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Introduction:

In 2008 there was a serious financial crisis, that collapsed the entire financial system when the real estate market started to collapse as people were not willing to invest money in the property. Some investors decided to withdraw some of real estate deals. Some pre-arranged deals collapsed; few other banks stopped investing in mortgages. In this situation some banks were forced to underwrite some of their mortgage investments. some of these investors were forced to merge with other investors to survive while some collapsed completely. Many bankers lost their jobs. This financial crisis had a huge impact in global financial market including UK, USA, EU, Russia, China, Japan, Taiwan, and Korea and others.

“The outbreak of the financial crisis worldwide in 2008 damaged the international economy and finance severely (Yang, 2020),  Like many other countries UK & EU also suffered a huge economic shock”.

Housing market started to decline well before 2008 financial crisis, in 2006-07 it was significantly severe. We can see it from Martins et al study, “The structure of EU housing markets, in particular the role of the structural breaks across the EU countries and the institutional characteristics of national residential mortgage markets affected the EU housing prices before the financial crisis of 2008.” (Martins, 2021)

In this assignment we will be identifying and discussing the key laws and regulations that were enacted by the UK, the EU and other key players of the world’s financial system to overcome the crisis and to prevent any future financial crisis globally. Also, we will be discussing what are the main factors that lead to this crisis and what extent these reforms have contributed towards establishing the financial system and the different banking institutions post 2008 crisis and in particular the extent to which these reforms have had an impact on my chosen bank’s business model and its level of compliances to these reforms.


Assignment Question 1:

Key laws, regulations and contracts that were enacted post the 2008 financial crises by the UK, US or EU authorities and other key player in financial system to end the financial crises. 

Financial crisis 2008 was a massive blow in the world’s financial system. It not only affected the UK, USA, or EU but most of the countries in the world were affected. 

What Led to the Financial Crisis in 2008?

It started in august 2007 with the failure of some hedge funds sponsored by the French Bank ‘Societe Generale’. A Bank Run took place in front of the Northern Rock when people were trying to recover their saving before its fund all dries out. It only stopped when government stepped in, secured their deposits. Eventually, it declared bankruptcy and had to be rescued by the British government on 22nd February 2008. (Kay, 2008). 
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 Northern Rock went bankrupt mainly for two reasons:
1. The bank had been aggressive in promoting mortgages to people with little or no money of their own to contribute to the purchase.
2.  The bank’s funding strategy let them down. They used to use Mortgage packaging to sell on to other banks – this system is called securitisation. When buyers eventually became doubtful about the value of such securities, especially in the United States, the securitisation market simply dried up, and Northern Rock could not refinance its day-to-day operations. (Kay, 2008)

Lehman Brothers (America’s fourth largest bank) went bankrupt. AIG, Alliance & Leicester Bradford & Bingley, Fannie Mae, Freddie Mac, Fortis, Merrill Lynch, HBOS, Hypo, and Royal Bank of Scotland, all came within the verge of doing bankruptcy and had to be rescued. [(The Guardian 2nd January 2009) (2008 in Review Banking)]
(Mathiason, 2009)   

After the bankruptcy of Lehman Brothers this spread worldwide that the world is in financial crisis. After the collapse of European and US banks, it affected Asia Pacific too, the next day the third largest bank of Hong Kong, the Bank of East Asia had a Bank Run as it shows in the following figure: (Figure 3).
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Figure 3: The Bank Run in front of the Bank of East Asia, 3rd largest bank in Hong Kong, on Sept’24th 2008 to withdraw Deposits


Before we identify the key laws and regulations that were enacted post 2008 financial crises it is necessary to highlight briefly on some crucial factors that lead to the financial crises in 2008.

1. Mortgage problem: Survey shows that, various problems in the mortgage market that contributed the collapse of housing market across the UK, EU, and USA – such as down payment rate low, no caps on LTV ratio (Many countries did not follow this which reduces the chance of default), a common practice of mortgage equity release, and the ratio of mortgage debt to GDP is high.
2. Housing and Real estate problem – German, Austria and some other countries were heavily relied on fixed rate mortgage, as a result from 1997 to 2007 their housing price growth rate was negative and housing market collapsed. 
3. Bank was issuing huge, unprotected loan that people could not pay back
4. Housing price fell because of inflation, people could not sell their houses even in reduced price.
5. People stopped spending money, no movement of money in ECB.
6. Central bank reduced interest rate and negative interest rate affected the depositors.
7. Depositors were in trouble as the instructions were given by the central bank that, “either you spend money, or we will reduce it”.
8. Depositors usually think it’s safe to deposit in banks with the assumption that, financial bodies are too big to fall. But they proved wrong when Northern rock and Royal bank of Scotland crushed in the UK and Lehman brothers crushed in the USA. Then the depositors realised that “No financial institute is too large to fall”.
9. Financial firms sometimes become greedier, behave badly, and invest depositors’ money with high risk. As a result, big financial firms like Northern Rock, Lehman brothers, HBOS declared bankrupt and lost all the depositors money.
10. Asymmetric information: in some cases, bank did not provide the real information to the investors to sale their products even though they were aware of the risk involved with the product they are selling.


Laws and Regulations that are partially responsible for 2008 financial crises:

The policy response to the events of 2008 has three main components.
 
1. Separation of retail Banking from other financial activities.
The first and the most obvious remedy is to separate retail banking from other financial activities. To enable this, Barak Obama tried to introduce a rule called ‘Volcker rule’ in 2009 which was a re-enforcement of the original rule called the ‘Glass Steagall Act 1933’ (Introduced by Carter Glass and Henry B Steagall), that imposed such separation, but Obama failed to implement this because of the same industry Lobbing which finally in 1999 was successful decommission the Glass Steagall Act 1933. (Kay, 2008). 

The fundamental problem was that banks have become wide-ranging financial conglomerates, using their retail deposit base, effectively guaranteed by governments, as collateral for a wide range of trading activities.

2. Increased Capital requirement.
The Bank must hold an increased amount of reserve than to the amount they used to hold as a reserve before for the future difficult time. The Basel Committee who regulates the International Bank regulation, is trying for a long time to develop a new and more toughened rule but has not got success yes. The problem is bank needs more capitals for the scale of their activities, but the investors are not willing to pay that much.

3. More Effective Liabilities on Executives. 
The third possible response is to impose more liabilities on the very well-paid effectives who are responsible for this disastrous crisis. So that it can be an example for the other banks which would be more careful not to fall into this type of crisis again. For example, following the events of 2008 when the Twin bank collapsed (HBOS and RBS), only a handful junior employees faced criminal penalties, no executives were prosecuted. Whereas, in 1879 when City of Glasgow Bank collapsed, all its directors were in jail within months. 
What Britain has done to protect its banks post 2008 crisis: 

According to a parliamentary report, financial service in Britain is now subject to a senior Manager designed to delegate personal responsibilities. But now 13 years on it is still on the papers but very little of this act has been practically implemented.










Basel Committee and their Regulations:

What is Basel? 

The Basel is a Committee, Full name ‘Basel committee on Banking Supervision’ (the BCBS) was founded in 1974 following the 1973 Oil crisis which led to financial crisis worldwide. BCBS advises national financial regulators on common capital requirements for internationally active banks. The Committee includes the representatives from central banks and prudential regulators of more than 25 nations. Headquarter is in the Offices of the Bank for International Settlements (BIS) in the city of Basel, Switzerland. The committee was named Basel as per the name of the city in Switzerland where this committee was formed. 

As of 2019 it is made up od central banks and other banking regulatory authorities from 28 jurisdiction and has 45 members. Member countries include Australia, Argentina, Belgium, Canada, Brazil, China, France, Hong Kong, Italy, Germany, Indonesia, India, Korea, USA, UK, Luxembourg, Japan, Mexico, Russia, Saudi Arabia, Switzerland, Sweden, the Netherlands, Singapore, South Korea, Turkey, and Spain.

As king said, “The Basel Committee on Banking Supervision (the BCBS) was founded in 1974 following the 1973 Oil crisis which led to financial crisis worldwide. BCBS advises national financial regulators on common capital requirements for internationally active banks. The membership of Basel Committee includes the representatives from central banks and prudential regulators of more than 25 nations.” (King, 2011). 

To overcome the crisis of 2008, many countries implemented some new financial rules and regulations, and some rules were revised which existed in pre-crisis period. Such as Basel Committee implemented Basel III in post 2008 crisis period.

Basel I, II and III Regulations implemented by BCBS Committee.

Basel I: The BCBS has developed a highly influential policy recommendations known as the Basel Accords. The first Basel Accord id known as Basel I. It was set in 1988 and was supposed to be implemented by 1992, sets out the minimum capital requirements of financial institutions with the goal of minimizing credit risk.  It classifies an asset according to the level of risk associated with it. Basel-I requires all financial institutions must have at least 8% of simple risk weighted capitals and must be implemented by the end of the year 1992.

Basel II:  Framework: 1) minimum capital requirements (addressing risk), 2) 
supervisory review and 3) market discipline. Basel II aims to build on a solid foundation of prudent capital regulation, supervision, and market discipline, i.e., minimum disclosure requirements, capital transparency, and to enhance further risk management and financial stability. But unfortunately, due to lack of regular supervision and periodical report transparency, Basel II had a catastrophic failure and financial market went volatile, by 2007 property market collapsed and in 2008 there was global financial crisis.






Basel III:

A Group of Twenty member states of BCBS, (G20) officially endorsed Basel III in November 2010, which represents a marked departure from the philosophy and substance of Basel I and II.
 (King, 2011).
It is an international agreement of a group of 20-member country (G20), in response to the crisis. The regulations were released in Nov’2010 setting the implementation time 2013 to 2015. But because of the backlog the deadline of implementation was extended to 31st March 2018, with the requirement of a) more and better capital, b) Limits on Internal model. It is an extension of existing Basel II but with a completely new philosophy and substance. Basel III is based on three following pillars:

· Pillar 1: Minimum requirements of capital for credit Risk, Operational risk, and Market risk.
· Pillar 2: Supervisory Review on a regular basis to improve to improve internal regulations and check whether Basil III regulations are met.
· Pillar 3: Enhanced Market discipline by increasing its Transparency. Such as a clear product information, their performance with the risk involves and regular publications of financial statements (Twice a year),  in terms of profitability with capital investment and returns. 


Basel III is based on Basel II Framework and introduces new capital and liquidity standards to strengthen the regulation, supervision, and risk management of the whole of the banking and finance sector. Basel III was scheduled to be introduced from 2013 until 2015. but later extended implementation until March 31, 2018. Basel III is intended to strengthen bank capital requirements by increasing bank liquidity and decreasing bank leverage. 

Compromise: Basel III suggests mixing the risk-weighted capital and Liquidity requirements with non-risk weighted asset which will minimise the risk further. The formula to calculate the Risk weighted capital requirement and its benchmark set by Basel III is as follows:
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According to the Basel guideline the value of this calculation must be greater or equal to 8% for any financial institution. (More formulae and Benchmark are given on page 23 and 24)

Revised pillar 3 of BCBS (Basel Committee of Banking Supervision):

The BCBS issued its revised Pillar 3 disclosure requirements in Jan’2015 called “January 2015 standard”. This superseded the disclosure requirements issued in 2004 (amended in July 2009) and completed the first phase. The BCBS issued further disclosure requirements in March 2017 called “March 2017 standard” or Basel IV. which completed the second phase of the Pillar 3 framework review. It consists of three elements:
(i) Consolidation of all existing and prospective BCBS disclosure requirements into the Pillar 3 framework.
 
(ii) Introduced two new disclosure requirements – a) A dashboard of a key prudential metrics for the bank, and b) A disclosure requirement which records prudent valuation adjustments:

(iii) Due to the changes in the regulatory policy framework, it was necessary to revise and add up some new regulations in pillar III framework. These include new disclosure requirements in respect of the total loss-absorbing capacity (TLAC) regime for global systemically important banks (G-SIBs) issued in November 2015, and revised disclosure requirements for market risk published by the Committee in January 2016. The BCBS Committee issued a consultative document on the third phase of its review of Pillar 3 in February 2018 called the “February 2018 CD” Standard. This standard sets out the disclosure requirements arising from the third phase of the review and reflects comments received from respondents in the consultation process. The disclosure requirements in this standard cover three elements:

a) Revisions and additions to the Pillar 3 framework arising from finalisation of the Basel III post-crisis 2nd regulatory reforms in December 2017 known as Basel IV.
b) The last reform of Basel III BCBS published in 2017 focuses on restricting bank’s self-assessments known as Basel IV. It aims to enhance the methodology for calculating certain risk to restore capability and increase banks comparability. Therefore, Basel IV is focused on standardised approach for the credit and operational risk limiting the use of Bank’s internal models and revising the Leverage ratio as well as the capital floor. (Meulewaeter, 2020)
c) Pillar 3 review published in February 2018 called “February 2018 CD” standard. 


Other regulations enacted post 2008 crisis worldwide:

1. Dodd-Frank amended many existing legislations and created many new standalone
provisions. This came into commission as a law in July 2010 and brought sweeping reforms to the financial sectors in the USA. It was added into many of the government regulations already in place for setting standards in the US financial trading markets.

2. Consumer Financial Protection Bureau (CFPB) in the USA
It is a regulatory agency charged with overseeing financial products and services that are offered to consumers. The CFPB is divided into several units—research, community affairs, consumer complaints, the Office of Fair Lending, and the Office of Financial Opportunity. 


Assignment question 2:

Critical Review how the reforms contributed towards stabilising the financial system and other banking institutions post 2008 crisis:

After the series of banking crisis in 1974 to enhance the stability in the stability in the banking sectors, The BCBS (Basel Committee on Banking Supervision) was created.
Somehow banking sectors were doing ok after implementing Basel 1 in 1988 and thereafter Basel II in 2004 to overcome the shortcomings of Basel I accord. Nevertheless, the financial crisis of 2008 proved that Basel committee’s regulations (Both Basel I and Basel II) were not enough to prevent this kind of crisis, because stakeholders lost faith on banking. So, it was necessary to bring Basel III to stabilise the financial market. 



Some of the reasons for which Basel II had a catastrophic failure:

· One of the reason Basel II failed because it was very difficult to implement in East and Central Europe. It was too strict for the financial firms to trade freely as a result many financial firms collapsed.

· Limited differentiation of credit risk, i.e., only four broad risk weightings, 0%, 20%, 50% and 100% based on an 8% capital ratio. In between there are many ratios involved with the credit risk that Basel II overlooked.

· Basel II failed to address how quickly Liquidity issue can be addressed.

In response to above failure, the BCBS implemented Basel III with adding some new regulations including Liquidity requirement. 

Basel III reform contributed immensely towards the stabilisation of financial markets after 2008 financial crisis. Even though Basel III is based on Basel II but there is a huge difference in the processing between the two reforms. Basel II had the similar framework. i.e., one of the frameworks was regular supervisory review, but it was lacking the practical application of supervisory review. In another words framework was on papers but without proper application. No banks had regular supervisory review. Basel III reform made sure that all the banks and other financial institution gets supervised individually on a regular basis which ensures whether they are following the reforms properly or not. 

To ensure the supervisory review, Basel III introduced the half yearly and yearly Pillar 3 financial report system from which we can get a clear picture whether the banks are following it or not. For example, from Pillar 3 report of Barclays Plc. 2020   we clearly see that, it is following its day-to-day Banking operations following the Basel III regulations as its minimum risk weighted capital ratio is 8.2% (Benchmark is 8%), Liquidity coverage ratio is 162% (Benchmark 100%). So, Barclays bank is absolutely in control in terms with the regulations of Basel III.


Comparison of different financial institutions performance after the reforms of post 2008 crisis:

Birmingham Midshires and Halifax Bank of Scotland (HBOS)
Birmingham Mindshare stopped offering Mortgages to customers from October 2011. It is now a part of Bank of Scotland owned and supervised by Lloyd’s banking group. Birmingham Mindshare was sold to Halifax Bank of Scotland (HBOS), in 1999 and then in 2008 during the financial crisis HBOS was taken over by Lloyds banking group when HBOS went bankrupt. As per June 2020 (half yearly) pillar 3 disclosure, HBOS CET1 is 9.5%, a 0.5% increase comparing to 9% in June 2019, and the Leverage ratio is 4% in June 2020 comparing to 3.9% in June 2019.Basel III benchmark for UK Leverage ratio is ≥ 4%, so it met the benchmark which shows that HBOS is increasing its stability in the market after implementing Basel III regulations. (Source HBOS Pillar 3 Half yearly report June 2020)


Royal Bank of Scotland (RBS):
RBS started business in 1727, 294 years ago. Went bankrupt in 2008 and UK govt bailed it out with £24 billion loss. 10 years on still UK govt owns 62% of its shares. Ever since RBS was making loss each year up until 2017. In 2018 10 years after the bankruptcy RBS first time paid out some dividend to its ordinary shareholders. As per pillar 3 report in 2020, its Liquidity coverage ratio is 152% (Benchmark 100%), Leverage ratio is 6.3% and RWA is 18.6% (25.1 billion), and CET Tier1capital ratio is 17.6%. so, RBS has managed to recover significantly after implementing regulations of Basel III. 
(Source: RBS annual financial report 2020).


How far Did Basel III and other regulations work post 2008 crisis to stabilise the financial system throughout European Banking sectors?
 

The following is a tool (Figure 4) to measure the VaR (Value-at-Risk), by which we are going to measure the major European bank’s performance and see how those banks managed to increase the stability in the financial market after implementing the Basel III Regulations.
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Figure 4: An Illustration of the Value-at-Risk. Source: (Meulewaeter, 2020)
This figure explains the concept of value-at-risk. Here vertical line represents Frequency, and the horizontal line represents Potential Losses. The hatched area is the confidence level and the VaR is the corresponding threshold.
 
Formula to calculate VaR: 	Pr [rt < VaRt |t-1 (α)] = α   where rt represents the profitability of an asset at time t and α represents the confidence level. 

Following are the performance comparison of some major banks of Europe, their confidence level by calculating the share growth and the value-at-risk at confidence level at 95% and 99% for the next five years (2010 to 2014) after the release of Basel III in November 2010. 
Source: (Meulewaeter, 2020)

These banks were selected from five major EU countries which are: Spain, Deutsch (Holland), France, Belgium, and Italy.

1. Banco Santander (Spanish Bank)
The Moments of distributions for Banco Santander
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Figure 5: This table presents the valid and missing values, the mean, the standard deviation, and the variance for Banco Santander. 

Banco Santander is one of the biggest Spanish based banks, experienced the decrease of standard deviation and its variance over the years. The SD in 2010 is 0.03 decreased to 0.01 in 2014. Again, it shows a decrease in the volatility of stock prices.

	Santander

	Confidence level 
	2010 
	2011 
	2012 
	2013 
	2014

	95% 
	-0.055 
	-0.049
	-0.040
	-0.026
	-0.022

	99% 
	-0.088 
	-0.077
	-0.069
	-0.037
	-0.028


Figure 6: this table represent the Value-at-risk at the confidence level 95% and 99% of Banco Santander’s share growth rate.
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 Figure 7: This figure presents the value-at-risk at the confidence level 95% and 99% 

From the above figure we can see that the value-at-risk are in same pattern for both confidence level. For 95% confidence level the VaR was -0.055and it increased to -0.022 in 2014. Similarly for 99% confidence level VaR for 2010 is -0.88 and it rose to 0.28 in 2014. The values for 99% confidence level are smaller than for the value for 95% confidence level which estimates with greater probability the VaR, hence it must be less restrictive than the 95% confidence level. This concludes that the VaR of Banco Santender did not experience a major drop in 2011. This may be because of the robustness of the bank comparing to the other banks during the crisis. That’s why Banco Santander is one of the best bank in the world in terms of profit and dividend during those crisis.

2. Deutsche Bank. (Holland)

The Moments of distributions for Deutsche Bank
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Figure 8: The valid and missing value, mean, standard deviation and varience of the Deutsche bank’s share price growth rate.

	Deutsche Bank

	Confidence level 
	2010 
	2011 
	2012 
	2013 
	2014

	95% 
	-0.030 
	-0.051
	-0.045
	-0.028
	-0.023

	99% 
	-0.043 
	-0.084
	-0.065
	-0.040
	-0.035


Figure 9: Value-at-Risk at confidence level 95% and 99% share growth rate of Deusche Bank
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Figure 10: Value-at-Risk at confidence level 95% and 99% for deutsche bank’s share growth rate.

The table and graph above (Figure 8,9, and 10 shows that VaR decreased from 2010 to 2011 but gradually increased from year 2012 to 2014 which made the bank more stable.


3. BNP Paribas Fortis Bank (French Bank)

The Moments of distribution for BNP Paribas Fortis
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Figure 11: The valid and missing value, mean, standard deviation and the variance of BNP Paribas Fortis Bank.
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Figure 12: Value-at-Risk at confidence level 95% and 99% of Share price growth of BNP Paribas Fortis Bank
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Figure 13: Value-at-Risk at confidence level 95% and 99% of share price growth rate of BNP Paribas Fortis Bank

BNP Paribas Fortis bank is one of the biggest French banks in Europe. From the above table and graph (Figure 11, 12, and 13), we see that in the first year of Basel III release (Year 11), the value-at-Risk decreased but following 3 years in a row it did increase and came to a steady level in 2014. It shows that BNP Paribas Bank became steadier after Basel III implementation.

The following figure (Figure 14) shows the violations of the VaR at the confidence level 95% and 99% of BNP Paribas Fortis Bank fron 2010 to 2014 after launching of Basel III.
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From the above figure (Figure 14) we can see the violation of VaR, and notice that, they fluctuated in both confidence level over the years. or the 95% confidence level in 2014, 14 violations were recorded in 2010 and 12 were recorded in 2012, but for the confidence level 99%, we can see 6 violations in 2010 and only 2 in 2014. As we see that the violations decreased slightly despite the VaR increased, so we can say that the Bank became more stable after implementing Basel III regulations by BNP Paribas Bank.


4. KBC Group (Belgium) - Banking Sector. 

The Moments of distribution for KBC Group
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Figure 15: The valid and missing value, Mean, Standard deviation, and varience of the share price growth rate of KBC group.
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Figure 16: The Value-at-Risk at confidence level 95% and 99% of share ptice growth of KBC
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 Figure 17: The Value-at Risk at confidence level 95% and 99% of share price growth rate of       KBC FY 2010 to 2014
From the above Tables and graph (Figure 15, 16, and 17), we see that VaR for 2011 slightly decreased in 2011 for both confidence 95% and 99% then increased until 2014 and came to a steady growth. Also, we see that KBC had a huge impact of the crisis until 2011 as figure 18 shows the 99% confidence level nearly gone up to -0.150, but it won’t be wrong to say that the Belgian bank KBC went steady since 2012 as the VaR increased from -0.07 in 2011 to
 -0.03 in 2014. The 99% confidence level had a substantial rise from -0.15 in 2011 to -0.04. it’s a great recovery for KBC. So, Basel III had a great contribution to stabilise Belgian Bank KBC.
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   Figure 18: The violations of VaR FY 2010 to 2014 for KBC Group

The violations of the VaR, it went down for the 95% confidence but stayed steady for the 99% confidence level. So, we can rightly conclude that KBC bank has regained its stability over the years since the VaR increased and the violations decreased or stayed steady.

5. Credit Agricole Bank (France).

The Moments of distribution for Credit Agricole
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Figure 19: The valid and the missing value, Mean, Standard deviation and Variance of 

From the above table (Figure 19) we can see that the standard deviation increased from 0.26 in 2010 to 0.38 in 2011 but it decreased again continuously from 2012 to 2014 which means the volatility of the share prices decreases over the years and Credit Agricole bank got stabilised over the years.
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Figure 20: The Value-at-Risk at confidence level 95% and 99% of share price growth of Credit Agricole Bank
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Figure 21: The Value-at-Risk at the confidence level 95% and 99% of share price growth rate of the Credit Agricole bank.

From the above table and graph (Figure 20, and 21), we can see that both levels had a steady growth in 2014 which shows Credit Agricole is a stabilised bank.
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Figure 22: The violation of VaR FY 2010 to 2014 for the Credit Agricole Bank

The violations of VaR shows that Credit Agricole did not have much impact of Basel III on it because both 95% and 99% confidence line, they are more oe less in the same place in 2014 as they were in 2010. However as VaR increased over time so, we can argue that Bank’s stability has increased over time.




6. UniCredit (Italian Bank)

The Moments of distribution for UniCredit:

[image: Table

Description automatically generated]
Figure 23: This table presents the valid and missing values, the Mean, Standard deviation and Variance of UniCredit’s Share growth rate.

From the table above we see that standard deviation of UniCredit increases FY 2011 and remains stable FY 2012, then decreases FY 2013 and remains stable FY 2014. So, we can say that the volatility has decreased slightly.
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Figure 24: The Value-at Risk at confidence level 95% and 99% of share price growth of UniCredit.
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Figure 25: The Value-at-Risk at confidence level 95% and 99% of share price growth of UniCredit.

Figure 24 and 25 shows that, the Value-at-Risk for UniCredit has decreased for 2011 then increased steadily up to 2014 for 95% confidence level. Then, for 99% confidence level the VaR decreased for 2011 and 2012 then increased sharply until 2014. The biggest Italian bank UniCredit suffered a huge blow, because of the impact of the Greek Sovereign debt crisis, and Italian Sovereign debt crisis which led to the recession. This increased the volatility and loss of stability in the financial market. However, after implementing Basel III in 2012, the VaR has increased in 2013 and 2014 and got more financial stability.
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Figure 26: The violations of VaR FY 2010 to 2014 for UniCredit.

Number of violations of VaR seems constant over the past five years. Since from 2012 VaR increased but the violations did not increase significantly, so we can comment that, after implementing Basel III UniCredit became more stable in the financial market.

Discussion and findings from the analysis of bank’s performance:

From the above analysis we can see that the most of the Major Six banks of Five countries of Europe, (Spain, France, Belgium, Holland (Netherland), and Italy), had a similar set of patterns of volatility increased in 2011. Soon after implementing Basel III in 2012 the stability has been increased and by 2014 most of the bank’s stability came to a steady position with none or slight volatility for both 95% and 99% confidence level without increasing the violations. So, we can conclude that the implementation of Basil III regulations contributed to stabilise the Banks and other financial institutions post 2008 financial crisis.

 

Assignment question 3: 

My chosen publicly listed company: Barclays Bank PLC
A brief history of my chosen company: Timeline of Barclays Bank:

17th November 1690:

Barclays Bank started its business 331 years ago by two Quaker John Freame, and Thomas Gould, as goldsmith bankers in Lombard Street, London. 

1728: John Freame’s son Joseph became partner in the company

1736:
The name "Barclays" became associated with the business when Freame's son-in-law James Barclay became a partner. 
Source: https://home.barclays/who-we-are/our-history/
July 20, 1896:
Barclays Plc registered as a British banking and trust firm under the name “Barclays & Co” taking 19 other banks in London and English provinces including Gosling’s bank, Backhouse’s bank and Gurney’s Bank, united as a joint-stock Bank. Barclays operates as two divisions, Barclays UK and Barclays International. 
1918: Acquisitions of Provincial and Southwestern Bank.
1919: Acquisitions of British Linen Bank
1967: Barclays deployed the word’s first Cash dispenser machine.
1975: Acquisitions of Mercantile credit company
1987: The U. K’s first debit card implemented by Barclays
2000: Acquisitions of The Woolwich
2008: 
The investment in Banking and Trading division of Lehman Brothers, the north American operations including its Midtown Manhattan office Skyscraper with a revised deal of US$ 1.35 billion, with responsibilities of its 900 employees.
Source: https://en.wikipedia.org/wiki/Barclays
2020: Total assets of £1.349 trillion with net worth £32.5 Billion

Source: 2020 financial statement Barclays Bank.

2021: At present Barclays got 83,500 employees in the UK and 40 other countries worldwide. 

Source: Book: History of Barclays Bank Limited, Author: Anthony W Matthews and P W Tuke.  (Matthews, 1926)
	

How Barclays bank Plc is performing in accordance with Basel III Regulations:
The following data obtained from Barclay’s Pillar 3 report of 2019 and 2020:

· Tier 1 (CET1) Ratio 15.1% Dec 2020 and 13.8% in Dec 2019, Basel III Benchmark ≥ 4.5% compared to RWA.
· CET1 Capital increased by £5.5bn to £46.3 bn in 2020 (£40.8 billion in 2019).
· Risk Weighted Asset (RWA), increased by £11.1 bn to £306.2 bn which is 37.9%, in 2020 compared to 295.1 bn in 2019, Basel III Benchmark ≥ 2%
· UK Leverage ratio in Dec’2020 increased to 5.3% compared to 5.1% in Dec 2019 Basel III Benchmark ≥ 4%
· Liquidity Coverage Ratio (LCR), 162% in 2020, increased from 160% in Dec’2019 Basel III Benchmark ≥ 100% 
· Risk Weighted Capital Ratio (RWCR) is 8.2% (8.6% Dec’2019), Basel III UK benchmark ≥ 8%.

  
Figure 27: The above graph represents Barclays bank 2019 & 2020 Basel III achievements.


Figure 28: This shows Risk weighted capital ratio and Liquidity coverage ratio of Barclays bank Plc. FY 2019 & 2020 against Basel III benchmark. (Source: Barclays Pillar 3 report.)
Barclays compliance with Basel III Regulations:

From the above data analysis, we can see that, Barclays Tier 1 value (CET1) is 15.1% in 2020, increased from 13.8% in 2019. Basel III benchmark is equivalent to 4.5% or greater. Here Barclays is performing well above the benchmark. Also, for LCR Barclays got 160% whereas Basel III benchmark is ≥ 100% and for risk weighted capital ratio Barclays is on 8.2%, Basel III benchmark is ≥ 8%. And UK leverage ratio Basel III Benchmark ≥ 4%, whereas Barclays is on 5.3%. 
So, after analysing Barclays’s pillar 3 report 2019 and 2020, we can conclude that Barclays has fully implemented Basel III regulations and we can conclude that Barclays is always above the benchmark set by the BCBS committee. No wonder Barclays is one of the biggest Bank in the financial market globally.

Some formulae are shown below to calculate the restrictions and ratio’s benchmark published by Basel II and III and other regulators including the USA: (Source: Google)
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Description automatically generated with low confidence]Figure 29: Formula: Risk-weighted asset. (RWA).                  Figure 30: Tier 1 (CET1) Ratio
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Figure 31: CET1 Tier 1&2 Formulae                            Figure 32: Formulae CET1, TIER1 & TCR Ratio
                                                                                              And their Benchmark
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 Figure 33: Basel II & III regulations, formula              Figure 34: Benchmark US Total capital ratio ≥ 10%
 To calculate Tier1 ratio and RWCR ≥ 8%                     Benchmark ≥ 10% unlike UK ≥ 8%
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Figure 35: Formulae to calculate capital adequacy ratio (Basel III regulations)    
 
 Some more formula for Basel III and other Regulations and Benchmark:
1. Leverage Ratio =     ≥ 4% (Basel III Benchmark)        
2. Total Capital Ratio =    ≥ 8% (Basel III)       
3. Capital Adequacy Ratio (CAR) =         
4. Liquidity Coverage Ratio (LCR) =     ≥ 100% (Basel III)   
5. Risk Weighted Capital Ratio (RWCR) =   
=     ≥ 8% (Basel III)
   

Conclusion: 

Global financial crisis 2008 deeply damaged banks and other financial institution’s business performances and real estate market value. As a result, number of unemployment increased and so increased sovereign debt of many countries which led to a deep recession. In response to this BCBS implemented Basel III to stabilise the market because 2008 crisis proved that Basel II was not enough to prevent worldwide financial mega crisis like 2008. So, the post crisis reform, Basel III aimed to not only increasing the capital requirement but also increasing the quality as well as the liquidity requirements and their importance when the crisis hit the market. Securitisation were also revised. 

From the above analysis we can see that European banks managed to get stabilised in the market by implementing Basel III, got more resilience but lost its profitability. BCBS introduced Basel IV, it is supposed to be implemented by January 2022, it will bring more stability in the market and will bring even more resilience but again banks will lose their profitability in a great deal. Loosing profitability for banks is not a very good sign for GDP.
 So, my recommendations for Basel committee are to find a balance between financial stability and economic development. Also, I would like to recommend Basel to increase minimum Risk Weighted Capital Ratio from 8% to 10%.

As for my chosen bank, I found from their financial report and Pillar 3 report, they have fully implemented Basel III regulations. Historically Barclays bank is in its business for more than 337 years and doing steady business. Even during the 2008 crisis, Barclays bank was doing fine, moreover Barclays took over part of Lehman brothers with a deal of US$ 1.5 billion when Lehman Brothers declared Bankruptcy. No wonder till today Barclays is one of the biggest multinational banks in the world with steady growth of business. 
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Barclays bank Pillar 3 report for 2019 & 2020

2020	Tier 1 (CET1) Ratio	Risk Weighted Asset Ratio	UK Leverage Ratio	Liquidity Coverage Ratio	Risk Weighted Capital Ratio	0.151	0.379	5.2999999999999999E-2	1.62	8.2000000000000003E-2	2019	Tier 1 (CET1) Ratio	Risk Weighted Asset Ratio	UK Leverage Ratio	Liquidity Coverage Ratio	Risk Weighted Capital Ratio	0.13800000000000001	0.34499999999999997	5.0999999999999997E-2	1.6	8.5999999999999993E-2	Basel III Regulated Ratios


Actual percentages achieved against Basel III Benchmark 






2019

RWCR (Risk Weighted Capital Ratio)	1.6	1.62	8.5999999999999993E-2	8.2000000000000003E-2	LCR (Liquidity Coverage Ratio)


RWCR (Risk Weighted Capital Ratio)
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Statistics

2010 2011 2012 2013 2014

N Valid 251 251 248 250 250
Missing 1 1 4 2 2

Mean 00128436 -.00091939  .000412917 000501805 -.00001453
Std. Deviation .033832480 030371077 025550265 017258742 .014546963
Variance .001 .001 .001 .000 .000
skewness 1226 206 -017 532 424
Std. Error of Skewness 154 154 155 154 154
Kurtosis 8.876 985 1.060 1.697 395
Std. Error of Kurtosis 306 306 308 307 307
Minimum 10789845 -.09477124 -.08093525 -.07255139  -.05210643
Maximum .229908444 107833164 087301587 055699482 035914703
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Value-at-Risk for Santander —5%
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Note: This figure presents the value-at-risk at the confidence level 95% (blue line) and 99% (orange line) for Banco Santander’s
shares growth rate. The Y axis represents the values of the VaR and the X axis represents time in years.
Figure 4: Value-at-risk for Banco Santander at confidence level 95% and 99%

Concerning the value-at-risk, we can observe roughly the same pattern for both confidence
levels. Indeed, in 2010 the VaR was of -0.055 and it increased to -0.022 in 2014 for the 95%
confidence level. For the 99% confidence level, in 2010 the VaR was of -0.088 and it rose to -
0.028 in 2014. The values are smaller for the 99% confidence level than for the 95% as the
99% confidence level estimates with greater probability the VaR, thus it must be less
restrictive than the 95% confidence level. To conclude, the VaR of Banco Santander did not
experience a major drop in 2011 as other banks. This can be partly explained due to the
robustness of the bank compared to its competitors during the subprime and euro crisis.
Indeed, Banco Santander was part of the world best in terms of profit and dividends during

those crises (La tribune, 2010).
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Violations of the VaR for ING

at confidence level 95% and 99% —95%

17 e 99%.
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Note: This figure presents the violations of the value-at-risk at the confidence level 95% (blue line) and 99% (orange line) for
ING's shares growth rate. The Y axis represents the number of violations of the VaR and the X axis represents time in years.
Figure 15: Violations of the VaR for ING at confidence level 95% and 99%

When looking at 2010 and 2014, the violations did not decrease nor increase for both
confidence levels. For the 95% confidence level, we can see a drop in the violations between
2011 and 2012 which is the year Basel Ill was introduced. However, violations increased
afterwards and exceeded the 2010 level. We can still conclude that the bank became more
stable after the introduction of Basel Il as the VaR increased and violations did not increase

significantly.

7.8. Deutsche Bank
7.8.1. Moments of distribution

Table 15: Moments of distribution for Deutsche Bank

Statistics
2010 2011 2012 2013 2014
N Valid 255 255 252 251 251
Missing 1 1 4 5 5
Mean -.00045503 -.00067880 .000637140 .000199861 -.00093424
Std. Deviation .020788783 .031165337 .025056611 .016777468 .015162592
Variance .000 .001 .001 .000 .000

Note: This table presents the valid and missing values, the mean, the standard deviation and the variance for Deutsche Bank’s
shares growth rate.

As with many banks studied previously, Deutsche Bank experienced a rise in its standard
deviation between 2010 and 2011 and then a decrease until 2014. This could be explained by

a decrease in the volatility of its share prices.
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7.8.2. Value-at-risk and its violations

Table 16: Value-at-risk for Deutsche Bank at confidence level 95% and 99%

Deutsche Bank
Confidence level 2010 : 2011 i 2012 : 2013 : 2014

0,043 -0.084! -0.065! -0.040'

Note: This table presents the value-at-risk at the confidence level 95% and 99% for Deutsche Bank’s shares growth rate.

Value-at-Risk for Deutsche Bank —os5%

) 5 9
5000 at confidence level 95% and 99% —09%

-0,010
-0,020
-0,030
-0,040
-0,050
-0,060
-0,070
-0,080

-0,090
2010 2011 2012 2013 2014

Note: This figure presents the value-at-risk at the confidence level 95% (blue line) and 99% (orange line) for Deutsche Bank’s
shares growth rate. The Y axis represents the values of the VaR and the X axis represents time in years.
Figure 16: Value-at-risk for Deutsche Bank at confidence level 95% and 99%

For both confidence level, the VaR decreased from 2010 to 2011 and then increased up until
2014, following the trends shown with the standard deviation. The German bank had
900millions of Greek debt in 2011 and had depreciated them already at 50% of its value. Thus,
the Greek situation impacted negatively the bank which was reflected by a drop in the stock
prices and therefore an increase in volatility. This graph shows that the VaR increased over

the years after 2011 which made the bank more stable.
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Table 1 : Moments of distribution for BNP Paribas

Statistics
2010 2011 2012 2013 2014
N Valid 255 256 253 253 254
Missing 2 1 4 4 3
Mean -.00035656 -.00115791 .001548423 .001093509 -.00039465
Std. Deviation .024577024 .038674695 .026684354 .017196969 .015005846
Variance .001 .001 .001 .000 .000

Note: This table presents the valid and missing values, the mean, the standard deviation and the variance for BNP Paribas’
shares growth rate.

Regarding the moments of the distribution of the French bank’s shares growth rate, we can
observe that the standard deviation increased from 2010 to 2011, and then decreased from
0.038in 2011 to 0.015 in 2014. The variance also decreased slightly over the years. This shows

that the volatility of BNP Paribas’ share prices decreased over time.

7.1.2. Value-at-risk and its violations
Table 2: Value-at-risk for BNP Paribas at confidence level 95% and 99%

BNP

Confidence level

Note: This table presents the value-at-risk at the confidence level 95% and 99% for BNP Paribas’ shares growth rate.

Value-at-Risk for BNP —95%
0,000 at confidence level 95% and 99% e 99%
-0,020
-0,040 \/-_
-0,060
-0,080
-0,100
-0,120
-0,140

2010 2011 2012 2013 2014

Note: This figure presents the value-at-risk at the confidence level 95% (blue line) and 99% (orange line) for BNP Paribas’
shares growth rate. The Y axis represents the values of the VaR and the X axis represents time in years.
Figure 2: Value-at-risk for BNP Paribas at confidence level 95% and 99%
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As we can see from the table and the graph above, the value-at-risk decreased from 2010 to
2011 and increased from 2011 to 2014 for both the 95% and 99% confidence level. Indeed, in
2011 BNP Paribas’ profit decreased by nearly 23% compared to 2010. The bank considers that
this decrease of performance is mainly due to four main factors which are the decision of the
European Union to not cover the Greek sovereign debt, the overall Euro crisis, the drop in the
stock market following those events and the increasing solvency requirements. This explains
why the volatility of the bank’s share prices increased between 2010 in 2011 for BNP Paribas
(RTBF info, 2012). Looking at the results from 2010 to 2014, we can say the bank’s share prices

became less volatile. Thus, the market risk of BNP Paribas should have decreased too.

Violations of the VaR for BNP

at confidence level 95% and 99% e 95%
15

13 \/-\-/_99%
1

N ©

Bk wown

2010 2011 2012 2013 2014

Note: This figure presents the violations of the value-at-risk at the confidence level 95% (blue line) and 99% (orange line) for
BNP Paribas’ shares growth rate. The Y axis represents the number of violations of the VaR and the X axis represents time in
years.

Figure 3: Violations of the VaR for BNP Paribas at confidence level 95% and 99%

Concerning the violations of the VaR, we can observe that they fluctuated but slightly
decreased over the years for both confidence levels. For the 95% confidence level, 14
violations were recorded for 2010 and 12 in 2014. At the 99% confidence level, we can see 6
violations in 2010 and 2 in 2014. As the violations decreased slightly over the years on top of

the VaR increasing, we can assume that the bank became more stable.
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Violations of the VaR for Santander

at confidence level 95% and 99% —95%
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Note: This figure presents the violations of the value-at-risk at the confidence level 95% (blue line) and 99% (orange line) for
Banco Santander’s shares growth rate. The Y axis represents the number of violations of the VaR and the X axis represents
time in years.

Figure 5: Violations of the VaR for Banco Santander at confidence level 95% and 99%

The violations of the VaR of Banco Santander increased over the years as we can see on the
graph above. From 2010 to 2014 the violations doubled for the 95% confidence level and
quadrupled for the 99% confidence level. The 99% confidence level values are smaller than
the 95% confidence level as the VaR of the former is smaller and further to the left on the
graph. This means that all violations between the 95% and 99% confidence level won’t be
taken into account in the 99% confidence level but will be for the 95% confidence level. We
cannot conclude that Banco Santander’s shares became more stable even if the variance

decreased and the VaR increased as the violations increased drastically.

7.3. KBC Group

7.3.1. Moments of distribution
Table 5: Moments of distribution for KBC Group

Statistics
2010 2011 2012 2013 2014
N Valid 256 256 253 253 253
Missing 1 1 4 4 4
Mean -.00044444 -.00303108 .004391596 .001903830 .000724587
Std. Deviation .029869748 .042410318 .037168760 .020782919 .018411996
Variance .001 .002 .001 .000 .000

Note: This table presents the valid and missing values, the mean, the standard deviation and the variance for KBC Group’s
shares growth rate.
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For KBC, looking at the standard deviation, we can see that it increased from 2010 to 2011
and then decreased until 2014. As a result, the volatility of the share prices seems to have
decreased. The mean was negative for 2010 and 2011 and became positive from 2012 until
2014. This shows that in total the shares lost more value than they gained for the first 2 years,

and that they gained more value than they lost in 2012, 2013 and 2014.

7.3.2. Value-at-risk and its violations

Table 6: Value-at-risk for KBC Group at confidence level 95% and 99%

KBC
Confidence level 2010 | 2011 | 2012 | 2013
-0.042: -0.069: -0.067:

Value-at-Risk for KBC —0,95
at confidence level 95% and 99%
0,000 =03
-0,020
-0,040
0,060 \_/_-
-0,080
-0,100
0,120
-0,140
-0,160
2010 2011 2012 2013 2014

Note: This figure presents the value-at-risk at the confidence level 95% (blue line) and 99% (orange line) for KBC Group’s
shares growth rate. The Y axis represents the values of the VaR and the X axis represents time in years.

Figure 6: Value-at-risk for KBC Group at confidence level 95% and 99%

The VaR for both confidence levels decreased in 2011 and then increased until 2014 as with
BNP Paribas. The same factors that impacted negatively the latter seem to have affected KBC
Group in 2011 as well. Moreover, KBC Group during that period was still suffering from the
subprime crisis (Zonebourse, 2012). We can argue that the Belgian-based bank became more
stable since 2012 as the VaR increased from -0.07 in 2011 to -0.03 in 2014 at the 95%

confidence level. The increase for the 99% confidence level is even more substantial as the

VaR was of -0.15 in 2011 and rose to -0.04 in 2014. This difference between the 2 confidence
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levels could be explained by a decrease of extreme values which led the 99% confidence level

to rise more than the 95% confidence level.

Violations of the VaR for KBC ——09

10 at confidence level 95% and 99% —0,99
14
9
4 \/\/
1
2010 2011 2012 2013 2014

Note: This figure presents the violations of the value-at-risk at the confidence level 95% (blue line) and 99% (orange line) for
KBC Group’s shares growth rate. The Y axis represents the number of violations of the VaR and the X axis represents time in
years.

Figure 7: Violations of the VaR for KBC Group at confidence level 95% and 99%

Regarding the violations of the VaR, we can see that they decreased for the 95% confidence
level and that they stayed stable for the 99% confidence level. As a result, we can conclude
that the bank seems to have gained stability over the years since the VaR increased and that

violations decreased or remained stable.

7.4. Crédit Agricole
7.4.1. Moments of distribution

Table 7: Moments of distribution for Crédit Agricole

Statistics
2010 2011 2012 2013 2014
N Valid 255 256 253 253 254
Missing 2 1 4 4 3
Mean -.00077746  -.00243947 .001762198 .001709804 .000760691
Std. Deviation .026837294 .038543572 .032712705 .020459885 .018485408
Variance .001 .001 .001 .000 .000

Note: This table presents the valid and missing values, the mean, the standard deviation and the variance for Crédit Agricole’s
shares growth rate.

For Crédit Agricole, we can see that the standard deviation increased from 2010 to 2011 and
then decreased until 2014 which means that the volatility of the share prices decreased over

the years.
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7.4.2. Value-at-risk and its violations

Table 8: Value-at-risk for Crédit Agricole at confidence level 95% and 99%

Crédit Agricole
Confidence level 2010 | 2011 | 2012 | 2013
-0.041i -0.052: -0.064

-0.067 -0.095! -0.085: -0.063: -0.049

Note: This table presents the value-at-risk at the confidence level 95% and 99% for Crédit Agricole’s shares growth rate.

Value-at-Risk for Crédit Agricole —_—095

at confidence level 95% and 99%
0,000 =03

-0,020
-0,040
-0,060
-0,080
-0,100

-0,120
2010 2011 2012 2013 2014

Note: This figure presents the value-at-risk at the confidence level 95% (blue line) and 99% (orange line) for Crédit Agricole’s

shares growth rate. The Y axis represents the values of the VaR and the X axis represents time in years.
Figure 8: Value-at-risk for Crédit Agricole at confidence level 95% and 99%

The VaR of the French-based bank decreased from 2010 to 2012 and then increased until 2014

for the 95% confidence level. Regarding the 99% confidence level, it decreased from 2010 to

2011 and then started to increase up until 2014. Crédit Agricole experienced massive losses

in 2011 with a record of losses in 2012 due partly to the Greek sovereign debt crisis and partly

to the depreciation of goodwill (Le Monde, 2013) which can explain the drop in 2011. As the

VaR increased after this peculiar event, one could argue that the market risk of the bank

decreased.
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Violations of the VaR for Crédit Agricole
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Note: This figure presents the violations of the value-at-risk at the confidence level 95% (blue line) and 99% (orange line) for
Crédit Agricole’s shares growth rate. The Y axis represents the number of violations of the VaR and the X axis represents time
in years.

Figure 9: Violations of the VaR for Crédit Agricole at confidence level 95% and 99%

The violations of the VaR don’t seem to have been impacted by Basel Ill as for both confidence
levels they had the same number for 2010 and 2014. However, we can still see a slight
decrease between those 2 years for the 99% confidence level and a sharp decrease for the
95% confidence level. As the VaR increased over time and that the violations since 2012
remained lower or at the same level than 2010 (i.e. the year before Basel Ill was published),

one can argue that the bank’s stability increased.

7.5. Société Générale

7.5.1. Moments of distribution

Table 9: Moments of distribution for Société Générale

Statistics
2010 2011 2012 2013 2014
N Valid 255 256 253 253 254
Missing 2 1 4 4 3
Mean -.00040445 -.00255665 .002376404 .001594147 -.00052942
Std. Deviation .028618122 .042779339 .033024363 .021744020 .018147397
Variance .001 .002 .001 .000 .000

Note: This table presents the valid and missing values, the mean, the standard deviation and the variance for Société
Générale’s shares growth rate.
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Statistics

2010 2011 2012 2013 2014
N Valid 255 255 252 251 251

Missing 1 1 4 s s
Mean ~.00116155 -.00274372 .000234738 001590792 .000212461
Std. Deviation .027292908 039681860 .039919274 022648071 .022391734
Variance .001 .002 .002 .001 .001
skewness 1.698 -159 189 -395 052
Std. Error of Skewness 153 153 153 154 154
Kurtosis 13516 672 2.952 .991 318
std. Error of Kurtosis 304 304 306 306 306
Minimum 07514365 -.12441175  -.17267049 -.08456506 -.06157631

Maximum .209331717 122090825 .142642861 056718781 062086946
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On the table above, we can see that the standard deviation increased from 2010 to 2011,
remained stable in 2012, decreased in 2013 and remained constant until 2014. We can

conclude that the volatility seems to have slightly decreased.

7.6.2. Value-at-risk and its violations

Table 12: Value-at-risk for UniCredit at confidence level 95% and 99%

UniCredit
Confidence level

Note: This table presents the value-at-risk at the confidence level 95% and 99% for UniCredit’s shares growth rate.

Value-at-Risk for UniCredit —_—5%
at confidence level 95% and 99%
0,000 —09%
0,020
0,040
0,060 \f
-0,080
0,200
0,120
0,140
2010 2011 2012 2013 2014

Note: This figure presents the value-at-risk at the confidence level 95% (blue line) and 99% (orange line) for UniCredit’s shares
growth rate. The Y axis represents the values of the VaR and the X axis represents time in years.
Figure 12: Value-at-risk for UniCredit at confidence level 95% and 99%

The value-at-risk for UniCredit decreased from 2010 to 2011 and then increased modestly
until 2014 for the 95% confidence level. Then, for the 99% confidence level, it decreased from
2010 to 2012 and increased sharply from this date until 2014. In 2011, the biggest Italian bank
experienced major issues as the impact of the Greek sovereign debt crisis, Italy’s sovereign
debt crisis and the country’s entry into recession as well as the devaluation of 9 billion euros
in goodwill (L’express, 2012). Those events had an impact on the bank’s stock prices leading
to a rise in volatility and a loss in the bank’s stability. We cannot conclude that the bank

became more stable by looking at those results as the VaR in 2010 and 2014 are close for both
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confidence levels. However, looking at the VaR in 2012, after the introduction of Basel I, we

can observe a rise in VaR and therefore a rise in stability.

Violations of the VaR for UniCredit

at confidence level 95% and 99% —95%
19

17 —09%
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Note: This figure presents the violations of the value-at-risk at the confidence level 95% (blue line) and 99% (orange line) for
UniCredit's shares growth rate. The Y axis represents the number of violations of the VaR and the X axis represents time in
\F/:::e 13: Violations of the VaR for UniCredit at confidence level 95% and 99%

The number of violations of VaR seems constant over the 5 years, thus, as the VaR increased
from 2012 and that violations did not increase significantly, we can conclude that the bank

became more stable after the introduction of Basel Ill.

7.7. ING
7.7.1. Moments of distribution

Table 13: Moments of distribution for ING

Statistics
2010 2011 2012 2013 2014
N Valid 250 251 248 250 250
Missing 2 1 4 2 2
Mean .000282406 -.00032872 .001217565 .001691149 -.00006194
Std. Deviation .035075580 .043652159 .028802313 .020599908 .017272990
Variance .001 .002 .001 .000 .000

Note: This table presents the valid and missing values, the mean, the standard deviation and the variance for ING’s shares
growth rate.

ING experienced an increase in the standard deviation from 2010 to 2011 and then a decrease

until 2014. We can raise the hypothesis of a decrease in volatility during this period.
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