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Instrument

Key pros

Key cons

Historical experience

Countercyclical capital
buffers

Direct effect on loss-absorbing capacity;
may moderate the cycle

Simplicity eases communication

Basel Ill reciprocity mitigates leakages

Crude tool if exuberance localised in particular =
sectors — may even encourage risking up

May be ineffective if risk weights are
miscalibrated

Pre-crisis capital ratios were poor predictors of
stress during the crisis

Sectoral capital requirements
(variable risk weights)

Targeted approach to nipping problems in the
bud

+ May provide sharper incentives than

countercyclical capital buffer

Adjusting risk weights on flow of lending
relative to its stock could restrain lending in
booms or encourage lending in downturns

May displace risk to other parts of the system — =
a ‘water bed" effect

Implementation challenges to ensure .
consistent application across balance sheet

Data needs greater than with aggregate tools

APRA tightened risk weights on low-doc
mortgages in 2004, preventing the market from
taking off

RBI raised risk weights on CRE lending in
2005-06 — lending slowed. But less effect
on non-bank financial lending in 2007

Maximum leverage ratios

to arbitrage and g

* Less
risk than risk-based tools

No penalty for risk, so may create perverse .
incentives to 'risk-up’

Leverage was a better pre-crisis indicator of stress
than risk-based capital ratios

Canadian banks restrained by leverage ratio

Time-varying provisioning
practices

Ensures early provisioning against prospective
credit losses

Strong overlaps with countercyclical capital  +
buffers and variable risk weights tools

Spanish regime built up general provisions, but had
little impact on credit supply

Restrictions on distributions

Limits risk of disruption to credit supply —
useful in downturns

Uniform cap would penalise healthy banks =

Cap linked to capital ratio may cause
deleveraging

Fed introduced presumptive cap on cash
dividends of 30% in 2011

Time-varying liquidity
buffers

Direct effect on banks’ liquid asset holdings and
‘maturity mismatch, increasing resilience

May also help to moderate the credit cycle

Limited international experience with liquidity  +
requirements
Microprudential standards still under .
development

Croatian requirements for banks to hold
low-yielding bills helped to slow credit growth

RBNZ introduced a core funding ratio in 2010

Loan to value and
loan to income restrictions

Directly limits risky lending, enhancing
resilience to risks from real estate

May be less prone to foreign branches leakage

Difficult to calibrate the trade-off between ~ +
financial stability benefits, economic activity
and societal preferences for home ownership

HKMA has operated an LTV cap since 1994.
Mortgage losses remained low in the aftermath
of Asian crisis, despite property prices falling 40%

Margining requirements

May reduce the risk of margin calls precipitating
liquidity hoarding and asset fre sales

Enhances resilience of funding markets

May be prone to leakage/arbitrage across
borders, market segments, and from unsecured
lending

Capital and liquidity requirements could be
used to deliver similar effects in terms of bank
resilience

+ Fed sets minimum margins on stock purchases on

credit, but minimurn left unchanged since 1971.
Limited impact on price volatility, but may have
influenced volume of margin credit extended

Use of central counterparties

Simplifies network interconnectedness and
reduces the potential for contagion

Centralises risk management

Provides greater transparency

Increases systemic importance of infrastructure +

Avoidance risk (eg through use of different .
instruments and moving activity overseas)

Central clearing in derivatives helped contain
spillovers following the failure of Lehman Brothers
Despite crisis withdrawals from interbank

triparty repo market, CCP-cleared repos

remained resilient

Design and use of trading
venues

May help prevent sharp falls in liquidity and
reduce extreme price volatility

May discourage participation, reducing liquidity +

Avoidance risk (eg move activity overseas)

Limited empirical evidence

Disclosure requirements

Reduces likelihood of information contagion

Enhances market discipline

Liquidity disclosure risks ‘spooking’ the market =
or making buffers less usable

Impact of US/EU stress tests largely through
release of information about banks’ exposures

il : BOE Discussion Paper, Dec.2011.
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Figure 3.3 shows for all UK banks the amount held in sterling deposits from, and the amount of
sterling loans to, different sectors of the UK economy.



=]

=

AEgRL Ea—  EB2ELE 3

il

(MDA O -2 HED U RQA») Y8
HUNXE P w07 e S 00 1) 5046 0 4
QUITER HREREECCDR—2 U VR %
Q7 AHAKVIOOBNNTY —= T NN
L O 5 QWEIR M Kamm<R Qb
KL SELEL P HRBERLNDCUD S
HONVRS WA [HER GBI WR O v 500
®ﬁ$lwklwﬁﬁfTo%ﬁKiofu\
T—2ANYKT [ap—7 2] Vi oEwE
VRS =R P — 2L OV X ERN
LTNHEANN R0 L BT~ RFLCVIIL <
5 RE QM RHESR LKA 5~ 5oy
o WRROT 20 | OBELET VAR R
HEUKNL mn<<3xQ

P DR KR P —2QRT UEREH
HEREH &R0 BUQAEE IR DS S
) LB O 80 Do) A S

2 L)

o

O 2P UEOVRMAY SIh—27 VU R&
OmMEm< T —% AN —2 e LR 0 v
0" IR QI OwlE 0 (v 5 0° mER LN

AW —7L —O0—N NRENHoXS) | E
s 2 D01 O QHE U A®
NI O - EE Y QS VIR QR

NP L e 1) S T REEENS I S s R
VT IRIEVERRGET VRROEEERURD

o RN QERHE Y B
OV IeE2NVv QPRSI R [H
TR LR D WIS 1) oS24/ LA S 4o #)
M -0 HEERAY QB RmiE LK 5 Q Ui’
SR RYH DX QEEN VS u LS 0

St 5 S



PEE OFATUE A7 TR H &)

KE£BTORY FEH

- € (2010FK)

X%12

(ICB MEx#&#mE] Fig. 3.1)

1200

1000

800

I
o
o

uolq 3

400

200 —

Non-financial companies  Non-bank financial companies

Households

M Loansto M Deposits from

Source: Bank of England, Commission estimates.

© %@@IE& £ S MEHHRE

UBRIKS [REHEX LS
R A DK LA RQGEE R0 RWIRI 2 Q
Pl | HRHEUHY SR oK ORIEY
A IR R M A D WKt S 800 1)
0° HERMERE <Oty 50000 P
o

S X QBRI R MR KR
Lot VR AR RPEEVNKEI S oY

el

R A

L0 5 a9
5
30t 5 St R R0 RV S oS
LA BN RN R — 2RI
FUHIS WA S D R0 NREXINCAR
Bop BREU2UROWVIYUNESIXK O N

— AT A2 OO BB U Drg D40°
WR RIS O 1 5 b DS Kb
0 DR VRERT NN

%wﬁ\/ * Xb/\/‘v,l\

AU RAU R

SRR RRAT BRI



AEA L E o —  EER2AEE 3
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UK groups Assets Per cent UK subsidiaries Assets Per cent UK branches Assets Per cent

(global of international (UK group of international (UK branch

group banks(e) £ billions) banks(®) £ billions)

£ billions)

HSBC 1,619 141 Credit Suisse 557 49 Deutsche (EEA) 391 3.4
Barclays 1,476 129 Goldman Sachs 474 41 UBS 366 32
Royal Bank of Scotland 1,441 12.6 Morgan Stanley 331 29 JP Morgan 315 27
Lloyds TSB 854 75 Santander 303 2.6 Credit Suisse 141 12
Standard Chartered 330 29 Nomura 203 1.8 Credit Agricole (EEA) 14 1.0
Nationwide 192 17 JP Morgan 190 17 BNP Paribas (EEA) 107 09
The Co-operative 46 0.4 UBS 163 14 Citibank 103 0.9
Yorkshire Building Society 30 03 Royal Bank of Canada 46 0.4 Bank of America 43 0.4
Coventry Building Society 22 0.2 National Australia 44 0.4 ING (EEA) 43 0.4
Northern Rock plc 19 0.2 Mizuho 33 03 National Australia 40 03

Source: FSA data as at 2010 H2.

(2) Including bank holding companies.
(b) Excluding Royal Bank of Scotland NV and combining two Credit Agricole branches.

i1 : BoE and FSA
Our approach to banking supervision, May 2011
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