POLICY PAPER

GLOBAL REGULATORY CONVERGENCE AND THE
VALUATION PROFESSION

With many corporations and financial institutions now operating globally, convergence of the
diverse systems of national regulation of the financial markets is essential for both effective
regulation and to facilitate economic growth. Consistent and effective regulation is important in
promoting the comparability of financial information, minimising the effects of systemic economic
risks, and helping to create a level playing field for international competition. For the valuation
profession, regulatory convergence includes the global adoption and implementation of highquality internationally accepted standards for the undertaking and reporting of those valuations
that are relied upon by investors and regulators of the global financial markets.

Introduction
1.

Global regulatory convergence is critical for the evolution of a sound, global financial system. To
embrace the benefits and manage the risks of belonging to a global economy, nations need to
consider the importance of consistent principles, measurements, and reporting with respect to
financial information used in decision making. Global regulatory convergence is best achieved by
requiring a levelling of standards to those generally accepted as representing best practice in any
particular sector, thus creating a level playing field for international competition. Establishing
consistent and appropriate regulation around the globe is also vitally important given the increasing
systemic importance and interconnectivity of many industries.

2.

Achieving global regulatory convergence may assist in providing solutions to problems highlighted
by the global financial crisis of 2008, and contribute to greater economic certainty and financial
stability. It requires the support of a broad range of key stakeholders - for example, politicians,
governments, regulatory bodies, and valuation professional organisations - at the national and
international levels.
The Public Interest

3.

Valuation is a vital component of much financial information that is relied on by investors or
otherwise used to support decisions in the financial markets. This includes financial reporting,
managing the solvency of financial institutions, supporting lending or other investment decisions
and the pricing of units in collective investment schemes.
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4.

The IVSC considers the public interest is best served where there is consistent adoption and
implementation of high-quality, internationally accepted standards in the preparation and
presentation of valuations. Among many things, this will contribute to promoting the comparability
of financial information, minimising the effects of systemic economic risks, and helping to create a
level playing field for international competition.

5.

While global regulatory convergence provides numerous public interest benefits, the IVSC
recognises that consideration must be given to the diversity of entities that require regulation and of
differences in the factors that influence specific markets or other operating environments. This
means that a “one-size-fits-all” regulatory approach may not always be suitable in all jurisdictions.
This is reflected in the IVSC’s approach to standard setting which is to produce a limited number of
high level, principle based requirements but support these with guidance on how these principles
can be applied to different types of asset or liability and for different valuation purposes.
The Valuation Profession

6.

7.

The valuation profession can contribute to global regulatory convergence by:


developing high-quality, internationally accepted standards,



promoting the consistent adoption and implementation of such standards by national
bodies (eg, governments, institutions, and regulatory organisations), recognising that
the legal environments in some jurisdictions may necessitate some modification of
the internationally accepted standards or supplemental material to deal with matters
of purely national concern; and



the establishment of regulatory arrangements for valuers that are globally consistent
and are based on cooperation and mutual recognition.

The IVSC considers that there should be globally consistent adoption and implementation of
standards for the undertaking and reporting of valuation assignments and of professional standards
for the competency and ethical conduct for valuation professionals undertaking those assignments.
Benefits of Global Regulatory Convergence

8.

There are numerous benefits to be derived from global regulatory convergence for the valuation
profession; most notably with respect to the efficient and effective functioning and stability of global
capital and debt markets. Global regulatory convergence contributes to:


Improving the comparability of financial information:- consistent valuation practices
support the transparency and credibility of valuation measurements in financial reporting
in the global context, increases potential mobility of capital across national borders, and
provides decision makers (investors, financial institutions, credit rating agencies,
governments, regulators and individuals) with consistently high-quality, reliable
information with which to make more informed investment, resource, and policy
decisions.



Improving the auditability of financial statements:- the adoption and use of globally
consistent valuation standards provides auditors with clear benchmarks to indicate
whether valuations included in financial statements are reasonably founded.
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Reducing the effects of systemic risks:- global convergence of standards contributes to
minimising uncertainties, and reducing the threats of behaviour such as investor overconfidence, extreme risk-aversion, and/or irrational behaviour that can arise.
Uncertainty and the behaviour it encourages potentially heighten systemic risks in
globally interconnected markets and sectors (eg, banking, securities, and insurance),
especially where they are not properly identified and mitigated.



Reducing information costs:- the consistent adoption and implementation of high-quality
internationally accepted valuation standards across the globe means that multinational
companies can measure assets and liabilities based in different countries consistently,
thus reducing the cost of preparing financial statements and obviating the need for
reconciling different valuation approaches.



Decreasing opportunities for regulatory arbitrage:- global regulatory convergence aims
to limit the differences limit the opportunity “regulatory arbitrage.” If valuations are not
produced consistently across borders it increases the opportunities for apparent pricing
differentials based not on economic fundamentals but caused by different valuation
practices.



Providing an underpinning for a global regulatory system:- the global financial and
sovereign debt crises have highlighted the important need for nations, and international
cooperative arrangements such as the G-20, to develop global solutions to address
global issues. Regulatory convergence is a means by which to facilitate
intergovernmental cooperation, greater institutional linkages, and international policy
integration.



Providing additional benefits for developing and emerging economies:- Countries with
developing and emerging economies that are looking to establish a robust framework of
standards and regulatory arrangements, may not always be in a position to develop
their own high-quality standards. Such countries benefit from being able to adopt and
implement high-quality, internationally accepted standards that have been developed
and issued by internationally recognised standard setters.

Impediments and Challenges
9.

There are several challenges and impediments to achieving global regulatory convergence.
Overcoming these challenges requires:


The consistent adoption and implementation of standards that provides for limited
modifications, based on the need to address legal requirements within the local
environment. The addition of more stringent requirements (“gold-plating”), and “carveouts” from the standards, should be discouraged. It is important that those people
relying on valuations have a clear understanding of the basis on which they have been
prepared and the key assumptions made.



Continued momentum to seek global outcomes - governments and politicians must be
encouraged to continue to strive for global solutions. Progress toward global solutions
risks being derailed: (i) by inconsistent and/or unilateral decision making, including
reforms that have extra-territorial impacts; and (ii) by politicians taking a national - rather
than global - view of critical economic issues. This has the potential to promote greater
uncertainty and create opportunities for regulatory arbitrage.
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Appropriate arrangements for international bodies - arrangements must be established
to ensure that international regulatory organisations that have key responsibilities in the
global environment (eg, the Financial Stability Board [FSB], the International
Organisation of Securities Commissions [IOSCO], and international standard setters)
1
function effectively. They must: (i) have clearly defined mandates; (ii) be adequately
resourced and have necessary capacity; and (iii) strive for international cooperation and
coordination, including the establishment of consistent regulatory arrangements across
all nations, where possible, as well as mutual recognition of robust regulatory
arrangements between jurisdictions (eg, for matters such as oversight and inspection of
auditors of public interest entities.)



Recognition that countries are at different stages of development:
o

Regulatory arrangements that are appropriate for developed economies and
mature markets may need to be modified, or introduced according to a different
timeline, for developing and emerging markets. Furthermore, the assistance
required - in terms of resources, training, skills, and expertise- may be greater for
developing and emerging nations. For the adoption and implementation of
standards, this includes relevant implementation guidance and other tools.

o

In developed economies and mature markets, there are potentially many
impediments that make global regulatory convergence difficult to achieve. These
stem from a number of areas, including the legal and regulatory environment,
contractual requirements, and enforcement arrangements. Costs associated
with changing existing laws, and entrenched systems and arrangements, may be
substantial but need to be considered in light of the longer-term benefits of global
consistency and outcomes. Furthermore, it suggests that complete one-time
convergence may not be possible in all jurisdictions and that a staged approach
over a longer period of time might be necessary.

The Role and Work of the IVSC
10.

The IVSC aims to promote and advance the global regulatory convergence agenda in several
ways. The IVSC promotes global regulatory convergence through:


The development of high-quality, internationally accepted valuation standards by an
independent standard-setting board;



Its adoption and implementation support activities, and



Active engagement with valuation professional bodies in membership to promote
consistent competency and ethical standards.

High-Quality, Internationally-Accepted Standards
11.

Acting in the public interest, the IVSC produces both standards for valuation and professional
standards for the valuers who provide valuations.
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This includes international bodies representing regulators, as well as public and private sector standard setters.
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12.

The IVSC Standards Board produces the International Valuation Standards which consist of a set
of globally accepted principle based requirements for the undertaking and reporting of valuation
assignments, supported by guidance and additional information to aid the consistent application of
those requirements to different types of asset or for different valuation purposes.

13.

The International Valuation Standards are kept under regular review and there is an active
programme to develop the standards into asset classes where there is currently either evidence of
inconsistent practice or where there is a an absence of standards at present. An example is the
current major focus on the development of valuation standards for financial instruments, where in
spite of the systemic significance of the valuations placed on many products there are currently no
globally recognised standards for these valuations. The standards are set following an open
process including public consultation and outreach to relevant affected parties.

14.

The IVSC Professional Board is responsible for developing the valuation profession globally. To
this end it develops resources to assist the creation and development of valuation professional
bodies in territories or sectors where there are none at present. It has issued a code of ethical
principles that contains fundamental principles of behaviour that must be included in any code of
conduct issued by a member professional body. The Board is developing professional standards
that will create common benchmarks for the education, accreditation and lifelong learning of
valuers provided by the IVSC member bodies. Developing a stronger valuation profession that has
comparable standards of competency and ethical conduct around the world will also contribute to
improving the consistent delivery of high quality valuation.
Adoption and Implementation Support

15.

The IVSC plays an important role as a driver and facilitator of the adoption and implementation of
standards. A primary objective of the IVSC is to ensure that standards it develops are widely
adopted and implemented, and enable professional valuers worldwide to provide services of
consistently high quality in the public interest. The IVSC encourages and facilitates collaboration
among valuation professional organisations, regulators, firms, practitioners, international
development agencies, and other stakeholders to achieve this goal. Also, in meeting this objective,
implementation guidance and tools are developed and issued by the standard-setting boards.
Promotion of consistent competency and ethical standards by IVSC member bodies.

16.

The IVSC member bodies have important roles to play in advancing global regulatory convergence
in the valuation profession:


By complying with the membership obligation to advance the adoption and
implementation of the International Valuation Standards;



By acting to regulate individual valuers - whether in terms of self-regulation of the
profession, or performing shared regulatory responsibilities with government and
promoting the benefits of the adoption and implementation of high-quality, internationally
accepted standards;



Through their relationships with governments and regulators, in promoting the benefits
of the adoption and implementation of high-quality, internationally accepted standards,
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and globally consistent licensing, registration, and oversight arrangements for
professional valuers; and


When they operate in developed economies, have many years of experience, and
receive due respect for their position, assisting members and associates in developing
and emerging economies to understand and implement the standards issued by the
IVSC.
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