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Main changes in banking regulation: from Basel 1 to Basel 2 framework 

permitted to overcome the previous framework limits on minimum 

capital requirements (Basel Ratio Cook 1, 1988) 

 

From Basel 1… .. to Basel 2 (credit risk) 

• No difference with reference to specific counterparty 

riskiness (apart from very large  ‘asset classes’) 

• Regulatory arbitrage opportunity for more advanced banks  

• Consequent adverse selection problem and consequent 

increase in systemic risk 

• RWA / Capital requirement differentiation for 

specific risk of the counterparty  via Internal 

rating models 
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After the big financial crisis, the Basel committee enhanced the 

regulatory framework to take into account liquidity risk and a more 

effective risk governance 

From Basel 2… .. to Basel 3 

• Pillar 1: Risk based framework (credit, market, Operational) 

• Pillar 2: Internal, Capital Assessment program (ICAAP) & 

Supervisory Evaluation (SREP)  

• Pillar 3: enhanced disclosure - market discipline and 

transparency 

Main Enhancements to Regulatory framework 

• More Capital of high quality (common equity) 

• Liquidity risk management requirements (Pillar 1) 

• Risk Appetite Framework to enhance risk 

governance (ICAAP enhancement, Pillar 2) 
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Changes in regulation and in business environment changed the CRO 

role, from a department ancillary to business to a strategic function 

  

Risk Limits 
Risk measurement (‘silo’ 

approach) 
Integrated Risk 

Management 

REGUL

ATION 

 minimum capital 

requirements to minimize 

the risk of credit 

 minimum capital requirements for 

credit, market and operational risks 

Broadening the 1988 Agreement 

 SREP and Capital Guidance 

 Basel 4 

 Supervision Integrated Stress test 

(EBA, ECB, Bank of England, 

FED..) 

CRO 

ROLE 

 CRO responsible only for 

monitoring evolution of 

credit risk profile 

 CRO responsible for the 

development of risk 

methodologies, to establish 

limits is to monitor the 

evolution of relevant risk 

(including Liquidity risk) 

 

 From function that takes care of 

monitoring, setting limits and 

risk assessment to a more 

proactive function that takes care 

of all risk implication of viable 

business strategies and 

supervision relationship 

management 

RISK 

TYPES 

COVERED 

 Credit Risk 

 Credit Risk – Liquidity Risk 

 Market Risk 

 Operational Risk – Liquidity Risk 

 

 Risk Appetite Framework (RAF) 

 Balance Sheet Mangement 

 Integrated stress test 

Basel 1 Basel 2 & 3 Future trends 
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CRO should have a strong role in supporting risk adjusted strategic 

planning (as per ICAAP requirements), to promote a coherent risk 

culture and to support commercial department 

Some Examples of 

the «Strategic» 

Contributions from 

CRO 

1. Address Strategic Planning with 

Risk/Return analysis through ICAAP 

and Risk Appetite Framework 

 

2. Creating an appropriate and sound 

Risk Culture 

 

3. Supporting Business/Commercial 

Functions 

The CRO should not aspire only to reduce losses, but also to 

create shareholders value  
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1.A. Address Strategic Planning with Risk/Return analysis through ICAAP 

and RAF (1/2) 

Before Basel Agreement After Basel Agreement 

Minimum liquidity Requirement 

to be met  at all times. 

Solid Liquidity Position 

(LCR>100%)…  

Capital indices above average 

peers (CET1r> 12%) 

Capital is a costly and scarce 

resource 

Confirmation of a tighter cost 

control 

Keeping the risk arising  from 

the trading activity at a low 

level, maintaining an important 

role for the commercial 

banking activity 

Correct composition of 

assets (eg Coverage of the 

problematic credits> 50%, EL% 

less than 50 bps) 

Only growth  targets  

No liquidity tresholds   

No minimum Capital 

threshold to be maintained 

continuously 

No limitation on the assets 

riskiness 
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In the ICAAP process banks must highlight how their overall capital reconciles to the 

definition of regulatory capital 

Risk appetite (Maximum 

Internal capital)  

 
“How much risk the bank want to 

take on?” 

 
It indicates the maximum capital to put at 

risk (total equity or maximum bearable)  it 

can be expressed as an equity ratio or as 

a confidence interval. 

Actual Internal capital  

 
“How much risk the bank has really 

absorbed?” 

 
It describes the actual internal capital 

encompassing all material quantifiable risks 

+ capital buffers as mitigating resources for 

not quantifiable risks 

Available financial 

resources 
 

“How much risk the bank can take 

on?” 
 

It expresses the overall risk capacity. In 

the ICAAP context it is measured by the 

total available financial resources (meant 

to meet the risks implied by bank’s 

investments + “strategic” capital buffers) 

1 

2 

3 

1.B. Strategy/Budget leading with Risk/Return analysis through ICAAP 

(2/2)  
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Despite the short term commercial results perceived as “Excellent”, without a 

sound risk management, it is not possible to achieve neither a sustainable 

profitability nor generate value for shareholders. 

2.A.  Creating an appropriate and sound Risk Culture; 

A Pervasive Risk culture at Bank group level is essential for a sustainable 

performance (1/3) 

 Creating and strengthen the risk culture 

 It does not mean giving up the growth, but rather promoting  a sound and sustainable growth 

 It does not mean to avoid taking risks completely, but rather taking risks by knowing the present 

and future implications and returns. 

 

 A Coherent Risk Culture is a main instrument for risk management 

 The Risk Culture must be an integral part of DNA of each financial Institution, in order to     

change the mindsets and the behaviors of all employees of the bank through all organization 

levels, from top management to branches. 
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2.B. Creating an appropriate and sound Risk Culture;  

The Financial Stability Board has issued definitive guidelines for risk 

culture supervisors (2/3) 

 

Tone from the 
top 

Accountability 

Effective 
communication 
and challenge 

Incentives 

 The board of directors and senior management are 

the starting point for definition of corporate risk 

culture 

 Employees at all levels understand the institution’s 

key values and its risk approach and know how to 

interpret their roles 

 A Sound Risk Culture promotes an environment 

in which it is possible to communicate and 

discuss openly in decision making process 

 Performance and talent management encourages 

and strengthens the maintenance of the risk 

management desired behaviours 

 Assisting the supervisors 

in identifying the 

practices, behaviours 

and mindsets which can 

influence the risk 

culture of a financial 

institutions. 

 

 Provide guidelines for 

supervisors to assess 

the soundness and 

effectiveness of a 

financial institution risk 

culture 

Objectives of the guidelines 

A sound risk culture indicators 
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2.C. Creating a“Risk Culture” across the organization: key points (3/3) 

  

“Risk” is the unifying viewpoint for understanding, interpreting and managing 

banking activity in today’s world.  

In emerging countries this sets a challenge that requires not only the 

development of internal processes, competences and IT infrastructures.. 

 

..but also a different mindset in: 

 evaluating alternative strategic options  

 allocating internal resources 

 setting targets and internal objectives 

 
This means: 

• Evaluating strategic options not only based on their expected economic return (revenues – 

costs) but taking also into consideration their implicit risks (i.e. the “volatility” of such return..) 

• Allocating internal resources (typically capital & liquidity) to the businesses / products / 

customers that show a superior risk-adjusted profitability  

• Setting targets (typically KPIs) and internal objectives (for people and business units) in 

order to optimize the trade-off between profits and related risks 
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3.A. Supporting the Business/Commercial functions 

 Behaviours, knowledge, data and IT systems (1/2) 

Instruments 

Risk Culture 
 

Defining and developing of 

behavioural models and 

mentalities which allow to sustain 

a robust and profitable growth for 

the bank through  

- governance 

- dis/incentives 

- comminucation 

- training 

 

" Choosing the risk that you 

 want and is possible 

 to take" 

      Commercial 

targeting 
 

Clear targets to commercial 

network 

Risk adjusted credit policies 

Data and IT system 
 

  A two - layer IT System 

 1) Stable and Reliable infrastructure 

                                      2) Dynamic, flexible access for end- users 

 (commercial and risk/redit department) 

 

Robust rules for data collection and customization in data extraction 11 



3.B. Supporting the Business/Commercial functions 

Integration of Risk Measures in IT architecture: Credit process management 

(2/2) 

 

 The Key levers to  be 

activate:d  

 

- Data collection and 

enrichment 

(Financial 

statements, 

spreading tools, 

behavioural info..) 

- IT Platform 

- Extensive use of 

the analytic tools 

(such as Credit 

Rating) to support 

credit decisions 

and policies 

Ambitions of computerization of the credit process Targets 

Front 
End 

Workflow 

Calculation 
engines 

BI & Analytics (Rating) 

Data Management and quality 
checks 

Users 

Automation 

End Users 

IT architecture 

and analytic 

instruments 

and 

underlying 

business 

inteligence  

 

Easy and fast 

procedures 

Holistic view at 

customer level 

instead of 

product-

oriented 

Paperless 

electronic 

archive and 

extensive 

dematerialization 
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Prometeia collaborates with banks and financial institutions in over 20 different 

countries - across Europe, Africa and the Middle East -  not only to develop the 

“Risk Culture” at top management level.. 

 

..but also to re-engineer key business processes under a “risk management” 

perspective  

 
Some concrete examples of recent projects: 

1. Review of the product pricing model used for commercial business (Retail, Corporate, SME), 

based on forward-looking analysis of the risks originated by each lending or funding transaction 

In 2015-2016, Prometeia developed a framework for Risk-based Benchmark Pricing and 

Fund Transfer Pricing for the largest bank of Lebanon, to support the definition of commercial 

strategies, Profitability Analysis and Segment Reporting 

2. Implementation of a Risk-based loan origination process, by integrating credit risk analysis, 

portfolio monitoring, limit management, RWA / capital assessment, IFRS9 provisioning 

In 2014-2016, Prometeia developed the Credit Origination platform of one of the largest 

private banks in Egypt, covering also Credit Risk analysis and Credit Decision Management 

The experience of Prometeia 
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Conclusions 

The bank will take informed decisions about Risk, minimizing 

the Operational Costs, in order to achieve the Profitability 

Goals and satisfy the Customer. 

Risk management will increasingly play a central role in the banks of the 

future 
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