with their reasons for 

departing.46 Still,  there  has been vocal concern among officials  at  Bank of America,  as they 

continue  to  worry  that  they  could  face  difficulties  in  recruiting  employees  for  their  global 

banking  and  markets  sector.47 If  domestic  regulators  work  toward  keeping  these  financial 

institutions attractive for employees, there is a good chance that Bank of America and similar 

firms will not face anywhere near the recruiting and retaining deficits they currently envision.

Similarly,  another  prospective  answer  exists  within  the  overall  scope of  government-

regulated financial institutions. Financial regulations could ideally apply to any firm that might 

be  classified,  even  tangentially,  as  being  domestic.  Realistically,  in  most  cases  complete 

regulation is neither feasible nor necessarily desired. However, this does not mean that more 

widespread regulation should be discouraged or shied away from. In fact,  quite the opposite 

holds true. As financial regulation typically follows a top-down trajectory, the largest and most 

conspicuous firms will fall under its initial grasp and there will be more of an incentive for other 

sectors to voluntarily follow suit, in order to reap the benefits of being categorized alongside 

more  successful  industries.  In  a  financial  structure  that  rewards  playing  by  the  rules  and 

operating transparently, this could have a snowball effect that ultimately leads to the inclusion of 

a vast majority of industries that would otherwise escape regulation.

An ideal regulatory scheme would incorporate both ideas, so as to pull as many sectors of 

the financial world as possible into the realm of regulation while simultaneously allowing jobs 

45 Aaron Lucchetti, David Enrich and Joann S. Lublin, Fed Hits Banks With Sweeping Pay Limits, Wall St. J., Oct. 
23, 2009, at A1.
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within  these  industries  to  remain  attractive  enough  to  entice  and  retain  highly-talented 

employees.  Although it is unrealistic to believe that any governmental  policy can completely 

abolish institutional flaws inherent in a free market, controlling these flaws is both achievable 

and desirable. By somewhat limiting the ability of boards to “ratchet” up compensation in order 

to pay executives a great deal  more than competing firms could,  domestic  policies  have the 

potential to relieve the corporate world of one of its most widespread problems.48 Along these 

lines, regulators should not shy away from such policy objectives simply because of political or 

nationalistic concerns.

As opposed to  the historically  achievable  practice  of setting  global  capital  standards, 

international regulation of corporate payments faces a number of hurdles. The benefits associated 

with the financial security of setting healthy capital standards are well-established and serve both 

public  and  private  interests.  Corporate  compensation  guidelines,  on  the  other  hand,  are  not 

always  recognized  as  serving  these  goals,  which  only  makes  it  more  difficult  to  broadly 

implement such guidelines. Nonetheless, governmental policies aimed at bringing about changes 

to  the  corporate  world  are  increasingly  being  considered,  and  successful  examples  of  their 

application will only make it more acceptable if they are able to show that there is much to be 

gained from reining in profligate corporate practices. 

B. Tying Corporate Compensation Practices to Long-Term Performance

48 Pay Without Performance: Overview of the Issues, 13.



In order for these policies to work as planned, governments need to keep in mind the 

plethora of diverse interests at stake. In addition to the concerns of the public and of corporate 

boards, compensation issues effect investors and shareholders more than many people realize (or 

would like to admit). To a large extent, the problems associated with corporate payment practices 

hurt investors the most by skewing executives’ incentives. While the ostensible goal of banking 

executives  should  be  to  increase  profits  and  ensure  a  stable  financial  position,  current 

compensation practices instead reward these executives for increasing the size of the firm, even 

if  this  might  ultimately  lead  to  a  decrease  in  profitability  and  institutional  soundness.49 By 

recalibrating the incentives at play, all parties involved serve to gain from an increased focus on 

long-term profitability instead of expansion.

Foremost among the G20’s agreement on executive compensation is an increased focus 

on  tying  payments  to  long-term  financial  performance.  This  is  partly  in  reaction  to  certain 

practices that have come to light in the wake of the global financial crisis. In a nutshell, the 

compensation structures for many top banking executives are increasingly being viewed as some 

of the dangerous risk-management practices that contributed to the banking crisis. Specifically, 

numerous payment packages have been exposed as being out of line with firms’ overall risk-

management goals, many times even rewarding executives who engaged in especially dangerous 

risk taking.50 

49 Id. at 11.
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The “optimal contracting” approach to corporate pay structuring suggests that the key 

concern driving compensation schemes is the board’s intent to maximize shareholders’ value.51 

Based on several factors, however, executive boards today appear to eschew concerns for long-

term profitability in favor of a very different set of incentives. The composition of these boards is 

one important aspect, as the members not only have collegial relationships but also rely on one 

another to maintain and increase their income levels. In addition, the continued acceptance of 

dangerous pay practices strongly suggests that institutional flaws are not adequately addressed 

internally.  As  a  result  of  these  factors,  among  many  others,  world  leaders  have  rightfully 

reconsidered the “optimal contracting” assumption, and are beginning to move toward regulatory 

frameworks that do not simply take for granted the idea that corporate compensation models 

necessarily incentivize executives to maximize shareholder value. This also forces top executives 

to rethink pay structures, keeping in mind the fact that signing an ostensibly lucrative contract is 

not the end of the story. Instead, it is just the beginning, as executives will once again actually 

need to earn their living.

The  G20’s  agreement  to  focus  on  long-term  performance  includes  calling  for  the 

recouping of a sizeable portion of bonuses in the case of a subsequent deterioration in a bank’s 

performance.52 The enactment of specific directives with this policy in mind would serve two key 

functions.  First,  it  would force executives to realize that  they are accountable  for the results 

achieved within their scope of employment. Consequently, top executives will be re-incentivized 

in that their compensation level will be determined by how well they perform, as opposed to 

51 Lucian A. Bebchuk and Jesse M. Fried, Executive Compensation as an Agency Problem, 17 Journal of Econ. 
Perspectives 71-92 (2003).
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being predetermined well  in  advance.  Second,  the policy of  connecting actual  compensation 

levels  to  long-term  financial  performance  is  intended  to  benefit  management  and  investors 

proportionately. The current system provides little remedy for individuals who invest poorly or 

invest their finances in underperforming institutions. Of course, this is a known risk inherent in 

any free-market investment scheme. However, executives at the same firms are in a different 

boat than the shareholders who suffer financial losses, as their financial gains from employment 

are largely impervious to such unknowns. In this sense, tying corporate compensation packages 

to long-term performance ensures that investors can be confident that the executives in charge of 

their finances have a similar stake in achieving positive results. Simultaneously, a firm that fares 

poorly would have to spread the brunt of the damage among both its investors and its executives.

With the goal of implementing domestic regulations that effectively tie compensation to 

long-term performance, the Obama administration has empowered the Treasury Department to 

enact reforms that will serve this end.53 Despite some criticism to the contrary,  it  appears as 

though the Treasury will do so carefully, without rapidly pushing for any reforms that might be 

considered to be too radical.54 By showing that  it  is  willing to address the problem at  hand 

without radically altering its regulatory framework, the Treasury Department is in an excellent 

position to affect real changes to the way in which firms operate. In addition, the government has 

worked hand-in-hand with private parties in establishing the Conference Board Task Force on 

Executive  Compensation,  which  issued  a  report  in  September  in  which  it  provided  specific 

53 Aaron Lorenzo, Plan to Align Pay With Long-Term Interests Said Challenging but Not Insurmountable, 93 
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recommendations for restoring public trust in executive pay practices.55 One of the Task Force’s 

key suggestions was that firms’ strategies accurately reflect “acceptable” risk-taking practices 

and relegate corporate payments to instances when firms’ actual performance can reasonably be 

assessed.56 

The actions taken recently by U.S. officials and interested parties certainly represent just 

a step in the right direction, not a purported panacea for the widespread issues associated with 

executive pay practices. Nonetheless, there are now specific measures being discussed in order to 

bring about the policy objectives intended by the G20’s agreement on corporate compensation. 

Accordingly, this represents a positive progression toward hammering out the details in a timely 

manner so as to curb the perceived problems and fall in line with many of the world’s other top 

economic powers. Individual nations will undertake the enactment of similar policies on their 

own terms and at their own pace, but recognizing that such objectives are actively being pursued 

within  the  U.S.  provides  optimism  that  other  countries  should  have  faith  that  widespread 

adherence to tying pay practices to long-term performance is imminent worldwide.

C. Increasing Corporate Transparency

In addition to improving the executive structure by tying compensation practices to long-

term performance, governments can best ensure corporate adherence to such policies by working 

to increase transparency among banking institutions. In particular, firms have developed several 

techniques both to conceal payment information and to avoid adhering to specific regulations on 
55 Florence Olsen, Conference Board Task Force Proposes Rules for Setting Executive Compensation, 93 Banking 
Rep. (BNA) No. 11, at 578 (Sept. 29, 2009).
56 Id.



compensation.  One  of  the  most  widespread  and  dangerous  examples  is  the  practice  of 

“camouflaging” specific levels and methods of compensation.57 For instance, many firms have 

provided top executives with pension plans, deferred compensation agreements, and other post-

retirement perks so as to sidestep reporting requirements and to disguise exactly how much these 

executives  are  actually  earning.58 In  order  to  expunge  these  practices  from  the  corporate 

atmosphere, government officials and agencies are working toward an improved framework of 

heading off the problems through increased regulatory oversight as well as restrictions on how 

firms’ pay structures are reported.

Since taking office earlier  this  year,  there  has been a significant  push by the Obama 

administration  to  increase  corporate  transparency.  Chief  among  the  measures  taken  was  the 

installation of Kenneth Feinberg in the Treasury Department. Feinberg’s primary mission is to 

oversee compensation levels at certain firms, and so far he has already made progress by calling 

for top-level executives to adhere to strict reporting requirements consistent with the Treasury 

Department’s new rules.59 The Conference Board Task Force’s report offered similar ideas when 

it recommended that firms should steer clear of controversial pay practices such as excessive 

severance  packages,  in  addition  to  recommending  that  compensation  structures  should  be 

“transparent, understandable, and effectively communicated to shareholders.”60 

Despite  the  fact  that  connecting  corporate  compensation  packages  to  long-term 

performance is a good step in the right direction,  the benefits  of this  policy cannot  be fully 

achieved  without  simultaneously  providing  connected  policies  that  serve  to  increase 
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transparency.  Accordingly,  government  officials  would be wise to make sure that  regulatory 

reforms to these ends are coupled with rules to ensure that financial institutions will not be able 

to  skirt  their  responsibilities  by  camouflaging  compensation  schemes.  Even  the  strongest  of 

policies is merely rhetorical unless it is accompanied by measures to make sure implementation 

will be widespread and effective. 

Since American firms were largely to blame in bringing about the global financial crisis, 

it is only fitting that the U.S. government is now taking a more proactive approach to curbing the 

problems associated with executive compensation. The framework for doing so includes not only 

the Federal  Reserve and the Treasury Department,  but also a concerted effort  on the part of 

banking institutions to embrace reform by monitoring pay practices both internally and among 

one another. Similar measures have been approved in France and the U.K., where the Financial 

Services Authority passed rules  for pay reform that  will  be enacted in 2010 assuming other 

countries continue to display a willingness to abide by the G20’s new policies.61 Accordingly, 

international  leaders  and  policymakers  have  good  reason  to  be  optimistic  that  reining  in 

dangerous corporate pay practices is very achievable in the near future.

IV. Mechanisms for Implementation and Enforcement of Specific Policy Objectives

A. Coordination of Domestic Policies

Even though the newly-decided requirements regarding capital  holdings and executive 

compensation certainly represent a major step forward in the coordination and standardization of 

61 Kabir Chibber, Bonus reform: country by country, BBC News, Sept. 17, 2009, available at  
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international financial policy, this is still only half the battle. These new guidelines must now be 

implemented among the nations of the G20 in a timely and effective manner. 

Although  no  international  governing  body  currently  exists  to  guarantee  the 

implementation and enforcement of these policies, it has become clear that financial catastrophes 

will continue to arise unless a greater emphasis is placed on making sure governments hold up 

their respective end of the bargain. Aside from the positive steps taken by the Basel Committee 

in regard to global regulations, world leaders have shown both a willingness to work together 

and  an  outlook  that  reflects  the  inevitable  reality  of  a  greater  future  role  for  international 

regulatory bodies.  At the G20’s summit  in London, leaders agreed to establish the Financial 

Stability Board, which is meant to assist in the application and oversight of the new rules on 

international banking.62 The Board is comprised of several central  banking officials, and will 

work closely with the Basel Committee to provide a hopefully-streamlined process for ensuring 

that governments across the globe obey protocol in order to foster a healthier global economic 

order.63

The Basel Committee and the newly-created Financial Stability Board provide important 

bases for optimism. In many ways, leaders hope these bodies will be able to perform functions 

similar to those envisioned by the International Criminal Court’s Coordination Council, whose 

goal  is  to  “discuss  and coordinate”  the  ICC’s  administrative  decisions.64 At  the  same  time, 

however, it is widely recognized that the international financial framework is quite different from 

the criminal framework. In order for these policy objectives to be realized on the global scale, a 
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certain  level  of  inter-governmental  coordination  is  necessary.  Through  the  successful 

coordination of individual domestic policies, seemingly unilateral measures can potentially serve 

distinctly multilateral functions. Because the current system continues to blur the borders that 

previously distinguished the sphere of banking operations, coordination among major economic 

powers  no  longer  affects  only  national  financial  institutions.  By  synchronizing  banking 

standards, governmental interests can be furthered by ensuring that domestic banks operate under 

a  sound framework  as  well  as  guaranteeing  that  foreign  institutions  will  be  held  to  similar 

benchmarks both at home and abroad.

B. Potential Dispute Resolution Mechanisms

i.  Domestic  Courts  as  the  Proper  Venue  for  Dispute  Resolution  Proceedings

Mutual  policy  coordination  is  ultimately  the  most  effective  method  of  ensuring  that 

global banking objectives such as the G20’s enjoy widespread adherence. Nevertheless, it is not 

only possible but entirely likely that disputes could arise if a government was of the opinion that 

closely-connected foreign banks were not in full compliance with coordinated standards. This 

brings about jurisdictional questions regarding the proper venue for deciding such disputes. Until 

an undisputable  global  tribunal  exists,  issues concerning  banks operating  outside their  home 

borders might continue to be heard in domestic courts.

Of course, the idea of utilizing domestic mechanisms for financial dispute resolution is 

two-sided. On one hand, putting trust in states’ respective internal mechanisms – whether they 

are courts, agencies, or arbitration panels – would maintain significant elements of the current 



system.  Sovereign decision-making would not suffer very much,  if  at  all.  At the same time, 

however,  this  would  naturally  take  the  applied  regulations  and policies  out  of  the  realm of 

international  governance.  Such a method would be best analyzed  using a realist  approach in 

which each party is forced to rely on one another to respect and enforce the rules themselves. In 

this scenario, serious concerns persist as to how committed each party would be to enforcing 

international policy at the potential expense of domestic interests. 

According to a World Trade Organization report released in September, there has been 

significant  “slippage”  among  several  nations  regarding  multilateral  pledges  to  abstain  from 

protectionism.65 Along  these  lines,  domestic  mechanisms  for  resolving  disputes  regarding 

banking capital  requirements  and executive compensation should be expected to put national 

interests  first,  at  least  to  some  degree.  Even  in  an  increasingly-globalized  financial  arena, 

independent  economies  largely  seem  to  inch  toward  cooperation,  rather  than  jumping  in 

headfirst, due to the potential detriment to domestic industries.

G20  leaders  have  come  to  these  agreements  for  a  wide  variety  of  reasons,  but  the 

overarching consensus behind them is that the global economic situation will be stronger in the 

long-run provided that there is widespread adherence.  If primary national interests were held 

subordinate to international financial policy, some states would certainly fare a bit worse in the 

short-term than if they were to continue acting independently. However, common adherence to 

these principles serves to improve the overall economic landscape in a way that should guarantee 

that all parties will  actually be better  off in the long run. In other words, if  the entire pie is 
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significantly  larger,  a  relatively  smaller  piece  of  the  pie  could  still  feasibly produce  greater 

results than a larger share of a tinier pool.

Under  the  theory  of  realism,  states  are  prone  to  act  based  on  their  own  interests 

(discarding outside regulations and policies) if the perceived gain from such actions is greater 

than any negatives that might arise as a result. For instance, if a single nation – acting with the 

knowledge that all others will adhere to a previous agreement – decides to essentially buck the 

system, it should do so under the assumption that the economic benefits of non-adherence will 

far outweigh the effects this might have on international goodwill and cooperation in the long-

run.  Diplomacy is  the  only possible  recourse  for  situations  when internal  regulation  fails  to 

resolve the matter at hand, so states would be wise to instead consider international mechanisms 

for dispute resolution.66

ii. International Tribunals as Dispute Resolution Mechanisms

Along  these  lines,  the  increasing  progression  toward  a  global  regulatory  framework 

necessarily merits an inquiry into whether an international dispute resolution mechanism might 

be the more ideal forum. In exploring this issue, two questions persist. First, does a sufficient 

international judicial body exist that could be used for such a resolution? And second, if this is 

not the case, does it make sense for potentially-affected governments to seek the establishment of 

such a court so as to facilitate outcomes that are fairer and carry greater weight?

66 Mary L. Volcansek and John F. Stack, Jr., Courts Crossing Borders: Blurring the Lines of Sovereignty 32 (2005)



As the starting point in characterizing the role of any institutional body we should look at 

three important factors:  (1) institutional  strength,  which is simply a measure of the extent to 

which the institution can, or does, restrict its members’ behavior; (2) the nature of the institution, 

which refers to the specific policies promoted; and (3) the scope of the institution as it pertains to 

members and issues.67 We know that the G20 is comprised of several nations working together in 

an attempt to find common ground on economic policy issues. Accordingly, the nature and scope 

of the G20 are quite broad. In considering its institutional strength, though, the G20 does not 

have the authority to actually compel any member-state to abide by a specific policy, nor does it 

have the power to force a member-state to refrain from taking any actions. Thus, the G20 does 

not  seem  to  have  sufficient  authority  to  provide  a  forum for  dispute  resolution  among  its 

members. 

In a similar vein, the nature and scope of the Basel Committee are significant, especially 

in  comparison  to  its  institutional  strength.  The  Basel  Committee  serves  primarily  to  foster 

discussions, recommendations, and coordination of specific regulatory standards. In spite of the 

fact that the Committee’s entire membership is in compliance with the Basel Accord standards, 

the Committee itself states that it  has no actual authority to enforce its recommendations. As 

evidenced earlier by U.S. refusal to implement the capital standards to institutions other than its 

most sophisticated, member-states are ultimately free to apply Basel’s recommendations as they 

see fit. Accordingly, neither the G20 nor the Basel Committee seems to possess the authority 

necessary to effectively resolve potential disputes (not to mention the sheer absence of anything 

even remotely resembling an international tribunal in either body.)

67 John Ravenhill, Global Political Economy, 41 (2005).



This  could  bring  up  the  second  question  at  hand.  For  potential  disputes  regarding 

noncompliance with international financial agreements, it would be wise to consider establishing 

a specific court through which to achieve effective dispute resolution. On the other hand, the 

members of the G20 might instead use a dispute resolution structure similar to the enforcement 

mechanisms  utilized  under  the  North  American  Free  Trade  Agreement  (NAFTA),  which 

includes different types of dispute resolution procedures depending upon the specific issue at 

stake.68 In some cases, disputes under NAFTA are decided by a settlement panel, while other 

controversies may merit the mandatory use of the WTO’s Dispute Settlement Board (DSB).69 

Since  the  WTO  has  fairly  regular  contact  with  the  G20  and  its  member-states,  the  ideal 

mechanism for resolving disputes regarding G20 agreements and Basel recommendations is for 

the parties involved to argue their case before the DSB. This ensures a nonpartisan tribunal, as 

well as ensuring that both sides are afforded the opportunity to have their claims heard. Overall, 

this solution makes the most sense for all parties, especially since there is such a small chance 

that the parties involved in any multinational dispute would both be satisfied if the case were 

resolved in a domestic court.

VI. Implications for Global Monetary Stability

A. Potential effects on currency valuations

The necessity of curbing risky banking practices and profligate compensation packages is 

certainly not a strictly American problem. Improving regulation in both the U.S. and abroad has 
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far-reaching implications for the global economic system as a whole. With no end in sight to the 

current  instability  that  continues  to  prevent  a  more  rapid  recovery from the  global  financial 

crisis, monetary policy must also be taken into account. The implications for the U.S. dollar in 

particular  are  a  very  immediate  concern.  In  order  to  foster  greater  investor  confidence  and 

market strength, the dollar’s value is crucial for financial institutions to get back on track.

Several European officials have prodded the U.S. to take measures to boost the strength 

of the dollar.70 At a time when the dollar has rapidly fallen to a level where its value is only about 

7% higher  than  its  lowest  point  since  1971,71 there  is  plenty of  reason for  the  world  to  be 

concerned  in  the  post-Bretton  Woods  era.  The  majority  of  experts  concur  that  it  is  highly 

unlikely that the dollar will suddenly begin to drop in value at an accelerated rate, and they also 

agree that there seems to be no end in sight for the trend of international  purchases of U.S. 

government bonds.72 To put it briefly, this signifies the gravity of the monetary conundrum at 

hand in the sense that currency valuation must simultaneously be viewed both as an obstacle to 

recovery and as a long-term benchmark for effective financial regulation. 

On  one  hand,  a  weaker  dollar  causes  American  exports  to  cost  less  abroad,  which 

increases sales for export-driven businesses.73 Consumer spending, however, is the true driving 

factor  behind  U.S.  economic  growth.74 In  this  sense,  a  continually  weak  dollar  might  not 

contribute  much,  if  at  all,  to  the  U.S.  economic  recovery.  Ultimately,  both  exporters  and 
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importers will experience negative results if the value of the dollar is strengthened, but the vast 

majority of Americans – the consumers – stand to benefit from a stronger currency valuation.75

VII. Final Thoughts

It should go without saying that further regulation of capital banking requirements and 

executive compensation represents only a sliver of the multitude of factors that will dictate the 

future of international finance, especially in terms of recovering from the global financial crisis 

and averting similar crises in the future. Nevertheless, this serves as an excellent starting point 

for the discussion of international cooperation in setting, implementing, and enforcing financial 

policies. These issues serve as a microcosm of the bigger picture: putting into practice specific 

measures intended to strengthen economies and assist in the ultimate goal of sustainable long-

term growth.

The progression toward a globalized financial regulatory scheme will undoubtedly be met 

with serious skepticism, particularly in the U.S. In fact, according to a recent Rasmussen Reports 

poll, three out of every five of Americans would prefer less international oversight over U.S. 

economic policy.76 Despite this general opposition, the dramatic effects of the global financial 

crisis were largely the result of U.S. banking practices, and the causal factors ingrained in the 

current corporate system will not disappear on their own. In addition, the dollar remains weak in 

the face of coordinated efforts to boost its value. It is hard to argue that the U.S. financial system 

does not possess several unique characteristics that can continue to serve the American people. 
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Simultaneously,  however,  many  of  the  corporate  practices  that  contributed  to  the  global 

recession must be reformed in order to facilitate a timely and effective economic recovery.

The  impending  improvements  to  the  framework  for  capital  adequacy  are  of  great 

importance  as  economies  worldwide  continue  to  work  toward  recovering  from  the  global 

financial crisis. Individual governments impose specific capital holding requirements – and often 

for  very  different  reasons  –  but  the  world’s  top  economies  seem  to  respect  the  minimum 

standards set by the Basel Accords, which provides hope that progress will continue as long as 

disparate  governments  can  coalesce  behind  the  notion  that  healthier  capital  levels  serve  the 

interests of all parties involved. Even though it remains unclear exactly how to guarantee that 

these standards are implemented and enforced across the board,  right now all  signs point  to 

governmental  policy  coordination  rather  than  a  dichotomy  that  might  test  the  international 

regulatory  framework.  Considering  that  the  global  economic  order  is  still  far  away  from 

recovering from the catastrophic results that were largely caused by banking crises, it seems as 

though  governments  continue  to  recognize  that  multilateral  cooperation  is  the  best  overall 

strategy at the moment.

Moreover, in order to effectively curb many of the problems associated with troublesome 

executive  compensation  practices,  it  is  of  the  utmost  importance  that  governments  take  a 

proactive  role  in  the  regulatory  process.  In  stark  contrast  to  capital  adequacy requirements, 

corporate  compensation  can  be  reformed  only  if  individual  nations  recognize  the  merits  of 

greater regulation and act accordingly. Major economies such as the U.S. and France have shown 

an incredible willingness to reform executive pay through increased regulatory activity. This is 

not the case for Japan and China, among others, both of which have displayed little interest in 



addressing  what  is  largely  considered  to  be  a  strictly  American  and  European  problem.77 

Nonetheless, improving corporate compensation practices will remain a poignant topic that will 

continue to arise as long as it presents concerns regarding banks’ risk-management measures, not 

to mention the persistent philosophical debate regarding the regulation of earnings in a free-

market system. As columnist  Thomas Sowell  once wrote, “Allowing politicians to determine 

what  all  other  human  beings  will  be  allowed  to  earn  is  one  of  the  most  reckless  gambles 

imaginable.  Like  the  income tax,  it  may start  off  being  applied  only  to  the  rich  but  it  will 

inevitably reach us all.”78 This might be true to some extent, but only when such a determination 

truly limits what an individual is able to earn, as is the case under some communist regimes. In 

the situation at hand, the only real limitations being placed on potential earners are in their own 

hands. 

. Aside from the new regulations being put forward regarding capital  requirements and 

executive compensation, additional suggestions for improving the global financial system have 

been offered by world leaders. For instance, Prime Minister Gordon Brown recently suggested 

that it would be beneficial if an international “transaction tax” were enacted in order to offset the 

costs of future banking crises.79 However, this is one idea on which the U.S. and the U.K. do not 

currently  see  eye-to-eye.80 It  remains  to  be  seen  how  such  a  proposal  will  fare  on  the 

international stage, and to what extent it could be achieved in the immediate future. Either way, 
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79 Laurence  Norman  and  Joe Parkinson,  Brown Calls  for  Global  Transaction  Tax,  Wall  St.  J.,  Nov.  7,  2009, 
available at http://online.wsj.com/article/SB125759369305735965.html.

80 Laurence Norman and Paul Hannon, U.S., U.K. Split Over Bank-Tax Proposal at G-20, Wall St. J., Nov. 9, 2009, 
at A12.



the G20’s push to improve capital banking requirements and to control executive compensation 

provides  hope  that  any  future  measures  will  be  given  serious  consideration,  and  should 

ultimately  be  decided  based  upon whether  they  would  serve  the  overarching  goal  of  stable 

economic growth across the globe. 


