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Abstract 

This paper provides a historical and comparative analysis of the international banking regulations and 

supervision in the 1980s. The Basel Process has been a vital and crucial discipline in harmonising 

banking regulatory policies in the modern world: consequently, the Basel I, II and III were put in place. In 

the style of supervisory modus operandi, the UK banking supervision was traditionally categorised as a 

‘non-statutory’ supervisory system which reflects the flexible and progressive style among advanced 

economies. The British discretionary manner stemmed from the necessity of embracing its private 

banking sector in order to develop the City of London, therefore, its methodology was aimed at forging 

both British domestic and foreign financial institutions, which was conducive to maintaining the status as 

one of the most internationalised and advanced markets in the world. The paper aims to spell out the 

Basel Process in the early era, namely, in the 1980s, regarding its ‘soft law’ approach. This research holds 

the possibility of finding crucial implications for the cooperation on the diversified banking regulations 

and supervision among the member states of the Basel Committee on Banking Supervision. The study 

explores the relevance between the Basel Process and the UK’s initiative using archival records. 
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I1 

In the field of international finance, it is clear that addressing the matter of prudential regulation for 

financial stability in the wake of the global financial crisis (GFC) should be a priority. That is, the 

harmonisation of banking regulatory and supervisory agendas is indispensable for stability in both normal 

and crisis periods. Currently, we need to shed light not only on micro-prudential supervision, but also on 

macro-prudential oversight. 

Regarding the mandates initiated by central banks, the European Central Bank (ECB) has taken 

responsibility not only for monetary policy, but also for supranational banking supervision. European 

 
1 I am truly appreciative of distinguished experts who accepted my offers to discuss the banking regulations 

and supervision in Basel, Frankfurt, London, Paris, Luxembourg, and Washington D.C. as follows: David 

Aikman (Bank of England), Philippe Allard (EBA), David Bailey (Bank of England), Denis Beau (Banque de 

France), Thorsten Beck (Cass Business School), Agnès Bénassy-Quéré (PSE), Claudio Borio (BIS), Didier 

Bruneel (Banque de France), Forrest Capie (Cass Business School), Galo Cevallos (FDIC), Piet Clement 

(BIS), Falko Fecht (Frankfurt School of Finance and Management), Daniel Foos (Deutsche Bundesbank), 

Alessandro Giovannini (ECB), Charles Goodhart (LSE), Masaya Hatoma (BIS), Pierre-Cyrille Hautcoeur 

(PSE), David Howarth (Université du Luxembourg), Thomas Huertas (Goethe University Frankfurt  am Main), 

Eva Hüpkes (FSB), Slawek Kozdras (EBA), Patrick Montagner (ACPR), Eric Monnet (PSE), Kamil Pliszka 

(Deutsche Bundesbank), Jonathan Overett Somnier (EBA), Costas Stephanou (FSB), Ken Taniguchi (BIS), 

Rupert Thorne (FSB), Anne Tiedemann (EBA), Machiko Tomita (FDIC), Toshio Tsuiki (BIS), Isabelle Vaillant 

(EBA) and Mark Wahrenburg (Goethe University Frankfurt am Main). 



countries, especially those in the Eurozone, have been faced with the task of forging the European 

Banking Union (EBU) and the Capital Markets Union (CMU) to implement the Financial Union that is in 

line with the strengthening of the Economic and Monetary Union (EMU). Recently, the EBU and the 

CMU have been topical issues in the field of financial regulatory research. Busch and Ferrarini (2015, 

2020) thoroughly elucidated the role of the EBU using both holistic and legal approaches2. In terms of the 

completion of the EBU, especially in relation to the European Deposit Insurance Scheme (EDIS), 

Howarth and Quaglia (2018) analysed the plausibility of the EDIS via an investigation of individual 

deposit guarantee schemes3.  

On the other hand, Busch, Avgouleas and Ferrarini (2018) shed light on the current CMU including 

the contextualising of Brexit and the policy of the European Securities and Markets Authority (ESMA)4. 

Moloney (2018) elucidated in detail the organisational design of the ESMA as well as the importance of 

peer review and its connection with the National Competent Authorities (NCAs)5. To reach a coalescent 

objective, integrating banking regulations and capital markets regulations, we need to search for a way to 

strike a balance between stability and growth in order to establish the effective Financial Union. 

However, there have existed intrinsically diverse methodologies among the member states, therefore 

they need harmonisation of the modus operandi among the member states through a tactful approach. 

 
2 Busch, D. and G. Ferrarini (eds.) (2015, 2020) European Banking Union, 1st edition and 2nd edition, Oxford 

University Press. 

3 Howarth, D. and L. Quaglia (2018) ‘The difficult construction of a European Deposit Insurance Scheme: a 

step too far in Banking Union?’ Journal of Economic Policy Reform, Vol. 21, No. 3, pp. 190-209.  

4 Busch, D., Avgouleas, E. and G. Ferrarini (eds.) (2018) Capital Markets Union in Europe, Oxford University 

Press. 

5 Moloney, N. (2018) The Age of ESMA: Governing EU Financial Markets, Hart Publishing. 



Thus, we need to address and ponder upon these subjects with a long-term perspective, namely, a 

historical approach focusing on the structural aspect of the member states’ banking supervision. 

This paper elucidates banking supervision and regulations in the Basel Process of the early 1980s. 

Goodhart (2011a) narrated the trajectory of the BCBS from 1974 to 1997 including some crucial aspects 

of its core principles and international harmonisation6. The Basel Committee exposed the crux of the 

matter in the fields of banking supervision and regulations before the Basel I in 1988. We can explore 

these crucial points of view through archived data available on the Chairperson of the Committee as it 

relates to the delineation of the policy stance of harmonisation. 

On the other hand, the UK banking supervision had been categorised as a ‘non-statutory’ supervisory 

system which reflects the flexible and progressive style among advanced economies. Capie (2010) clearly 

and comprehensively analysed the UK banking supervision based on myriads of the Bank of England 

Archives, particularly, on the pellucid explanation of the banking supervisory legislation in the 1970s7.  

The British discretionary manner stemmed from the necessity of embracing of the City of London as 

one of the most internationalised and developed financial markets aimed at forging both British and 

foreign financial institutions. Even though we also need to grasp the features of the G10 and Switzerland 

with their respective intrinsic approaches, the UK is certainly the most important promoter among 

diversified participants in the fields of banking supervision and regulations. In fact, the UK played an 

indispensable role in holding the first banking supervisory meeting in an international arena, namely, the 

International Conference of Banking Supervisors (ICBS) in July 1979 in London. This study tries to 

elucidate the inevitable issues that overcame these differences through a historical perspective that is 

 
6 Goodhart, C. (2011a) The Basel Committee on Banking Supervision: A History of the Early Years 1974-1997, 

Cambridge University Press. 

7 Capie, F. (2010) The Bank of England: 1950s to 1979, Cambridge University Press. 



conducive to clarification of the transnational relationship and implications for the relations between the 

current EBU and the UK after Brexit.   

In section II, the paper explores the diversity in and necessity of banking supervision, and outlines a 

chronological trajectory of banking legislation among the UK, European Community, and international 

arena. Section III elucidates banking legislation in the UK through the 1970s and early 1980s based on 

various archival records. Section IV discusses the intertwined connection between the UK and the Basel 

Process that laid the foundation for the Basel Committee on Banking Supervision. There is also some 

detail, mostly heretofore unpublished, about the abovementioned ICBS. In section V, four facets of 

harmonisation of banking supervision are assessed. 

 

 

II 

The field of prudential regulation has historically been characterised by diverse approaches to financial 

regulation and supervision. Within the financial regulatory domain, banking is the most important sector 

because it receives the most publicity through its role in accepting deposits from the public. 

Banking legislation reflects each country’s banking system and structure. For instance, France’s 

banking system was controlled by its central authority, the Commission Bancaire in the Banque de 

France, while, the German banking system was based on supervision by regional authorities, even though 

the BaFin (Federal Financial Supervisory Authority) and the Bundesbank supervised numerous banks and 

related financial institutions.  



In terms of supervisory approaches, Continental European authorities established a statutory system 

based on stringent legal requirements. However, banking supervision in the UK was based on a non-

statutory approach to provide flexibility in the UK’s financial markets8. 

The inaugural banking legislation in France was instituted on 13 June 19419. Gonjo (1999) analysed 

les Archives de la Banque de France in an attempt to shed light on the role of the Banque de France in 

developing this legislation. The United Kingdom introduced its first banking legislation via the Banking 

Act 1979 (Sato, 2018)10. 

 

 

 

 

 Figure 1 

 
8 On this point of view pertinent to the communication between the Bank of England and the City of London, I 

greatly appreciate Professor Forrest Capie to provide sagacious and sapient perspective of the banking 

supervision of the UK through the discussion at the Cass Business School in 2017, 2018 and 2019.  

9 Gonjo (1999) French Capitalism and The Central Bank: The Modernization of the Bank of France 1930-

1958, University of Tokyo Press (Japanese), pp. 230-241. The original title of the French law is recorded by 

the Legifrance as follows: n°41-2532 du 13 juin 1941 relative à la réglementation et à l’organisation de la 

profession bancaire.  

10 Sato, H. (2018) ‘UK Banking Supervision and Regulation through Historical Approach: Implications for the 

European Banking Union,’ Discussion Paper Series, Faculty of Economics and Management, Institute of 

Human and Social Sciences, Kanazawa University, No. 46, pp. 1-30. 



 

 

 

 

 

Figure 1 shows the chronological progress of banking legislation in the UK, the European 

Commission and the BCBS in the international arena during the 1970s and 1980s, concluding with the 

integration of the European Single Market in 1992. 

Figure 2 elaborates on the three layers involved in a banking supervisory approach: 1) the legal 

methodology, 2) the target/objective and 3) the overall procedure. It also elucidates the dialectic 

classification in terms of methods in respective layers. The BCBS and the Financial Stability Board (FSB) 

put in place a non-binding approach and they generally set coordinated disciplines through gradual 

procedures. Conversely, the International Monetary Fund and the European Banking Authority adopted a 

binding approach, aiming to establish stringent policy for convergence through relatively prompt or 

drastic procedures.  

 

 

 

Figure 2 

 

 



 

 

Table 1 shows the chronological trajectory of the Basel Committee from 1975 to 2012 based on its 

most significant publications. It can be seen that in 1983, supervision of banks’ foreign establishments 

was the inevitable aim following the Concordat in 1975. That is, cooperative supervision of banks’ 

foreign activities related to setting up branches and subsidiaries was the focus in the early era of the Basel 

Committee. 

 

 

 

Table 1 

 

 

Goodhart (2011) pointed out that the establishment of the BCBS was necessary for international 

cooperation in response to the increasing internationalisation of banking activities, noting that ‘Whereas 

financial markets and intermediation became international, (monetary) control and regulatory systems 

remained national, if only because legal systems and powers remained nationally based’11. Therefore, the 

field of banking regulatory harmonisation originally reflected an intrinsic feature of non-binding and soft-

law methodology. 

 
11 Goodhart (2011) The Basel Committee on Banking Supervision: A History of the Early Years 1974-1997, 

Cambridge University Press, p. 10. 



 

 

Figure 3 

 

 

As can be seen in Figure 3, while various national regulatory and supervisory authorities had 

continued to supervise banks in their own way, cross-border transactions provided a strong incentive to 

adopt international harmonisation and a mutual understanding of potential systemic risks. The 

interdependence and contagion of the financial crisis were recognised immensely along with the crisis 

renowned as the ‘Herstatt risk’ in 1974.   

Following a review of the Basel Concordat, the German Bundesbank commented on the diversity 

among banking supervisory methods as follows: ‘The old Concordat had been differently interpreted by 

different members of the Committee and had been that the Concordat had been interpreted in combination 

with the Governor’s September 1974 communiqué about the provision of temporary liquidity support to 

the Euro-currency market’12.  

At the end of 1974, the Bank of England and the London and Scottish clearing banks jointly published 

a paper titled ‘The capital and liquidity adequacy of banks’13. In the middle of the 1970s, the Bank of 

England, as the banking supervisory authority in the UK, was concerned about the following four areas: 

 
12 Archives de la Banque de France, 1749200912/263. Service des Affaires Internatinales: BRI réunions du 

condordat de 1975 mise en oeuvre de concordat 1983, BS/82/71. 

13 Bank of England (1975) ‘The capital and liquidity adequacy of banks,’ Bank of England Quarterly Bulletin, 

Vol. 15, No.3, September. 



1) the current and prospective effects of rapid inflation on banks’ balance sheets, 2) the changing nature 

of banks’ deposit liabilities, as reflected in the growth of the wholesale money markets in sterling and 

foreign currencies, 3) the increasing tendency of banks to engage in medium-term lending to industrial 

and commercial companies, and 4) the need to encourage the growth of sound banking businesses while 

limiting the possibility of a recurrence of recent difficulties in certain sections of the British banking 

system’14. The fourth area was related to the UK’s Secondary Banking Crisis in the period 1973–1975. 

Capie (2010) analysed the crisis and classified it into three stages: 1) from November 1973 to March 

1974, 2) from March to December 1974, and 3) 197515. In addition, Reid (1986) provided an informative 

perspective in terms of the antecedent relations among the Second Banking Crisis, the Herstatt Crisis, the 

European Economic Community (EEC)’s Banking Directive and the Banking Act 1979 in the UK16. 

The aims of 1) encouraging the growth of banking activities including cross-border transactions and 

2) mitigating the risk of financial crises appear to be incompatible; however, these two aspects should not 

be considered mutually exclusive if the aim is to build a sound banking system. Thus, the Bank of 

England needed to buttress the UK’s banking system, and after reflecting on the events of 1974–1975, it 

was clear that an acceptable framework was required regarding banks’ profits, retentions and liquidity17. 

 

 
14 Ibid., p. 240. 

15 Capie, F. (2010) The Bank of England: 1950s to 1979, Cambridge University Press, p. 547. This publication 

elucidated clearly on each feature in terms of these three periods as a liquidity problem, the collapse of 

property values and increasing inflation, and the Bank’s discreet rescue. 

16 Reid, M. (1986) ‘Lessons for Bank Supervision from the Secondary-Banking Crises’, in Gardener, E.P.M. 

(ed.) UK Banking Supervision: Evolution, Practice and Issues, Allen & Unwin. Also see her monographic 

publication, Reid, M. (1982) The Secondary Banking Crisis: 1973-1975, Palgrave Macmillan. 

17 Bank of England (1975), op.cit., p. 240. 



 

III 

Before the establishment of the Banking Act in the UK, the flexibility of the existing banking regulations 

was reflected in a speech delivered in November 1975 by the Governor of the Bank of England, Mr. 

Gordon Richardson. He summarised his speech as follows: ‘First, in banking, the importance of 

confidence and the protection of depositors make some form of supervision desirable and essential. 

Second, we are unlikely to find an ideal system that will suit all countries. Third, the boundary between 

the law and self-regulation needs to be fixed in the light of the traditions and development of each 

financial centre; but there is a stronger case for the statutory underpinning of supervision than for detailed 

legal rules and regulations; higher standards can often be achieved by compliance with voluntary codes of 

conduct’18. The third point was crucial in terms of its reference to higher and more desirable benchmarks 

based on spontaneous compliance rather than stringent regulations. In other words, as the second point 

noted, it was unlikely that a single framework could be applied by each member state of the EEC to its 

banking systems and regulatory circumstances. 

Goodhart (1994) perspicaciously outlined the key feature of central banking in terms of the role of 

banking supervision. From the beginning of the 20th century up to the early 1970s, banking supervision 

was based on ‘self-regulation’19. He also noted that ‘In the second period, which ran from some time 

around the beginning of this [twentieth] century to approximately the early 1970s, most central banks 

were able to maintain this role with, at the same time, a very limited hands-on direct regulatory or 

 
18 The National Archives, T386/38. Speech given by Mr. Gordon Richardson, M.B.E., Governor of the Bank of 

England, at the Seminar held in Luxembourg on Friday, 28th November 1975. 

19 Goodhart (1994) ‘Presentation’ as Conference proceedings, in Capie, F., Goodhart, C., Fischer, S. and N. 

Schnadt, The Future of Central Banking: The Tercentenary Symposium of the Bank of England, Cambridge 

University Press, pp. 232-241. 



supervisory function, because of the cartelised, protected, club-type structure of the banking, and indeed 

of the wider financial system, which fostered self-regulation’20. 

Cooke (1982) commented on the changing format of UK banking supervision as follows: ‘The extent 

of the Bank’s supervision has grown over the past decade in two particular directions. The first, as a 

consequence particularly of the secondary banking crisis, but also EEC developments, has been the 

widening of the Bank’s supervision to include institutions not traditionally under its control and to give 

that supervision statutory backing. The second has been the stretching of the Bank’s supervisory horizons 

to embrace in a more comprehensive way than in earlier times the totality of British banks’ activities no 

matter in which country they take place’21. 

Currently, the harmonisation of financial regulation has been progressing through the work of 

international standards bodies such as the FSB in Basel. The FSB has a stringent mandate on the cross-

cutting issues in the field of financial regulation and plays an indispensable role by posting proposals to 

the G20. In particular, in the aftermath of the GFC in 2008, the FSB published vital documents such as 

the Key Attributes of Effective Resolution Regimes for Financial Institutions (FSB, 2014)22. 

Capie, Goodhart and Schnadt (1994) outlined the transformation that had occurred in the two decades 

prior to publication in terms of the focal points of banking supervision. The focus shifted from asset 

ratios, reserves and liquidity ratios to capital adequacy ratios, and from the domestic domain to the 

 
20 Ibid., p. 233. 

21 Cooke, W.P. (1982) ‘The role of the banking supervisor,’ Speech to a conference on banking organised by 

the Institute of Chartered Accountants, London, 4 November 1982, Bank of England Quarterly Bulletin, 

December 1982, p. 547. 

22 Financial Stability Board (2014) Key Attributes of Effective Resolution Regimes for financial Institutions, 15 

October. The twelve agendas in an international arena such as ‘recovery and resolution planning’ are 

substantially informative to establish an effective resolution framework.  



international arena. This implies that the BCBS, as an essential international standard-setting body, played 

a crucial role in harmonising the banking supervisory and regulatory agendas23.    

 

 

 

Figure 4 

 

 

Figure 4 delineates three facets that reflect a triangular relationship among the UK Banking Act, EEC 

Banking Directive, and Basel Harmonisation. The enactment and progress of the UK Banking Act has 

been pertinent to the European context as was the EEC Directive. However, the UK had prioritised a 

participative and leading role in the BCBS rather than European harmonisation. The UK had focused 

more on international issues via a soft-law approach with discretionary methodology.   

In terms of the transition from the Banking Act 1979 to the Banking Act 1987, the Bank of England 

Archives revealed several key points including 1) the Bank of England’s mandate on reporting to HM 

Treasury and 2) international supervisory co-operation. Regarding the first point, the Archives recorded 

the following statement: ‘The Banking Act 1979 requires the Bank to report annually to the Chancellor of 

the Exchequer on the exercise of its functions under the Banking Act.’ 

 
23 Capie, F., Goodhart, C. and N. Schnadt (1994) ‘The development of central banking,’ in Capie, F., Goodhart, 

C., Fischer, S. and N. Schnadt (1994) The Future of Central Banking: The Tercentenary Symposium of the 

Bank of England, Cambridge University Press, p. 74. 



Penn (1989) pointed out that during the transformation period between the Banking Act 1979 and the 

Banking Act 1987, a Board of Banking Supervision was set up in May 1986 and operated on a non-

statutory basis until the introduction of the Banking Act 198724. The functions of the Board were outlined 

in the Banking Act 198725.     

 

 

IV 

In 1981, the Chair of the Basel Committee, Peter Cooke, commented on the harmonisation of banking 

supervision as follows: ‘These developments26 have led in recent years to three main areas of agreement 

among the major industrialised countries’ supervisory authorities. First, that all establishments of 

international banks worldwide should be adequately supervised, second, that the principle of parental 

responsibility should apply to the worldwide activities of banks operating in different countries, and third 

 
24 Penn (1989) Banking Supervision: Regulation of the UK Banking Sector under the Banking Act 1987, 

Butterworths, p. 2. 

25 The Banking Act 1987, Section 2. The terms of office of the Board of Banking Supervision were also 

elucidated in the Schedule I. 

26 These developments consisted of two facets: ‘1) to extend their national horizons to cover the totality of 

their own banks’ worldwide business, 2) increasingly to consult with and co-operate with other supervisory 

authorities on the basic principles on which national supervisory systems are based.’ In the BIS Archives, 

BS/81/27. Banking Regulation Profits and Capital Generation, International Monetary Conference, Lausanne 

3-5 June 1981, by W.P. Cooke. 



that banks’ international business should be monitored on a consolidated basis, particularly in relation to 

capital adequacy and risk exposure’27. 

The BCBS, under the BIS in Basel, promoted international harmonisation among the member states 

during the 1980s. Although it was established as an international standard setting body, the organisation 

was dominated by European membership at that time, and thus the chairperson was elected on the 

conditions that he/she was English- or French-speaking, was close to Basel to facilitate communication 

with the secretariats and had plenty of experience in relation to the Committee’s work. Cooke was the 

outstanding candidate based on these criteria. Goodhart (2011) attached the striking document pertinent to 

the condition of the Chair of the BCBS28. 

Regarding the supervisory approach of the BCBS, Cooke, as the Chair of the Committee, unveiled the 

focal points on 15 February 1984 in the context of ‘the history of and prospects for international co-

ordination of banking supervision’29. His elucidation was very informative in terms of understanding the 

crux of the problems at that time, and explained the Committee’s progress as follows: ‘The process of 

international supervisory co-operation during the last decade30 has passed through several phases. The 

first consisted of simple steps to establish the practice of supervisory co-operation and some basic 

 
27 The BIS Archives, BS/81/27. Banking Regulation Profits and Capital Generation, International Monetary 

Conference, Lausanne 3-5 June 1981, by W.P. Cooke. The nine pages records are informative to grasp the 

international context at the time. 

28 Goodhart, C. (2011) The Basel Committee on Banking Supervision: A History of the Early Years 1974-1997, 

Cambridge University Press, pp. 86-94, Appendix A: Letter from Governor Gordon Richardson to Chairman 

Jelle Zijlstra of the G10 central bank Governors and Appendix B. 

29 Archives de la Banque de France 1749200912/263. The Basle “Concordat” on the Supervision of Banks’ 

Foreign Establishments, by W.P. Cooke, BS/84/22, 15 February 1984. 

30 The ‘last decade’ meant during 1974-1984. The period was the early term of establishment of the BCBS. 



agreement on its essential framework and principles. The second has seen the spread of supervisory co-

operation, its practice and its principles around the world, beyond the areas where it first developed. This 

is now well under way but much remains to be done. The third phase, which has scarcely built up 

momentum yet, is directed toward a closer convergence of supervisory standards and techniques in 

different countries reflecting that single international marketplace in which major banks in so many 

countries are now operating extensively’31. In terms of the third point, the ‘single international 

marketplace’ and ‘major banks’ as global actors were crucial elements that necessitated the convergence 

of regulatory and supervisory approaches among participating countries. This is similar to the 

methodology of the current Single Supervisory Mechanism (SSM), which remains focused on deepening 

the single market in the EU and to the direct target which is forced on the Eurozone’s significant 117 

institutions as of 1 January 202032.  

Cooke recognised the limitations of banking supervision in terms of the authorities’ level of 

responsibility. In November 1982, he commented on ‘the international dimension of supervision’, noting 

that ‘The principles of the Concordat and the technique of consolidation, as applied in major countries, 

now forms the framework within which the supervision of banks’ international business is undertaken. At 

the risk of playing an overworn record, I must here stress yet again that these arrangements, worked out 

between the major industrialised countries and increasingly accepted and applied by other supervisory 

authorities round the world, related to supervisory responsibilities, not lender of last resort 

responsibilities [emphasis added]. It is thus wrong to say that the recent events surrounding the demise of 

 
31 Archives de la Banque de France 1749200912/263. The Basle “Concordat” on the Supervision of Banks’ 

Foreign Establishments, by W.P. Cooke, BS/84/22, 15 February 1984. 

32 European Central Bank, Banking Supervision (2020) List of supervised entities, Cut-off date for changes, 1 

January 2020. 



the Banco Ambrosiano demonstrate the ineffectiveness of the Concordat understandings’33. He also noted 

that ‘This tended to reinforce the perception of an overall supervisory duty of the parent authority to 

monitor the totality of a bank’s international operations, including both branches and subsidiaries’34. 

Although he noted that banking supervision necessitated a holistic approach in line with the 

comprehensive cross-border activities of the banking sector, he limited the central bank’s supervisory 

mandate in relation to bank rescue during periods of crisis, in other words, he placed a limit on its 

mandate as the lender of last resort. 

We can obtain an international point of view on banking supervision in terms of harmonisation 

through les Archives de la Banque de France. The press release for the Fifth ICBS, which was held in 

Tokyo in October 1988, stated that ‘It was agreed by participants that, as banking became an increasingly 

global industry, it was desirable that national authorities should as far as possible set out to address the 

major supervisory issues in similar ways, both to simplify the conditions under which banks are required 

to operate and to reduce the risk that business might be channelled to jurisdictions where supervisory 

standards were weakest’35. This implied that in line with the increasing globalisation of banking activities, 

national supervisory authorities needed to develop commonalities in terms of supervisory methodologies, 

 
33 Cooke, W.P. (1982) ‘The role of the banking supervisor,’ Speech to a conference on banking organised by 

the Institute of Chartered Accountants, London, 4 November 1982, Bank of England Quarterly Bulletin, 

December 1982, pp. 550-551. 

34 Ibid., p. 550. 

35 Archives de la Banque de France, 1749200912/265. Tokyo Conference, Press Release, 13th October 1988, 

Fifth International Conference of Banking Supervisors. Besides the point, the press release stressed an 

importance of adequate resources, in a nutshell, ‘human and financial’ ones in order to handle the supervisory 

functions with ‘a high degree of professionalism.’ Ibid.  



and to keep the conditions they imposed as simple as possible. From 1988, the authorities kept an eye on 

supervision loopholes.  

Discussion on banking supervision at the ICBS in Tokyo focused on three key issues: 1) capital 

adequacy requirements, 2) changes in banking, and 3) supervision of asset quality (see Figure 5). The 

third issue was addressed by the ECB through their Asset Quality Review. 

 

 

 

Figure 5 

 

 

 

Regarding the first topic, the conference discussed the foundations for “convergence of international 

banks’ capital adequacy measurement and standards”. The participants regarded the accomplishments of 

the Basel Committee as ‘a significant contribution to strengthening the stability of the international 

banking system and to removing an important source of competitive inequality’. The archives recorded 

the aim of creating a single market in Europe by 1993 as follows: ‘The Conference felt it was important 

that the present agreement should now be put into effect and its implementation observed in practice, 

although, reflecting the discussion in the Conference, it was recognised that there were several aspects of 

the framework that might appropriately be reviewed before the end of the transitional period in December 



1992’36. Capital adequacy is currently an important means of gauging the soundness of global 

systemically important banks, and is also pertinent to the reduction of non-performing loans (NPLs). One 

of the pillars of the EBU is the SSM within the ECB, which is currently focused on ameliorating risks 

such as NPLs. 

The second discussion topic was ‘the implications for banking supervisors of recent changes in 

banking’, and the Archive recorded the outcome of the discussion as follows: ‘In the light of innovations 

in banking techniques and the increased international integration of financial markets, the Conference 

agreed that supervisors needed to enhance their surveillance of banks’ own internal control procedures so 

as to ensure that the new and increased risks were subject to appropriate safeguards. In this respect, 

particular attention needed to be paid to technological developments. The importance of even closer co-

operation between national supervisory authorities in respect of international banking business was 

stressed’37. The authorities must always be robust watchdogs if they are to prevent problems caused by 

financial development. Today, every supervisory authority should be keeping an eye on the progress of 

crypto-assets and their related transactions. 

The third discussion topic was ‘the supervision of asset quality’, and the Archive recorded the 

outcome of the discussion as follows: ‘It was noted that accurate and timely assessment of asset quality 

was a key factor in determining the strengths of a bank. The Conference discussed provisioning against 

bad assets and supervisory procedures for ensuring diversification of risk in relation to lending’38. 

 
36 Archives de la Banque de France, 1749200912/265. Tokyo Conference, Press Release, 13th October 1988, 

Fifth International Conference of Banking Supervisors. 

37 Archives de la Banque de France, 1749200912/265. Tokyo Conference, Press Release, 13th October 1988, 

Fifth International Conference of Banking Supervisors. 

38 Ibid. 



 

 

 

Table 2 

 

 

Table 2 shows the capital adequacy ratios for the G10 countries plus Switzerland and Luxembourg in 

1988–198939. The US and the UK had large numbers of banks in 1989, and 46 of the 47 UK banks 

reported a capital adequacy ratio in excess of 8 per cent. The average ratio in Belgium increased from 7.4 

per cent in 1988 to 9.0 per cent in 1989 (however, see footnote 1 in Table 2). Therefore, almost all of the 

countries met the capital adequacy ratio yardstick of 8 per cent. In particular, all banks in Germany, 

Japan, the Netherlands and Switzerland met this yardstick.  

In terms of cross-country in a same sector or cross-sector in a same country, we obviously see the 

globalisation in terms of financial institutions’ activities. The transactions that transcend the national 

borders supersede the domestic transactions regarding the impact on our current world economy. There 

are two methods of dealing with the fluctuations and uncertainties of financial markets: 1) cross-country 

in a same sector or, 2) cross-sector in a same country. For instance, the Basel Process reflects the former 

approach by holding the banking sector to an international standard. Conversely, the Netherlands reflects 

the latter approach. Busch and Palm-Steyerberg (2019) compared the Dutch approach of cross-sectoral 

 
39 As for the member of the BCBS, the member had been consisted of G10 countries (Belgium, Canada, 

France, Germany, Italy, Japan, the Netherlands, Sweden, the United Kingdom and the United States) plus 

Luxembourg and Switzerland. Hence, these twelve countries were original member states. 



convergence to the EU’s regulatory framework, and also examined the twin-peaks approach, which 

separates the roles of the business regulator and the prudential regulator40.   

It is necessary to consider the quintessential features of banking regulation in dealing with current 

issues in relation to banking supervision and crisis management. Goodhart (2011b) discussed the rationale 

for banking regulation through a wider lens41, stating that ‘Basel I was hammered out by Central Bank 

officials behind closed doors, with little input from the commercial banks, the regulated’42. He added that 

‘Bankers are professionals. It should not be for the government, or for delegated regulators, to try to 

determine how much risk they take on board, nor to set out the particular way that they assess such risks, 

so long as any adverse fallout from adverse outcomes is internalised amongst themselves and their 

professional investors, debt or equity holders’43. The key point here is that even though the methodologies 

of banking regulation have necessarily progressed and become more complex in an effort to minimize 

systemic risk in advance, it is necessary to strike a balance between the autonomous self-discipline of the 

supervised institutions and the mandate of the supervisory authorities to ensure robust financial systems 

through harnessing the private sector’s desire for self-fulfilment. 

 

 

 
40 Busch D. and I. Palm-Steyerberg (2019) ‘Fit and Proper Requirements in EU Financial Regulation: Towards 

More Cross-Sectoral Harmonization,’ Busch, D., Ferrarini, G. and G. Van Solinge (eds.) Governance of 

Financial Institutions, Oxford University Press, pp. 192-195. 

41 Goodhart, C. (2011b) ‘Financial Regulation’, in Eijffinger, S. and D. Masciandaro (eds.) Handbook of 

Central Banking, Financial Regulation and Supervision: After the Financial Crisis, Edward Elgar.  

42 Ibid., p. 327. 

43 Ibid., p. 328. 



 

V 

The fields of banking regulation and supervision were originally intrinsically different. Therefore, until 

the BCBS was established in December 1974, there was no international harmonisation among various 

nation states, and although the BCBS played an important role in the 1970s, international harmonisation 

remained elusive. To conclude, this study presents four facets of international and European 

harmonisation in banking supervision at the targeted period. 

First, since its inception, the ICBS has been influential in driving the banking regulatory and 

supervisory agendas. In a nutshell, the ICBS is an extremely important meeting. The Archives de la 

Banque de France (1982) recorded that ‘… to broaden the base of understanding and to enable a wider 

group of authorities to contribute to the work being pursued in Basel, the Committee [the BCBS] has 

worked to foster contact and co-operation between Committee members and outside supervisory 

authorities’44. The first ICBS was held in London in July 1979 and the second was held in Washington, 

D.C. in September 1981. In terms of the specific body, the EEC Contact Group was set up in 1972 as an 

‘informal’ body designed ‘to achieve closer understanding and practical co-operation between the EEC 

banking supervisory authorities’45. The group served as the technical core of the Bank Advisory 

Committee (BAC). The BAC was established ‘to advise the European Commission on moves to 

harmonise and to regulate the EEC banking systems’46. 

 
44 Archived de la Banque de France, 1749200912/305. Annual Report on International Developments in 

Banking Supervision 1981, BS/82/26, Preliminary Draft. 

45 Ibid. 

46 Ibid. The BAC was recorded in the archives as ‘the Advisory Committee for Banking Co-ordination’. 



Secondly, Article 11(1) of the First Council Directive of 12 December 1977 stipulated that the 

Advisory Committee should be set up alongside the European Commission47. The Directive outlined the 

tasks of the Committee in Article 11(2) as follows: ‘The tasks of the Advisory Committee shall be to 

assist the Commission in ensuring the proper implementation of this Directive and Council Directive 

73/183/EEC of 28 June 1973 on the abolition of restrictions on freedom of establishment and freedom to 

provide services in respect of self-employed activities of banks and other financial institutions48 in so far 

as it relates to credit institutions. Further, it shall carry out the other tasks prescribed by this Directive and 

shall assist the Commission in the preparation of new proposals to the Council concerning further 

coordination in the sphere of credit institutions’49. The BAC played a key role in assessing various draft 

proposals, such as a directive regarding a solvency ratio for credit institutions and presenting its 

opinions50. 

Thirdly, the Contact Group of EEC supervisors worked cooperatively with other bodies in tackling 

various issues in the 1980s. The Bank of England Archives (1984) recorded the level of international 

supervisory co-operation in the Banking Act Report 1983/84 as follows: ‘Work continued during the year 

in the Basel Supervisors’ Committee chaired by Mr. Cooke, the EEC Advisory Committee and the 

 
47 European Commission (1977) First Council Directive of 12 December 1977 on the coordination of laws, 

regulations and administrative provisions relating to the taking up and pursuit of the business of credit 

institutions (77/780/EEC), Official Journal of the European Communities No L 322, 17. 12. 1977. 

48 European Commission (1973) Council Directive of 28 June 1973 on the abolition of restrictions on freedom 

of establishment and freedom to provide services in respect of self-employed activities of banks and other 

financial institutions (73/183/EEC), Official Journal of the European Communities No L 194, 16. 7. 1973. 

49 European Commission (1977) First Council Directive of 12 December 1977, Article 11(2). 

50 The National Archives, T 555/84. Draft: Opinion of the Banking Advisory Committee on a Draft Proposal 

for a Directive on a Solvency Ratio for Credit Institutions, XV/193/87. The Archives included the crucially 

important words, namely, ‘mutual recognition’ and ‘Cooke Committee.’ 



Contact Group of EEC supervisors. Notable developments included the issue by the Basel Committee of 

the revised Concordat concerning the supervisory responsibilities for banks with operations in more than 

one country and the adoption by the EEC of the consolidated supervision directive, which in accordance 

with the long standing practice of supervisors, including the Bank, requires the operations of a banking 

group of companies to be reviewed as a whole, as well as on an individual company basis’51. In response 

to the increasing growth of conglomerates, the authorities had to broaden their approach from a micro, 

individual organization viewpoint to a more holistic perspective. In conclusion, in the early 1980s, 

various countries developed some commonalities in terms of the methodologies used in relation to 

banking supervision and regulation in response to the increasing globalisation and internationalisation of 

banking activities. 

Finally, in terms of banking supervision, Capie (2010)52 pointed out that ‘the social costs of failure 

outweigh any advantages that untrammelled competition might bring’, citing the thought-provoking 

phrase used by Grady and Weale (1986)53. Even though there are still intrinsic differences among various 

countries in terms of banking supervision and regulation, striking an appropriate balance between cross-

border harmonisation and nationally identified leeway is crucial if we are to ensure that our banking 

system is robust in the future. This could facilitate pre-emptive actions that prevent or mitigate the effects 

of potential financial crises, enabling authorities to avoid the burden of post-crisis costs. 

 

 

 

 
51 Bank of England Archives, 8A494/1. Banking Act Report 1983/84, Information Division, 12 June 1984. 

52 Capie, F. (2010) The Bank of England: 1950s to 1979, Cambridge University Press, p. 587. 

53 Grady J. and M. Weale (1986) British Banking 1960-1985, Macmillan, p. 35. 
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Figure 1: Chronological trajectory of banking legislation in the UK, the European Community and 

the Basel Committee on Banking Supervision, 1973-1992. 

Source: Author 

 

 

 

 

 

 

 

The United 

Kingdom 

Europe International 

Bank of 

England/Treasury 
European Commission 

Basel Committee on 

Banking Supervision 

Second Banking Crisis 

in 1973-74 

The Banking Act 1979 

The Banking Act 1987 

First Banking Directive 

in 1977 

Second Banking 

Directive in 1989 

Basel Concordat in 1975 

Cooke Committee 

Basel I in 1988 

Integration of the European Single Market in 1992 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 2: Three layers of a banking supervisory approach. 

Source: Author 

 

 

 

 

Table 1: Chronological development of the Basel Committee based on significant publications. 

Source: Bank for International Settlements, History of the Basel Committee, updated 14 April 2018. 
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Figure 3: Background to the development of international harmonisation of banking regulation and 

supervision in the 1970s. 

Source: Author 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 4: Three dimensions of UK banking legislation in the 1970s and the 1980s. 

Source: Author 
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Figure 5: Three key discussion topics at the ICBS in Tokyo in October 1988. 

Source: Author 

 

 

 

 

Table 2: Capital Adequacy Ratios for the G10 plus Switzerland and Luxembourg in 1988–1989. 

Source : Archives de la Banque de France, 1495200501/789. Niveau des fonds propres des banques 

des pays du Groupe des Dix, Tableau 1 : Ratios de fonds propres pour 1988 et 1989. 

Less than
7.25%

Between
7.25% and

8%
Above 8%

Belgium1) 7.4 9.0 20 5 1 14

Canada 8.6 9.4 6 1 5
France 8.6 8.7 16 1 2 13
Germany 9.7 10.0 14 14
Italy 8.1 8.1 14 4 2 8

Japan2) 10.5 9.1 23 23

Luxembourg 11.4 11.2 4 1 3
The Netherlands 10.4 11.0 4 4
Sweden 8.3 8.1 5 1 1 3
Switzerland 11.0 10.9 4 4
United Kingdom 9.7 9.4 47 1 46
United States 8.3 8.6 50 7 8 35

Note
 1) The samples of 1988 and 1989 are not comparable because of the increase of the number
     of banks from 4 to 20.
 2) The figures are as of the end of March in 1989 and 1990.

Capital Adequacy Ratio: 1988-89 

Ratio at the end of the
year

1988 1989

Countries

Total

Number of banks in 1989

Number of banks in each category

Capital Adequacy 

Requirements 

Supervision of 

Asset Quality 

Changes in  

banking 
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