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“Basel II, in my view, Is fundamentally about
better risk management and corporate
governance on the part of banks, as well as
Improved banking supervision and greater
transparency. Thereby, i1t 1s also about
Increasing the stability of the global financial
system, to the benefit not only of banks, but

also consumers and businesses.*“
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Pillar 2
Qualitative Review
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m Equity capital

m An accounting measure of how much capital a firm
has, rather than how much it should have

2. TEAF »
m Economic capital — FrCapital at Risk (CaR)
m Defined as the aggregate amount of equity capital
required as a cushion for a firm’s unexpected loss

due to all the market, credit, operational and event
risks at a given tolerance level

m The tolerance level is the probability of default of
the firm

ZEte Yy |




\

»
»

<«—Expected loss—» - «——  Unexpected loss ———»| —»f i 1 T & §F
CES ~F i1

&
<«

v

( absorbed by provisions and economic capital )
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