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Excellencies, 

Distinguished Audience,

Ladies and Gentlemen, 

It is both a pleasure and an honor for us at the World Union of Arab Bankers to collaborate with The Banks Association of Turkey to organize this Fifth MENA Compliance and Risk Management Forum, for the second time in Istanbul, which confirms the role of this city as an important financial center in the region. 
This Forum gathers the leaders and experts of the MENA banking sectors to discuss a very important issue that is capturing a great attention; we mean the assessment of the new suggestions of Basel II Committee to enhance the current framework, which were published in July 2009. 
Hoping that during the next two days, this forum will generate valuable discussions, conclusions and proposals. 

Ladies and gentlemen,

Following the outbreak of the U.S. subprime crisis, business activities around the world slowed due to the contraction in credit conditions, and the financial turbulences continued despite the efforts of policymakers to support market liquidity and capitalization. This was caused by the concerns about losses from toxic assets, which raised doubts about the solvency of many international financial institutions.

The situation deteriorated dramatically after the explosion of the financial crisis in September 2008, following the default by Lehman Brothers, the rescue of AIG, and the intervention to rescue many other institutions in the United States, Europe, and several emerging markets.

These events have resulted in a huge increase in counterparty risk as banks faced huge write-offs, and a decrease in the solvency of many of the largest financial institutions. The demand for liquidity jumped to new levels, and market volatility surged. High-grade and high-yield corporate bond spreads widened sharply. The flow of trade was significantly disordered, stock prices fell sharply, and exchange markets came under heavy losses. International trade and capital flows shrunk, while output and employment losses mount.
A large number of advanced economies have fallen into recession, and economies in the rest of the world have slowed consequently. 

Ladies and gentlemen,

To a considerable degree, the international efforts, particularly the IMF initiatives and the successive G-20 summits have tried to deal with all these problems, and attempted to restore the confidence through restructuring the banking and financial sectors, reinforcing the transparency and accountability, and increasing the international cooperation and harmony. With regard to this, the efforts have considered the following: 

1. Increasing the international cooperation and collaboration.

2. Enhancing the international framework for prudential procedures and measures.

3. Increasing the effectiveness of the control on credit rating agencies.
4. The compliance of all financial institutions to appropriate levels of regulation and control.

The global financial crisis has also unclosed many weaknesses in the Basel II framework and its capability of avoiding such crisis in the future. Among those shortfalls, the inadequacy of bank capital during crises, the cyclicality of bank capital, the excessive reliance on rating agencies, the extensive spread of complicated financial products, the large expansion of securitization and resecuritisation, and most importantly, the poor risk management practices mainly regarding liquidity and concentration risks.
This fact has revealed the necessity of developing and enhancing the current framework with focus on the gaps disclosed by the crisis. As a result, the Basel Committee has launched a plan to enhance Basel II framework according to the lessons learnt from the crisis. These enhancements have covered the three pillars: while the first pillar (Minimum Capital Requirements) and the third pillar (Market Discipline) have been subject to several amendments, a supplemental guidance has been added to the second pillar (Supervisory Review Process).  

As mentioned earlier, the crisis has exposed the critical role of securitiation and rescuritisation, thus, the Revisions to Pillar 1 have focused mainly on this issue and recommended new rules to deal with such off-balance sheet exposures. Furthermore, the revisions to Pillar 3 have also focused on securitisation and resecuritisation disclosure requirements to provide better understanding of the overall risk profile of an institution. These disclosure requirements will strengthen the market discipline and allow market participants to evaluate the information about capital, risk exposures, risk assessment processes, and the capital adequacy of the institution. 

Ladies and gentlemen,

The lessons of the crisis have also confirmed the importance of sound risk management procedures and practices. Consequently, the Basel Committee's Supplemental Guidance to Pillar 2 has tackled the weaknesses in banks’ risk management processes, which were among the major causes for the bankruptcy of many banks. In line with Basel Committee, we believe that the recommendations of the guidance are crucial for sound risk management system. Thus, we stress on the essential role of the Board and senior management; the existence of policies and procedures that should provide adequate identification, measurement, control and mitigation of risks; internal controls to monitor and test the risk management processes; an efficient valuation practices with regard to complex structured products; an effective liquidity and concentration risk management and supervision; a sound stress testing practices; and the adoption of compensation policies that are linked to longer-term capital preservation and the financial strength of the firm. 
Ladies and gentlemen,

We believe that the cited enhancements are very important to fill the gaps of the current Basel II framework, and we hope that they will be able to provide shelter to the financial and banking systems and minimise the effects of any future crisis. However, more time might be necessary to assess the outcomes of these enhancements and if any other enhancements are needed. 
Thank you for your kind attention.
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