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The countercyclical capital buffer aims to ensure that banking sector capital
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requirements take account of the macro-financial environment in which banks operate.
Basel Il uses the gap between the credit-to-GDP ratio and its long-term trend as a guide
for setting countercyclical capital buffers. Calculating the gap requires three steps.
1. The second step is to calculate the credit-to-GDP gap. lllustrate the details in
this step. [114 ]
2. The third step is to transform the credit-to-GDP gap into the capital buffer.
Lower and upper threshold parameters L and H are needed to calculate the
required capital buffer. What is the ratio of the capital buffer (in percent of
risk-weighted assets) if the gap is below the lower threshold L? [74 ]
3. What is the ratio of the capital buffer (in percent of risk-weighted assets) if the

gap exceeds the upper threshold H? [7 4 ]

£
Basel Il has incorporated credit valuation adjustment(CVA) in calculations of
regulatory capital for counterparty credit risk(CCR). Under the Basel Il framework, please
answer the following questions.
1. Idenfity and explain three CCR-related risks that banks may face. [ 154 ]
2. What is the CVA? [5%4 ] What part of CVA risk is considered a component of
market risk in Basel [11? [54 ]
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