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Overview 

 First, I will talk about why the Basel Committee 

developed the Basel II capital framework and what it 

intends to accomplish.  

Second, I will share some thoughts on how prudential 

banking supervision contributes to the stability of the 

financial system.  

Next, I will discuss how I see Basel II contributing to 

financial system stability.  

Finally, I will offer some thoughts on steps countries 

can take in preparation for adopting Basel II.  
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But let me advance the main 

conclusion of my presentation  

In a nutshell, I think that the new capital framework 
represents a significant step towards achieving a more 
comprehensive and risk sensitive supervisory approach. 

Basel II is about much more than just setting better 
quantitative minimum capital requirements.  It is about 
establishing incentive-based approaches to risk and 
capital adequacy management, within a comprehensive 
framework of three mutually-supporting pillars.  

In my view, the combination of better risk management, 
a stronger capital structure and improved transparency 
standards in the banking system can significantly 
improve financial stability.  
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Why Basel II? 

 The 1988 Basel Accord, which established the first internationally 
accepted definition and measure of bank regulatory capital, was a 
tremendous success story. 

 While the simplicity of the 1988 Accord helped to foster its 
widespread acceptance, that simplicity has become a liability . 

 Industry developments in risk measurement and management have 
widened the gap between the regulatory capital under Basel I.   

 More sophisticated technology and telecommunication, as well as 
market innovations, have enabled banks to better measure and 
manage their risks.  

 A new capital framework was needed that would address these 
developments for the most complex and sophisticated banks, but 
that would also be appropriate for less complex banks.  

The Committee also determined that the new capital framework 
should provide incentives for banks to improve their risk 
management practices without reducing the overall level of capital 
held in the banking system. 
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Calibration 

The Committee recently announced its intention to verify that Basel 
II meets our long-stated objective of maintaining the overall level of 
capital in the banking system while keeping incentives to adopt the 
most advanced and risk-sensitive approaches.  

As a result we intend to conduct a fifth Quantitative Impact Study, or 
QIS 5, in the last quarter of this year. 

It is important to understand sooner rather than later what the 
impact of the framework will be.  

The Basel Committee will continue its work based on the existing 
timetable, and supervisors and bankers planning to implement Basel 
II should continue their preparations accordingly. 

This exercise will provide a significant amount of information. In 
addition, it will be important to have the necessary tools to 
understand the effect of the cycle on the calibration exercise. 

 



6 

Banking supervision and financial 

stability 

I’m sure we can all agree that a stable banking system is critical to 
the long-term growth of an economy.  

But discussing financial stability issues is always a challenge 
because we don’t have a framework for financial stability as 
comprehensive as in the case of price stability.  

However, in recent years, we have learned more about the 
concurrent need for macroeconomic stability and a stable financial 
system.  

 it is in everyone’s interest that a country’s banks should be able to 
manage their risks today and respond to challenges tomorrow. This 
is first and foremost the responsibility of the banks themselves,  

Since capital is the last line of defence against bank insolvency, 
regulatory capital requirements are one of the fundamental elements 
of banking supervision.  

Any regulatory or supervisory framework must be built on a series 
of preconditions and on the foundations of a sound supervisory 
system  
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Preconditions 

Firstly, I think there is a broad consensus among all of us about the 

importance of promoting the implementation of appropriate macroeconomic 

policies consistent and sustainable over time.  

 Secondly, an appropriate institutional framework is also needed: 

–a set of mercantile and civil laws must be in place to safeguard agents' 

property rights.  

–a legal and judiciary structure which provides legal security  

–safety net institutional arrangements, core principles. etc.   

Moreover, it will be necessary to consider microeconomic aspects related 

to payment-system and market structures. 

underline the notion that the achievement of financial stability must be 

based on a broad range of tools which we should all seek to strengthen.  

it requires a consistent combination of macro and micro elements and 

because of the large number of interested and participating parties. Also, it 

should foster financial innovation, and ensure a level playing field.  

supervisors should analyse the extent to which conditions are in place so 

that the banking system can remain resilient in the face of internal and 

external shocks.  



8 

Basel II and financial stability 1 

 Incentives for better risk management. 

– First, I believe that Basel II is a major step forward in strengthening the 

incentives for the ongoing improvement of banks’ risk measurement and 

management systems. The new capital framework is an incentives-based 

system and it is a risk-based framework  

– Improved and more formalized risk management will bring better 

assessment better quantification and more awareness of risks. => early 

reaction to problems is likely to lead to a smoother adjustment to new 

conditions or to the correction of mistakes, making decisions less abrupt. 

 Sound corporate governance. 

– The second reason I believe Basel II will promote financial stability is that 

it promotes more effective corporate governance. Risk management must 

be based on a strong foundation of corporate governance.  

– Banks that adopt Basel II will be expected to have a comprehensive and 

sound planning and governance system to oversee all aspects of its risk 

measurement and management process.  
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Basel II and financial stability 2 

 Shock absorbers adequate and risk sensitive. 

– One of the fundamental tenets of risk management is that banks need to 
create provisions to absorb expected losses and to have sufficient capital 
to absorb unexpected losses.  

– Basel II reinforces the need to implement sound policies in both areas. 

– nothing threatens financial stability more than the presence of poorly 
managed and poorly capitalised and provisioned banking institutions.  

 Appropriate time horizon and counter-cyclical elements. Stress testing 

– the solid and stable functioning of banks requires an additional 
consideration, a macro perspective.  

– risk management decisions, capital and provisioning policies should be 
set with an appropriate time horizon that allows at least a full business 
cycle to be considered and avoids excessive emphasis on the short term 
when assessing risks.  

– The need for capital in a full range of economic scenarios has resulted in 
a requirement that banks consider stress scenarios when assessing 
capital adequacy  
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Basel II and financial stability 3 

 Transparency 

A very important reason why I believe Basel II will contribute to financial 

stability involves greater transparency. The exercise of market discipline 

should be considered a vital element of successful prudential policies.  

 Risk-based supervision 

– Banking supervision traditionally sought to ensure the solvency of banks 

by emphasising an accounting review of their financial and capital 

position.  

– There is certainly still a role for this type of review, particularly in 

assessing asset quality and ensuring proper provisioning and risk 

concentration policies.  

– The traditional approach is no longer sufficient.  

– It is vital to complement the traditional accounting approach with a greater 

emphasis on an analysis of the risks that affect banks and the 

management and control systems that mitigate such risks.  
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Basel II and financial stability 

 Responsiveness to rapid changes in the financial sector 

– Basel II is an evolutionary framework that is responsive to recent trends in 

the financial sector and capable of adapting to future changes.  

 Greater cross-border cooperation among supervisors 

– the growing scope and complexity of banking groups and financial 

markets make it necessary to increase international cooperation between 

supervisors.  

– Basel II not only encourages such cooperation; its success will largely 

depend on the effectiveness of such cooperation. It will be necessary in 

the future to foster greater cooperation, coordination, and consistency in 

evaluating banks’ capital adequacy.  

– Work is underway on a variety of fronts to promote such cooperation. First 

and foremost, the Basel Committee’s Accord Implementation Group, or 

AIG, is working to foster information-sharing among supervisors to 

promote consistency of Basel II implementation.  



12 

Adoption of Basel II: who and when? 

Only national authorities can decide when to adopt Basel II.  

 No country should adopt Basel II if it feels that it is not yet ready. If a 
country does decide to adopt Basel II, the timing should be determined by its 
own circumstances,  

 Therefore, we don’t expect Basel II to be adopted as widely and quickly as 
the 1988 Accord, at least at the outset.  

 Basel II is not a “one size fits all” framework. Supervisors can adopt the 
framework on an evolutionary basis and use elements of national discretion 
to adapt it to their needs. 

Turkish proverb that says “hamama giren terler,” or “he who enters a 
Turkish bath sweats.” If I understand correctly, the point of this proverb is 
that you should understand the consequences of your actions. Even if the 
result is very positive some work, some sweat is required. I don’t know 
whether adopting Basel II is similar to entering a Turkish bath, but I do know 
that it is important to understand that is a high-quality and demanding 
standard. 

For any country that is considering adopting Basel II but may not yet be 
ready, I like to suggest a three-stage approach toward building a foundation 
for the new framework: (1) strengthening the supervisory infrastructure; (2) 
introducing or reinforcing the three pillars; and then (3) making the transition 
from the 1988 Accord to Basel II.  
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Conclusions 

 Supervision needs to consider a broader analysis of the vulnerabilities 

internal and external to the banking sector, including the necessary 

macroeconomic and institutional elements, and those relative to the 

stability of financial markets on which banks operate.  

 Basel II recognizes the importance of a combination of micro and macro 

factors for achieving greater financial stability. Furthermore, I would say 

that Basel II incorporates some of the key basic principles that are also 

built in modern approaches to monetary policy: a flexible and forward-

looking approach, anticipatory rather than reactive behaviour to risk, and 

the need to take into account market views. 

 Looking into the future, we must direct our resources to ensure that 

banking supervision in the 21st century is more dynamic, more 

preventive, more flexible, more inclusive, and more transparent. We 

should continue adapting and learning. I believe the ultimate objective of 

financial stability increasingly requires cooperation and properly aligned 

incentives on the part of the industry, markets, and supervisors. 

 

 



Thank you for your attention.  


