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Micro-
prudential
regulation

Commedities
bubbie

Macro-
prudential
Regulation

Oliver Wyman report, The Financial Crisis of 2015 - An Avoidable History,. 2011;
http://www.oliverwyman.com/media/OW_EN_FS_Publ_2011_State_of_Financial_Services_2011_US_Web.pdf

AWE el R o «Aktuelles zur Finanzmarktstabilitit-
_ e N0 e SR e N | Jahrestagung des Universitiren
= ‘;_ ; ; b £ T e ; Forschungsschwerpunkts (UFSP)
o = e =’ 3 S5 Finanzmarktreguli UZH
=== ZM=0 = > P iy in gulierung

>

-




TBTF/TITF

Policy Options
Global Financial Stabiity Report
= iy Policymakers have essentially four options in addressing
the TITF issue: &) restrict bank siz&and activities to
Moving from Liquidity- to T - .
’ prevent institutions from becoming too important to
fail, (@] reduce the probabilitcyxhat a SIB becomes dis-

Growth-Driven Markets

| B
= 1
LR
|

LL B tressed. (3) lower the probability of a bailout if a bank

becomes distressed, and (4 minimize public transfers

in the case of bank restructuring.?” Each of these poli-

cies corresponds to a node in the event tree depicted in

International Monetary Fund, Global Financial Stability Report, April 2014, 120
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Figure 3.1. Effects of Too-Important-to-Fail Protection on a
Simplified Bank Balance Sheet

TITF protection encourages banks to
borrow more and to take higher risks.

Y \

Lower funding costs
allow SIBs to take
Debt larger leverage.

SIB shareholders face
higher risks but are
compensated by higher
average return on

equity.

@ntectinn for failu re\‘
encourages SIBs to
engage in riskier Y Assets
activities. The increase
in asset size may
lower the average

Qtum on assets. Y,

Source: IMF staff.
Note: SIB = systematically important bank; TITF = too important to fail.
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5. Switzerland
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Sources: Markit; Moody's CreditEdge; and IMF staff estimates.
Note: Systemically important banks are defined as G-SIBs plus the three largest banks by asset size in each country.

Contingent Claims Analysis Approach

The CCA approach to estimating TITF subsidies uses
data on the price paid, known as the spread, for credit
default swaps (CDS) on bank bonds. It compares
observed CDS spreads with fair-value CDS spreads
calculated from equity price information (see Annex

By contrast, in Europe, the subsidies climbed
markedly after an initial drop following the 2007-08
phase of the crisis. They have averaged around 90 basis
points since 2012. The results for the European coun-
tries likely reflect the severe market turmoil around
the sovereign debt crisis in the euro area in 2011-12,
rather than a failure of the regulatory initiatives to
solve the TITF problem. In particular, in Switzerland
and the United Kingdom, the implicit subsidy was at
its lowest level during the design period of financial
reforms (November MOber 2010 in Switzer-
land, and January 2010—September 2011 in the United
Kingdom). In the euro area, regulatory initiatives are

still ongoing (as discussed in the next section).
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Status Quo

BCBS prift umfassend, ob alle 27
Mitgliedstaaten die Eigenkapital-
vorschriften des Baseler Rahmen-
.. Werks (Basel ll, 2.5 und Ill) einheitlich
eingefihrt und umgesetzt haben.

Ab Mitte 2014 will der BCBS zudem
die Bereiche Liquiditatsstandards,

: Leverage Ratio und systemisch
relevante Institute unter die Lupe
nehmen.
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«Aufwertung» der Marktrisiken
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7 WHALE IN A TEAPOT |
Jamie Dimon initially dismissed the claims — made by anonymous fund managers quoted in

articles in the Wall Street Journal and Bloomberg — as a "tempest in a teapot".
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$2 BILLION
TRADING LOSS

“TIGHTER REGULATIONS ?/ YOU CANNOT BE SERIOUS!"
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Mit dem bekannt gewordenen «Frisbee-Beispiel»
kritisiert HALDANE von der Bank of England die
bestehenden Eigenkapitalregeln und pladiert fir
ein «Abristen» in der
Bankenregulierung.

Dabei argumentiert er,
dass ein Hund auch ohne
Physikstudium in der Lage
sei, eine Frisbee-Scheibe
trotz der komplexen
Berechnung ihrer Flugbahn zu fangen.
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Dilemma der Banken

T HE
BANKERS’
NEW
CLOTHES

“regulatory arbitrage”
VS.
“gaming the system”

kit Wirog bt anBiiug avesd Whiaad fie oo el

ANAT ADMATI &
MARTIN HELLWIG
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Grundlagen des
RWA-Ansatzes
(Basel Accords)
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I. Kapitalvorschriften fiir Banken
als regulatorische Herausforderung

No regulator had the foresight to predict

the financial crisis, although some have since
exhibited supernatural powers of hindsight.
Andrew G. Haldane'

1. Die Gefahr beim Wiegen durchzufallen

Wie in der Uberschrift angedeutet, besteht fiir
Banken offensichtlich die latente Gefahr, beim Wie-
gen durchzufallen. Um im Bild der biblischen War-
nung? zu bleiben, geht es um die Frage, ob die zulés-
sigen bankinternen Modelle zur Risikobewertung
die Gewihr fiir eine ausreichende Kapitalunterle-
gung der bestehenden Risiken gewihrleisten. Kiirz-

' Andrew G. Haldane/Vasileios Madouros, The dog and
the frisbee, speech at the Federal Reserve Bank of Kan-
sas City’s 366th Economic Policy Symposium, The chang-
ing policy landscape. Jackson Hole, Wyoming, August
31th 2012: <http://www.bankofengland.co.uk/publications/
Documents/speeches/2012/speech596.pdf=. Mit dem be-
kannt gewordenen «Frisbee-Beispiel» kritisiert Haldane
von der Bank of England die bestehenden Eigenkapitalre-
geln und pladiert fiir ein «Abriisten» in der Bankenregulie-
rung. Dabei argumentiert er, dass ein Hund auch ohne Phy-
sikstudium in der Lage sei, eine Frisbee-Scheibe trotz der
komplexen Berechnung ihrer Flugbahn zu fangen.

?  Die unheilverkiindende Warnung, welche der persische
Konig erhielt, findet sich im Buch Daniel, Kapitel 5,
Vers 25: «Mene mene tekel u-parsins. Dabei wird Mene
mit «gezdhlt» und Tekel mit «gewogeny» iibersetzt, und
zwar in dem Sinne, dass das Ergebnis nicht ausreicht, d.h.
fiir zu leicht empfunden wird. Selbst der dritte Teil passt in
die Analogie: Statt der Teilung und somit Verkleinerung
des Konigreichs droht die Verkleinerung der Bilanz-
summe, wenn es nicht gelingt, das Kapital bzw. weitere
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o The proposed regulations fail to consider the fact that risk is endogenous.
Value-at-Risk can destabilise an economy an hen they would
not otherwise occur.

o Statistical models used for forecasting risk have been proven to give
inconsistent and biased forecasts, notably under-estimating the joint downside
risk of different assets. The Basel Committee has chosegrpoor quality ma@

of ri e available.
Heavy reliance on credit rating agencies £3r the standard approach to credit risk

18 misguided as they have been shown to provide conflicting and inconsistent
forecasts of mdmdual cllents creditworthiness. The}f are unregulated and the
quality of the;

erational risk modelling is not possible given current datal:@d
technology even 1f a meaningtul defimition ot this risk were to be provided by
Basel. No convincing argument for the need of regulation in this area has yet
been made
Financial regulatmn is inherently pmcyclm@vi&w is that this set of
proposals Wwiit; ate this tendency significantly. In so far as the
purpose of financial regulation is to reduce the likelihood of systemic crisis,
these proposals will actually tend to negate, not promote this useful purpose.

2



Basel 2.5: Marktrisiken

Weight Of Each Component In Basel 2.5 Capital Requirement (Pro Forma CET1)*

Securitization
trading book W

fincluding . :
from .
req capital

i(11%:)

VaR: Value-at-Risk
g e sVaR: “stressed” Value-at-Risk
| IRC: Incremental Risk Charge
(Default/rating migration)
) __ CRM: Comprehensive Risk
IEZ;!I-E:t:aru:i:arn:i-é'r. poorsamta. - R Measure (Korrelation)
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seltener Ereignisse ﬂ m berticksichtigt
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Incremental
Risk Charge
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e Stressperiode muss

Stressed VaR

N

Comprehen-
sive Risk
Measure

(CRM)

e Wie IRC (credit

rating migrations &

default) plus
Preisrisiken
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New
approach to
Securitisation

Hohere RWA fur
“resecuritization

exposures”
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Basel lll versus Swiss Finish of Basel lllI

Basel llI Swiss Finish of Basel llI
Ratio/buffers Ratio/buffers Capital quality
Minimum 4.5% 4.5%

Common Equity

Common equity

m
Countercyclical buffer m m Common Equity

Total capital > 9.5% >19%

High-triggering CoCos?

Low-triggering CoCos

Quelle: MANFRED PLANK, Basel Il & its implications on
the financial industry, ETH Risk Day, Zurich 14.09.12.




CoCos
[Ausldzungsereignis
spatestens bei 5% CET1)
lbis~6%

Kapitalerhaltungs-

: Swiss finish
Kapitalerhaltungs- polster

Kapitalerhaltungs- polster »>% (el
polster 2.5 % CET1 3.5-5%CET1
Basis Basis Basis
4.5 % hartes 4.5 % hartes 4.5 % hartes
Kernkapital Kernkapital Kernkapital
(CET 1) (CET 1) (CET 1)
Basel lll Minimum BCBS / FSB CH-TBTF
fiir alle Banken EM-Zuschlag fiir G-SIBs Regeln

Quelle: FINMA



Credit
Suisse

Basel Ill + G-SIB Swiss Finish

21.5%
21.0%

FINMA auf Basis

| 1
I I
I q 1
! CountercycllcaLbuffer ! 2012 167%
[r— 1 1
20.0% : up to 2.5% :
1 1
| O 1 Credi . .
19.0% [ I " Basel lll +G-SIB Swiss Finish
| : ] Suisse
. Low trigger CoCo
| I
18.0% : not covered by 6% !
17.0% 2013: 17.0%
R 17.41%
ST | ——
16.0% ) 16.0%
E Countercyclical buffer i Low trigger CoCo Low trigger CoCo
“150% | up to 2.5% : 2013: 4.41% T 2013: 4.41%
i |
14.0% 14.0%
Tier 2
13.0% 2% 13.0%
12.0% . High trigger CoCo 12.0% i i
Additional tier 1 2013: g triee ] High trigger CoCo
1.5% 12% 3% Tier 2 3%
11.0% 27 11.0% 2%
| ]
]
10.0% | G-SIB max. ] 10.0%
l X : Additional tier 1
I 3.5% ] 1.5%
9.0% I 9.0% :
8.0% 8.0%
7.0% 7.0%
6.0% 6.0%
5.0% 5.0%
4.0% 4.0%
3.0% 3.0%
2.0% 2.0%
1.0% 1.0%




Ubergewichtung Verbriefung + . . ,
Kreditrisiko Portfoliobereinigung lnitere Kiedibvereane, |
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Basel |l designed in Swiss style.

o drsoussion of
2 years figr .~ too big too fail
impdementation

—

Counter oycheal

Mo accouniing " buMers can be 0%
reform ar .

harmopnization®

Surrender monkey says:
Systemic risk has a hole
new flavour.
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Basel Committee
on Banking Supervision

Discussion paper

The regulatory
framework: balancing
risk sensitivity,
simplicity and
comparability

Issued for comment by 11 October 2013

July 2013

" BANK FOR INTERNATIONAL SETTLEMENTS
A 4

compara-
bility
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FINMA auf Basis 2012:
4.6% UBS (24% von 19.2%)
4.0% CS (24% von 16.7%)
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Leverage-Ratio 3% or ...

netting of credit
derivatives and .
Securities Leverage-Ratio
i i ca. 4-5%
financing
transactions

Leverage-Ratio
6% (5%)

Art. 105 CR(D IV ERV Art. 133-135
fordert «Prudent
24% der RWA-

Valuation»
(Reg.575/2013) Quote
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«Aufwertung»
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Wirkung der Anpassung an das Marktrisiko

2013 in MCHF Credit Suisse (Bank)

Aktiva 854'208
RWA 264'268
Marktrisiko-RWA -39'111
Maximales

regulatorisches 56'818
Kapital (21.5%)

«neues» Marktrisiko 25'626
neues

regulatorisches 68'406

Kapital (19%)

UBS

1'009'860

225'153

- 14'000

48'408

30'296

70'415

Die Werte sind approximativ, da gewisse Uberleitungen und regulatorische Filter zum Tragen kommen.
Die CS-Zahlen sind zu hoch wegen der nach US-GAAP im Vergleich zu IFRS divergierenden Verrechnungsoptionen.

-
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