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Banks are key to the functioning of the real economy !
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Measuring the cost of a crisis — a

schematic

Example 1 Exarnple 2
i - /
DR | s GDP | Trend
mmmnm Trend after
crisis
n /
Crisis Time j Crisis Time -

Point & pre-crizis peak. Point B: post-crisistrough. Point C: GOP growth equals trend GDP growth for the first time after the crisis. P oint
D: the level of GDP retums to the pre-criziz lewel.

Source: Basel Committee on Banking Supervision, “An assessment of the long-term economic impact of stronger capital and
liquidity requirements”, August 2010.
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How costly are crisis ?

Median output losses associated with a banking crisis’
{as a percentage of pre-crisis GOP)

Difference between GDP at B .
beginning and end of Cumulative discounted loss
period
Feriod fram peak to trough 9
(& to B)
Feriod until growth rate recovers 10
(& to C)
Feriod from peak to end of Crisis’ 19
Infinite horizon (in the presence of
permanent steady-state effects) g 138
(4, in example 2)
Memo ifern:
Median cumuiative effect across ail g3
studles

" Mumbers are medians of the results reported by a number of academic studies. See Annex 1 and Table A1.1for
details. As a percentage of pre-crisis GOP. ? The category includes studies where the endpoint for crises was
determined by the time when GDF recovered to its pre-crisis peak, by expert judgment, or by assuming that
crise s last a fixed number of years. * Studies assessing the impact of banking crises on long-run output find on
average a 10% effect. Studies using potential output (eg based on OECD estimates) find on average a 2% drop.

Source: Basel Committee on Banking Supervision, “An assessment of the long-term economic impact of stronger capital and
liquidity requirements”, August 2010.



Bank

Financial crisis and Real Per Capita GDP, Denmark, Germany
and United States 1880-2015

(Deviation as a percent of previous peak level)

GDP per capita - deviation from last peak (in %]
War periods set to zero
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Source: Madison Historical Data and Penn World Table



Bank

\Where does regulation come from ?
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Supra National Process Produces Generic “Soft Law”

Bank for
International
Settlements
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Regional & National regulation is a tailored copy of the soft law
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A New Regulatory Landscape -
Response to the 2008 crisis
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New regulation after the crisis |

Capital

* Higher capital requirements for systemically important banks (SIFls)

» Additional capital to cover for downside risk (market risk and credit risk)

» Additional capital to cover counterparty credit risk on OTC derivatives

* Limits on bank leverage (Leverage ratio based on non-risk-weighted assets)

Liquidity

* Larger liquidity buffers to ensure banks have enough cash when markets are stressed
(Liguidity Coverage Ratio)

* Including liguidity buffers by currency

Funding

* New regulation to ensure banks rely less on short-term debt funding (Net Stable
Funding Ratio)
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New regulation after the crisis |

Banks and markets

* Expansion of regulatory perimeter to capture bank links to shadow banks and
infrastructure

* Increased post-trade price transparency

* Regulatory drive to increase use of central counterparties for derivatives

* Increased regulation of market and payments infrastructure

 Efforts to strengthen key reference indices (FX and Money market reference rates]

* Tougher stance on conduct (prison, bigger fines]

* Bank links to shadow banks [hedge funds, money market funds)]

* Improve regulation of non-bank SIFls [CCP, Mega Asset Managers, Data hubs etc.)

Information about system
* Improve fundamental global data infrastructure (Legal Identifiers]
* Increased granularity and frequency of reporting to regulators and markets

Fundamental Review of the Trading Book and “BASEL I\/”
* Revision of Credit Risk Framework (Revamp of all approaches]
* Revision of market risk framewaork (Fundamental Review of Trading Book]
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In short — many new challenges ahead
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Revision of Credit Risk Framework
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Main elements of “Basel IVV” revision

Why a revision?
Key objective is reduce variation across banks
Follows surveys which indicate significant variation in treatment of same
exposures

What

Revision of standardised approach to credit risk
Aligning parameters with foundation method
Tougher treatment of off-balance sheet items

Banks/financials and Mega-corporates on standardised
Large corporates on foundation approach
Floors on required capital based on standardised approach

50-90% of standardised,still to be decided
Floors based on individual exposures ?
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Capital Cost in basis points
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Basel |V - Indicative 1-yearloan price
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Regulation has a visible impact on banking!

* Banks will charge more to hold risk * Banks will be forced to hold larger liquidity

* It will cost more for banks to facilitate the buffers with either cash or very liquid assets
reallocation of market and credit risk * Bank funding costs will go up as they are

« Drive towards services and products that are forced to take on more long-term funding
focused on facilitating risk being shared with * Will drive industry towards more granular and
and directly transferred to non-bank investors accurate pricing of liquidity and maturity

« Will likely change how loan-related credit risk transformation related risks
is handled in the market-place going forward * This is already changing how banks operate in

money, bond and FX markets

* Focus on sustainable business conduct and transparent business models
* Banks expected to help out on tax fraud and the battle against terrorism

* Banks expected to provide basic banking services for free/reduced payment and
servicing the needs of all segments, regardless of being digital



Challenges for the Economist
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