Banking Capital, Liquidity
and Leverage



Global Financial Crises
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This means the failure of Basel II
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failed to protect the international
financial system from the Global
Financial Crises
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Basel III newly introduced!

banking capital

Calibration of the Capital Framework
Capital requirements and buffers (all numbers in percent)

prepared
for the
future
crisis

Common Equity
(after Tier 1 Capital Total Capital
deductions)
Minimum 45 6.0 8.0
(now 2%)
mmmm) | Conservation buffer 25
Minimum plus 7.0 8.5 10.5
conservation buffer
Countercyclical buffer 0-25
range”*

Source: http://www.bis.org/press/p100912.htm




s Liquidity

« After an observation period beginning in 2011, the liquidity

coverage ratio (LCR) will be introduced on 1 January 2015

 The revised net stable funding ratio (NSFR) will move to
a minimum standard by 1 January 2018.

mmm Leverage

e test a minimum Tier 1 (non-risk-based) leverage ratio of 3%

during the parallel run period

 based on the results of the parallel run period, any final
adjustments would be carried out in the first half of 2017

« migrate to a Pillar 1 treatment on 1 January 2018 based on
appropriate review and calibration




Annex 2: Phase-in arrangements (shading indicates transition periods)

(all dates are as of 1 January)

2011 2012 2013 2014 2015 2016 2017 2018 As of
1 January
2019
Parallel run . )
Leverage Ratio Supervisory monitoring 1Jan 2013—1 Jan 2017 Mlgr_ﬁtlor; to
Disclosure stats 1 Jan 2015 har
e |
Minimurm Common Equity Capital Ratio 35% 4 0% 4 5% 4 5% 4.5% 4.5% 4 5%
Capital Conservation Buffer 0.625% 1.25% 1.875% 2.50%
Minimum commen Sqully plus capita 3.5% 40% 45% | 5125% | 575% | 6.375% 70%
Phase-in of deductions from CET1
{including amounts exceeding the limit for 20% 40% 60% 80% 100% 100%
DTAs, MSRs and financials )
Minimurn Tier 1 Capital 45% 55% 6.0% 6.0% 6.0% 6.0% 6.0%
Minimurmn Total Capital 8.0% 8.0% 8.0% 8.0% 8.0% 8.0% 8.0%
MiPimum Total Capital plus conservation 8.0% 8.0% 80% | B.625% | 925% | 9.875% 105%
-
gsaa Ié?_ll_ Lﬁgﬁr?ein}scri;w%:ng g?;qéjaa[;;gl Phased out over 10 year horizon beginning 2013
|
Observation Introduce
Liquidity coverage ratio period minimum
be Eins gandard
) ) Ohservation Introduce
Net stable funding ratio period minimum
begins standard

(DTA: Deferred Tax Asset, MSR: Mortgaging Service Right)



Basel III is to be finalized at 2010 G-20 Seoul Summit

Some critiques yet!

Basel Ill designed in Swiss style.

No discussion of

9 years for too big too fail

implementation

Counter cyclical
buffers can be 0%

No accounting
reform or
harmonization*

f_) Q"}‘;\ Surrender monkey says: *A committee has been set up to discuss the
— /\:_f,_/ systemic risk has a hole benefits of using a Mark to “how you feel
Qig(({s il new flavor today” accounting methodology.

Gogerty.com



Loss absorbing structure

Loss from the real
economy, e.g. the Probability Density Function

household and the
corporate

Bank 1/ ) Loss in the
<UL financial
N\ o A N N~ market
Provision Risk Deposit  Bail-out
(allowance) capital Insurance

Basel II Systemic risk




Who get the benefit?
Who pay the cost?

» Congressional Testimony, October 2009, Andrew W. Lo

Establishing the means to measure and monitor systemic
risk... is the single-highest priority for financial regulatory
reform

e We Must Answer

Systemic risk is always bad thing? No risk premium?
(cf) high risk, high return in the finance

For example, the financial integration might increase the
systemic risk, but could be beneficial to somebody, including
the consumer.

Then, why only the financial institution should pay the cost
from the systemic risk? Who-else?

Need to explore the (system-wide) risk-adjusted benefit from
the systemic risk, and to design the cost-sharing structure
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Thanks!



