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Financial Markets: An Outlook (1)

Financial Deepening: Increasing complexity in market structures makes
surveillance and supervision a more difficult task

Financial Products: Due to opacity of new-generation financial product risk
decomposition, transfer and management of risks is becoming a hard task and
risks are becoming invisible

Borderless Banking & Finance: Rapid innovation in technology and increasing
use of Internet makes digital surveillance an expensive business

Securitisation and Structured Finance: New-fashion financial regulations are
creating new-fashion risk transfer instruments, however only designers know the
risks inherit (risk-based regulation vs. Risk based supervision)

Need for Greater Co-ordination and Co-operation Among Regulators:
Supervisory co-ordination brings benefits while requires a level-playing-field for
supervisors too... (For example cross-border implementation of Basel-1l and
efforts of Citibank, ABN Amro, Rabobank, Deutsche Bank particularly on model
validation)
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Financial Markets: An Outliook (2)

echnology, Communication and Markets: Increasing dependence
on technology, -costly- learning by doing experiments, risk awareness,
speed and interaction

e Changing and Diversifying Risks: Interaction of technology and
science brings opportunities in the field of risk measurement and
management activities by producing new techniques and tools and
making them available quickly

Mathematics/Statistics/Financial Engineering: Interdisciplinary
employment is becoming a solution for the problems faced (financial
engineering, computer engineers, programmers, mathematicians,
physicians)

Crisis/Scandals: Less in number but greater in impact scandals are
hitting the markets not only by size but also sophistication by posing
virtually impossible-to-solve problems for judicial systmes (AIB, Enron,
World.com, Parmalat, NAB)
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Financial Risks......Perception and
Strategy

Three pillars: Understanding the relationship between risk, return and
capital.....

Regulating Risk ! Does it make sense? Law of Probability vs. Human
Judgment...

New organisational requirements: Re-allocation of roles and
responsibilities....

Attitude of Senior Management to Risk Management: A CxO approach.

Human Resource: “Hire, train and retain” principle....
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Banana Skins....... CSFI (Centre for the Study

of Financial Innovation) Top Ten 1996/2006
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Banana Skins....... CSFI (Centre for the Study

of Financial Innovation) Top Ten 1996/2006

2002 2003 2005

- Credit risk Complex fin. instruments Too much regulation
Macro-economy Credit risk Credit risk
Equity markets Macro-economy Corporate governance
Complex fin. instruments Insurance Derivatives
Business continuation Business continuation Hedge Funds
Domestic regulation International regulation Fraud
Insurance Equity markets Currencies
Emerging markets Corporate governance High dependence on technology
Banking market over capacity | Interest rates Risk management techniques
International regulation Political Shocks Macro-economic trends
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Banana Skins....... CSFI (Centre for the Study
of Financial Innovation) Top Ten 1996/2006

2006

1. Too much regulation (1)

2. Credit risk (2)

3. Derivatives (4)

4. Commodities (14)

5. Interest rates (12)

6. High dependence on technology (8)

7. Hedge Funds (5)

8. Corporate Governance (3)

9. Emerging markets (15)

10. Risk management techniques (9)
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Digital era... Digital risks...

Digital fraud
Access to private, proprietary information
Access to secured information of credit cards

Access to and abuse of communication (i.e. e-mails,
hacking)

Cooperation between digital pirates

Lack or insufficiency of of legal infrastructure addressing
digital risks

Other unidentified/potential digital risks
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Predicting the Unpredictable.........

Financial risks can be calculated and estimated individually
e A number of group of risk can be calculated and estimated too
e Non-financial risks at least can be estimated even not in numbers

e But what are potential risks? How can we detect them? How can
we estimate them?

e Topic for discussion: The risks of brain surgery in a hospital
without power generator! Let's start by a potential risk hidden in a
work done by a forester who is cutting the trees... (think of
damage given to wires).
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Predicting the unpredictable in financial markets!
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Managing Negligence, Ignorance &
Uncertainty

Imizing the impact
Existence of emergency plans and practice/tests for implementation
Crisis management

- Minimizing risks before occurred (A laptop containing secret information about Northern
Ireland was stolen from an MI5 agent in a London Underground station. Another, also
loaded with sensitive information, was stolen from a British Army officer at Heathrow
airport. And in a third incident, an MI6 officer left his laptop computer with intelligence
training information in a bar after a night of heavy drinking -- this one was recovered after
MI6 posted a reward. Perhaps there are two problems - security consciousness, and the
widespread usage of laptop computers in which to cart around highly classified material.)

e Minimizing the Uncertainty
- Expanding the capacity of your radar
- Expertise
- Awareness/Avoidance

Risk and Return

- Having the right strategy

- Investing in risk management

— Flexibility and dynamic approach
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Risk Measurement Models........

umber of vendors are increasing

e Coverage is changing expanding

e Migration from general use to specific use (tailor-made)

Increasing sophistication

Requires continuous-based training

PILLAR-II: SUPERVISORY APPROVAL & CROSS-BORDER VALIDATION
- WHY?

....boards for directors, senior managers, and supervisory authorities need
to balance emphasis on risk models ..... with emphasis on skills,
experience and judgment of the people who have to apply those models.

Alan Greenspan, 14 October 1999
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1988, 1996, 1999, 2004, 2007

BASEL
&
RISK MANAGEMENT
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Basel Temple: Does geography matter?
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View from Basel
BIS Building and Basel Hilton

------
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Developing Countries and Basel-Il

ore Principles!! (see, Craig, 2004) —CP-6,8,11,12,13,20,21,22

Rating score
- Sovereign (country)
- Banks and companies (including SMES)

Complexity

- Is the nature of the business, systems differ in several aspects, you cannot pull them
down, you need to pull up yourself

— A healthy balance between risk sensitivity and simplicity (no more one-size-fits-all)
Financial structure of individual countries, volatility matters!

Size, growth factors, potentials, strategic sources and priorities, probability of
default

Quantitative Impact Studies_QIS (not only in Basel-II)
Stress testing and scenario analysis

Training and education (seminars, specific courses, conferences, secondments,
projects)

To look at from an opportunity window rather than a challenge (threat) window.
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Developing Countries and Basel-Ill

e |s Basel-ll applicable to developing countries?
What do we need beforehand to implement it properly?
Cost of implementation? Is a cost/benefit approach viable?

Do we really need Basel-I117?

What if a developing country choose not to implement Basel-
11?

Can we predict the unexpected and unseen costs of non-
compliance with Basel-II?

Who is ultimately responsible for implementation of Basel-117?
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Attention: BCBS, IMF and World Bank
say that.....

September 2004

"’Iobal Financial
Stability Report

The Basel Committee, as well as the IMF and

International Monetary Fund
Washington DC

World Bank, have reiterated in different fora
that non-BCBS countries considering implemen-

el PRl

tation of Basel Il should do so at their own

LLLLLLLLLLLLLLLLL

speed, and according to their own priorities,

and neither the Bank nor the IMF 1s pushing

countries to adopt Basel I1.
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Basel-ll Final Document
(Comprehensive Version)

Introduction (7 pages)
Scope of Application (6 pages)
Pillar-1 (193 pages) Minimum Capital Requirements

e Pillar-2 (23 pages) Supervisory Review

e Pillar-3 (18 pages) Market Discipline

e Annex (11-annex, 91 pages)

e Total 333 pages... ( available at www.bis.org )

More Pillars? Pillar-4... Two-words...
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Pillar-4?

e need banking regulation due to financial externalities

e Basel-ll brings a new order to the banking society

e A continuous dialogue between banks and regulators is necessary..
e Flight from compliance check to risk based supervision

e High degree of expertise and specialisation are necessary

PILLAR-4

Political Discipline: When confronted with a problem or crisis,
government authorities, bank regulators, and legislators take
meaningful action quickly. Rules and regulations are supposed to
establish right incentives in a fast-changing financial environment.

Source: Chami et al 2003
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Quantitative Impact Studies

QIS-1 (July 2000)

QIS-2 (April 2001)

QIS-2,5 (November 2001)

QIS-3 (October 2002)

QIS-4 (2004-2005) (Domestic studies)
QIS-5 (October 2005)
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QIS Results

An Assessment within a Risk Management Framework

% Change in Capital Standardised Approach Foundation Internal Ratings Advanced Internal Ratings
Requirements (SA) Based Approach (FIRB) Based Approach (AIRB)
QIS-2 QIS-3 QIS-5 QIS-2 QIS-3 QIS-5 QIS-2 QIS-3 QIS-5
0 0 0
Ol | w | O | e | o | @
G-10 Grup 1 18 11 1,7 24 3 -1,3 58 -2 -7,1
Countries
Grup 2 13 3 -1,3 -19 -12,3 -26,7
EU Grup 1 18 6 -0,9 20 -4 -3,2 9 -6 -8,3
Countries
Grup 2 11 1 -3,0 -20 -16,6 -26,6
Other Grup 1 17 12 1,8 4 -16,2 -29,0
Countries
Grup 2 38,2 11,4 -1,0
Recent Developments in Basel-II: 29 Dr. C. Coskun KUCUKOZMEN




QIS-TR Results

STEPS

IMPACT

Current Capital Adequacy Ratio
(CAR) (%)

28,8

Change in CAR in each step
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Standardized Simplified (points)
Approach Standardized standardized Simplified
(%) Approach (%) Xn ?(;a'czﬁ Standardized

PP Approach
Sovereign Portfolio and Trading Book 20,1 20,2 -8,7 -8,7
Corporate Portfolio 18,9 18,9 -1,2 -1,3
Bank Portfolio 18,6 18,7 -0,3 -0,2
Retail Portfolio 19,0 19,1 0,4 0,4
Related Entities Portfolio 18,9 18,9 -0,2 -0,2
Operational Risk 16,9 17,1 -2,0 -1,8
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Internal Control and Risk Management System
in Banks

- YONETIM KURULU -

+ +

i¢c Kontrol Teftis Risk Yénetim
Merkezi Kurulu Grubu

Ust Diizey Risk
Komitesi™

Banka Risk Komitesi® %

‘ firrl i Lo o
ic Konirol Elemnanlari Miifettisler
et o O @D DD

E$gudum """ ST e

Tuhtelif Risk Yinetim Komiteleri
(Belirgin Faalivetler Bamnnda)
*Risk ¥V dnetiminden soramba wdnetim koarala dsresi, banlka risk komitesi bagkata,

aktif-pasif komitesi bagkar, kredi komitesi bagkarn, konsolide koarnalhaglarin iist
diizesy risk komitesi bagkanlatri.

*FrHBanka risk komitesi bagkars, mtinferit risk komiteleri bagkatnlari (krecd,
trizrasa, operasyon ve digerleril
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Basel-ll Road Map for Turkey

Standart Yintem (PivasaRiski)

BT (VaR) Yontemi (Bazm bankalar icin zorunlu)

Standart Yontem (IKredi Riski)

| IRE Yaklasunlan (Eredi Risla)

Temel Gosterge Y. / Standant Y. / Alternatif Standart ¥

Yayimlamnasi
(MIavis 2005)

diizenlemelerinin
yvaymlanmasi

Inizenlemelerinin
Yayimlanmasi
(Standart
Yaklasumlar Icin)

(Operasvonel Risk)
AFu - Ara 2007 ANA Yalklasoalan
Ul;garalel {Operasvonel Rislk)
| | I I I I
=== | | | | | >
[ 01.01.01 | 01.01.05 [ 010106 | | o01.0107 | | 010108 | | 010109 | | 010110 |
"ol . == T-——=—""=—=-- i CERIVBasel-II Diizenlemelerinin
Yol Hantasmin Altyap1 CRD/Basel-II Yiiriirliliige Girmesi

(Ileri Yaklasimlar Icin)

({Ocak 2009)
CRITyBasel-IT Thizenlemelerinin
Yayimlanmasi (Ileri Yaklasimlar Icin)

(Mart 2007)
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(INisan 2008)
CED/Basel-IT
Dizenlemelerinin Yuriarlhiliage
irmesi
(Standart Yaklasimlar icin}
(Ocak 2008)
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Banks That Intend to Use Internal Ratings-
Based (IRB) Approaches for Credit Risk

B Banka Sayisi - Birikimli (Sol Eksen)
=== % Aktifler - Birikimli (Sag Eksen)
30 100

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019+

T 80

160

T 40

T 20

Yillar
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Banks That Intend to Use Advanced
Measurement Approaches (AMA) for
Operational Risk

B Banka Sayisi - Kiimiilatif (Sol Eksen)
= % Aktif - Kiimiilatif (Sag Eksen)
30 100
A——— |
25 + 80
20 T 70
-+ 60
15 — 50
+ 40
10 / 4 30
5 T+ 20
- 10
0 —4—v—0/:' : : : . : : : : 0
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019+
Yillar
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Banks That Intend to Use Value-at-Risk (VaR) Models
for Market Risk

30

25
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Basel-ll and Loan Pricing

an Price
(Interest Rate)

a

Loan Pricing (IRB Bank)

Loan Pricing (Standardized Bank)

Loan Pricing (Before

Basel-11)
Rating (Default
Probability)
AAA AA A BBB BB B ccc
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BASEL-I’YE YONELIK ELESTIRILER

ELESTIRILER

3.1. GENEL ELESTIRILER
3.2. 1. YAPISAL BLOK
3.3. 2. YAPISAL BLOK
3.4.3. YAPISAL BLOK
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BASEL-I’YE YONELIK ELESTIRILER

v" Uzlasr’min teknik seviyesinin yiiksek olmasi ve uygulanmasinin pahah
olmasi

»Uzlasi icerisinde cesitli meniiler var

=Basitlik ile riske yiiksek duyarhiligin aym anda gerceklestirilmesi zordur

v'Kalibrasyona iliskin elestiriler
*Temel alinan “bencmark” zaten subjektif, dolayisiyla bu ozelligi CA ile aym
*]RB kalibrasyonunda yontem ve veri kamuya ac¢ik olmadig icin oneri yapmak zor
*Baz kalibrasyonlar likit kredi piyasalar1 varsayimiyla yapildi

=*OpRisk i¢in kalibrasyon bir anket aracihigiyla yapildi ve tiim “diger riskler”i kapsayan bir
veri kullanildi

v'Uzlasi sermayeye gereginden fazla 6nem atfediyor
sSistemik krizler sermaye yetersizlig¢inden daha cok likidite problemlerinden kaynaklanmiyor

=Diizenli ve cesitlendirilmis gelir de zararlar icin iyi bir korunma aracidir.

sEtkinlik de onemlidir
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BASEL-II’'YE YONELIK ELESTIRILER

v" Uzlasr’nin konjonktiirel dalgalanmalar1 artirma ihtimali

=Cevap: Konjonktiirel hareketler finansal sistemin dogasinda mevcuttur ve anti-konjonktiirel
denetim araclar: uygulanabilir (stres testleri, karsiliklar, vb)

»Basel-I icerisinde de var (“charge-offs”)
»Etkisi, firmalar1 fonlama kaynaklarina erisimi ile de ilgili

=sDerecelendirme sisteminin 6nemi
»Point-in-time ratings (PIT)
*Through-the-cycle Ratings (TTC)
*TTC daha az konjonktiirel ama kotii kosullarda sermaye hedefini tutturamaz

=sKonjonktiirel etkilerin azaltilmasi:

=Gelecek odakh bir kredilendirme sistem,

=Stres testleri

=P2 kapsaminda ilave sermaye yiikiimliiliigii

=Diger yOntemler
*TTC PD’lerin kullanilmasi
=Risk agirhgi fonksiyonlarinin yatiklastirilmasi
=Zamana gore degisen kurallar

» Anti-konjonktiirel karsilik uygulamasi

Recent Developments in Basel-II:
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BASEL-I’YE YONELIK ELESTIRILER

v'Standart Yonteme iliskin elestiriler
=Risk farklilagsmasi yeterli degil

" Ayn1 derecelendirme notuna sahip sirket, banka, hiikiimet alacaklar: farkh risk agirhgina
tabi tutuluyor

»Fiziki teminatlar ve baz1 diger teminatlar da dikkate alinmal
* Teminatlarin dikkate alinmasi islem bazinda degil karsi taraf bazinda olmal
= w faktori kaldirilmah (Pillar-2’ye dahil edildi)

* Yiiksek riskli islemlerde SA<IRDb, dolayisiyla bankalar arasinda risk istahinda kaymalar
olabilir

v'Derecelendirme kuruluslari tarafindan verilen notlarin giivenilirligine
yonelik elestiriler
=*(Cok fazla onem atfedilmis
*Daha fazla guidance yayimlanmah
=Cevap:
- Mevcut sartlar altinda en iyi alternatif

- Sorunlarin asilabilmesi acisindan IRB’ye gecmek onemli
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BASEL-I’'YE YONELIK ELESTIRILER

v'Uzlas: hiikiimlerinin bazi taraflar1 (KOBI’ler, gelismekte olan
tilkeler) cezalandirmasi

»Politik etkiler ve nihai kalibrasyon

="Cevap: Temel amac riske duyarh olmak, belirli kesimlere avantaj/dezavantaj
kazandirmak degil

v'Uzlas’min gelismekte olan iilkelere 6zel sartlar: dikkate almamasi

=Cevap: Temel hedef kitle G-10 iilkelerinin uluslararasi diizeyde aktif bankalar

v Cesitlendirme EtKkisi
=Riskler arasinda dikkate alinmyor
=“Granularity adjustment” kaldirildi

"Kredi riski i¢cin yok
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BASEL-I’'YE YONELIK ELESTIRILER

v'1leri 6l¢iim yontemleri icin yeterli tesvik yok

=Sermaye azahslari yeterli tesvigi saglayacak diizeyde degil

=Ulke kosullarina gore degismekte

v'Kredi riski modelleri
»Basel-II’nin ¢ikis noktasi olmasina ragmen metin icerisinde izin verilmiyor
*IRB’nin temellerini olusturuyor
"OpRisk’te AMA’ya izin veriliyor, Piyasa riskinde VaR kullanilabiliyor
=Cevap: Basel-II’de olmamasinin sebepleri
=*Bu alandaki gelismeler halen devam ediyor
=Veri gereksinimlerinin karsilanmasi zor

*Model sonu¢larinin dogruluguna iliskin ampirik bulgular az
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BASEL-I’'YE YONELIK ELESTIRILER

v'Denetimsel Gozden Gecirme

"Cok fazla esneklik var, uygulamalar farkh olabilir

" AIG onemli

=“Home-host” uygulamalar: onemli

»Denetim otoritelerinin uygulayabilme kapasitesi

v’ Kamuya aciklama
"Cok karmasik
= Denetim otoritesi beklentileri ile piyasa beklentileri ayristirilmah
sKarsilastirilabilirlik acisindan problemler
*Muhasebe sistemleri ile uyum saglanmah
-Cari deger ile degerleme
-Karsihklar

-Kamuya aciklanacak bilgiler
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BASEL-I’YE YONELIK ELESTIRILER

v'Diger elestiriler
"Goriis siireci daha uzun olmahydi

=Onemli biiyiikliige sahip yerel bankalar da kapsama alinmali

sSigortacilik daha iyi ele alinmah
»Kredi-Piyasa riskleri ile sigorta riskleri arasinda diisiik korelasyon var
*Genel trend finansal gruplar yoniinde

=»Bankalar arasinda veri paylasiminda problemler olabilir

=Bazi uygulama prensipleri (or. kisa vade avantaji) SA-FIRB-AIRB arasinda
uyumlu degil

*Temerriut tanim icin denetim otoritesi tercihi taninmasi standartlasmayi
onlityor
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BASEL-I’NIN MUHTEMEL ETKILERI

BASEL -II’NIN MUHTEMEL ETKILERI

4.1. BANKALARA MUHTEMEL ETKILERI

4.2. HAZINE BORCLANMASINA MUHTEMEL ETKILERI
4.3. REEL SEKTORE MUHTEMEL ETKILERI

4.4. BDDK’YA MUHTEMEL ETKILERI

4.5. EKONOMIYE ETKILERI
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BASEL-I’NIN BANKALARA MUHTEMEL ETKILERI

v’ Asgari sermaye yiikiimliiliigiindeki degisiklikler

v'Bor¢lanma maliyetindeki degisiklikler

v'Risk yonetimi uygulamalarindaki degisiklikler

v'’Kredilendirme davramslarindaki degisiklikler
*Portfoy tercihlerinin degismesi (Perakende krediler ve iyi derece alms taraflar)
*Konjonktiirel etkiler (Derecelendirme sistemi ve risk alma karari)

v'Bilgi islem ve diger sistem maliyetleri

v'Yonetisim yapisindaki degisiklikler

v'Fiyatlama ve sermaye tahsisinin etkinlesmesi

v'Fiyatlamadaki degisikliklerin bankaya ve miisteriye ne kadar yansiyacag piyasa
kosullarina baghdir
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BASEL-I’NIN BANKALARA MUHTEMEL ETKILERI

v'Rekabet yapisindaki degisiklikler

*Bankalar arasinda
- Farkl1 6l¢tim yontemlerinin kullanilmasi (fiyatlama)
- [tibar riski

*Finansal aracilar arasinda
- Yasal sermaye arbitraji1 (diger sektorlerin diizenlemeleri)
- Joint Forum (BCBS + IAIS + IOSCO)

Ornekler
- Evrensel bankacilik faaliyetleri x Menkul kiymet sirketleri
- AB menkul kiymet sirketleri x ABD menkul kiymet sirketleri
- Bankalar x Diger finansal aracilar (leasing, vb.)
- IRB bankalar1 x SA bankalari
- Gelismekte olan iilke bankalar1 x Gelismis tilke bankalari
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KANTITATIF ETKI CALISMALARI (QIS)

*Amag

*Calismalar
v QIS-1
v QIS-2
v'QIS-2,5
v QIS-3
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BASEL-II’NIN BANKALARA MUHTEMEL ETKILERI

Sermaye Yukiumlulugu

36%

32% /I
28%

/

24% /
20%

ayd

16% /
12%

8%

4% —_~ ,/

0%

AAA AA A BBB BB B cccC

| m—CA === SSA mmm= SA mmm [|RB == A|RB-25 === A|RB-75 Ornektir
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BASEL-II’'NIiN HAZINE BORCLANMASINA
MUHTEMEL ETKILERI

v'SSA’da ve SA’da iilke risklerinin dikkate alinmasi

v'Etkinin boyutu bor¢ verici konumundaki ulusal ve uluslararasi bankalarin
kullandigi 6l¢iim yontemine baghdir

VARLIKLAR Opsiyonlar AAA— A+ BBB+— | BB+— B-’nin Dere-celen-
AA- — BBB- B- Alt: diril-
memis
A-
Hazine ve Merkez Bag.Der. Notuna %0 %20 %50 %100 %150 %100
Bankalarina Gore (SA)
Verilen Krediler, Bu
Taraflara Ait Garantiler
ve Teminatlar Avantajli Kendi ilke hazinesine iliskin, kendisi ve kaynag yerel para
Uygulama (SA) cinsinden olan risklere daha dusuk bir risk agirhgi uygulanabilir.
(ND)
ECA Notuna 1 2 3 4-5.6 7
gg;f) (SAND - %0 %20 %50 %100 %150

v IRB’de avantajli uygulama bulunmamaktadir

v'Bor¢lanma maliyetlerine iliskin konjonktiirel etkiler

v'Uluslararasi kuruluslarin (IMF, WB, vd.) degerlendirmeleri
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BASEL-II’NIN REEL SEKTORE MUHTEMEL ETKILERI

v'Derecelendirme gereksinimlerinin artmasi

v'Yonetisim yapisindaki degisiklikler

v'Kabul edilen teminat tiirlerinin degismesi
v'Bor¢lanma maliyetlerinin seviyesinde ve oynakhgindaki degisiklikler

v'Bor¢clanma  maliyetlerindeki  degisimler, kullamlan Kredinin
biiyiikliigiine ve kredi veren banka tarafindan Kkullamilan o6l¢iim

yontemine baghdir
- 1 milyon €’luk perakende portfoyii sarti

- IRB RW: %200-%400
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BASEL-IPNIN BDDK’YA MUHTEMEL ETKILERI

v'Denetim ve gozetim yaklasim ve tekniklerinde degisim (ROD)

v'Diizenleme degisiklikleri

v'Ihtisaslasma
v Egitim ihtiyaci
v'Ahlaki riske kars1 6nlemler

v'Bankalarla ve diger ilgili kesimlerle diyalog
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BASEL-I’NIN EKONOMIYE MUHTEMEL ETKILERI

v’ Finansal aracihik fonksiyonunun etkinlesmesi

v Kurumsal yatirnmci olarak bankalarin risk istahindaki degismelerin

etkileri

v Kurumsal yoénetisim yapilarmin iyilesmesi (bankalar, diger finansal

sektorler, banka miisterisi olarak sirketler)

= Kayitdisihk
= Sermaye piyasasinin etkinligi

v Konjonktiirel etkiler
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We have a long way to Basel-Il... (1)

e Timing, planning and Road Map

e A well-designed Basel-II project with the participation of all relevant
parties

e OQutsourcing, consulting and sources available at hand

e Collection, cleaning, storing and processing of data for analysis

(default rates/probabilities, collateral price info, data for oprisk etc)

To learn living with the volatility of capital (observing the difference

between economic and regulatory capital)
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We have a long way to Basel-ll... (2)

Delays, interruptions and ability to handle problems (learning
organization),

Learn and earn from your mistakes and never sweep the dust
under the carpet, accept the mistakes and prevent re-occurrence

Establishment of a conceptual framework covering a common
language, culture and communication

Establishment of a meaningful dialogue between supervisors
and banks (Interpretation of B-Il, i.e. QIS, FAQ)

Regulators as well as banks need adequate number of staff
having required quality and expertise while senior management
should be able to prove that they are professionals in detecting
and solving the problems

Assessment of efforts and observing the reflection of quality to
the work conducted
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A little bit of humour: What can we
confront on the way to Basel-11?

1. Some say that Basel-Il works well in theory but not in
practice! Do you agree?

. Others say that we are entering a process where
nobody is fully aware of? Who is going to pay the bill if
things go bad?

. Human resource management is increasingly gaining a
strategic importance. Should we hurry up to pick up the
tops?
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Basel-ll Boiling Room:
Theory and Practice of Risk Measurement

T = 3 o4 (235 B)+]
027 (5-79 Z)GDP-n»

O-36 A T-bill

| AN =S
‘47 oy, \f‘\ \\(‘\\\‘\ S =)
Jify \Gz? PTTL

The Economist, October 4,1997
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Where are we off to?

Passenger or driver?

G-10

Emerging Markets

%

Can we see the big picture?
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Basel-ll and Quality in Human Resource Management:
Need for risk managers/analysts is growing
enormously......©

‘“An interesting resume, but actually, we’re
lookmg for someone more evolved.”

— —
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Will it be your alternative?

HE'S IN CHARGE OF MARKET
PISUPUINE . NOBOD®

UNDERSTANDS THE MARKET
SO WE'RE CONCENTRATING

ON THE DISUPLUUNE
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Quote of the Presentation

“It’s impossible
to take an unnecessary risk.
Because you only find out
whether a risk was unnecessary

| after you’ve taken it.”

Giovanni Agnelli
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Thanks...

Dr. C. Coskun KUCUKOZMEN

kcoskun@metu.edu.tr



