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Foreword

When world leaders gathered in London for the April 2009 G20 Summit, financial regulation was 
top of the agenda. With the financial crisis still at its height, there was a strong consensus 

that regulation needed to be overhauled. With unprecedented unanimity, leaders from the world’s 
20 largest economies pledged major reform of regulation, including the formation of a new Financial 
Stability Board, as well as steps to overhaul compensation and credit rating agencies.

Two years on, financial institutions are starting to feel the impact of this determination. New 
standards on capital adequacy and liquidity agreed by the Basel Committee on Banking Supervision 
are being introduced, albeit over a fairly extended timeframe. The US has proposed sweeping reforms 
to financial regulation under the Dodd-Frank Act, which also places strict limits on banks’ investment 
in proprietary trading. Both the US and the EU are pushing for the mandatory central clearing of 
derivatives and are undertaking reform of their supervisory structures.

The scale and scope of proposed regulatory reform has predictably led to forceful protest from the 
financial services sector. Leading sectoral bodies have complained that stricter capital requirements 
will dent returns in the sector and reduce lending capacity. They argue that this could have a knock-
on effect on the broader economy at a time when the recovery remains fragile. Concerns have been 
raised that stringent reforms to the banking industry could lead to the migration of activities into the 
unregulated “shadow” banking industry. And despite the show of unity at the G20 summit, different 
jurisdictions are likely to have divergent views about how they interpret and implement new rules, 
raising the potential of regulatory arbitrage. 

This report examines the steps that financial institutions are taking to prepare for the future 
regulatory landscape, and considers the impact that they expect this to have on their competitiveness.
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C ompliance and competitiveness is an Economist Intelligence Unit report sponsored by Sybase. 
The report’s quantitative findings are based primarily on an online survey of 160 senior financial 

services executives, conducted in February 2011. The survey sample was drawn from Western Europe. 
A wide range of financial services activities is represented in the sample, including investment 
management, investment banking, commercial, corporate and retail banking, wholesale capital 
markets operations and hedge funds. More than half (51%) of the companies in the sample have global 
assets of US$75bn or more. Nearly half (48%) of respondents are C-level executives or Board members.

To supplement the quantitative survey results, we conducted in-depth interviews with financial 
services executives and other experts in financial regulation and compliance. The participants in the 
in-depth interview programme are listed in an appendix to this report. We would like to thank all 
interview participants and respondents for their time and insights.

The findings and views expressed in the report do not necessarily reflect the views of the sponsor. 
Rob Mitchell is the author of the report, and Aviva Freudmann is the editor. 

About the research
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F aced with the prospect of far-reaching reform over the next few years, many financial institutions 
are already formulating a response. Leading banks recognise that a proactive approach to meeting 

their future obligations, along with one that maximises the efficiency of the compliance process, will 
lead to increased competitiveness in the longer term. Accordingly, they are taking active steps to re-
evaluate their business model, revamp their capital and liquidity management, and ensure that their 
compliance process is as streamlined and effective as possible. 

Here are the key findings of this research:

l Effective regulatory compliance benefits businesses across a wide range of performance 
metrics. Survey respondents who consider their institution to be effective at using compliance as a 
source of competitive advantage derive a broad range of benefits from this more proactive approach. 
They have more effective risk management, better business conduct, and also enjoy an enhanced 
reputation with customers, investors and rating agencies. They are also much less likely to suffer a 
negative impact on their revenue and profitability from forthcoming regulation.

l Financial institutions that undertake only the minimum measures required to achieve 
compliance will be at a disadvantage to those that take a more proactive approach. Adopting a 
“bare bones” approach to compliance is a false economy. Our survey shows that, while it may save 
money in the short term, it stores up problems for later. Respondents who do only the minimum to 
achieve compliance spend more time and resources on regulatory activities than those who take a 
more proactive approach. They are also less effective at understanding the impact of regulation on 
their business, find it harder to deal with compliance breaches and are less able to use compliance as a 
source of competitive advantage.

l The increased costs of compliance will require financial institutions to look carefully at how 
they structure and implement compliance activities. Dealing with the high costs associated with 
regulation will encourage companies to think differently about how they co-ordinate and manage 
their compliance activities. Currently, this is an area of weakness for many institutions. Fewer than half 
of respondents say that they are effective at co-ordinating individual compliance projects and fewer 

Executive summary
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than 40% say that that are effective at maximising the efficiency of the compliance process. Leading 
institutions are addressing these issues by improving co-ordination between disparate projects and 
using technology to streamline and facilitate the process. They are also exploring the integration of 
regulatory risk management into broader enterprise risk-management strategies. 

l A more efficient approach to compliance minimises the risks associated with regulatory risk. 
Respondents who run an efficient compliance process are much less likely to suffer a negative impact 
from gaps or failures in regulatory risk management than those that are less efficient. They are less 
likely to have encountered increased regulatory scrutiny from authorities, and much less likely to 
suffer damage to their reputation from compliance issues.
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T wo years after the G20 leaders pledged decisive and co-ordinated action to reform financial 
regulation, a clearer picture of the financial landscape is starting to emerge. In September 2010 

the Basel Committee on Banking Supervision announced a substantial strengthening of capital 
requirements that was later endorsed by the G20 at its meeting in Seoul. The package of reforms would 
require banks to meet an effective capital ratio of 7%, which is more than treble the current 2% level 
required. The rules will also introduce new liquidity and leverage ratios and require banks to put in 
place countercyclical buffers during good times to deal with the impact of asset-price bubbles.

At a regional level, progress on reform has also been made, although the extent of any new rules 
and the pace at they are being proposed varies widely. In the US, the Dodd-Frank Act will lead to a 
comprehensive overhaul of the supervisory structure. It will require over-the-counter (OTC) derivatives 
to be cleared on a central exchange, and introduce an early resolution authority to deal with the 
collapse of failing institutions. And under the Volcker Rule, a proposal from the former chairman of 
the Federal Reserve (the Fed, the US central bank), Paul Volcker, banks will be required to scale back 
dramatically their proprietary trading operations (that is, trades undertaken with their own—rather 
than clients’—money).

Regulation in the EU has been more piecemeal, although the cumulative effect will have much in 
common with Dodd-Frank. Like the US, the EU has reformed its supervisory structure by introducing 
the European Systemic Risk Board to provide macro-prudential oversight. It is also proposing the 
clearing of OTC derivatives on central exchanges, along with tough rules that will limit bonuses to 20% 
of total pay.

Individual jurisdictions are also planning additional reforms. In 2009 the UK levied a one-off 50% 
supertax on bonuses. In May 2010 the German authorities announced a temporary ban on naked short-
selling of securities (the practice of short-selling an instrument without first borrowing it), after this 
was blamed for exacerbating last year’s sovereign debt crisis. A number of countries, including the UK, 
Germany, France and Sweden, have also introduced taxes or levies on financial institutions (although 
the approach varies considerably from country to country). 

Despite the blizzard of regulation that has been proposed in the past year, there remain important 
gaps in supervision. For example, there are currently no detailed proposals about the treatment of 

Introduction: The changing regulatory agenda
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systemically important financial institutions (SIFIs). These “too-big-to-fail” institutions are so large 
and interconnected that the risk of their collapse forces governments to intervene with taxpayer-
funded bail-outs. Dealing with SIFIs is likely to require either higher capital ratios than those set out 
under Basel III or, as is currently being studied by the UK’s Independent Banking Commission under Sir 
John Vickers, the splitting of retail and investment banking activities into separate subsidiaries.
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In the run-up to the financial crisis, some banks reduced their capital ratios to minuscule levels. 
Lehman Brothers, for example, had US$691bn in assets with just US$22bn in common equity. With 

a leverage ratio of more than �0, a fall in the value of assets of just �% was enough to wipe out the 
bank’s entire equity.

New regulation, and the Basel-III rules in particular, aims to curb this excessive risk-taking by 
requiring banks to hold higher quantities, and a better quality, of capital. Such was the severity of 
the financial crisis that few banks question the suggestion that some form of regulatory change is 
required. “Banks have a vested interest to upgrade their capital structure to meet financial market 
expectations,” says Guido Ravoet, secretary-general of the European Banking Federation, an industry 
body, speaking at the Financial Services Technology Europe Advisory Board, an event organised by GDS 
International, a media company. “We accept and support that in the banking industry.”

Of course, greater stability in the financial system comes at a cost, because banks must adopt a more 
prudent approach to running their business. Respondents to our survey are particularly concerned 
about the impact of new and forthcoming regulation on their cost base (see chart 1). According to 
McKinsey, the Basel-III rules will require European banks to raise around €1.1trn (US$1.6trn) of 

The impact of regulatory change
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Chart 1: In which of the following ways do you think that proposed new regulation will be a negative development for your 
organisation or your industry? Select all that apply. 
(% respondents)
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additional Tier-1 capital (the core measure of a bank’s financial strength), €1.3trn of short-term 
liquidity, and about €2.3trn of long-term funding. This represents a dramatic increase in costs, which 
could have a significant impact on various performance measures.

Much has been made of the potential impact of new regulation on banks’ profitability and their 
ability to generate return on equity. Estimates from McKinsey suggest that the rules will reduce return 
on equity for the average bank by 4% in Europe and 3% in the US. Investment banks, particularly 
those with large trading and securitisation business, will be most adversely impacted by the new rules. 
Among our survey respondents, almost three-quarters expect that post-crisis regulation will have a 
negative impact on their profitability and just over half expect that it will reduce their revenue (see 
chart 2).

Already, banks are starting to signal to the market that the next few years will be tough. In February 
Stuart Gulliver, the CEO of HSBC, told investors that profitability would be constrained, and that return 
on equity would fall from between 15-19% to 12-15%. And in an interview with The Financial Times, 
Oswald Grübel, CEO of UBS, said that investors should get accustomed to a return on equity of 10%, 
compared with pre-crisis returns that may have reached 30% or more.

Impact on products and services
More than half of respondents expect that new regulation will hamper their ability to introduce new 
products and services (see chart 1). With Basel III expected to inflate risk-weighted assets by as much 
as 70%, some banks will be forced to limit their exposure to lines of business that attract a higher 
risk weighting. This is likely to hamper their ability to introduce new products in a variety of areas, 
including securitisation and structured credit. 

Regulation will force banks to assess their business activities and determine precisely their key 
areas of focus. In some cases, banks may find that a particular business is no longer profitable because 
it consumes an excessively high quantity of capital. The decision must then be taken as to whether 
to exit from that business entirely or re-engineer it to make it viable under the new rules. “It will be 
a very competitive market out there,” says Neil Buckley, chief executive of Finstrans,a technology 
consultancy, speaking at the Financial Services Technology Europe Advisory Board, an event organised 

Revenues
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Chart 2: What impact do you expect that regulation enacted after the financial crisis will have on the following aspects of
your business? Please select one for each row. 
(% respondents)
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by GDS International.. “Banks will be forced to define exactly what market they are playing in, focus on 
their core competencies and make decisions about what they can do to leverage and save costs.”

For example, Basel III may make trade finance more expensive because the rules will increase the 
risk-weighting of lending between financial firms, which is a crucial component of any trade financing 
arrangement. A number of banks, including HSBC and Standard Chartered, have been lobbying 
fiercely to get this aspect of the rules revised, which could have a dramatic impact on many emerging-
market companies.

Paolo Bordogna, head of the European financial services practice for Bain & Company, a strategy 
consultancy, suggests that, in some cases, there will be opportunities to re-evaluate existing products 
and ensure that they are more efficient from a capital perspective. “The design of products that 
consume less capital will become one of the strategic priorities for banks over the next few years,” he 
says. “Creating products that meet the client’s needs and expectations, but consume less capital, is 
much more efficient than going out to the market.”

Even if a product is no longer profitable, there may be ways of making it profitable by bundling it 
with other products or exploring cross-selling opportunities. “You may need to keep some products in 
your portfolio for strategic reasons, even if they are no longer profitable,” continues Mr Bordogna. “To 
do this, you will need to create other opportunities with the same customer.”

The need for a proactive approach
The large costs imposed by regulation mean that a proactive approach to compliance is vital. Among 
the survey respondents, 7�% agree that this can be a source of competitive advantage (see chart �). 
“The best banks are implementing Basel III now, because the markets are already expecting them to do 
so,” says Mr Bordogna. “They are building decision-making processes that are Basel-III compliant and 
assessing their current lines of business to ensure that they can optimise their return on capital under 
the new regulations.”

Survey respondents who say that their institution is effective at securing competitive advantage 
from compliance are far more likely to perform well across a variety of metrics. They are more likely 
to think that their institution will benefit from improved risk management, business conduct, and 
enhanced reputation with customers and investors. They are also much less likely to think that 
proposed regulation will be damaging to their revenue or profitability (see chart 4).

The precise workings of some aspects of Basel III have yet to be determined, and this can limit the 
ability of banks to take action now. Indeed, almost three-quarters of respondents agree that uncertainties 

A proactive approach to regulatory compliance can be a source of competitive advantage

Uncertainties over the future direction of regulation hamper our ability to take a proactive response to regulatory change

A proactive response to new regulation will have other benefits to our organisation besides compliance

Investments in technology made primarily with compliance in mind will help other parts of our business

Compliance with proposed new regulation in our domestic market will make us more competitive compared with our overseas competitors

Chart 3: Please indicate whether you agree with the following statements. 
(% respondents)
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over the future direction of regulation hamper their ability to take a proactive response to regulatory 
change. Nonetheless, there are plenty of things that banks can be doing to prepare for Basel III.

A key area of focus is improving the alignment between compliance activities and broader business 
strategy. “A few years ago, you could argue that banks’ compliance functions were exactly that—a 
function,” says Zal Thomas, a a senior manager in the risk and compliance advisory practice at KPMG. 
“Now you could argue that successful banks are those that are linking their compliance strategy with 
their business strategy.”

South Africa’s Standard Bank is one institution that is taking steps to build a stronger link between 
compliance and strategy. “We aim to ensure that the way we achieve compliance also provides a benefit 
to us as an organisation,” says Annelie Schnaar-Campbell, chief risk officer of Standard Bank. “We look 
at a longer-term solution, rather than implementing an interim fix just to be compliant. It is important 
to implement regulation in such a way that we get additional information that we can use in our 
decision-making.”

Part of this longer-term solution involves improving the co-ordination between risk management, 
compliance and internal audit under a combined assurance model. “Having one source of data that can 
be used for risk, compliance and internal audit gives us a much better understanding of where risks lie 
and enables us to analyse performance more consistently using key risk indicators and look at where 
we can achieve process efficiency,” says Ms Schnaar-Campbell. “The way in which we implement our risk 
and controls framework can really help the bottom line by helping the business to understand where 
losses occur.”

Our survey shows that the old approach of doing the minimum to achieve compliance will no 
longer be sufficient. Indeed, the findings suggest that banks that fail to take a proactive approach to 

Effective at using compliance as source of competitive advantage Ineffective at using compliance as source of competitive advantage
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Chart 4: What impact do you expect that regulation enacted after the financial crisis will have on the following aspects of
your business?
(% respondents)
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compliance will be penalised. Although a bare bones approach might save money in the short term, the 
longer-term impact is that more resources and management time are consumed. Respondents whose 
institutions do the minimum to achieve compliance end up employing more compliance professionals, 
spend more on technology and devote more management and board time to discussing compliance 
issues (see chart 5).

Although a proactive approach to compliance is important, banks must also ensure that they 
maintain the flexibility to respond to a changing economic and market landscape. “It’s important 
to plan ahead, but ongoing market and economic volatility means that you need to be aware of how 
things are evolving and make adjustments to allow for that,” says Ms Schnaar-Campbell. “You need the 
right risk-management framework and the right organisational structures in place because the world 
is changing so quickly at the moment. We need to ensure that whatever we implement now will give us 
the infrastructure we need to be able to re-position ourselves quickly as events unfold.”

Agree that they do the minimum Disagree that they do the minimum
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Number of employees within the compliance function
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Overall cost of compliance

Management time allocated to compliance issues

Chart 5: Over the past year, how has your organisation changed the amount of time and other resources it devotes to the 
following aspects of regulatory compliance?
(% respondents)
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For banks that are keen to take a more proactive approach to compliance, capital management 
is emerging as a vital discipline to ensure that that they maximise capital efficiency in both the 

trading and loan book. “Although banks don’t know the precise details of the capital they will require 
under Basel III, they know that it will be in short supply,” says Jane Leach, a partner in the risk and 
compliance advisory practice at KPMG. “It is therefore important for them to put in place rigorous 
capital and liquidity management structures that take into account not just profitability of certain 
business activities but their consumption of funding.”

A more stringent capital and liquidity environment will also require banks to look carefully at 
existing risk-management processes. Among our survey respondents, 57% agree that new regulation 
will improve their risk management (see chart 6). “There is a strong incentive to have good risk 
management in place and to align it with the management of capital and liquidity across the entire 
institution,” says Mr Ravoet.

Increasing capital efficiency and improved risk management will play a significant role in helping 
banks to meet their obligations, but many institutions may find that they need to raise new capital. 
Already, we have seen numerous examples of banks raising new debt finance, particularly contingent 
convertible bonds (see box), or converting existing instruments into those that are compliant. A 

The new capital agenda
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number of others—including German banks, Commerzbank and Deutsche Bank, and Italian bank, 
Intesa Sanpaolo—have announced plans to issue shares or have already raised new equity capital, 
partly in anticipation of the new rules. 

The timing of these moves will be crucial; raise capital too early and the market may react badly, but 
leave it too late and there may be limited capacity. “There’s a finite amount of capital out there and you 
don’t want to be in the tail end of institutions asking for it,” says Bob Penn, a regulatory law partner at 
Allen & Overy. “But, equally, there’s a slight first-mover disadvantage because of the message that this 
sends to investors.”

Transparency with investors will also become an increasingly important source of competitive 
advantage. “You have to be transparent in your reporting and demonstrate your risk appetite, 
compliance and capital in a way that stakeholders can understand,” says Barbara Ridpath, chief 
executive of the International Centre for Financial Regulation. “If you could actually demonstrate that 
to your investors, so that they thought their money was safer with you than somebody else, that would 
be a very positive outcome.”

The investor’s perspective

The new regulatory regime could have a profound impact on 
investors’ view of the banking industry. On the equity side, 
investors may be less willing to invest because of a fall in return 
on equity (ROE) and a concern that banks will continue to be 
prone to volatility. “In an environment where higher capital ratios 
may challenge profitability levels, this has the potential to make 
equity investment in banks less attractive compared with other 
sectors,” says George Dallas, director of corporate governance 
at F&C Investments. 

On the debt side of the balance sheet, the new “bail-in” mechanism 
recently adopted by the Basel Committee on Banking Supervision 
could have a significant impact on the attractiveness of banks to 
bondholders. Under new proposals, bonds of failing banks would be 
forcibly converted into equity, helping to bolster bank capital and 
stave off the need for taxpayer support. 

Since debt-holders must be paid back before equity investors in 
the event of a financial collapse, the bail-in mechanism increases 
the riskiness of bonds, and may reduce the pool of willing investors. 
At a time when competition for capital is set to increase significantly 
because of demands from sovereigns as well as the financial sector, 
the likelihood is that some banks may find it difficult to raise the 

capital they need to meet more stringent regulatory requirements.
One survey from JP Morgan found that more than one-quarter of 

bank bondholders would no longer consider senior bank bonds if the 
new bail-in rules were introduced. “If bail-in becomes an accepted 
feature, that might make traditional senior debt of banks too risky 
from the perspective of a fairly conservative fixed-income investor,” 
says Mr Dallas. “The bail-in mechanism brings these instruments 
closer towards convertible bonds, which is a quite different 
proposition from the senior debt around which a lot of fixed-income 
mandates are built.”

Traditional institutional investors may also be wary of so-called 
contingent convertible bonds (or CoCos), a new financial instrument 
that converts into equity at a pre-determined level of financial stress. 
These are designed to replace hybrid bonds, which sit between debt 
and equity, and which were widely criticised for failing to absorb 
losses during the crisis. 

Although CoCos have attracted considerable interest from both 
regulators and some banks, Mr Dallas wonders whether there will 
be sufficient demand for CoCos in the longer term. “If contingent 
capital is to become more commonplace, how does that mesh 
with the amount that the institutional investment community is 
prepared to put forward? There could be a concern that the market 
for contingent capital is notably less than the market for traditional 
bank debt,” he explains.
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In addition to imposing commercial and strategic constraints, new regulation is also increasing the 
operational cost burden. The sheer scale and scope of regulation requires banks to make significant 

investments in technology, headcount and processes. Among the survey respondents, 89% say that 
the overall cost of compliance has increased over the past year, while �1% say that management time 
devoted to compliance issues has also increased (see chart 7). In many cases, compliance issues are 
being elevated to the most senior level: more than four out of ten respondents say that the time spent 
discussing regulatory issues at board level has increased significantly.

With the cost of compliance rising rapidly, financial institutions have an opportunity to increase 
the efficiency of their regulatory risk management and compliance activities. Although it may seem 
less fundamental than the big-picture changes to capital structure and business models, the gains 
from improved efficiency can be a driver of the more proactive approach that is required. “Efficiency 
in compliance is just as important as effectiveness,” says Mr Thomas. “If you can’t free up the spare 
capacity to respond to reactive stuff, you won’t have much chance in doing proactive things to 
eliminate the root causes of the problems.” 

Efficiency is an area where few institutions currently excel. According to our survey, just 42% of 
institutions are currently effective at co-ordinating individual compliance projects, and only 39% 
are effective at maximising the efficiency of the compliance process (see chart 8). Many banks have 
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Chart 7: Over the past year, how has your organisation changed the amount of time and other resources it devotes to the
following aspects of regulatory compliance? Please rate on a scale of 1 to 5, where 1 is “significant increase”, 3 is “no change”,
and 5 is “significant decrease”. 
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historically taken the approach of meeting each compliance requirement separately and this has led to 
a disjointed, inefficient approach with considerable room for improvement.

A more efficient approach to compliance and risk management requires taking a holistic view 
and co-ordinating regulatory activities into a broader enterprise-wide risk framework. “You need 
co-operation between the different specialists to come up with an integrated approach,” says David 
Suetens, chief risk officer of ING Investment Management. “It’s an ongoing challenge to make sure 
that different risk and control functions within financial service companies work together across silos.”

Respondents that say they have an efficient compliance process typically feel less impact from gaps 
or failures in regulatory risk management. They are less likely to have encountered increased regulatory 
scrutiny from authorities, and much less likely to have suffered damaged reputations (see chart �).

Technology can help to co-ordinate compliance activities. “Banks should do all they can to use 
technology to reduce their compliance costs and then reapply the same technology to help them with 
their trading business,” says Ms Ridpath. “There is significant competitive advantage to be gained from 
applying technology to enhance the regulatory compliance process.”

Although banks are spending more on technology to improve compliance, it is not always on new 
infrastructure. “We are spending a lot of time on risk systems’ architecture rationalisation and looking 
at how we can prevent infrastructure from becoming too complicated and costly to maintain,” says 
Ms Schnaar-Campbell. “We need to make sure that we can get what we require through the use of our 
current systems and processes, while making them as efficient as they can be.”

Overall management of regulatory risk

Understanding the impact of forthcoming regulation on our business

Dealing with compliance breaches

Anticipating new regulations

Imposing controls and limits

Instilling awareness about the impact of regulation across the entire business

Building good relationships with regulators

Co-ordination of individual compliance projects

Co-operation between compliance functions and other sources of assurance (eg risk management or internal audit)

Maximising efficiency of the compliance process

Ensuring that the right skills and expertise are in place to manage compliance effectively

Using regulatory compliance as a source of competitive advantage

Influencing regulators’ rule-making process

Chart 8: How effective do you think your organisation is at managing the following aspects of regulatory risk?
Please rate on a scale of 1 to 5, where 1 is” very effective” and 5 is “very ineffective”.
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Chart 9: In which of the following ways (if any) have gaps or failures in your institution’s management of regulatory risk had
a negative impact? Select all that apply. 
(% respondents)
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The days of compliance as a box-ticking exercise are over. Around the world, regulators are 
squeezing financial institutions and steering them towards a more sustainable banking model. And 

although the precise details of the new regulatory landscape have yet to be finalised, it seem certain 
that banks will be facing a less glamorous, but more stable, future.

The regulatory pressure on banks will intensify an already competitive environment. The timetable 
for Basel-III implementation will coincide with an explosion of debt-issuance from sovereign 
borrowers. Banks will face stiff competition for scarce capital, and will need to work hard to convince 
investors of their long-term stability and performance.

Leading financial institutions are already taking steps to prepare for this new future. They are 
conducting a wholesale reassessment of their business models, and determining which products 
and services will form part of their long-term future. They are improving the quality of their capital, 
restructuring their balance sheets, and putting in place risk-management measures that give them a 
clearer, more accurate picture of their financing needs. They are also assessing their funding profile 
and ensuring that they have the right sources of finance in place to manage both short-term and long-
term needs.

With a packed regulatory agenda over the next few years, the process by which financial institutions 
manage their compliance activities is more important than ever. Co-ordination of projects is critical to 
minimising duplication of effort and ensuring effective oversight. As the time and resources allocated 
to compliance are expected to increase, an efficient approach to dealing with regulation will be 
essential to keeping compliance costs under control.

Conclusion
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Your institution

Your industry

What impact will new regulation of financial services have on the following? Please select one answer for each row. 
(% respondents)

15

16

29

34

255

51

Positive impact Negative impact Both positive and negative impacts Don’t know

59

43

39

31

23

22

13

12

8

It will make us safer and more stable

It will improve our relationship with external stakeholders

It will strengthen our balance sheet

It will reduce the volatility of our earnings

It will improve our client acquisition/retention

It will make us more competitive

It will make is easier for us to introduce new products and services

It will improve our financial performance

Other, please specify

In which of the following ways do you think that proposed new regulation will be a positive development for your organisation 
or your industry? Select all that apply. 
(% respondents)

82

53

53

44

42

17

17

6

It will increase our cost base

It will hamper our ability to introduce new products and services

It will adversely affect our financial performance

It will harm our overall competitiveness

It will divert management attention away from more pressing issues

It will make it more difficult for us to attract and retain customers

It will weaken our balance sheet

Other, please specify

In which of the following ways do you think that proposed new regulation will be a negative development for your 
organisation or your industry? Select all that apply. 
(% respondents)

The following charts are based on the full survey sample:



1� © The Economist Intelligence Unit Limited 2011

Appendix I
Survey results

Compliance and competitiveness

48

41

40

35

30

28

24

21

16

10

9

1

Better co-ordination of our compliance efforts

Using our reputation for best practice in compliance to improve our overall public image and gain customer trust

Better financial performance through improved risk management

Using our reputation for best practice in compliance to build better relations with supervisors

Better integration of compliance with other sources of assurance

Bringing new, fully-compliant products and services to market ahead of our rivals

Using our reputation for best practice in compliance to attract new investors

Streamlined/reduced cost base as a result of technology changes

Greater agility and business flexibility

Reapplying compliance investments in other parts of the business

None of the above

Other, please specify

 In which of the following ways, if any, has your institution sought to gain competitive advantage from its response to 
regulatory change? Select all that apply. 
(% respondents)

8

64

27

1

Very successful

Quite successful

Not very successful

Not at all successful

How successfully do you think your organisation has been at using compliance with regulation as a source of improved 
competitiveness? 
(% respondents)
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42

33

29

27

27

22

22

22

20

18

Lack of expertise and authority among compliance professionals

Shortcomings in processes and controls

Lack of investment in new technology

Reluctance to invest in compliance efforts

Limited integration between compliance and enterprise risk management

Lack of leadership and tone from the top

Slow response to regulatory change

Lack of training

Lack of investment in data

Shortcomings in corporate governance

To what do you attribute your organisation’s difficulty in using compliance as a source of improved competitiveness?
Select all that apply. 
(% respondents)

51

46

46

46

43

34

29

27

25

20

9

Strong leadership and tone from the top

Quick response to regulatory change

Willingness to invest in compliance efforts

Improved processes and controls

Strong corporate governance

Integration of compliance with enterprise risk management

Effective training

Experience and authority of compliance professionals

Investment in new technology

Investment in data

Ability to use investments in compliance in other parts of the business

To what do you attribute your organisation’s ability to use compliance as a source of improved competitiveness?
Select all that apply. 
(% respondents)
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A proactive approach to regulatory compliance can be a source of competitive advantage

Uncertainties over the future direction of regulation hamper our ability to take a proactive response to regulatory change

A proactive response to new regulation will have other benefits to our organisation besides compliance

Investments in technology made primarily with compliance in mind will help other parts of our business

Compliance with proposed new regulation in our domestic market will make us more competitive compared with our overseas competitors

Please indicate whether you agree with the following statements. 
(% respondents)

1

1

6144534

8173737

28224721

514363411

133224247

Agree strongly Agree slightly Neither agree nor disagree Disagree slightly Disagree strongly

48

35

33

29

24

22

19

17

16

12

17

2

Increased regulatory scrutiny from authorities

Damaged reputation

Higher cost of capital

Constraints on new product generation

Loss in customers/client accounts

Higher costs in customer reach and onboarding

Reduced returns (risk-adjusted) on traded capital

Balance sheet/portfolio valuation uncertainties

Slowing/preventing global expansion

Investment allocations – portfolio balancing/optimization

None of the above

Other, please specify

In which of the following ways (if any) have gaps or failures in your institution’s management of regulatory risk had a 
negative impact? Select all that apply. 
(% respondents)

We try as much as possible to anticipate the regulatory agenda

We tend to do the minimum to comply when confronted with new regulation

Our own internal controls are more robust and appropriate than current regulatory requirements

We have problems trying to make our internal controls compatible with certain aspects of regulation

Regulators are behind the curve in terms of developing best practice for supervising financial institutions

Please indicate whether you agree with the following statements. 
(% respondents)

1

263218196

310353715

82035344

1

5114439

8194230

Agree strongly Agree slightly Neither agree nor disagree Disagree slightly Disagree strongly
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Overall management of regulatory risk

Understanding the impact of forthcoming regulation on our business

Dealing with compliance breaches

Anticipating new regulations

Imposing controls and limits

Instilling awareness about the impact of regulation across the entire business

Building good relationships with regulators

Co-ordination of individual compliance projects

Co-operation between compliance functions and other sources of assurance (eg risk management or internal audit)

Maximising efficiency of the compliance process

Ensuring that the right skills and expertise are in place to manage compliance effectively

Using regulatory compliance as a source of competitive advantage

Influencing regulators’ rule-making process

How effective do you think your organisation is at managing the following aspects of regulatory risk?
Please rate on a scale of 1 to 5, where 1 is” very effective” and 5 is “very ineffective”.
(% respondents)

24215518

9244026

16254128

115423211

3265219

211324115

38274419

21245366

413333912

41838354

41232439

733336 22

172033237

1 Very effective 2 3 4 5 Very ineffective

Revenues

Profitability

Reputation with investors

Reputation with customers

Risk management

Stability of financial returns

Business conduct

Reputation with rating agencies

What impact do you expect that regulation enacted after the financial crisis will have on the following aspects of your business?
Please select one for each row. 
(% respondents)

51409

74197

114643

114346

63757

205723

66331

76231

Positive Neutral Negative
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Management time allocated to compliance issues

Overall cost of compliance

Time spent discussing regulatory issues at board level

Spending on technology

Number of employees within the compliance function

Spending on training and awareness associated with changing regulation

Over the past year, how has your organisation changed the amount of time and other resources it devotes to the following
aspects of regulatory compliance? Please rate on a scale of 1 to 5, where 1 is “significant increase”, 3 is “no change”, and
5 is “significant decrease”. 
(% respondents)

1

1

1

1

2

1

185239

195534

1134442

3393819

2304819

5235219

1 Significant increase 2 3 No change 4 5 Significant decrease

34

22

20

19

1

1

1

1

1

1

1

United Kingdom

Germany

Netherlands

France

Greece

Switzerland

Denmark

Hungary

Ireland

Russia

Sweden

In which country are you personally based? 
(% respondents)

99

1

0

0

0

0

Western Europe

Eastern Europe

Asia-Pacific

Latin America

North America

Middle East and Africa

In which region are you personally based? 
(% respondents)
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24

20

11

10

9

9

3

14

Investment management

Investment banking

Corporate banking

Commercial banking

Retail banking

Wholesale capital markets operations

Hedge funds

Other, please specify

What is your primary industry or area of activity? 
(% respondents)

19

20

8

2

51

$1bn or less

$1bn to $25bn

$25bn to $50bn

$50bn to $75bn

$75bn or more

What is your company's approximate level of global assets? 
(% respondents)

3

13

6

2

24

9

6

14

22

0

Board member

CEO/President/Managing director

CFO/Treasurer/Comptroller

CIO/Technology director

Other C-level executive

SVP/VP/Director

Head of Business Unit

Head of Department

Manager

Other

What is your title? 
(% respondents)
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Effective at using compliance as source of competitive advantage Ineffective at using compliance as source of competitive advantage

66.1
52.2

63.9
39.1

51.6
43.5

41.9
26.1

41.9
23.9

29.5
15.6

16.1
6.5

8.1
4.3

Risk management

Reputation with customers

Reputation with investors

Business conduct

Reputation with rating agencies

Stability of financial returns

Revenue

Profitability

What impact do you expect that regulation enacted after the financial crisis will have on the following aspects of your 
business?
(% respondents)

Agree that they do the minimum Disagree that they do the minimum

77.0

84.6

82.0

92.3

92.3

94.9

71.4

60.5

51.7

83.1

89.0

88.0

Spending on training and awareness associated with changing regulation

Number of employees within the compliance function

Spending on technology

Time spent discussing reulatory issues at board level

Overall cost of compliance

Management time allocated to compliance issues

Over the past year, how has your organisation changed the amount of time and other resources it devotes to the following 
aspects of regulatory compliance?
(% respondents)

The following charts are based on cross-tabulations of the survey data:
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42.9

28.6

27.0

27.0

25.4

19.0

19.0

14.3

12.7

6.3

52.8

41.7

50.0

38.9

16.7

30.6

19.4

19.4

8.3

27.8

Increased regulatory scrutiny from authorities

Higher cost of capital

Damaged reputation

Constraints on new product generation

Loss in customers/client accounts

Higher costs in customer reach and onboarding

Balance sheet/portfolio valuation uncertainties

Reduced returns (risk-adjusted) on traded capital

Investment allocations - portfolio balancing/optimisation

Slowing/preventing global expansion

In which of the following ways (if any) have gaps of failures in your institution’s management of regulatory risk had a 
negative impact? 
(% respondents)

Effective at maximising efficiency of compliance process Ineffective at maximising efficiency of compliance process



27 © The Economist Intelligence Unit Limited 2011

Compliance and competitiveness

T he Economist Intelligence Unit would like to thank the following participants in the 
in-depth interview programme for their time and insights:

l Bob Penn, partner, regulatory law, Allen & Overy

l Paolo Bordogna, head of European financial services, Bain & Company

l Guido Ravoet, secretary-general, European Banking Federation

l George Dallas, director of corporate governance, F&C Investments

l Neil Buckley, chief executive, Finstrans

l David Suetens, chief risk officer, ING Investment Management

l Barbara Ridpath, CEO, International Centre for Financial Regulation

l Zal Thomas, senior manager, risk and compliance, KPMG

l Jane Leach, partner, risk and compliance, KPMG 

l Annelie Schnaar-Campbell, chief risk officer, Standard Bank

l Howard Miller, director of strategy, TheCity UK

l Michael Mainelli, regulatory consultant, Z/Yen

Appendix II: Interview participants

Appendix I I
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