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International Momentum Towards More
Releasable Capital Buffers

= Especially since the COVID-19 experience — that highlighted the benefits of
releasable capital, including the Countercyclical capital buffer (CCyB).

= In October 2022, the Basel Committee (BCBS) announced it sees benefits in
countries adopting a positive cycle-neutral CCyB — even as this is not mandatory
(Newsletter).

= In July 2023, a novel element considered for a review of the Basel Core Principles
BCBS (2023), is for laws and regulations to enable supervisors to require banks to
have releasable capital (buffers) — could be CCyB or other releasable buffers.

= Positive neutral rates of the CCyB have been recommended in IMF FSAPS in
several countries — in 2023 including in Turkey, Jordan, Sweden, Finland.


https://www.bis.org/publ/bcbs_nl30.htm
https://www.bis.org/bcbs/publ/d551.pdf

Several Countries Already Have a Positive
Neutral Level for the CCyB

Table 1. Countries with a positive neutral CCyB rate

Australia 1%
Czech Republic 1%
Cyprus 0.5 %
Estonia 1%
Hong Kong* 1%
Ireland 1.5%

* Planned transition in 2024.

Georgia 1%
Lithuania 1%
New Zealand 1.5%
Netherlands 2 %
Sweden 2%
UK 2 %


https://www.apra.gov.au/sites/default/files/2021-11/Information%20paper%20-%20An%20Unquestionably%20Strong%20Framework%20for%20Bank%20Capital.pdf
https://nam10.safelinks.protection.outlook.com/?url=https%3A%2F%2Fnbg.gov.ge%2Ffm%2F%25E1%2583%25A4%25E1%2583%2598%25E1%2583%259C%25E1%2583%2590%25E1%2583%259C%25E1%2583%25A1%25E1%2583%25A3%25E1%2583%25A0%25E1%2583%2598_%25E1%2583%25A1%25E1%2583%25A2%25E1%2583%2590%25E1%2583%2591%25E1%2583%2598%25E1%2583%259A%25E1%2583%25A3%25E1%2583%25A0%25E1%2583%259D%25E1%2583%2591%25E1%2583%2590%2F%25E1%2583%2599%25E1%2583%259D%25E1%2583%259B%25E1%2583%2598%25E1%2583%25A2%25E1%2583%2594%25E1%2583%25A2%25E1%2583%2598%25E1%2583%25A1_%25E1%2583%2592%25E1%2583%2590%25E1%2583%2593%25E1%2583%2590%25E1%2583%25AC%25E1%2583%25A7%25E1%2583%2595%25E1%2583%2594%25E1%2583%25A2%25E1%2583%2598%25E1%2583%259A%25E1%2583%2594%25E1%2583%2591%25E1%2583%2594%25E1%2583%2591%25E1%2583%2598%2Feng%2F2023%2Ffsc-pressrelease-q1-v3-eng.pdf%3Fv%3Da1jz4&data=05%7C01%7CPMiettinen%40imf.org%7C4167591ab9f740167b0908dbe537f53a%7C8085fa43302e45bdb171a6648c3b6be7%7C0%7C0%7C638355800772879321%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=xxQn0cn%2F2aokNv1QNTA21NxQiGVyBzpDBkiiy%2BPPyPc%3D&reserved=0
https://nam10.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.cnb.cz%2Fexport%2Fsites%2Fcnb%2Fen%2Ffinancial-stability%2F.galleries%2Fmacroprudential_policy%2Fcountercyclical_capital_buffer%2Fccyb_methodology.pdf&data=05%7C01%7CPMiettinen%40imf.org%7C9e58c2ac138c49fc087a08da8a8e5fa4%7C8085fa43302e45bdb171a6648c3b6be7%7C0%7C0%7C637974641337375053%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=sK%2BQIY2goqlOYXacaG%2BqeXZVt8lr1PtdXuRfw5XuqYg%3D&reserved=0
https://nam10.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.lb.lt%2Fen%2Ffinancial-stability-instruments-1&data=05%7C01%7CPMiettinen%40imf.org%7C9e58c2ac138c49fc087a08da8a8e5fa4%7C8085fa43302e45bdb171a6648c3b6be7%7C0%7C0%7C637974641337531272%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=2VSt2Y6SB%2FlFywMlEgflGefqsVtU3H9Ego4%2BKGk5NNA%3D&reserved=0
https://www.centralbank.cy/en/financial-stability/macroprudential-policy-decisions/countercyclical-capital-buffer-ccyb
https://nam10.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.rbnz.govt.nz%2F-%2Fmedia%2F98420439ec024fb288fba9bd2418e223.ashx&data=05%7C01%7CPMiettinen%40imf.org%7C9e58c2ac138c49fc087a08da8a8e5fa4%7C8085fa43302e45bdb171a6648c3b6be7%7C0%7C0%7C637974641337531272%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=ZcEsL9g7%2FV8v7NX%2FoJBVIz%2FpQ72TROrSWJ%2BBh4TOFAI%3D&reserved=0
https://nam10.safelinks.protection.outlook.com/?url=https%3A%2F%2Fhaldus.eestipank.ee%2Fsites%2Fdefault%2Ffiles%2F2021-11%2FCCyB_assessment_2021_Q4.pdf&data=05%7C01%7CPMiettinen%40imf.org%7C9e58c2ac138c49fc087a08da8a8e5fa4%7C8085fa43302e45bdb171a6648c3b6be7%7C0%7C0%7C637974641337375053%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=DeHxjUFhSrrzAucophcPV94jwYpLeO66XUjJtCiGeKs%3D&reserved=0
https://www.dnb.nl/en/sector-news/supervision-2022/new-countercyclical-capital-buffer-framework/
https://nam10.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.fi.se%2Fen%2Fpublished%2Fpress-releases%2F2021%2Ffis-approach-to-setting-the-countercyclical-capital-buffer%2F&data=05%7C01%7CPMiettinen%40imf.org%7C9e58c2ac138c49fc087a08da8a8e5fa4%7C8085fa43302e45bdb171a6648c3b6be7%7C0%7C0%7C637974641337531272%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=ggEwiIXFWL6xWfv8DlzWYy1p1kcFA3F%2FF4%2FzeSMc6jY%3D&reserved=0
https://nam10.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.centralbank.ie%2Fdocs%2Fdefault-source%2Ffinancial-system%2Ffinancial-stability%2Fmacroprudential-policy%2Fframework-for-macroprudential-capital.pdf&data=05%7C01%7CPMiettinen%40imf.org%7C9e58c2ac138c49fc087a08da8a8e5fa4%7C8085fa43302e45bdb171a6648c3b6be7%7C0%7C0%7C637974641337531272%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=czDZmqQBnVerbUNtDqtL0%2BAs1kcFckXYzCJ9dcfyAqw%3D&reserved=0
https://nam10.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.bankofengland.co.uk%2F-%2Fmedia%2Fboe%2Ffiles%2Fstatement%2F2016%2Fthe-financial-policy-committees-approach-to-setting-the-countercyclical-capital-buffer.pdf&data=05%7C01%7CPMiettinen%40imf.org%7C9e58c2ac138c49fc087a08da8a8e5fa4%7C8085fa43302e45bdb171a6648c3b6be7%7C0%7C0%7C637974641337531272%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=i0%2BlYTzXAIaGrow7KTESSFMo3Jqe4BWl8IqxwCWg5XI%3D&reserved=0
https://www.hkma.gov.hk/media/eng/doc/key-functions/banking-stability/ccyb/CCyB_announcement_20231103.pdf

Overview

Lack of capital buffers through the COVID-19 crisis

= Case for positive neutral rates — policy, theory, and evidence
= Qperating a positive neutral framework

» When to start building the buffer?

» To what level?

» When to relax?

= Relationship with other buffers



Lack of Releasable Buffers
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CCyB Often the Only Buffer That Can be Released

Cou nte rCyCI |Ca| « Buffer can be released, to help absorb losses and maintain credit.

i » Buffer can vary from 0 (not activated) to more than 2.5 percent of
Capital Buffer e daliadsia ) P
(CCyB) « Buffer up to 2.5 triggers reciprocity from Basel member.

Capital

* Creates a usable buffer (2.5 percent of RWA); not meant to be

Conservation s ool epeeen o FH 10 _d
Buﬁer (CCOB) « Usage comes with conditions which banks are likely to want to avoid.

1 1 * Best known in the EU framework, but can be used elsewhere.
SyStem IC RISk  Has typically covered risks in the structural dimension (i.e., TBTF),

and should then not be released, but can be applied to time-varyin
B Uffer (S R B) risks. i AR




More Countries Would Have Benefitted from
Releasable Buffers at the Start of the Pandemic.

CCyB level in the run up to the COVID-19 pandemic

(In Percentage Points)

 CCyB before COVID-19 Pre-announced increase
Norway 2.50
Sweden 2.50
Slovak Republic 2.00
Hong Kong 2.00
Czech Republic 2.00
Denmark 2.00
United Kingdom 2.00
Nepal 2.00
Switzerland 2.00
Iceland 2.00
Bulgaria 1.50
Lithuania 1.00
Ireland 1.00
Luxembourg . CCyB - Counter Cyclical Capital Buffer 0.50
France 0.50
Belgium 0.50
Germany SCCyB - Sectoral Counter Cyclical Capital Buffer 0.25
. 0.00
0.00
i 0.00
3 Bangladesh 0.00
E | e 66 countries had a CCyB framework with o
3 Morocco 0.00
3 N no releasable buffer. 0.00
0] Peru 0.00
o South-Africa 0.00
USA 0.00
3 2

Sources: IMF Policy Tracker, MCM FR's database, Yale Program on Financial Stability, country authorities' websites,
IMF MP survey, staff calculations.

Relaxation of CCyB in response to COVID-19

(In Percentage Points)

Norway
Sweden

Slovak Republic
Hong Kong
Czech Republic
Denmark
United Kingdom
Nepal
Switzerland
Iceland
Bulgaria
Lithuania
Ireland
Luxembourg
France

Belgium

Germany

B CCyB before COVID-19 ~ Pre-announced increase M Reduction compared to pre-announced level

2.50 -1.50
2.50

3

2 1 0 -1 -2 -3

Sources: IMF Policy Tracker, MCM FR's database, Yale Program on Financial Stability, country authorities' websites,
IMF MP survey, staff calculations.



Focus on Credit Gap Can Lead to Lack of Buffers

= The Basel guidance BCBS (2010) refers to activating and increasing the buffer in
response to “excessive credit growth”, as measured by the credit-to-GDP gap.

= But: this gap can stay negative for an extended period of time, leading to a lack of
buffer.

Credit to GDP ratio and trend - Australia Credit to GDP ratio and trend - New Zealand Credit to GDP ratio and trend - USA
(Percentage of GDP) (Percentage of GDP) (Percentage of GDP)
250 20 250 20 180 15
15 15 160 10
200 10 200 * 10 140
5 5 120 >
150 0 150 05 100 0
100 ' - 100 10 80 5
-10 s 60
Credit-to-GDP ratio (LHS) 15 Credit-to-GDP ratio (LHS) 4o Credit-to-GDPratio (LHS) -10
50 Credit-to-GDP trend (Hp filter, LHS) [ 50 credit-to-GDP trend (HP filter, LHs) [ -20 Credit-to-GDP trend (HP filter, LHS) [l 15
Credit-to-GDP gap (RHS) B -20 Credit-to-GDP gap (RHS) = -25 20  Credit-to-GDP gap (RHS) B
0 -25 0 -30 0 -20
1990 1995 2000 2005 2010 2015 2020 1990 1995 2000 2005 2010 2015 2020 1990 1995 2000 2005 2010 2015 2020
Source: BIS statistics Source: BIS statistics

Source: BIS statistics


https://nam10.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.bis.org%2Fpubl%2Fbcbs187.pdf&data=05%7C01%7CPMiettinen%40imf.org%7C70564736b4f3407b38ea08dad7b06783%7C8085fa43302e45bdb171a6648c3b6be7%7C0%7C0%7C638059449889080539%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=oPMLIeAVrUpQy3Siv2kHWhvH5cO4eUxKigVTaKbd7eM%3D&reserved=0

IMF | Monetary and Capital Markets

Case for Positive Neutral Buffers
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The Positive Neutral CCyB — Policy Perspective

= A positive neutral capital buffer recognizes that it is (very) difficult to predict periods
of aggregate stress.
» A positive neutral level acknowledges the difficulty of making real time assessment
of crisis risks using early warning indicators BoE (2019) (or any other tool).
» The pandemic episode served as a reminder that external shocks can occur
without a prior period of excessive credit (BCBS 2022).

= The positive neutral rate offers a baseline level of protection against aggregate
stresses.
» Many policymakers regret not having built up buffers ahead of the pandemic that
would have provided “policy space” for the release BCBS 2022.

» A positive neutral level is a useful starting point when higher rates are needed at
the peak of the cycle. BoE (2019)

11


https://www.bankofengland.co.uk/-/media/boe/files/financial-stability-report/2019/december-2019.pdf
https://www.bis.org/publ/bcbs_nl30.htm
https://www.bis.org/publ/bcbs_nl30.htm
https://www.bankofengland.co.uk/-/media/boe/files/financial-stability-report/2019/december-2019.pdf

The Positive Neutral CCyB—Theory and Evidence

= Theory points to the benefits of maintaining releasable capital buffers in normal
times Lang and Menno (2023).

» A gradual increase in capital requirements has small effects on credit only through a “pricing” channel.
» Social costs of building the buffer can be low.
» Arelease of the capital requirement when binding can have an effect through a “quantity” channel that is an order of
magnitude larger.

= Evidence from the pandemic confirms that releasing capital buffers can support

lending through periods of stress. BcBs (2022), BCBS (2022), BCBS (2021), Couaillier et al. (2022 a),
» Releasing capital buffers can create additional “headroom” for banks, enabling them to continue lending.

» Encouraging banks to “use” capital conservation and stress capital buffers was less effective than when buffers were
explicitly released, Coualillier and others (2022b), Mathur and others (2023), Berrospide et al. (2021).

» Earlier evidence based on the GFC experience (Spain and Slovenia) also supports effectiveness of release: Jimenez

et. al. (2017), Sivec et. al. (2022).

= Long term costs of permanently higher capital appear small, although adjustment

costs can be larger. BcBs (2010), (2019). Elliot et. al. (2012) . Gambacorta and Shin (2016) and Gropp and
others 2018

12


https://www.ecb.europa.eu/pub/pdf/scpwps/ecb.wp2828~9c4e7428de.en.pdf
https://www.bis.org/bcbs/publ/d542.pdf
https://www.bis.org/bcbs/publ/d542.pdf
https://www.bis.org/bcbs/publ/d521.pdf
https://www.ecb.europa.eu/pub/pdf/scpwps/ecb.wp2644~7d82c23abf.en.pdf
https://www.ecb.europa.eu/pub/pdf/scpwps/ecb.wp2720~e6f3686548.en.pdf
https://www.bankofengland.co.uk/-/media/boe/files/working-paper/2023/useful-usable-and-used-buffer-usability-during-the-covid-19-crisis.pdf?la=en&hash=F9ACE422B2402D8052C278383340D02FB0F02669
https://www.federalreserve.gov/econres/feds/un-used-bank-capital-buffers-credit-supply-shocks-at-SMEs-during-the-pandemic.htm
https://www.journals.uchicago.edu/doi/full/10.1086/694289
https://www.journals.uchicago.edu/doi/full/10.1086/694289
https://bankaslovenije.blob.core.windows.net/publication-files/wp_1_2022.pdf
http://www.bis.org/publ/bcbs173.pdf
https://www.bis.org/bcbs/publ/wp37.pdf
http://www.imf.org/external/pubs/ft/wp/2012/wp12233.pdf
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2760324
https://academic.oup.com/rfs/article-abstract/32/1/266/4985219
https://academic.oup.com/rfs/article-abstract/32/1/266/4985219

IMF | Monetary and Capital Markets
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Positive Neutral CCyB: Building up Capital Unless
Banks are Capital Constrained

Release when supply of
credit to the economy is
constrained by capital, as a
result of solvency stress.

» Indicators: Incipient or
expected solvency stress.

Build-up to neutral level
starts when the supply of
credit is not (no longer)
constrained by capital
requirements.

Early warning indicators
(including credit gaps),
growth-at-risk, stress tests,
can signal increases beyond
the neutral level.

4

/ “
/
___________ 4 (L \—
Recovery phase Normal risk phase
Risk build-up phase Financial stress phase
—— CCyB - neutral @ 2% — = CCyB - neutral @ 0%
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Pace of Building up the CCyB Should Reflect
Benefits and Adjustment Costs

- Assess existing stock vulnerabilities
> If high, more urgent need for additional resilience

- Assess whether lending is constrained by capital

» Avoid build-up at a pace that weighs on the provision of credit to
the real economy

- Useful to condition on:
» Level of voluntary buffers
» Banks’ profitability
» Lending surveys

15



Net Benefit can be Positive if Monetary Policy
Tightens

Net benefits of building capital buffers can be positive when monetary policy tightens:
= Buffers help build resilience against vulnerabilities that can materialize when rates
rise.

- Higher policy rates can increase the risk of borrowers defaulting in future,
Increasing the benefit of capital buffers.

= Higher policy rates also boost margins initially, as pass-through of policy rates to
deposit rates is typically incomplete or slow.

- Higher profits reduce the cost of building buffers from retained earnings.

= Excessive tightening should be avoided.

- Increases can be made conditional on the absence of signs that supply of credit
IS capital-constrained.

16



Approaches for Deciding the Size of the Neutral

Rate

Past losses and
stress tests can
iInform calibration

If buffer is managed
actively, neutral rate
can anticipate
further build-up
(e.g., in light of
EWIS).

Is reliable data
available for
assessments of the
financial cycle?

Peak losses

Average losses

Cumulative loss distribution

17



Assessing the Neutral Level can Key Off
Historical Losses or Stress Tests.

= Can work off historical losses — examine past crises and recessions
» Evaluate peak losses and make assumptions on pace of increase that makes
it feasible to reach the peak, with neutral level as starting point (UK approach)

» Evaluate historical losses conditional on past credit growth having been low
or moderate (e.g., Behn and others, Scalone and others)

= (Can assess expected losses based on forward looking stress test (e.g., Finland
FSAP)

» Can use a less severe scenario than what is used in standard solvency tests.

» But: Hurdle rates should include other non-releasable buffers (CCoB and SRB)

18



Assessing the Neutral Level Should Consider
Potential Sources of Vulnerability

=  Assessment should evaluate stock vulnerabilities

» Share of local currency debt at variable rates, or subject to repricing when
monetary policy tightens.

» Share of foreign currency debt

= Assessment should consider exposure to external shocks
» EXxposure of the economy to volatile commodity prices
» Exposure of the economy to volatile capital flows
» Pegs and other constraints on monetary policy.

- Small open economies and emerging and developing countries (EMDCs) that are
vulnerable to external shocks may want to consider higher neutral rates.

19



Systemic Banking Crises: Peak Losses as a Share
of RWA

Advanced Economies

g -
6 -
4 -
S
0
Low Credit High Credit
Emerging Markets and Developing Economies
g -
6 -
4 -
5 |
0

Low Credit High Credit

Sources: IMF Financial Soundness Indicator; Laeven and Valencia (2020)

Note: Peak losses as a share of RWA are calculated as (Peak NPL x Average Share of Total Gross Loans to RWA). The Average Share of
Total Gross Loans to RWA is calculated as (Total Gross Loans x 15%)/RWA for AEs and (Total Gross Loans x 25%)/RWA for EMDESs. Latest
observations for Total Gross Loans and RWA are used. Peak NPL is from Laeven and Valencia (2020). Total Gross Loans and RWA are from
the IMF FSI. Countries are divided into low or high credit based on their maximum credit growth 1 to 5 years before the crisis.
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Interaction with Other Buffer Requirements

= Sectoral buffers, such as sectoral systemic risk buffers (SRB), can complement the
broad-based CCyB — e.g., SRB for exposures to real estate in Germany.

» Sectoral buffers can provide incentives to shift away from risky exposures.

» Such buffers can generate additional releasable capital in periods of stress —
unlike risk-weights, which tend to be hard-wired.

= Care that releasability is not hampered by non-risk weighted requirements, such as
leverage ratio caps or resolution requirements (TLAC).

» Where risk-weight density is low, lending may be constrained by leverage ratio
caps, rendering a release ineffective.

» Where leverage requirements are binding, this can argue for higher positive
neutral rates.

22



Interaction with Other Buffer Requirements

= Introduction of a positive neutral rate for the CCyB should maintain the capital
conservation buffer (CCoB).

» CCoB remains mandated under Basel Il and an important supervisory tool.

» Outside of release phase, CCyB will add to CCoB, generating additional protections against
weakness in individual institutions, and runs on such institutions.

= If Pillar 2 capital buffer requirements are driven in part by macro stress tests,
these tests may want to assume release of CCyB.

» A positive neutral CCyB would then lead to some reduction in the Pillar 2 capital buffer.

» This avoids double-counting.

23



Conclusion

= A positive neutral CCyB rate is a key means to generate (much needed) releasable
capital.

= Implementation should proceed irrespective of readings of the credit gap, unless
conditions for release are met, or the system is otherwise capital constrained.

= A positive neutral CCyB is desirable even when monetary policy tightens, but the
tightening should be conditioned on the absence of financial stress.

= The calibration of the appropriate level can be based on historical losses and stress
tests, and should consider stock vulnerabilities and exposure to external shocks.

= For EMDCs, there should be (even) greater emphasis on neutral rates, relative to rates
that respond to credit gaps.
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