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he global finaocial
meltdo$'n rvhich
emanated from the
downfall of subpdme
n-rortgage in the US led

the Basel Committee on Banking Supet
vision is to takc a ftesh perspectivc on
thc tesilience of the banking institutions
around thc world. The meltdowl
signitied that the banks were not
adequatelv capltalized in order to absorb
losses and also the qualitv of capital was

of not at the desirable level. At the saure

ttme, banks $rcre not holding sufficient
liquidity
cushions. The
iesult \l'as the
se\refe Pfessurc
oo thc Iinancial
slstem, the
spillover effect
of *-hich was

telt in the real

econom\l Thc
obiectil'e of
Basel lll is to aLrgmeot thc banling
institutions' ability to combat shocks,
t-hich ma1' aiise ftom financial and

economic sttess; thus llmiting thc risk of
co lare'a Jrrn,ige ro rL. rc.r ccunurrl.

Although Basel TII introduces a mote
comprehensi.,.e framework to strengthen
rhe tegulation, supervision aod risk
manageinent of the banking institutions,
the punchJioe is Adequacv and Quaiiw
of the capital. It is here u,'here it r'"ould
make a major difference on a global scale

rhtough its ever stricter requirements.
Hou c r c r. rhe umeLne fo" rmplemcnring
Br.el TII .upulauon. \anc.. culmirrring
rr 2nrq. BcTore we andl'ze rhe implica-
onns of Ba,el lll lor rl-e banlcng.y.rem.
it seen-rs impetative to take a bird's
eJ'e vjew of the changes introduced bt.
Basel IIL The salicnt fearutes of the
code are as follows:

Capital

The Total Capital Reguiremcnt has been
raised from thc current 8% ro 10.5%

ensung 29'o to -+.-i : :ri : _. l::: - :: ::

10. to (a . Trer ll ,,p i . ::.- -. ..
.on., in ..niral
that are -uborclr" , d. ,:; t,
minimum original matuin .: -i: _a.:::

lire year.. BoLh I ier l "nJ ll(..- --.
rvhrch ..rcr dall) me,ir\ rh.r-

oi Ticr ll canno b. hig\e. t1,.,:. -
r.edr''be4dnprerr.u:.lr . lier lll t-: -.

1- a. bcs6 sLrn'r"'.d. ln :dcii:.:
( fT-I. fte brnk: r.rou d be .eq.::. 

:

m;rinrain two buffcr: ,( ap|a c....-:...
tion Buffer (CB) and (ii) Counter Cr c:c--
Buffet (CCB). Baoks would be rcqur.:

13lo tor the larger universe of banks. The
capital is defined es (i) Going-concero
Capital and (ii) Gone-Concern Capital.
Thc gornd-con, crn c.rpiral c^mpr se.

Common Equitl. Tier I capital (CET I)
and Additiona.l Tier L The first predomr-
nantlv consists of common shares, share
pfemrum, and retained earnings.
Additional Tier I capital refers to such
in.'rumen . uhch \rve been is:ucd tbr
perpetuity without an1'matudtv and are

subotdinate to bankt obiigations. The
code seeks to enhance Tier I capital from

to build 2.5% in CB ovei and abor e J
oi (fT-1. fhi: uould be don. ::
non-stiess Petiods so that thc balancr c,i:
be utilized when stress befalls. The CCB
will be deploved by national jurisdicrioI:.
uLen erccr- rBjlresare .redtr cruNr-

;udged ru be . ',ociarcd rvirl- r b,rld ::
of .isrem widc ri.k ro €n(Lr\
banking s) stem has a buffer of capii,i, i
prolecr ir .rg,rrrsr fr'u'c purern.: lu. . .

This buffer would be required on nc;:
ba,:' and ir. range rnr\ be rrnn r' Lo Lr
(resultandl', the total marimum CET- ,:
o'.. roral Tier I: ll',7. \lg1n\-.
iurther capital cushioo (1oi 2.5: :l.l:
beeo proposed io addition ro CFT-I.
uhich world bc required iir,'rr r..r:
c.rlJv rmporr,nr fin:_c:al n,r r:: -.
rSlFl. . The prern \c :. rl", :ll 1.. ..
n;in,ta1 of ecoromic .r,bilin. . - _-:

l_are mure re.ilicnce arJ . rcr:;: .:.--
normal 'n5LiruLjon. io rnr: Ji( .-..
perrods. Ar m;x. fo. Slfl.. L \R - . _

go up to 15.5 %.

Compatasion of Basel II and Basel III
Reouirements

Basel II Basel III

Total Capital Requirement 8% 10.50k 13ah

Common Equiry Tier I Capiral (CET-l) 2a/r 4.5'k
Total Tier I 4'fa 6,\,
TierI*TierII 8% 8%

Tier 11 3 4ok Ttet II 3 2(%



Leverage

- :; c, rric prescribes that banks should
. ,c,,r.rrll c'cr;qe r,lri,,. Drrrin.

:i:: cnsis, banks dcspite shou,ing srtrrrrg
:....r'. ei , rp r.i r- r ,\ h.rd b, ilr erce..
i\a on .rnd off balancc shect leYelagc.
The cdsis pushed the banks ro r.educe
leteraginE, creatjng ilnmeose pressLue on
assct pflccs.'l"hc cocle stipulatcs that, on
r test basts, e mlnintum 3% of Tiet I
ler'crage mtio, u,ould be obsen.ed over a

period of iout vears bceinning Jan 01,
2013.

Liquidity

-\monq orhcr sounci licluiditv menagc
menr encl supcrr isorl nrltters. a Liquitlitl.
CorereEe Ratio 'I-CR) and Net stablc
Funding Rrlos NSI:R1 hale bccn
introduced. I-(-R toLrld rccluire b.rnks rcr

risk-r'eigl-rted assets lnd rcducing irs

^,,..rU i.'..rgr. \:l R. ^ul.lpu.t- ,.rr l.
tou.ards building a long term iund basc,
agarn nccessitating dilution in thc sprercl
duc to associared cost oi iunding. Fltcl.r
estimates rhat G-SIFls atc likel| r()
erpenence a 20!./o dccljne ln RoE bccause
of llasel IIL LeT-er:rging and Capltal
Rccluirements cqual| impll rhar therc
uould be restraint on thc banks to gro\t
thcir porttolio oi finrnces ancl inrcsr

. rn r1.l ir ,,t rlc hrr^ (rcp,, . _

ratio rvhich *,as onlv 20'li' in Nlar 2iltr!
Reducing this al)florral pcrccntaEe r,

2il)',r', rhlrr."n rnrulur.e.rr.rnr,, r, .

PI',I{ 2,|)0ubln. Ii this amounr is tleplor eo

equalir in A end AA cnteqorr finance:
(taking a rnore optimistic picture), rhr:
rvould give rjsc ro PIiR lOObln of lsL
'riiqrrud ' c,. rhr,| *,,r'J .f... ,rr

2",'o tiom the current CAR. Thls cntails
thar Tier-J CAll r'ould comc do\\:n Lo

Requirement of Buffers as per Basel III
Capital Consen'ational Buffer (CB) 2.50,1 o

Countet C).clical Buffet (CCB) 0 0,,- f.5'o
CET-I including CB and CCB - at max 9 .5a/c'

Total Tier I 710./ct

Tier II 24./,t

llax Capital for SIFIs 15.5%

{ITHE INDUSTRY IS NOT CARRYING ANY
SIGNIFICANT CUSHION, WHICH IT HAS BEEN

MAINTAINING WITH REFERENCE TO THE
INTERNATIONAL REQUIREMENT HISTORICALLY "

helc sufircicnr high clualin. licluid assets

to $.ithstand a 30-dat'stcssccl iunding
sccnalr() rhat is prcscribed br.the rcgula
ru- \\rR \c.: .u 

L r.Lr.'. - rl l..nlJ
hale cnoLrgh Liquid rcsourccs over
one \_c:1f hotlz(rn to co\.cf the c\pected
iLrnding ncccls olcr tire srme pcriocl.

l-r lclenth. the morc pronor-rnced
requirement is rhc c.pifal rnd:rdcquecl
of capitel. The guesrio:r ls ho\ the ban*s
sorrld be lble ro mccr rlis r-ccluir-en-renr.

Fitch has Ierch publishcd r srudr coler.-
ing 29 Globel Sr srernicrlh lmporteor
l:i-.r.r. Ilr.:...r. (,rI| \, r

Dec 21111. dl.ic G Sll:1. mishr nccd ro
raisc LSD 5(r(rbln rn ord.r r.) n...i Brsel
111 capital rulcs. The shccr'.rmounr ot
cepital to be raiscd is g()ln!a l() b..r d.llrn.
in.q task. This is cspecillh rruc bccl!si
investors s't.,uld be at'er c that benkrirl .1,

a scctor *ould compron-tise on rcrurn br
,..1 r-. r,- t . l' ,r" , :.. t- . rrr .

mcnts. ()ne of the n-rljor coosiderations
in the rcgulators' sight is also rhe lmpact
that Basel lII u'ould har.e oo credlt
availabiln:'l'his mai' ioduce the rctail
bond markct to erpand at i ftster pecej
given constralned liquiditv in tbc bankins

\\'hen u,e talk ,ibout Paliistan, \1'e t'lnd
that thc domestic banking sectot boests a

Capital Adeclueo ltatio (CAR) oi 15.5,i'i,

as of trhr 31, 2\)12. lhis Cr\R is
preclonrinanth' supporre.l bl ller 1

capital (13.3".,i,). This demonsrratcs that
rl,. .uct^r :. 1'.ilp,, 11 ,,1!, t. cutnpl\
.\: r. rr'' , '.rr ll.rc .rrr ,e.r. iLr

inclividuai institutioos t'1rich mar'find it
clifllcult to comph (5 banks arc undcr
l ",' (',\R) Horveler, tlten *-c aneltzc
ihe bihnce shect oi the scct()I, wc sec
rirrrr rhcrc hes been n bLrild up of gorctn
n - .r t.. I ' -'rr\ .-t\..
( ur r'cntl\. go\ er nmcnt securilcs are

appro\. 1111,1, 'l'his perccnra-ee is exactlr'
t'hat rs recluircd trom non SIFIs undet.
Bascl IIL lhis mexns thar thc lnclusrrr rs

"ut c,--rirt. rr. .j_n.( s|,r cr,l,i ,r,
siich it hrs been oraintnining \ rh
rcferencc t() thc internati()nal fcquil-cmenr
historicrlii. ,\t tlrc- seme fin1e, aor imbal,
ance in thc t-rnances portfi>lio rrrat further
d-e-n. 1q rl i r..o I c 1,'y.,..ri.,-
nark is about thosc banks u.hich are
lrJrr i dr :rLl .r,,rpll r rl,er.rir-
requirencnts.'fhis highlighrs the critjcel
il of thinkin.q through rhe inrplcmenta
tion of tsescl lll; ho* ir rvould bc rollcd

' r' '-rl r.lrr' I'r'r . ,.-,1 L. I fl rc. t,,-
Slfl. ,r J ,r :ll I i- r. .1.,n.:dc
markct. Thc Stetc Bank oi Pakisren, $.hllc
e\prcssint sxtishcti()n *irh thc resilicncc

',i ,.^q.-'11'r'l.rr .., ,r'. r..r r".. ri'.
tr2losit()nel p,lrh thxr the clrntcstic sector
\\,.,.'J L\. ., .lc r ,,rl.r .., f.n. rl
alignccl uirh thc intcrnatirnel bcst

Practiccs.

18 |.r,,, I | | ,...i fr.a. r.n, .1


