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Minimum Capital Supervisory review Market discipline
Requirements
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Corporate svategy
External reporting + Misson and operating

| Training and competence

Namagementnormaion | [ Process and sysims

Regulatory minimum ECONOMIC  Rating expected  Actual capital
capital threshold capital CAPITAL capital
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7BS = E[x|X > x|

TBS = pu+ko

C=TBS-pu=ko
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Minimum Capital
Requirements
=
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Credit, market, actuarial risks

Developed over 10-30 years
Highly quantitative
Transactional risk

Data-rich

Extensive metrics

Known variables

Few functions involved

Few risk types.

Operational risks

» Emerging discipline

« Mainly qualitative, starting to quantify
« Process- and people risk

e Lack of data

o Limited metrics

« Multiple causal & contributing factors
 Allfunctions involved

* Variety of event types
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Static.
Deterministic

Static
Stochastic

Static
Stochastic

Optimal

Static.
Stochastic

Dynamic
Stochastic

Stochastic

Heuristic

Heuristic

Optimal

Optimal
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Mobilisation

Project
planning/
foundation

setting

Data
management

Model
design

Testing/
validation

Rollout
and review
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Bottom-up Approach

Full simulation
approach
Intermediate Approach Sophisticated
methodology
« Analytical approach = Time consuming
« Assume a distibution Data requirements
= Proxies based Model risk
‘Top-Down Approach = Closed form formulas
*Ignores Kurtosis effect
= Empirical Approach * Quick results.
« Benchmark based
|+ Peer assessment of EC
* Quick results.
* Uncertainty

Basel Il under fire on both
sides of Atlantic & moym e

Basel Il shakeup to create
many winners and losers

Pillar 2 still a mystery to
many banks
Solvency Il insurance
paper postponed
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