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MODULE 4
AN OVERVIEW OF THE TEACHING MATERIALS
Target group

School students aged 14–18

Potential
subjects

Social science subjects such as economics and politics, but also well suited to languages
(especially English) and bilingual lessons.

Time
requirements

Depending on the materials chosen and if in-depth materials are used, approximately 2 teaching
hours.

Background

The materials are suitable for studies of international politics and economics, including changes
and trends in these fields and the associated opportunities and challenges.

Content

The teaching material gives an overview of the global challenges being dealt with in the G20
Finance Track, including examples of the key agenda items and outcomes from previous G20
meetings as well as explanations of financial concepts that are useful for discussing future
challenges. In-depth materials on topics connected with Basel III are also available.

How to use
the materials

The materials offer an inside view into the G20 Finance Track. We do not provide standardized
answers to the exercises. Teachers are free to select and reorganize the order of the materials
at their discretion. Any questions concerning the materials can be answered via
info@global-classroom.de.

Knowledge
requirements

These instructional materials build upon the instructional units “The G20 and the Finance
Track – why does it matter?”, “Introduction to Global Governance” and “Introduction to Global
Finance.” Prior instruction in general financial matters, such as the global financial crisis or the
issue of sovereign debt, is helpful but not required.

Curricular
overlap

The subject matter covered in this module overlaps with the subject international financial
markets.

Objectives

Students
• identify and describe the main global economic and political challenges that the international
community has had to tackle in recent years. II
• summarize the main decisions that the G20 has taken in the financial sector (I) and discuss
possible difficulties in their implementation. III
• explain key financial terms, concepts and actors such as equity capital, the International
Monetary Fund, systemically important banks, taxes, Basel III, financial inclusion, fintechs,
etc. II
• discuss to what extent and in what ways regulations in the financial sector need to be adopted
internationally and what difficulties may result from this. III
• explain what is meant by the term “economic resilience” and which factors strengthen or
weaken resilience. II
• discuss the financial topics covered in communiqué from the most recent G20 summit in
Hangzhou and identify how the German G20 presidency’s priorities are similar or different. III
• discuss potential financial policy priorities for the next G20 presidency and select a set of
topics that they consider important. III
• formulate a draft Finance Track agenda for the next G20 presidency (Argentina). III
The targeted skills are indicated using “operative words.” These are verbs that indicate the
activities the students are expected to perform when completing the exercises: Exercise category
I comprises reproduction, exercise category II requires reorganization and transfer, and exercise
category III asks for reflection and transfer. The numbers next to the individual skill descriptions
indicate the exercise category. The skills are structured chronologically with respect to the
module.
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MODULE 4

M1

KEY RESULTS AND MOST IMPORTANT
FINANCIAL MARKET REFORMS INITIATED
BY THE G20

MATERIAL 1
KEY RESULTS AND MOST IMPORTANT FINANCIAL MARKET
REFORMS INITIATED BY THE G20

Key results from past G20 meetings
• During the height of the financial crisis in
November 2008, the first summit of heads of state
and government took place in Washington D.C.
G20 leaders agreed on a common basis for
reforming financial markets and adopted a catalog
of nearly 50 individual measures. These measures
aimed to prevent the financial crisis from
happening again.

• In June 2012, country-specific obligations were
adopted for the first time in Los Cabos, Mexico.
This meant that each G20 member was obligated
to undertake structural reforms in order to
ontribute to achieving a jointly signed catalog
of over 80 objectives (see https://www.g20.org/
Webs/G20/EN/G20/Summit_documents/summit_
documents_node.html).

• At the London summit in April 2009, G20 leaders
discussed measures for strengthening the
financial system and overcoming the global
recession.

• At the St. Petersburg meeting in September 2013,
the G20 failed to agree on joint measures against
the war in Syria. Instead, the meeting focused
on an agreement to introduce the automatic
exchange of tax data across borders starting in
2015. The goal of this information exchange is
to curb tax evasion by individuals and
multinational companies.

• At the September 2009 meeting in Pittsburgh,
the G20 agreed on specific steps for regulating
financial markets. They pledged to develop rules
for increasing and improving the equity capital
of banks by the end of 2010, based on proposals
by the FSB, and to implement these rules by the
end of 2012.
• In 2010, the G20 met in Toronto in June and in
Seoul in September to flesh out the details of rules
and projects proposed at previous meetings.
• At the Cannes summit in November 2011,
recommendations were made on a total of 13
topics. G20 leaders continued to focus on
recommendations for ensuring a stable
international monetary system and the
intensification of financial sector reforms.
The agenda also addressed issues of economic,
social, energy and climate policy.

TIP
You can find the G20 communiqué from the
2016 summit in Hangzhou at:
https://www.g20.org/Content/DE/_Anlagen/
G7_G20/2016-09-04-g20-kommunique-en.
html?nn=2067368 (last accessed: 1/31/2017)

• The Brisbane summit in November 2014 was
overshadowed by the conflict in Ukraine. Only a
few decisions were made: to promote growth, the
G20 pledged to create more incentives, to expand
infrastructure, and to dismantle barriers to trade.
They also called on the world’s 30 largest banks
to further increase their capital base.
• The Antalya summit in November 2015 took
place shortly after the terrorist attacks in Paris,
and the fight against terrorism topped the
agenda. To this end, G20 leaders discussed
political and military options for combating
terrorism; boosting the exchange of information
in order to improve the monitoring of
international payment systems and to more
effectively identify and freeze bank assets used
to finance terrorist acts; and making terrorist
financing subject to criminal sanctions. Leaders
also discussed ways to enhance joint efforts to
combat the refugee crisis, including more
financing for international organizations,
improving protection of the EU’s external
borders, and reducing illegal migration.
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KEY RESULTS AND MOST IMPORTANT
FINANCIAL MARKET REFORMS INITIATED
BY THE G20

Overview of the most important financial market reforms
initiated by the G20
TIP
To look up unknown terms, use the Finance
Glossary in M2 or the background information
on Basel III in the M3 material.

Following the financial crisis of 2007/2008, the
G20 introduced numerous financial market
reforms designed to strengthen the stability and
resilience of the global financial system while
maintaining its open and integrated structure.
The declared objective is to adequately monitor
and, if necessary, regulate all systemically
important financial institutions, financial markets
and financial instruments that could pose risks to
the stability of the financial system (these issues
topped the agenda of the 2009 G20 summit in
London, for example).
• Ratings agencies and managers of alternative
investment funds, such as hedge funds, are now
subject to a registration and supervisory regime.
• Stricter disclosure obligations for
securitizations (which, as an opaque capital
market product, infected the global financial
system in the run-up to the financial crisis) have
been introduced. In addition, the introduction
of obligatory risk deductibles provided the
banks with incentives to exercise greater caution
in securitizing loans.
• The monitoring of systemically important
financial institutions has been intensified –
through stricter mandates and greater powers for
supervisory authorities, sufficient independence
and better staffing, as well as setting up crossborder supervisory colleges, among other things.
In the EU, three European supervisory authorities
were created in this context for the insurance and
securities sector in 2010 and they began their
work in 2011. In addition, a unified banking
supervisor (SSM: Single Supervisory Mechanism)
has been in existence in the euro area since

November 2014. Under this framework, the
European Central Bank (ECB) and the national
supervisory authorities jointly supervise the
banking sector in the euro area.
• Stricter capital and liquidity requirements for
systemically important financial institutions
have been adopted. In addition to the stricter
capital and liquidity standards (Basel III), global
systemically important banks (G-SIBs) will also
have to maintain higher capital buffers in the
future (beyond that of Basel III) as well as fulfill
the requirements of for total loss absorbing
capacity (TLAC). Similar requirements are
currently being developed for systemically
important insurance companies.
• The recovery and resolution of financial
institutions has been improved. To this end,
banks that run into difficulties will be subject to
recovery, reorganization or, if necessary,
resolution, and losses will be covered by bailing
inshareholders and potentially creditors. In
Germany, for example, all banks must pay a bank
levy to a resolution fund in order to cover
potential costs. There is a clear “pecking order”,
which means that bail-ins will affect owners and
creditors first . The resolution fund will not be
tapped unless bail-in funds prove insufficient.
Taxpayers are protected because tax revenue may
not be used in the future to rescue banks until
after the resolution funds have been completely
exhausted. As a result, the links between risk and
liability have been reinforced.
• Derivative markets have been made more
secure. For example, new provisions to improve
the regulation of over-the-counter (OTC)
derivatives (which up to now had not been traded
on formal exchanges or centrally cleared) now
require standardized OTC derivatives to be traded
on exchanges/organized trade platforms, cleared
by central counterparties, and reported to trade
repositories. In addition, stricter capital and
collateral requirements are applied to OTC
derivatives that continue to be cleared bilaterally.
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FINANCIAL MARKET REFORMS INITIATED
BY THE G20

• New regulations have been adopted for
remuneration systems in the financial sector.
These new rules aim to ensure that salaries and
benefits are oriented more towards longer-term
performance and the avoidance of excessive
risks.
• The supervision and regulation of the shadow
banking system has been improved. In
addition to regulations relating to managers of
alternative investment funds (such as hedge
funds), and the introduction of stricter disclosure
requirements for securitiziations (including
obligatory riskretention), numerous additional
measures have been initiated at the global,
European and national level to improve the
supersivion and regulation of shadow banking
and capital market-based financing. For example,
banks must disclose risks from transactions with
shadow banks and back them up with equity
capital, and mandatory haircuts were introduced
for repurchase transactions (repos). Efforts are
also being undertaken to eliminate “blind spots”
in connection with (all) other shadow market
participants: these companies are being
supervised and regulated based on an
internationally agreed framework. Under this
framework, national supervisory authorities
must (a) identify and assess risks emanating
from shadow bank participants, (b) counteract
these risks by taking internationally agreed

supervisory and regulatory measures and (c)
share information regarding their specific
application of this framework. The
implementation of this framework was reviewed
by means of a peer review among all members of
the Financial Stability Board (FSB) and concluded
at the beginning of 2016. On the basis of the peer
review’s findings, the FSB is assessing whether
additional recommendations are necessary.
• Microprudential supervision (that is, the
supervision of individual institutions) has now
been supplemented with new macroprudential
supervisory bodies and instruments to
monitor risk levels and risk trends in the entire
financial system. At the global level, the
International Monetary Fund (IMF) and the
Financial Stability Board (FSB) are charged with
monitoring risk levels and risk trends throughout
the global financial system. In the European
Union, macroprudential supervision is
conducted by the European Systemic Risk Board
(ESRB), which took up work in early 2011. In
Germany, the Financial Stability Committee
(Ausschuss für Finanzstabilität) was set up in
March 2013 to link the macroprudential
supervision of the Deutsche Bundesbank with
the microprudential supervision of the Federal
Financial Supervisory Authority (Bundesanstalt
für Finanzdienstleistungsaufsicht).
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M1

KEY RESULTS AND MOST IMPORTANT
FINANCIAL MARKET REFORMS INITIATED
BY THE G20

EXERCISES ON THE TEACHING MATERIALS
MATERIAL 1
KEY RESULTS AND MOST IMPORTANT FINANCIAL MARKET
REFORMS INITIATED BY THE G20
1.	 Composition: Identify challenges in the financial sector.
Write a text that describes the main challenges in the financial sector that the
international community has faced in recent years (200–400 words). You could
organise your text by ranking the challenges by importance or by putting them in
chronological order. You can use the information provided within the Global Classroom
as well as any other sources you can find. You can write your text online, just below
this task. If your access to the internet is limited, you can also work offline.
2.	 Group work: Summarise how the G20 has impacted the financial sector.
Work in groups of 3–5 persons. Each group should summarise the main decisions that
the G20 has taken in the financial sector, and discuss the difficulties that could arise in
implementing these decisions. Try to focus on the three issues that you think are most
relevant. You can make a poster to present in the classroom or a digital presentation
which your teacher can upload to the Global Classroom or the Global Conference
Room. Tell the other groups in your class what you found out. Compare your results
with the presentations from the other schools participating in the Global Classroom.

TIP
Use the financial glossary for support and look up the definitions of
financial terms you may be unfamiliar with.
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MATERIAL 2
FINANCIAL GLOSSARY – SOME IMPORTANT TERMS
Derivative >

P roduct derived from primary financial products such as stocks, loans, or
bonds. The price trend is dependent on the development of the respective
underlying asset, such as stocks or commodities. Derivatives are used to
hedge against risks, for example, the value of the dollar for a delivery of
wheat in the coming year.

Equity capital >

S hare of the invested capital in a company that belongs to the owners or
providers of equity capital (such as shareholders) at a specific time. Equity
capital results from the difference between assets and liabilities (debt
capital such as loans). Equity capital is available to a company over the long
term.

Hedge funds >

F unds that engage in large-scale trading in foreign currencies, fixed-interest
bonds, stocks, or commodities and that generally pursue risky investment
strategies. In turn, investors are lured by the potential for very high returns
on successful investments, but face correspondingly high losses on failed
investments. Hedge funds require high minimum investment amounts and
are not open to small investors. They are usually headquartered in tax
havens and are not subject to legal restrictions on investments and – unlike
banks – are subject to minimal supervision.

International
Monetary Fund
(IMF) >

 special organization of the United Nations founded in December 1945
A
with the goal of supporting international cooperation in monetary policy
matters, helping to prevent another global economic crisis, and issuing
loans in crisis situations. Since 2007, the IMF has been playing an important
role in the financial crisis by stabilizing European economies in countries
such as Greece. [Christine Lagarde is the current managing director.]

Macroprudentialsupervision >

 acroprudential oversight encompasses the functions of those supervisory
M
authorities charged with detecting, assessing and mitigating risks for the
financial system as a whole. Macroprudential oversight, with its mandate to
influence the entire financial system and the stability thereof, supplements
the microprudential oversight of individual banks, insurance corporations
and additional participants in the financial system. As part of their
macroprudential oversight functions, supervisory authorities can issue
warnings about risks and negative developments, and propose ways of
averting risk. In Germany, the Financial Stability Committee has a pivotal
role to play in implementing such measures. Within the Committee, the
Bundesbank has a number of key tasks, above all monitoring and analysing
risks in the German financial system. At European level, the European
Central Bank is charged with macroprudential oversight as is the European
Systemic Risk Board.
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Ratings agency >

T hese are private and for-profit companies whose business is to assess
the creditworthiness of companies in all industries and countries and their
subordinate regional bodies. Originally, it was investors who paid ratings
agencies. Today, they are normally paid by the issuers of securities, which
can lead to conflicts of interest. [...] Ratings agencies are unregulated and
have significant influence. They invoke the freedom of the press and are
not subject to liability in the event of incorrect assessments [...].

Shadow bank >

T he Financial Stability Board defines shadow banks as financial market
players that engage in activities and perform functions similar to those of
banks (particularly in the lending process) but are not banks themselves,
meaning that they are not subject to banking regulation. Regulated credit
institutions can outsource operations to specialised shadow banks and
thus – perfectly legally – circumvent regulatory measures. As the financial
crisis has shown that systemic risks can emanate from the shadow banking
system, efforts are now underway to regulate shadow banks at both the
global and EU level. In principle, shadow banks do not belong to the
semi-legal or illegal "shadow economy". However, like elsewhere in the
economy, there are also shadow banks that operate semi-legally, in a
legal grey area or illegally.

Systemically important banks

Figure 1: Systemically important banks
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FINANCIAL GLOSSARY –
SOME IMPORTANT TERMS

EXERCISES ON THE TEACHING MATERIALS
MATERIAL 2
FINANCIAL GLOSSARY – SOME IMPORTANT TERMS
1.	 Cartoon analysis: Understanding systemically important banks.
Work by yourself or with a partner. What is the main message of the cartoon on
systemically important banks.
2.	 Team work: Defining systemic importance.
Work with a partner to answer the following questions:
• What are systemically important banks?
• Why should the G20 care about systemically important banks (or not)?
• Can you think of any analogies to systemically important banks in other fields
(e.g. medicine, biology, ecology, physics, or other areas of study)?
• Try to visualise your analogy by drawing a diagram, a cartoon, or another kind
of graphical representation. You can share the results of your work online in the
Global Classroom or the Global Conference Room. Tell the other groups in your
class what you found out. Compare your results with the work of the other
schools participating in the Global Classroom.
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MATERIAL 3
BACKGROUND: BASEL III

Basel is more than just a city in Switzerland.
The terms Basel I, Basel II and Basel III refer to
international banking regulations – an area that
has become increasingly important for the work
of the G20.
In September 2010, the group of central bank
governors and directors of banking supervisory
authorities, acting as a superordinate authority of
the Basel Committee on Banking Supervision,
announced new capital and liquidity provisions for
banking institutions. These provisions call on
banks to significantly increase their capital and to
create an additional capital buffer. The objective is
to ensure that, in the future, banks will have
sufficient resources to cover any losses on their
own. These stricter rules, also called Basel III, aim
to make sure that banks can stabilize and rescue
themselves on their own in the event of a crisis.
(The financial crisis showed that not all banks had
sufficient capital at all times to cover potential
losses.) The new capital rules were adopted by the
directors of the central banks and supervisory
authorities of 27 countries. This represented an
additional step forward in the reform of financial
markets, showing that an important lesson from
the global financial crisis had been learned:
specifically, that institutions did not have
sufficient capital on hand to cover the risks on
their books. Countries needed to jump in to keep
the institutions from collapsing.
A financial institution's capital is made up of tier I
and tier II capital. Tier I capital can in turn be
broken down into two types: a bank’s common
equity and retained earnings make up its core tier
1 capital. During periods of turbulence, core tier 1
capital is particularly important because it is
expected to help the bank stabilize itself if a crisis
arises. Non-core tier 1 capital on the other hand
is made up of other capital instruments with less
pronounced characteristics, for example, with
respect to loss participation.

2010

BASEL III

2004

BASEL II

1988

BASEL I

1974

ESTABLISHMENT OF
BASEL COMMITTEE ON
BANKING SUPERVISION
(BCBS)

Figure 2: Timeline Basel I–III

The ratio of a bank’s equity capital to its riskweighted assets (this includes loans or risk-bearing
securities for example) is referred to as its tier 1
capital ratio, which shows how large the bank’s
risk buffer is. The tier 1 capital ratio thus indicates
how many of a bank’s risk-bearing positions must
be covered (mainly loans) with the bank’s own
funds. The newly adopted reforms introduce two
improvements:
• First, the supervisory requirements for counting
capital instruments as tier 1 capital have been
tightened.
• Second, the minimum amount of tier 1 capital
required by banking supervisors has been
increased. This applies, in particular, to core tier
1 capital.
Previously, banks had to have a tier 1 capital ratio
of 4% of their risk-weighted assets. The global
financial crisis showed that this was insufficient.
Under the new Basel III regulations, banks will
have to have significantly more capital on hand:
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The tier 1 capital ratio needs to be gradually
increased to 6% by 2015, 4.5% core tier 1 capital
(previously 2%) and 1.5% non-core tier 1 capital. In
addition, 2016 will see the introduction of a capital
conservation buffer, which will supplement the
core tier 1 capital. This will be gradually increased
to 2.5% by 2019, although shortfalls will be
permitted in periods of crisis. In addition,
individual countries can require an additional
anti-cyclical buffer of up to 2.5% in order to curb
excessive credit growth. This likewise increases the
core tier 1 capital ratio. In addition to tier 1 capital,
supplementary capital is another component of a
bank’s own funds. Among other things, it consists
of profit-sharing rights and subordinated long-term
debt. Under Basel III, this is increased to 2%. Taking
all of this together, banks must have equity capital,
including supplementary capital, amounting to at
least 8% of its risk-weighted assets (total capital
ratio). This means: Risks amounting to €100 must
be backed with at least €8 in equity capital. If a
bank falls below this threshold, regulatory
bankruptcy proceedings for the affected bank must
be initiated. (Additional capital requirements apply

BACKGROUND: BASEL III

to global systemically important banks, or G-SIBs,
depending on their risk to global financial
stability.)
The Basel III regulations were to be phased in
starting in 2013 and gradually implemented by
2018. The individual countries will have to enact
the corresponding legislation for this. The gradual
introduction and extended transition periods aim
to ensure that banks are not subject to overly
abrupt burdens, since this could otherwise
constrain lending activity. Banks now have
planning certainty regarding the regulatory
requirements that will apply in the future. The
agreed transition periods and grandfathering rules
provide the necessary leeway for making the
necessary adjustments to fulfill the new
regulations. This will avert the risk of credit
crunches due to the overly abrupt introduction of
the new regulatory requirements. In addition, the
grandfathering rules take into account the specific
characteristics of the savings banks and
cooperative banks that form a key part of
Germany’s financial sector.

Figure 3: Early Morning in Basel
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EXERCISES ON THE TEACHING MATERIALS
MATERIAL 3
BACKGROUND: BASEL III
1.	 Team work: Get to know what Basel III may imply for your bank.
Work with a partner to research how Basel III is affecting the bank at which you
(or your parents) hold your accounts. What action has the bank taken to implement
Basel III? Have there been any consequences for the bank? You could look at your
bank’s website or search online (e. g. using the keywords: “Basel III” + “[name of
bank]”) to find more information. Summarise the main results in the form of bullet
points (one page maximum) Include an introductory paragraph about the objectives
of Basel III.
If you wish, you can upload your results to the Global Conference Room. Check there
to see what students from other countries have written about other banks.
You can post your results online, just below this task. If your access to the internet is
limited, you can also work offline.
2.	 Composition: Discuss the need of national vs. international banking regulation.
“Banking regulations need to be adopted at the international instead of at the
national level.” Do you agree or disagree with this sentence and why? Write a text
of 200–400 words.
You can write your text online, just below this task. If your access to the internet
is limited, you can also work offline.
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OPTIONAL EXERCISES
1.	 Group work: Examine the Hangzhou Communiqué.
Discuss the financial topics in the G20 communiqué from the most recent summit
in Hangzhou and identify how the German G20 presidency’s priorities are similar
or different. You can find the G20 communiqué from the 2016 Hangzhou summit at:
https://www.g20.org/Content/DE/_Anlagen/G7_G20/2016-09-04-g20-kommuniqueen.html?nn=2067368 (last accessed: 1/31/2017)
You can discuss the results in your own class or on my-global-classroom.de.
2.	Global conference room: Write a future G20 Finance Track agenda.
Work in groups of 3–5 persons. Identify global challenges within the financial
sector that you think will be of relevance in the future. Formulate a draft Finance
Track agenda for upcoming G20 presidencies, upload it to the Global Conference
Room, and ask students from other countries for their feedback.
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