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Background

• Basel II and III are global prudential standards established by

the Basel Committee on Banking Supervision (BCBS) to

strengthen the regulation and supervision of banks worldwide

and therefore enhance global financial stability.

• Basel II introduced in June 2004, presents a more risk sensitive

approach for setting the minimum capital requirements for

banks.

• Banks are also required to make certain disclosures about their

financial position to enable market participants to better assess

their performance and make more informed decisions.
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Basel III: Lessons Learnt from the global financial crisis

Weaknesses in the financial system and global regulatory framework:

• Too much leverage, with insufficient high-quality capital funding

banks' assets;

• Excessive credit growth, fuelled in part by weak underwriting

standards and an under-pricing of credit and liquidity risk;

• A high degree of systemic risk, interconnectedness among

financial institutions and common exposures to similar shocks;

• Inadequate capital buffers for banks to mitigate the inherent

procyclicality of financial markets and to maintain lending to the

real economy in times of stress; and

• Insufficient liquidity buffers and excessive exposure to liquidity

risk.
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Impact of Basel II & III

• Changes in the computation of regulatory capital: banks will

need to revise their systems for computing regulatory capital

• Internal Capital Adequacy Assessment Process (ICAAP):

Banks must have systems in place to identify, measure and

manage the risks relevant to their risk profile.

• Increased Capital Requirement as a result of an increase in

RWA. RWA are likely to increase due to:

– Changes in risk weights for exposures and counterparties: Credit Risk

– Adoption of the operational risk basic indicator approach

– Addition of a capital charge for market risk

– Likely to negatively impact Capital Adequacy Ratio (CAR)

– Banks may be challenged to raise capital from the same funding pool

where economic resources are limited.
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Comparison Basel II vs Basel III

Requirements Basel II Basel III

Capital conservation buffer/RWA None 2.5%

Minimum Ratio: total capital/RWA 8.0% 10.5%

Minimum ratio: Common Equity/ RWA 2% 4.5%

Tier 1 Capital to RWA 4.0% 6.0%

Leverage Ratio None 3.0%

Countercyclical Buffer None 2.5%

Minimum Liquidity Coverage Ratio None 100.0%

Net Stable Funding Ratio none 100%
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Opportunities
• Better risk management: Basel II offers banks the opportunity to

develop better risk management systems, through the development of

their ICAAP.

• Capital Management: Basel II enables banks to keep optimal amount

of capital to support risks which they face and provides a basis for

establishing provisioning policy.

• Opportunity for dialogue between banks and their supervisory

authorities about the risks they face and the regulatory expectations of

what is considered adequate.

• Market discipline: Leads to greater transparency and disclosure of all

bank’s on and off-balance sheet items. Disclosure also involves

information on their policies and practices regarding pertinent

regulatory issues such as AML/CFT, FATCA, CRS etc.
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Opportunities
• Opportunity for better compliance given the on-going dialogue

between banks and their regulators.

• Provides the opportunity for developing better stress testing

tools given a greater emphasis of assessing banks’ financial

position under stressed conditions.

• Liquidity Management: The liquidity ratios provides an

opportunity for banks to focus on better liquidity management.

• The countercyclical capital buffer will help to reduce the

burden of capital shortfalls during economic downturns as banks

will be required to build their reserves in good times.



9

Conclusion
• Basel II and III build on Basel I providing a framework for better

risk assessment and management enabling banks to more

accurately estimate the required capital to mitigate banking

risks.

• Basel III reinforces Pillar I of Basel II and seeks to improve the

banking sector’s ability to absorb shocks arising from financial

and economic stress and to reduce the risk of spill over from

the financial sector to the real economy.

• The enhancements of Basel III help to improve the quality of

capital funding banks' assets, reduce liquidity risk, as well as

mitigate the inherent procyclicality of financial markets and

encourage lending to the real economy in times of stress.
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Conclusion

• Basel II and Basel III constitute the fine-tuning of regulatory rules

and practices intended to maintain a safer environment for

depositors, investors and banks, in response to a changing

technological, financial and economic environment.

• The adoption of the most appropriate aspects of Basel II and III

in the ECCU would help to benchmark the region’s performance

against global standards and also enhance the region’s

reputation as a safe banking jurisdiction.



Thank you!
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