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Chapter 5 
 
 
Regulation as Risk Management: The Non-Regulation of Over-the-Counter 
Derivatives 
 
 
5 Introduction 

 

How do clubs consolidate their authority when they lack formal authority functions? 

Following its influential report on clearance and settlement in securities markets, the 

Group of Thirty (G-30) put itself firmly on the map with its 1993 study on over-the-

counter (OTC) derivatives. Derivatives: Practices and Principles (Global Derivatives Study 

Group, 1993a) became the benchmark study on OTC derivatives, formalising the G-30’s 

policy-making role. The report also helped establish private sector influence by pushing 

private interests and preferences to the heart of a potentially controversial element of 

financial regulation, arguing that risk management mechanisms and models internal to 

private financial institutions, coupled with good operational practices, offered sufficient 

and adequate frameworks for the treatment of OTC derivatives.   

 

This second case study on the specifics of the system helps illuminate what happens to 

groups such as the G-30 when the action moves to a more obviously political arena; as 

expertise and material interests coincide, how is the question of winners and losers 

sidelined? The analysis in this chapter unveils how the policy process can be captured in 

practice by showing how the G-30 study pre-empted official action by shaping the 

debate both in intellectual terms and by defining the relevant players. It also illustrates 

how the transnational policy community took shape and deliberately kept questions of 

financial innovation shielded from public scrutiny.  

 

The impact of the transnational policy community is two-fold. Firstly, the case study 

shows that in the issue area of OTC derivatives, the interface between the national and 

international levels was a lot more subtle. Policy discussions mostly played out in the 

United States yet the effects of non-regulation of OTC derivatives were significant far 
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beyond. This highlights that global financial standards need not be formally endorsed. 

Reliance on best practice translated into de facto harmonisation. Secondly, the hybrid 

nature of the transnational policy community meant that the potentially contentious 

shift to an understanding of regulation as risk management did not lead to any kind of 

public-private confrontation or controversy. Club model politics is significant in this 

regard.  

 

Indeed, we see the club model at work in the choice of the G-30 as the venue for such 

an exercise. The club model does not imply exact agreement or a clear predisposition 

towards a specific policy outcome; rather, drawing influence from skills but also peer 

recognition, the G-30 sponsored this study as it was seen as a ‘serious’ venue among 

officials and practitioners alike. Then, having taken a particular stance on the non-

desirability of regulation of OTC derivatives, the club model allowed the transnational 

policy community to close ranks and defend its position in a coherent manner in 

subsequent debates.  

 

In producing a study on the subject of derivatives, the group tackled an emerging topic 

of great interest but equally, considerable controversy for practitioners and public 

officials alike. This chapter investigates the role of the G-30 in the regulatory debate on 

OTC derivatives, looking at the group’s sources of influence, the way in which the 

group’s proposals entered policy discussions and their bearing on policy formulation and 

implementation. The chapter also assesses the implications of the group’s proposals, 

including on the understanding of principles of regulation and self-regulation. The 

analysis highlights that the G-30 played a significant part in the policy outcome; its 

report pre-empted a regulatory drive and supported financial governance arrangements 

that gave the private sector a substantially strengthened role over the regulation and 

supervision of its own activities.  

 

The G-30 study was well received, endorsed by the relevant bodies in the public sector 

at the national and the international levels and embraced by industry executives. Its 

impact was based on a combination of relevant factors. As with clearance and 

settlement, the report had a strong claim of expertise but also benefited from 
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appropriate timing. The development of OTC derivatives instruments had started picking 

up pace and the study came along just as authorities began being more concerned 

about derivatives as a policy issue. Moreover, the study was published prior to some of 

the high profile losses and failures that brought regulatory and legislative attention to 

derivatives, making it the primary consultative document at a time of relative 

uncertainty. Most importantly, however, the report drew upon an underlying 

agreement among the transnational policy community of public officials and private 

practitioners on the evolving nature of regulation and supervision. 

 

The G-30 report was primarily a private sector initiative. Unlike in the case of securities 

clearance and settlement, there was no delegation or official prompting to deal with the 

topic but rather, the effort stemmed from a desire among the transnational policy 

community to maintain the regulatory status quo. The main financial firms, and 

especially J.P. Morgan, put forward their risk management models and showed their 

willingness to share their expertise with competitors and allow regulators to assess their 

merits. The G-30 study made the case that the private sector had the expertise, capacity 

and incentive to self-regulate.  

 

Why is this important? The volume of the market in OTC derivatives was significant and 

growing. Statistics on the OTC market show that at the end of 1990, the amount of 

outstanding contracts was an estimated $3.45 trillion. By the end of 1994 the amount 

had increased to $11.3 trillion (Bank for International Settlements, 1996) and by the end 

of 1999 had reached $88.2 trillion (Bank for International Settlements, 2000), a trend 

that continued and was only partially affected by the financial crisis. Practitioners and 

regulators alike understood the hedging but also profit-making potential of the 

instruments, but were also alerted to the risks linked to derivatives’ leverage.108 Finally, 

derivatives were already becoming increasingly complex as dealers in the OTC market 

                                                 
108

 Leverage relates to the degree to which investors or businesses are making use of borrowed money. It 
exists when a position is subject to a multiplied effect on its value resulting from a small change in price, 
thus magnifying the rewards for winners and leading to a large increase in losses for losers. 
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were allowed to develop ever more specific and customised instruments.109 The recent 

financial crisis reminds us of the longer term significance of the group’s influence in the 

non-regulation of OTC derivatives. Products at the heart of the crisis such as 

Collateralised Debt Obligations (CDOs) are OTC derivatives and their development was 

enabled by the regulatory environment advocated by the G-30 in this study. 

 

This chapter proceeds with a discussion of the key policy issues raised by OTC 

derivatives. It continues with a detailed overview of the G-30 report and its 

recommendations, including follow-up reports, and initial G-30-sponsored responses. 

The impact of the study is then assessed, including immediate reactions, endorsement 

of the recommendations in formal documents, and influence and use of the study in the 

failure of derivatives-specific legislation in the US Congress. The chapter also explores 

the effect of the study on private sector practices.  

 

The key themes of the chapter relate to the nature of the transnational policy 

community and the mechanisms through which it produced financial policy. Specifically, 

the chapter addresses the role of expertise and the powerful economic position of G-30 

members and study group participants; the means used by the group in transmitting its 

proposals to the policy community; the study’s effect in the eventual regulatory 

outcome; and the hybrid transnational policy community coalition which secured this 

outcome. The analysis highlights intellectual capture and ultimately, policy 

appropriation by the transnational policy community which worked cohesively to de-

politicise a potentially explosive policy issue such as the treatment of OTC derivatives. 

The club model is useful in underlining how the G-30 defined the experts, produced 

coherence in the pursuit of a common goal and delineated a clear insider/outsider 

framework within which policy discussions took place.  

 

  

                                                 
109

 For an overview of more recent literature on the role of derivatives in global finance, see Mügge 
(2009). Scholarship on the role of derivatives remains limited but for a Marxist interpretation, see Bryan 
and Rafferty (2007). 
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5.1  Defining the Policy Issue: OTC Derivatives in Global Finance 

 

A derivative is “a financial contract whose value depends on one or more underlying 

assets or indexes of asset values” (Institute of International Finance, 1993: ii). 

Derivatives come in several types: forward contracts, where one party agrees to buy 

something from another party at a particular future date and at an established price; 

futures contracts, which are similar to forwards with the exception that quantities and 

dates are standardised and that trading takes place on an organised exchange; option 

contracts, where it is agreed that one party has the right, but not the obligation, to buy 

or sell something at a future specified date and at a fixed price; additionally, there are 

swaps, which are more a technique than instrument and entail an exchange between 

parties of their respective liabilities or interest on their liabilities. These instruments are 

not new; in the seventeenth century, a market for future delivery of rice functioned in 

Osaka. Options have an even longer history; Aristotle refers to them in Politics and a 

tulip options market operated in Amsterdam (Economist, 1999). In their contemporary 

incarnation, derivatives come in two forms. Firstly, there are exchange-traded 

derivatives, where contracts are standardised and where the clearing house of the 

exchange is one of the parties. Secondly, there are over-the-counter (OTC) derivatives, 

where parties trade directly with one another, and often customise products to suit 

their individual needs. The G-30 focused exclusively on OTC derivatives. 

 

OTC derivatives became available in the 1980s, the first currency swap taking place 

between the World Bank and IBM in 1981. By the mid-1980s, advances in computer 

technology allowed for broad range of instruments to be developed. ‘Plain vanilla’ 

standardised instruments were supplemented by more complex derivatives, increasingly 

tailor-made to the parties’ circumstances, or simply more complicated (Thomson, 1998: 

81-92). Derivatives were ostensibly developed to hedge against risk: they are essentially 

an effective way to transfer risk from those who are exposed to it but would rather not 

be, to those who are not but would like to be. As a result, risk is redistributed in an 
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optimal manner.110 But hedging is only part of the story. Policy concerns about 

derivatives arose in relation to their speculative potential.  

 

The leverage that the instruments carry can make them a source of significant profit for 

a financial institution but also, one of substantial loss. Further problems include the 

difficulty of end-users achieving a clear understanding of the instruments, the high 

concentration of derivatives trading among a small cluster of institutions – with the 

ensuing risk of financial instability if one firm fails -, and the perceived lack of 

transparency of derivatives trading both within and outside an institution (Dale, 1996: 

157). But even prior to the G-30 report, there was limited interest in seeing derivatives 

as a separate regulatory issue. Instead there were signs of a strong inclination to treat 

derivatives as one of many activities of a financial institution: “derivatives are a natural 

extension of banks’ traditional risk intermediation activities” (Institute of International 

Finance, 1993: 2). Indeed, a report by the Bank of England that preceded that of the G-

30 by three months, concluded that “there is little that can be clearly said to be unique 

about derivatives in so far as supervisory interest is concerned” (Bank of England, 

1993a: 4).  

 

5.2 Framing the Policy Issue: The G-30 Study of OTC Derivatives 

 

The G-30 study was produced at a time of growing interest in the potential and risks of 

OTC derivatives and was motivated by a practitioner concern for regulatory clarity. The 

industry used the G-30 setting to demonstrate that it held adequate risk management 

capability to deal with the instruments, and the transnational policy community as a 

whole was keen on a governance framework that did not rely on the type of intrusive 

rules-based regulation which could render these instruments rigid and hamper financial 

innovation. These recommendations are discussed below in some detail.  

                                                 
110

 Hedging is a “device used by traders and sophisticated investors to reduce loss due to market 
fluctuations. This is done by counter balancing a current sale or purchase by another, usually future, 
purchase or sale. The desired result is that the profit or loss on the current sale or purchase will be offset 
by the loss or profit on the future sale or purchase” (Rivett and Speak, 1995: 650-651). For example, if a 
US manufacturer is to pay for machinery at a future point in time in euros, the manufacturer could enter a 
currency swap with a bank and ‘fix’ the price to be paid in dollars, thereby transferring the exchange rate 
risk to the bank. 
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5.2.1  Best practice and recommendations 

The G-30 commissioned its study on OTC derivatives to a group of mostly outside 

experts, including the chairmen and senior executives of the major financial institutions. 

The Steering Committee was chaired by Dennis Weatherstone, Chairman of J.P. Morgan, 

which first took the initiative to make elements of its risk management models and 

techniques public, and included four G-30 members. A Working Group co-chaired by 

David Bunner, Director of Paribas Capital Markets, and Patrick de Saint-Aignan, 

Managing Director of Morgan Stanley, prepared the report. Charles Taylor, then 

Executive Director of the G-30, and Mark Brickell, Director of the International Swaps 

and Derivatives Association (ISDA),111 participated. The final product was authored by 

the Global Derivatives Study Group (GDSG). 

 

The G-30 study defined a derivatives transaction as “a bilateral contract or payments 

exchange agreement whose value derives from the value of an underlying asset or 

underlying reference rate or index” (GDSG, 1993a: 28). The study also stressed the 

importance of derivatives as “new ways to understand, measure and manage financial 

risk” for banks and other financial institutions (GDSG, 1993a: 2). Finally, the report 

clarified that derivatives did not warrant special treatment and need not be 

differentiated from other financial instruments. This accounted for the lack of any 

explicit references to systemic risk, as it was not perceived to be fundamentally affected 

by the use of derivatives (GDSG, 1993a: i and GDSG, 1993b: 139-140). Instead, the 

report concentrated on four main institution-specific types of risk: market risk, credit 

risk, operational risk and legal risk (GDSG: 1993a, 43-52). 

 

And so to the recommendations. There were twenty-four in all, of which twenty 

directed at dealers and end-users, and four at supervisors and legislators. The primary 

recommendation to practitioners dealt with the “role of senior management” (R1) and 

aimed at ensuring that management had adequate understanding of the instruments 

                                                 
111

 ISDA is an industry association bringing together the main participants in the OTC derivatives markets. 
For further information, see Chapter 3 and later sections of this chapter. For a recent assessment of the 
role of ISDA in netting and clearing see Morgan (2008). 
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and was aware of the consequences of their use. The report did not anticipate that 

senior management would be directly involved with every decision related to 

derivatives; however, it was understood that derivatives would form part of an overall 

risk strategy and that they would be specifically discussed in the Board (GDSG, 1993a: 

9). The second recommendation addressed “marking to market” (R2), a technique which 

would allow financial firms to assess the value of derivatives contracts on a daily basis 

and provide an adequate timeline to address risks (GDSG, 1993a: 9). 

 

Another set of recommendations focused on the management of risk. The G-30 report 

proposed a series of measures to best address market risk.112 First, it dealt with the 

question of “measuring market risk” (R5), advocating a value-at-risk (VaR) measuring 

method,113 a model based on probability analysis (GDSG, 1993a: 10). The report referred 

to further specifics of market risk, such as “stress simulations” (R6), aimed at testing the 

firm’s positions under unusual market circumstances (GDSG, 1993a: 11). Most 

importantly, the report insisted on “independent market risk management” (R8), in 

order to ensure clear lines of responsibility and authority on risk matters, and assure the 

separation of front and back office (GDSG, 1993a: 12). Parallel recommendations were 

proposed for dealing with credit risk:114 “measuring credit exposure” (R10), “aggregating 

credit exposures” (R11) and providing for “independent credit risk management” (R12) 

(GDSG, 1993a: 13-16). In this instance, the use of “master agreements” with each 

counterparty (R13) was also endorsed (GDSG, 1993a: 16). Master agreements also 

covered the management of legal risk.115 Such risks were to be further curbed by 

practitioners working together in “promoting enforceability” of derivative contracts 

(R15) (GDSG, 1993a: 17). 

 

                                                 
112

 Market risk is the risk of a change in the price of an asset such as a stock or bond that is related to 
developments in the markets and variations of circumstances of the overall economy. 

113
 VaR is a model that measures the maximum loss that a firm’s position might generate. 

114
 Credit risk is the risk that a counterparty will be unable (or unwilling) to fulfil its obligations. 

115
 Legal risk arises in a situation where a change in law or regulation invalidates a contract. 
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Operational risk116 was addressed through the promotion of “professional expertise” 

(R16), a measure emphasising the importance of up-to-date technical knowledge (GDSG, 

1993a: 18). The use of derivatives was also to be made safer and more efficient with the 

development of technical capability and advanced “systems” (R17). Individual 

institutions were expected to improve their information technology capacity according 

to their involvement with derivatives (GDSG, 1993a: 18-19). Finally, the report 

concentrated on the issue of “disclosure” (R20). In order to enhance responsible self-

regulation, financial firms were encouraged to provide additional qualitative 

information on their use of derivatives and the management of subsequent risks in their 

public statements (GDSG, 1993a: 21). 

 

The G-30 study also provided some recommendations for regulators and legislators. 

These amounted to “recognising netting”,117 assisting in the removal of “legal and 

regulatory uncertainties”, supplying a favourable “tax treatment” of derivatives and 

working on setting international “accounting standards” (GDSG, 1993a: 22-24). 

 

The final recommendations were based on the work of the ‘Group of Thirty Derivatives 

Project’ comprised of the aforementioned Steering Committee and Working Group. 

Private sector representatives chaired both groupings. In the Steering Committee, 

eleven of the fourteen members were from the private sector and in the Working 

Group, twenty-four of the twenty-six. Moreover, forty-six private institutions financed 

the study.118 Finally, the presence of Dennis Weatherstone as chairman of the Steering 

Committee is important; his institution, J.P. Morgan, took the initiative to publicise its 

proprietary model for measuring market risk free of charge. The model, RiskMetrics, 

became available to banks and securities firms as part of the overall G-30 effort. This 

context is important as it testifies of substantial private sector commitment to the 

initiative: the key players in OTC derivatives contributed human and financial resources, 

                                                 
116

 Operational risk is the risk of failure due to faulty or outdated technical equipment, or human error, 
including inadequate separation of front and back offices and unclear lines of accountability.  

117
 Netting amounts to “substituting the amount owed by one party from the amount owed to that party 

and agreeing to transfer only the resulting difference” (Steinherr, 1998: 401). 

118
 The list of study participants and of institutions that provided financial support can be found in the 

preface of the study (GDSG, 1993a: iii-iv). 
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were represented by officials at the highest level and took a leap of faith by making 

internal risk management models publicly available.  

 

The report’s authors based their recommendations on the practices of their financial 

institutions and also used data provided by two major industry groups, the Institute of 

International Finance (IIF) and ISDA. This is indicative of a concerted private sector effort 

to consolidate expertise on the topic. But the report was also strategic in that it 

seemingly addresses questions of best practice from and for the use of practitioners and 

does not take an explicit regulatory stance: yet it relegates the role of formal bodies to 

one of support of the system and makes risk management the (self-) regulatory tool.   

 

The G-30 recommendations were drawn from a comprehensive and very technical 

review of practices. Different sub-committees specifically dealt with risk measurement 

and internal controls, researched the legal background extensively, assessed operational 

matters such as systems and controls, worked on accounting issues, designed model 

forms on how to treat derivatives in annual reports and addressed systemic risk (GDSG, 

1993b). A further document surveyed the legal context by outlining the legal 

enforceability of derivatives contracts in nine jurisdictions (GDSG, 1993c).119 Finally, the 

study relied on a thorough working group-designed survey of industry practice (GDSG, 

1993d). The survey included findings on the degree of centralisation in a firm’s 

derivatives business, senior management, counterparty and operational risk. It also 

addressed questions of specialised expertise, an issue of concern to practitioners though 

remuneration, both as relative to other employees and as incentive to risk-taking did 

not cause much alarm (GDSG, 1993d: 11).  

 

5.2.2  Making policy and controlling the response 

Having sponsored a study on the treatment of OTC derivatives, the G-30 helped shape 

the response by promoting the report and organising a special policy seminar on 

derivatives a few months following publication, inviting key officials from both within 

and outside the transnational policy community, notably US Congress representatives. 

                                                 
119

 The jurisdictions in question were Australia, Brazil, Canada, France, Germany, Japan, Singapore, the 
United Kingdom and the United States. 
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The official response was overwhelmingly positive. There was general agreement that 

the report was a useful contribution to the understanding of derivatives and its 

recommendations were praised. James Leach, a Member of Congress, commended the 

work and accepted that private sector input on the issue of derivatives was essential.120 

He noted that the G-30 study showed “an industry taking responsibility out of its self-

interest for a circumstance that, among other things, may be beyond the ken of 

understanding by all but a very few public officials” (Leach, 1993: 4). Moreover, he 

stated that “legislators should take care not to exercise too presumptive judgements 

about a market that has developed on its own without government direction” (Leach, 

1993: 3-4). In addition, he found that the study  “demonstrate[d] the level of complexity 

in the market that would make overly intrusive legislation in this area difficult, with a 

reasonable likelihood that it could miss the mark or prove counter-productive” (Leach, 

1993: 5). Another set of comments came from William McDonough, then President of 

the Federal Reserve Bank of New York,121 who also approved of the study, asserting that 

the “report belongs at the top of the reading list for the senior management of all 

institutions active in derivatives markets, as well as for regulators and the legislative 

community concerned with the safe operation of these markets” (McDonough, 1993: 1). 

David Mullins, at the time Vice Chairman of the Federal Reserve Board,122 was equally 

generous in his praise, stating that he could “think of no better treatment of these 

issues”, calling the study “an excellent effort” and maintaining that “the 

recommendations (were) anything but the status quo” (Leach, 1993: 22, 26, 31). 

 

The final response considered here is that of Brian Quinn, at the time Executive Director 

at the Bank of England. He was impressed by the study, but his comments reflected a 

reluctance to accept some of the premises of the report, especially in light of the 

                                                 
120

 James A. Leach was a Republican Member of the House of Representatives. At the time, he was 
Ranking Minority Member of the Committee on Banking, Finance and Urban Affairs. As subsequent 
analysis shows, he was not always so keen on the G-30 views on risk management as regulation. 

121
 William J. McDonough later became a G-30 member.  

122
 David Mullins went on to co-found hedge fund Long-Term Capital Management (LTCM). 
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absence of a discussion of systemic risk.123 Brian Quinn hit the mark – and some raw 

nerves - with his point that the G-30 assertion that supervisory framework was 

adequate as it stood was “somehow complacent” (Quinn, 1993: 536).124 He argued that 

knowledge of derivatives remained partial and that practitioners and public officials 

alike were still both excited and alarmed by the instruments. This was an important 

point, especially considering the transnational scope of the report and of the financial 

institutions that use OTC derivatives. A systemic crisis could come about as a result of 

“default by a major institution; a sudden shift in the prices of derivatives in the financial 

markets sufficient to undermine the viability of a major institution; or the inability to net 

out obligations or receipts” (Tickell, 2000: 90). Yet as subsequent analysis shows, this 

factor was overshadowed and did not prevent widespread acceptance of the study, 

mostly because of the strong impetus for the adoption of G-30 proposals and the 

agreement among the transnational policy community about the self-regulatory thrust 

of these proposals and the type of expertise that was relevant to manage the risks. 

 

Having sought and heard the views of regulators and supervisors, the G-30 switched its 

focus to the private sector. The G-30 concluded its series on derivatives with a follow-up 

survey of practice among dealers and end-users which documented a substantive 

industry response to the recommendations (GDSG, 1994). The survey showed significant 

implementation since the publication of the study, with fifty-eight per cent of those 

surveyed saying that the firm’s policies were benchmarked against G-30 

recommendations (GDSG, 1994: 5). Overall, proposals were taken on, with netting, 

expertise and disclosure singled out as areas where more progress needed to be made. 

Importantly, results among dealers were similar to those among end-users who, 

arguably, had to work harder (and spend more) to reach the proposed standards. That 

the private sector was fast in acting upon the report’s recommendations is a testament 

                                                 
123

 Systemic risk refers to a problem in one part of the system spilling-over and affecting other parts. 

124
 An interview with Brian Quinn also revealed that G-30 members had been particularly sensitive to the 

use of the word ‘complacent’. For more information on the date and place of this and other interviews 
referred to in this chapter, see the references. Brian Quinn’s comments that experience in derivatives was 
still limited and that thus, the supervisory framework was not necessarily adequate, came in contrast to 
the assertion in the Bank of England study that “there is little that can be clearly said to be unique about 
derivatives in so far as supervisory interest is concerned” (Bank of England, 1993: 4).  
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to the credibility of the exercise. The ‘best practice’ advocated by the report quickly 

became the norm.  

 

5.2.3 Why the G-30? Clubs and policy locations in global financial governance 

This overview of the G-30 initiative on OTC derivatives raises a number of questions 

about the actors who ‘do’ governance. Why did the G-30 get involved in what was 

essentially a private sector exercise in regulatory pre-emption? By commissioning and 

backing these recommendations, the G-30 added policy gloss to the initiative and 

elevated the exercise from lobby group report to policy study. Was the G-30 co-opted 

by the private sector or was something more subtle at play? 

 

Indeed, it is important to note that a debate on the merits and weaknesses of the study 

occurred within the G-30 core. Members praised the report for its seriousness and were 

pleased to see derivatives demystified. They were also comfortable with the study as 

the basis of thoughtful discussion on derivatives and a blueprint for industry self-

regulation. Nevertheless, the study was criticised within the group by members unhappy 

with the lack of a more comprehensive coverage of the systemic risk issue in particular. 

Paul Volcker, Chairman of the G-30 at that time, is said to have been concerned about 

the endorsement of OTC derivatives without a more extensive discussion of associated 

risks and feared that the G-30 failed to be sufficiently cautious.125 Others were also 

troubled by the reactions of regulators such as Brian Quinn. These differences of opinion 

were not surprising considering the public service pedigree of many of the members. 

Within the club model, there is scope for disagreements of this kind but what matters is 

that compromises are found within the club and a coherent approach is presented 

outside. And G-30 members were willing to compromise for two sets of reasons: the 

first relates to intellectual capture, or widespread agreement among the transnational 

policy community on what the appropriate modes of governance are. Self-regulation 

itself was not in question and the principle of regulation as risk management in this 

issue area slotted neatly within wider regulatory trends that favoured flexibility over 

prescription and market discipline over archaic rule making. The transnational policy 

                                                 
125

 Research interviews with G-30 members Geoffrey Bell, John Heimann and Peter Kenen and former 
Executive Director, John Walsh. 
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community was in agreement about that and uneasiness was not reflective of easily 

identifiable alternative proposals. The second set of reasons relates to power and 

influence. The private sector may have used a seemingly apolitical setting to promote its 

policy preferences but by being able to lead the regulatory debate on OTC derivatives, 

the G-30 in turn scored a major coup in authority terms.  

 

5.3 Assessing Impact: The Transnational Policy Community at Work 

 

The publication of the study attracted a lot of attention.126 The financial press 

anticipated the report as soon as it was announced that the organisation had put 

together a study group with the purpose of exploring the subject of derivatives (Wall 

Street Journal, 1992: 87). Following publication, numerous articles were produced on 

the study, often outlining and analysing specific recommendations (Chew, 1993: 6-7). 

The overall reaction was overwhelmingly positive. The G-30 study did not fool anyone 

about its true intentions; it was widely acknowledged that the G-30 had acted to 

prevent regulatory involvement. However, this was not reported as a contentious 

element of the initiative and it was widely accepted that supervisors welcomed and 

broadly endorsed the recommendations.  

 

The financial press emphasised the study group’s expertise with article titles such as 

“The 24 Commandments of the G-30”, with authors wondering whether “anyone apart 

from participants themselves understand this market well enough” (Corporate Finance, 

1993: 37, 42). Elsewhere, David Mullins was quoted as conceding that “if [the industry] 

doesn’t do it so well, others might do it less well.” There was agreement among 

commentators that financial institutions were not resting on their laurels but had 

produced high standards that went beyond the prevailing status quo (Wall Street 

Journal, 1993). Praise focused in particular on the (financially costly) issue of systems 

upgrading (Euroweek, 1993 and The Banker, 1994: 90) and the importance of removing 

legal uncertainty and strengthening mechanisms of contract enforceability (The 

                                                 
126

 The financial press surveyed for the purposes of this chapter includes The Banker, The Business Lawyer, 
Corporate Finance, The Economist, Euroweek, Investment Dealers’ Digest, Risk and The Wall Street 
Journal. The review covers the period August 1992 – November 1994. 
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Economist, 1993: 14, Lynn, 1994, 299-300 and Investment Dealers’ Digest, 1993: 4). 

Furthermore, commenting on the positive response of market participants, it was 

reported that the private sector was prepared to listen and implement its own advice 

(Euroweek, 1993: 3).127 And as the following sections confirm, the G-30 

recommendations were adopted by public and private sector alike, and the report was 

eventually treated as the “official handbook” on derivatives. 

 

5.3.1 The transnational policy community goes public: the US regulatory debate 

Substantial evidence of the impact of the G-30 study can be found in documenting the 

process that led to the outcome of the regulatory and legislative debate in the United 

States. Not only did the study form the basis of the reports produced by the various 

regulatory agencies but also, it took centre stage during congressional hearings and was 

ultimately instrumental in offsetting legislation. The G-30 effort also became a focal 

point of what an increasingly like-minded policy community (in this case nationally 

based but transnational in its focus) comprised of a coalition of private and public 

actors, financial institutions and regulatory and supervisory agencies and central banks. 

As shaped in the US, the debate on OTC derivatives took place between a policy 

community favourable to industry self-regulation and the adoption of the principle of 

regulation as risk management on the one hand, and the legislators on the other,  

supported in part by the emerging ‘dangerous’ public image of OTC derivatives 

instruments following some high profile failures. 

 

As discussed in the preceding section and in relation to speeches by McDonough and 

Mullins, officials at the Federal Reserve welcomed the report. This also applied to Alan 

Greenspan, then Chairman of the Federal Reserve Board (FRB) who in discussing 

improvements in risk management as connected to a surge in derivatives trading, found 

that the Group of Thirty report [laid] out these elements, and banking companies in the 

US and abroad [were] aggressively pursuing the goal of comprehensive, state-of-the-art 

risk management systems. These systems will, without question, greatly strengthen the 
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 Note, however, that not everyone was convinced on the issue of compliance: “Powerful its 
membership may be, but it (the G-30) cannot force anyone to implement its best market practices: at 
best, it can influence regulatory thinking” (Chew, 1993: 6). 
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banking system’s resilience” (Falloon, 1994: 16). This approval of private efforts and lack 

of interest in more dynamic intervention can also be seen in the guidelines issued by the 

Federal Reserve on the topic of derivatives. The Federal Reserve report effectively 

picked up the principal G-30 recommendations on the role of senior management, 

independent risk-management units, risk measurement, breakdown in categories of 

risk, and adequate reporting (Board of Directors of the Federal Reserve System, 1993). 

 

The other agencies took a similar approach. In its report, the Office of the Comptroller 

of the Currency (OCC) emphasised the importance of senior management and appeared 

confident with existing regulatory arrangement based on the belief that agencies had 

“full enforcement authority to address non-compliance with the guidelines when non-

compliance represents unsafe or unsound conduct” (OCC, 1993). Likewise, the 

Commodity Futures Trading Commission (CFTC) acknowledged the work of the G-30 and 

offered a discussion of risks that mirrors that of the G-30 report and provided direct 

references to its recommendations (CFTC, 1993: 191-201). Furthermore, the CFTC 

affirmed that “no fundamental changes in regulatory structure appear to be needed” 

and that  “empirical evidence does not support the view that derivatives cause 

volatility” (CFTC, 1993: 159, 201).128 

 

A dissenting voice did emerge, however, in the form of the General Accounting Office 

(GAO) report to Congress (GAO, 1994). This report relied heavily on the G-30 study and 

its data (GAO, 1994: 36-37, 41-42, 50, 52, 57, 59-60, 73). Its conclusions mirror those of 

the G-30 on the role of senior management, as well as on the specifics of managing 

market, credit, operational and legal risk (GAO, 1994: 47-48, 56-57, 60-68). Yet this 

particular report held that these recommendations were not sufficient as the G-30, just 

like federal regulators’ guidance, did not have the “weight” of actual regulations (GAO, 

1994: 44). In fact, this report acknowledged that “regulators and the fifteen major OTC 
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 Several public agencies make up the regulatory and supervisory framework of the United States. 
Regulating and overseeing the banking system are the Federal Reserve, in charge of regulating and 
supervising banking institutions and promoting financial stability, the Office of the Comptroller of the 
Currency (OCC), which charters, regulates and supervises national banks and the Federal Deposit 
Insurance Corporation (FDIC), which supervises banks and insures deposits. Additionally, the Securities 
Exchange Commission (SEC) ensures the integrity of securities markets and the Commodity Futures 
Trading Commission (CFTC) regulates commodity futures and options markets. 
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dealers GAO visited said that improvements in risk-management systems have been 

made in response to both the Group of Thirty and bank guidance. However, GAO noted 

that the Group of Thirty recommendations did not have the force of regulation” (GAO, 

1994: 9). As a result, the report advocated further regulation and possibly legislation. 

 

There was indeed reason to suspect that the argument for increased and derivatives-

specific regulation could gain support despite the favourable response received by the 

G-30 report and ongoing progress on implementation. 1994 proved a difficult year for 

the reputation of OTC derivatives, with some high profile losses hitting the headlines. 

Financial institutions were portrayed as irresponsible and risk-taking and the public 

perception of derivatives suffered accordingly. Three cases in particular highlighted the 

potential for severe losses through the use of derivatives instruments: they involved 

Gibson Greetings and Bankers Trust, Proctor & Gamble and also Bankers Trust, and 

Orange County and Merrill Lynch. 

 

Bankers Trust became involved in derivatives activity early and with great success, 

attracting highly qualified people who could create and trade in increasingly complex 

products. One commentator observed that “competitors admitted that Bankers 

probably had the highest collective IQ on Wall Street” (Thomson, 1998: 112). In 1991, 

the bank first became involved in dealings with Gibson Greetings of Cincinnati, the 

second biggest greeting card manufacturer in the United States at that time. The first 

two derivative contracts arranged with the firm were plain vanilla deals and made a 

profit for the firm but subsequent deals performed less well, going well beyond the $3 

million losses limit set by Gibson. Bankers Trust lied about the losses, which ultimately 

amounted to $27.5 million. The case was investigated by the SEC and CFTC, which 

determined that Bankers Trust had lied to its client. Eventually, Bankers Trust settled 

with Gibson, paid a large fine and parted with several employees.129  

 

Proctor & Gamble, arguably a more sophisticated player, did not fare a lot better in its 

dealings with Bankers Trust. The company agreed deals with major loss potential in 
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 Information based on Thomson, 1998 and The Washington Post, 1995a. 
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1993 and 1994, which did indeed result in losses of $160 million. This was a source of 

great embarrassment to the treasury department of Proctor & Gamble but telephone 

conversations indicate that Bankers Trust officials were aware that Proctor & Gamble 

did not fully understand the risks involved: “It’s like Russian roulette, and I keep putting 

another bullet in the revolver each time I do one of these [trades]” said one Bankers 

Trust dealer. Proctor & Gamble launched litigation against Bankers Trust and an out-of-

court settlement was eventually agreed.130 Bankers Trust did not come out of these 

dealings unscathed. Its shares did not open on the New York Stock Exchange on 2 March 

1994 but though it suffered large losses, it did survive.131 

 

Orange County, a traditionally Republican group of wealthy municipalities in California, 

also found itself in an unenviable position after dealing with OTC derivatives. The county 

treasurer, aiming to balance conflicting citizens’ expectations of lowering taxes and 

maintaining or increasing services, became more adventurous with the county’s 

investment fund, pursuing an aggressive, risky and complex strategy. Merrill Lynch sold 

many of the products that contributed to losses of over $1.5 billion in 1994. This time, 

however, the fault lay mostly with the end-user. A California state special committee 

report found that the county’s strategy was knowingly risky and put much of the blame 

on the county’s practices.132 

 

It is important to note that while the impact of these events was short-lived in terms of 

shaping the debate, they were a hot policy issue in the mid-1990s and provided the 

basis for various Congressional initiatives to ‘tame’ derivatives. Failures and losses 

associated with OTC derivatives made not only the financial front pages, but also, those 

of the press at large. In this context, different dynamics converged in Congress, where 

the hardest battle was fought, and won, by those favouring regulation as risk 

management in the treatment of OTC derivatives. Legislators, alarmed by the behaviour 

of financial institutions, pushed for stricter regulations which could restore public 
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 Information based on Thomson, 1998 and The Washington Post, 1995b. 
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 Bankers Trust survived this series of episodes but was eventually taken over in the wave of mergers 

and consolidation in the financial industry of the late 1990s; it was bought by Deutsche Bank in 1999. 

132
 Information based on The Wall Street Journal, 1994 and The Wall Street Journal, 1995. 
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confidence and compel the industry to behave. In response, the club model manifested 

itself in how the financial policy community used its expertise, know-how and prestige 

to close ranks and maintain a technical and apolitical discourse about derivatives. What 

follows is the chronicle of the debate as it unfolded in the context of congressional 

hearings in the House of Representatives. 

 

The first round of congressional hearings took place a few months after the publication 

of the G-30 study. It offered an opportunity for the regulatory agencies to present their 

own reports (which had relied specifically on the work of the G-30) and for all concerned 

to take a position in the debate on derivatives; there was little confrontation. Agency 

representatives from the OCC, the Federal Reserve and the CFTC outlined their 

recommendations, overwhelmingly promoting best practice standards as opposed to 

rules-based regulation. Once again, they expressly emphasised the importance of the 

role of senior management and of the formulation of a comprehensive risk-

management policy (House of Representatives, 1994a: 5-14). In her written statement, 

Susan Phillips, a member of the Federal Reserve Board, especially referred to the work 

of the G-30: “The study is a complete and lucid source of information on the nature of 

derivatives activities and the types of risk that such activities entail. Potentially an even 

more important contribution of the study is the practical guidance it provides on risk 

management” (House of Representatives, 1994a: 264-265). 

 

The G-30 itself, unusually, was represented in the hearings by Mark Brickel.133 In his 

statement, Brickel reiterated that the G-30 produced “the best standards we could find 

… we set the hurdle high”. He also insisted that “regulation cannot be a substitute for 

good management” and reminded the congressional committee that the G-30 had not 

taken the easy road and had put forward “costly recommendations” (House of 

Representatives, 1994a: 568-571). James Leach, the House Representative who initiated 

the hearings agreed that the G-30 had put forward a study that was “constructive and 

helpful” and praised the group, and J.P. Morgan, for taking the initiative to show best 
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 Mark Brickel provided written answers to committee questions. Aside from representing the G-30 as a 
participant in the Working Group of the study, he was also a Vice-President at J.P. Morgan and a Director 
of the International Swaps and Derivatives Association (ISDA). 
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practice at the highest level (House of Representatives, 1994a: 29-30). Nevertheless, 

Leach insisted that this was just one side of the process and that there should be a more 

concrete regulatory framework. 

 

The relevance of the G-30 study both in terms of benchmark recommendations and data 

provision and can also be seen in the supporting material to the hearings. Supporting 

material included a volume which put together all relevant documents on the topic of 

ORC derivatives; the G-30 study was the first report on offer and a frame of reference 

thereafter (House of Representatives, 1994a: 1177-1195). More importantly, a second 

volume revealed that regulatory agencies had been asked to comment specifically on 

the recommendations of the G-30 report. Their response was clear: agencies held that 

G-30 recommendations “contribute[d] to a better understanding of sound risk 

management and accounting practices, and to the extent that they are adopted by 

institutions, should help to strengthen the management and operating practices of 

individual institutions and the financial system as a whole” (House of Representatives, 

1994a: 121). The question of compliance did not trouble respondents: “Regulators ha[d] 

seen evidence that market participants [were] assessing their compliance with the 

recommendations, and, with the encouragement from regulators, [would] work toward 

implementing the recommendations where appropriate” (House of Representatives, 

1994a: 134). Even when reviewing individual recommendations, no real concern was 

voiced by the agencies with respect to any of them134 (House of Representatives, 1994a: 

122-125). The overwhelming conclusion was that in conjunction with the G-30 

recommendations, supervisory guidance was sufficient (House of Representatives, 

1994a: 121).  

 

In the second round of hearings, the congressional House committee had some concrete 

proposals of its own, and tried to push its case for a stricter regulatory environment in 

the form of H.R. 4503, The Derivatives Safety and Soundness Supervision Act of 1994. 

                                                 
134

 Specifically, the Federal Reserve suggested modifications on the recommendation on master 
agreements and the SEC indicated that more detail was needed with regards to disclosure. In fact, the 
only agency to voice some kind of concern was the FDIC; the FDIC though has fewer resources and the 
banks it oversees tend to be less sophisticated players. In the event, the FDIC’s concern was 
inconsequential as it too, opposed legislation. 
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Nonetheless, regulatory agencies once again denied that legislation was necessary, and 

did so quite forcefully. Eugene Ludwig, Comptroller of the Currency, stated that 

“H.R.4503 is a thoughtful response to these issues … The OCC does not believe, 

however, that legislation applying to national banks in the derivatives area is necessary 

at this time” (House of Representatives, 1994b: 62). The acting chairman of the FDIC 

was of the same opinion, asserting that “appropriate supervision and risk control of 

financial institutions’ derivatives activities can be achieved without additional 

legislation” (House of Representatives, 1994b: 84). Same story from the acting director 

of the Office of Thrift Supervision: “legislation is not necessary at this time” (House of 

Representatives, 1994b: 87). The final seal of disapproval came from Alan Greenspan: 

“we do not believe that legislation in this area is necessary at this time” (House of 

Representatives, 1994b: 146). The regulatory and supervisory community supported 

their position by reiterating that OTC derivatives did not require special treatment and 

that the existing regulatory and supervisory framework was both strong and adequate 

in dealing with the issues arising from the instruments; for the most part, they also 

focused on the advantages offered by the flexibility of best practice standards for 

financial innovation, all positions outlined in the G-30 report. 

 

At this stage, the private sector was also invited to provide input. Unsurprisingly, its 

representatives were similarly hostile to legislation. In their defence, they once again 

used the G-30 study. John Ward Logan, speaking on behalf of the American Bankers 

Association, brought up the guidelines produced by regulatory agencies and indicated 

that they were a direct follow-up to the G-30 study. He also maintained that G-30 

recommendations were being implemented and were on the way to becoming standard 

industry practice (House of Representatives, 1994b: 118). Mark Brickell return to 

support the G-30 approach of (self-) regulation as risk management (House of 

Representatives, 1994b: 129-131). 

 

In the end, the committee’s attempts at legislation fell through. There was another 

congressional push that sought to gain support for a bill on the basis of the above-

reviewed important and well-documented derivatives losses, however, legislation did 
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not capitalise.135 Derivatives were not treated to separate and restrictive legislation, the 

idea of self-regulation became more established and much faith was placed on internal 

risk management. 

 

How did the financial community sideline concerns about OTC derivatives so effectively 

in light of a concerted Congressional effort? One of the bill’s sponsors, Representative 

Gonzalez, often used the word “casino” in his references to derivatives136 while many in 

Congress feared a backlash in the event of significant derivatives-generated losses 

(Peltz, 1994: 100). Legislation was never going to be easy as it is in itself a lengthy 

process, nevertheless, the failure of the House committee to find support among public 

agencies further decreased its chances.  

 

The willingness of regulatory and supervisory agencies to accept best practice standards 

and go down the path of self-regulation, or according to Tickell, their “regulatory 

neglect” (2000: 91) does indeed require some explanation. In a domestic context, the 

self-regulatory approach benefited from agency overcrowding in the US. Clarifying who 

would be doing what in the regulation and supervision of financial markets would have 

been a “messy process” in the words of a Treasury official.137 The Federal Reserve in 

turn was confident in its ability to supervise understood its role in the maintenance of 

competitiveness of the domestic system, as regulation would entail rigidity and less of 

market share to more flexible markets (Peltz, 1994: 102). More importantly, however, 

on the basis of the evidence, regulators and supervisors can be said to have been 

impressed by the quality of the recommendations produced by the G-30. Having 

focused on the question of expertise, they accepted the lead of the private sector. But 

the background and shaping of the transnational policy community were also relevant. 

The debate on the regulation of OTC derivatives came at a time of “high degree of co-
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 This hearing focused primarily on derivatives losses (House of Representatives, 1995). In all, there were 
in both houses three failed attempts at legislation: Derivatives Safety and Soundness Supervision Act of 
1994 (House – Gonzalez/Leach bill), Derivatives Dealers Act of 1994 (House – Markey Bill) and The 
Derivatives Supervision Act of 1994 (Senate – Riegle Bill). 
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 One commentator noted that some of the people involved in the pursuit of legislation would have 

been happy to eliminate derivatives altogether (information based on a confidential interview). 

137
 Confidential interview. 
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ordination among US regulators and private market participants” (Levin et al., 1994: 15). 

Public authorities, and in particular the Federal Reserve, did not just accept self-

regulation and the principle of regulation as risk management but had espoused it.138 

The transnational policy community was more than a public-private ad hoc coalition but 

had been developing common understandings, preferences and policies not just on OTC 

derivatives, but on the nature of global financial governance in general. The community 

also operates beyond traditional distinctions of public and private. At the very least, 

there are different types of ‘public’; public regulators and supervisors are much closer to 

the private sector than they are to public actors such as legislators. This has serious 

implications with respect to the interests that they represent and the extent to which 

private sector interests are internalised by the transnational policy community to the 

detriment of public interests and concerns. 

 

5.3.2 Best practice as global standard: OTC derivatives and international standard-

setting bodies 

The G-30 study set the tone for other reports on the subject of OTC derivatives.139 It 

affected the policy discussion and made self-regulation and the reliance on internal risk 

management models the focal point. The G-30 promoted its conclusions by addressing 

its audience, part of which was already part and parcel of the G-30 community (either as 

members, study group participants or invited guests). The timing of the study also 

meant that the work of the group was sought at a time of uncertainty.140 At the global 

too the G-30 relied on the implicit understanding among public and private sector 

officials that private sector involvement in the global financial governance was both 

desirable and necessary. In this context, the emphasis was placed on the 

recommendations themselves, which were replicated in the reports of major 
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 Confidential interview with Federal Reserve Board official. In a separate interview with Gary Parker, an 
aide to Representative Leach in the House Banking Committee, this “free market type of attitude” was 
also acknowledged.  

139
 In actual fact, two reports preceded that of the G-30. Firstly, the Bank of England produced a study on 

derivatives with conclusions that were similar to those of the G-30. The recommendations of the report, 
however, were less comprehensive than those of the G-30. The IIF also published a report but it too 
lacked the detail of the G-30 study (IIF, 1993). For all intents and purposes, commentators considered the 
G-30 report to be the first serious contribution to the debate.  

140
 The role of uncertainty in the influence of knowledge experts is well documented, most notably in the 

literature on epistemic communities (Haas, 1992). 
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international organisations. Dealing specifically with this topic, two major reports were 

made public a year after the publication of the G-30 study. The reports were produced 

by the Basel Committee on Banking Supervision (Basel Committee or BCBS) and the 

Technical Committee of the International Organisation of Securities Commissions 

(IOSCO). They closely followed the recommendations of the G-30 and followed a similar 

approach of consultation with both officials and practitioner actors. 

  

The reports issued guidelines based on the practices of major institutions (Basel 

Committee, 1994: 1) rather than “normative standards” (IOSCO, 1994: 72). These 

included guidance on the role and responsibilities of senior management (Basel 

Committee, 1994: 5-6 and IOSCO, 1994: 72-73), the importance of having a concerted 

derivatives strategy, managed by independent risk-management units (Basel 

Committee, 1994: 6 and IOSCO, 1994: 73) and the use of quantitative and qualitative 

methods in risk management such as VaR and stress simulations as advocated by the G-

30 (Basel Committee, 1994). The reports also followed the G-30 lead on operational risk. 

They highlighted the importance of systems and expert but seamless technology (Basel 

Committee, 1994: 9, 17 and IOSCO, 1994:74). The Basel Committee paid more attention 

to staff, and went further than the G-30 report in outlining proposals with regards to 

remuneration in the private sector, advocating a balance between maximising expertise 

and minimising risk-taking (Basel Committee, 1994: 6, 16-17). Finally, both reports took 

on G-30 recommendations on legal risk (Basel Committee, 1994: 18-19 and IOSCO, 

1994: 73). 

 

It is interesting to note that in both reports, regulators and supervisors showed 

reluctance to interfere in the derivatives markets, believing indeed that “global financial 

services corporations should govern themselves” (Coleman, 2003: 287-288). The Basel 

Committee effectively limited its reference to the role of the public sector to a comment 

on expertise, recommending that “supervisory agencies … assure that they have staff 

with sufficient mathematical knowledge to understand the issues and that the reliability 

of models can be independently verified by external experts” (Basel Committee, 1994: 

2). The Technical Committee was rather more specific in explaining the role of 

regulators, but also took a hands-off stance and focused on industry standards (IOSCO, 
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1994: 76-78). This approach was carried through in subsequent reports of these 

standard-setting bodies. The Basel Committee, in particular, took an active role in the 

oversight of derivatives activity, producing regular comprehensive statistics and reviews 

of practices. The two bodies also worked on disclosure in reporting through a series of 

surveys of Disclosures about trading and derivatives activities of banks and securities 

firms (Basel Committee and IOSCO, 1996 and 1997) as well as bank-specific disclosure 

practices (Basel Committee, 2002) and additional recommendations on disclosure (Basel 

Committee and IOSCO, 1999).  

 

5.3.3  Leaders and followers in the private sector  

Having succeeded in offsetting regulation and legislation in the US and having seen its 

recommendations adopted by the relevant international standard-setting bodies, the 

study also served as a handbook for the industry itself. The study had been an expensive 

undertaking for an organisation of the size of the G-30. Yet the group covered the cost; 

the industry was looking for direction and was quick to procure the reports.141 The G-30 

study was also endorsed by professional organisations. The IIF published a framework 

for disclosure based on the G-30 principles and promoted uniformity in reporting (IIF, 

1994). The London Investment Banking Association (LIBA) was another organisation to 

issue proposals following G-30 recommendations closely and by name, including 

guidelines on the role of senior management and treatment of all four types of risk 

(LIBA, 1996). The report provoked debate and brought about practical solutions to the 

question of senior management responsibility. It encouraged better education and 

training and a clear demarcation of an institution’s risk-management programme 

(Harvard Business Review, 1995). The impact of the G-30 study was also seen directly in 

industry practice. A survey by the management consultancy Touche Ross shows that the 

recommendations of the G-30 were implemented by a wide variety of users (Touche 

Ross, 1995). Also indicative was the extent to which the G-30 study became part of 
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 The revenue from the sale of studies was substantial as can be seen from the group’s annual reports 
for the years following the publication of the study (especially 1993 and 1994). The point that firms were 
not just buying the reports but were desperate to read them as in need of guidance was made during an 
interview by former Executive Secretary John Walsh. 
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standard financial jargon; the report took its rightful place in all good handbooks and 

glossaries of risk-management.142 

 

Finally, the G-30 was the impetus for another major private sector initiative, not only for 

derivatives, but also for self-regulation in general. The Derivatives Policy Group (DPG) 

was formed by six major dealers,143 which got together and agreed to voluntarily set 

detailed standards and promote meaningful disclosure. It was the first initiative of its 

type, and a direct result of the G-30.144 The DPG report, A Framework for Voluntary 

Oversight of the OTC Derivatives Activities of Securities Firm Affiliates to Promote 

Confidence and Stability in Financial Markets (DPG, 1995), took on the G-30 

recommendations and produced a very detailed structure, following up on each one 

with concrete guidelines of practice and disclosure. The DPG emphasised management 

controls and clarification of accountability, enhanced reporting and counterparty 

relationships. It also tackled the issue of evaluating risk in relation to capital, proposing 

that such calculations should be based on banks’ internal models. The DPG accepted 

that industry self-regulation would include cooperation with regulators, including the 

accommodation of ad hoc requests for information. The involvement of the main dealer 

institutions meant that even if less sophisticated players took longer to implement the 

recommendations, those institutions with the greater exposures were already adhering 

to high quality best practice standards. Just as there were different type of ‘public’ with 

different interests, expertise and perceived constituencies, there were leaders and 

followers in the use of OTC derivatives instruments and the production or adoption of 

best practice standards among practitioners. 
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 Two such guides are those published by Risk (Chase Risk Magazine, 1996 and J.P. Morgan/Arthur 
Andersen, 1997).   

143
 The institutions that participated in the DPG project were: CS First Boston, Goldman Sachs, Lehman 

Brothers, Merrill Lynch, Morgan Stanley and Salomon Brothers. 

144
 Interview with John Heimann, who participated in both the G-30 and the DPG effort. 



152 
 

5.4 Explaining Influence: The Club Model  

 

In explaining the influence of the G-30 study, three sets of factors are important: policy 

content, the role of the transnational policy community and club model politics. In 

terms of policy content, the group relied on unprecedented access to specialised (and 

scarce) expertise and advocated regulation as risk management based on sophisticated 

models and a unique survey of industry practices. The timing of the study was also 

important. The G-30 led the agenda on the topic and offered concrete solutions to an 

emerging policy issue. What was crucial, however, was that the G-30 met a demand that 

had not yet been formulated; it acted at a time of relative uncertainty about OTC 

derivatives but was not reacting to a crisis, nor did it operate in a reformist framework 

and thus put more formal actors (and those in charge of legislation) on the defensive. 

The group also ensured a favourable reception by practitioners by continuing the trend 

of flexibility in standards (as can be seen by the DPG effort, more prescriptive detail 

came later); by protecting the apolitical treatment of OTC derivatives, it also helped 

formal regulatory actors maintain their turf and authority vis-à-vis the legislative 

process. 

 

The influence of the G-30 study was also linked to the nature of the transnational policy 

community taking shape. While the various facets of the initiative were clearly private, 

the study and its promotion relied on an assumed shared understanding of appropriate 

tools and mechanisms of regulation in global financial governance and respect for the 

‘technical’ among the community as a whole. There was also a de facto 

transnationalisation mechanism at play with the global diffusion of G-30 ‘best practice’ 

standards. The high concentration of sophisticated OTC derivatives dealers, coupled 

with an official policy-making whose interests had been aligned to those of the private 

sector ensured the adoption of the recommendations as global standards by the 

relevant bodies. 

 

Finally, the club model helps explain why the G-30 as a group of members put its weight 

behind private sector preferences for the (non-) regulation of OTC derivatives. The 

intellectual capture argument helps account for general shared understandings but, as 
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outlined in a previous section, disagreements were not altogether eliminated within the 

G-30. As such, the club model helped to iron those out and once the recommendations 

were public, it strengthened the cohesiveness of the community. The members in turn 

were satisfied with the G-30 being used as a platform for a private sector initiative as it 

met their own needs for policy-making influence and it was ultimately gratifying for the 

G-30 to be so authoritative even if not as a direct consequence of all members’ work.      

   

5.5  Conclusions 

 

The empirical argument of this chapter is that the G-30 had a significant impact on 

policy with its study on OTC derivatives. The analysis provided evidence that the report’s 

recommendations were closely followed and adopted, paving the way for self-

regulation in the industry and specifically self-regulation as risk management based on 

financial institutions’ internal models. The ‘success’ of the study was never guaranteed. 

Advocates of non-regulation faced significant pressure following the very public losses 

incurred by end-users and dealers from using OTC derivatives and the G-30 effort, 

though endorsed by the group as a whole, was another form of private sector interest 

representation.145 Yet a combination of expert knowledge, confirmed commitment by 

industry participants in the form of the public availability of the RiskMetrics risk 

management model and timing ensured that the initiative was not only received as a 

serious contribution to the debate but became the essential handbook on the treatment 

of OTC derivatives. 

 

The consequences of the G-30 study and its influence go beyond OTC derivatives.146 Not 

only did the G-30 set a precedent of self-regulation, it helped consolidate a developing 

transnational policy community of public and private actors. This transnational policy 

community became instrumental in shaping the practices and principles of global 
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 Note, however, that there was little concern about the regulation as risk management per se. Yet 
according to RiskMetrics, the market risk model that J.P. Morgan made public, a stock market crash such 
as the one of 1987 could occur only once in 20 million years (Steinherr, 1998: 153). For a comprehensive 
analysis of the use of models and their market-shaping qualities, see Mackenzie (2007). 
 
146

 Not that the consequences on OTC derivatives are insignificant. As previously discussed, the regulatory 
arrangements in place as a result of the G-30 study enabled the development and proliferation of 
financial instruments such as CDOs that were at the heart of the financial crisis of the late 2000s. 



154 
 

financial governance, and as can be seen through this case study, also acted as a vehicle 

for the promotion of private preferences and interests in the process. This helped de-

politicise financial issues further. It also, through the adoption of specific 

recommendations, substantially altered the nature of regulation and supervision by 

delegating significant elements of these functions to the private sector. The G-30, of 

course, was not the only actor driving this process. But this case study shows both how  

a group such as the G-30 could consolidate its position of influence and quasi-authority 

and also, how the transnational policy community as a whole both gelled and evolved to 

internalise private sector concerns more explicitly. This was most obviously manifest in 

the Congressional hearings where the transnational policy community literally stood 

together in opposition to domestically based accountable actors and public institutions; 

as discussed above, club model politics helps explain this, even in light of disagreements 

within the community.  

  




