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Introduction 

Since the financial crisis, major revisions have been made in the area of banking regulation to 
promote financial stability, while ensuring that banks can continue to support the real 
economy throughout the cycle. 
 
In particular, at a European level, a package of measures was implemented to ensure a safer 
banking system in the EU.  A series of EU legislative texts have been enacted and applied to 
banks1 across the EU. They include rules on capital requirements for banks, rules for managing 
failing banks and improved deposit guarantee schemes. These initiatives form a Single 
Rulebook for banks in EU Member States. 
 
In addition to the policy tools available under EU legislation, Member States may also 
introduce national specific measures such as the borrower-based measures for mortgage 
lending implemented by the Central Bank of Ireland. 
 
The Department of Finance is responsible for the development of policy and legislation 
regarding Banking Regulation. This includes representing Ireland’s interests at EU 
negotiations on legislative proposals regarding the banking sector and the transposition of EU 
directives in this area into Irish Law. 
 
The purpose of this information note is to provide an overview of the policy framework in 
place for the regulation of the banking sector and to provide a high level description of bank 
capital requirements and the macroprudential toolkit available to address systemic risks.  
 

Background to Capital Requirements and Macroprudential Tools 
 
In response to the 2008 financial crisis, EU Member States pursued a number of initiatives to 
create a safer banking system. A key aspect is the establishment of a robust framework for 
setting minimum capital requirements for banks. The Capital Requirements Directive (CRDIV) 
and the Capital Requirements Regulation (CRR) were agreed in 2013, and substantially revised 
the capital requirements for banks. CRDIV/CRR also introduced a significant toolkit of 
measures to address macroprudential risks and weaknesses. The Bank Recovery and 
Resolution Directive (BRRD) agreed in 2014 provides tools for managing failing banks. 
 
These initiatives form a Single Rulebook for banks in EU Member States. This Single Rulebook 
is also the foundation for the Banking Union which established a Single Supervisory 
Mechanism (SSM) and a Single Resolution Mechanism (SRM) for banks in the euro area2. Since 
the inception of the SSM, the European Central Bank (ECB) is the relevant competent 
authority for banking supervision, with significant institutions supervised directly by the ECB.  
Similarly, the Single Resolution Board (SRB) is the relevant resolution authority for significant 
institutions and cross-border groups while the Central Bank is the resolution authority for 
less-significant institutions.  Furthermore, the ECB has joint competency with the Central Bank 
of Ireland for macroprudential policy tools under CRDIV/CRR.  
 

                                                           
1 These regulations also apply to some investment firms. See Article 4 of the Capital Requirements Directive IV 
and Articles 1 and 2 of the Bank Recovery and Resolution Directive for a complete list of the types of institutions 
that are within scope of the legislation. 
2 Non-euro area member states can also join but none have done so to date. 

https://ec.europa.eu/info/business-economy-euro/banking-and-finance/banking-union/single-supervisory-mechanism_en
https://ec.europa.eu/info/business-economy-euro/banking-and-finance/banking-union/single-supervisory-mechanism_en
https://ec.europa.eu/info/business-economy-euro/banking-and-finance/banking-union/single-resolution-mechanism_en


  

Page 3 of 10 
 

CRDIV/CRR and BRRD were transposed into Irish law in 2014/2015 and the Central Bank is 
designated as the national competent authority and the national resolution authority for the 
purpose of supervising the application of these regulations in Ireland. It is also the designated 
authority for the application of macroprudential tools.  
 
In November 2016, the European Commission proposed a new package of banking reforms 
which aim to update and amend CRDIV/CRR and BRRD, known as the 'Risk Reduction 
Measures' Package. Many of the amendments proposed implement international standards 
that have been agreed since 2013 by the Basel Committee on Banking Supervision. Finance 
Ministers, meeting as the Ecofin Council, endorsed a preliminary political agreement reached 
with the European Parliament in November 2018.  
 
Capital Requirements: 
CRDIV and CRR set out the required capital which banks must hold. This includes a regulatory 
minimum for all banks ('Pillar I') and a bank specific additional capital requirement which is 
decided by the regulator ('Pillar II'). Additionally banks must also meet a 'combined buffer 
requirement' which operates as an extra cushion of capital to prevent banks from breaching 
their Pillar I and II requirements. The regulations also require that banks publicly disclose key 
information on their financial situation (referred to as a Pillar III disclosures). 
 

 

Illustrative Capital Requirements  
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The capital requirements of a bank are set as a percentage of its Risk Weighted Assets (RWA). 
To calculate RWA, different weights are assigned to a bank’s assets which reflect their relative 
risk of incurring losses. Weighting a bank’s assets depending on their riskiness results in banks 
with a lower risk profile being required to hold less capital than a similar sized bank with a 
riskier portfolio of assets. Banks can use a Standardised Approach (SA) or the Internal Ratings 
Based (IRB) approach to assessing credit risk and calculating the risk weights they should 
apply. Under the SA banks use predetermined risk weights based on criteria set out in 
legislation. For banks using IRB, risk weights are calculated by the banks themselves, subject 
to regulatory approval, with reference to historical loss and default rates as well as market 
and operational risk. Irish banks, by and large, use internal ratings based approaches for retail 
lending. A number of factors contribute to the risk weights for Irish banks in the IRB approach, 
such as the relatively large historical loss experience in the Irish market during the financial 
crisis, the related legacy issues of non-performing loans, and the challenges associated with 
realising underlying collateral. 
 
The Pillar I Requirement is the regulatory minimum amount of Capital which banks must hold. 
This is a total capital ratio of 8% of their RWA. A minimum of 4.5% of the RWAs must be 
Common Equity Tier 1 (CET1) and at least 6% of RWAs should be met with Tier 1 capital. The 
Pillar 1 requirement applies to all banks uniformly.  
 
Pillar II is an additional capital requirement that may be applied by competent authorities to 
banks on a case by case basis. It is based on the Supervisory Review and Evaluation Process 
(SREP). The SREP looks at a bank’s specific risks and assesses whether it has sufficient capital 
to address them. The bank specific nature of Pillar II ensures that any additional capital 
required is tailored to the bank’s individual business model and risk profile.  In addition to the 
Pillar II capital requirement, the competent authority may also set non-binding Pillar II capital 
guidance that banks are also expected to hold. This guidance is not generally publicly 
disclosed which can make comparisons between banks difficult3.  
 
The Combined Buffer Requirement is the collective term for the four capital buffers provided 
for in CRDIV. The buffers act firstly as a mechanism for the accumulation of capital against a 
range of cyclical and structural systemic risks, so that banks can build a store of supplementary 
own funds in ‘good times’ in order to protect their regulatory minimum during periods of 
adverse economic conditions. If a bank breaches the combined buffer, automatic safeguards 
apply to limit the amount of discretionary payments it can make (such as dividends, coupon 
payments, bonus payments and discretionary pension payments). The individual buffers are: 
 

 

 The Capital Conversion Buffer, which is a uniform requirement applied to all banks.  It 
is fixed at 2.5% of a bank’s total Risk Weighted Assets (RWA) and was phased-in 
between January 2016 and December 2018. Its objective is to conserve a bank’s 
capital and all banks are required to hold this buffer. 
 
 

 The Global/Other Systemically Important Institution (G-SII/O-SII) Buffer, which is 
designed to ensure that such systemically important financial institutions hold a 
higher level of capital in order to compensate for the higher risk they pose to the 

                                                           
3 Banks can voluntarily disclose this guidance or may under certain circumstances be obliged to do so where 
such information falls under the classification of inside information, for the purposes of Article 17 of the 
Market Abuse Regulation. 
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financial system. Global Systemically Important Institutions (G-SII) are financial 
institutions that, by virtue of their size and complexity could pose financial stability 
risks to the global financial system. Other Systemically Important (O-SII) Institutions 
are of systemic importance to the economy in which they operate. G-SIIs are subject 
to a G-SII buffer, however there are currently no G-SII entities headquartered in 
Ireland. O-SIIs are identified with reference to the size, systemic importance, 
significance of cross border activities and interconnectedness of institutions. Buffer 
rates are set at least annually by the Central Bank and can be set in the range of 0% to 
2%. Six banks regulated by the Central Bank are subject to an OSII buffer ranging from 
0% to 1.5%4.   
 

 The Countercyclical Capital Buffer (CCyB), which is designed to make the banking 
system more resilient and less pro-cyclical. The buffer requires banks to build up a 
reserve of capital during periods when cyclical systemic risk is rising, which can then 
be used to absorb losses during an economic downturn. The CCyB is set quarterly by 
the Central Bank for Irish exposures with reference to the prevailing macroeconomic 
and credit/lending environment. The buffer can be set in the range of 0% - 2.5% of 
RWA, or higher if deemed necessary. In July 2018 the Central Bank announced an 
increase in the CCyB from 0% to 1%, applicable from July 2019. The CCyB is applicable 
to all EU banks with exposures to Irish counterparties. 

 

 The Systemic Risk Buffer (SRB), which is designed to mitigate long-term, non-cyclical 
risks which may have serious negative consequences for the real economy. This 
requirement may be applied to all of a bank’s exposures or only to exposures to 
specific sectors (e.g. commercial real estate). Its implementation is a national 
discretion in CRDIV and to date has not been exercised in Ireland. Depending on how 
Designated Authorities decide to apply an SRB, a bank could be required to only meet 
the higher of the G-SII/O-SII Buffer or the SRB, or they could be required to meet the 
cumulative total of the G-SII/O-SII Buffer and the SRB. The SRB would also apply to 
banks which are not subject to a G-SII/O-SII Buffer. Before introducing an SRB, the 
authority must justify why none of the existing measures in CRDIV/CRR with the 
exception of Article 458 CRR would be sufficient to address the systemic risks.  
 

CRDIV allows Member States the discretion to introduce the SRB. The SRB must be introduced 
at a rate of at least 1%. During transposition it was decided not to exercise this discretion in 
Ireland because it was not possible to separate the designation of the Central Bank as the 
authority to set the buffer and the introduction of the buffer at a minimum of 1%, and higher 
capital requirements for Irish banks were not considered necessary at that time. However, 
the option to transpose this discretion at a rate of 1% or higher remains open and could be 
considered by the Minister for Finance on the basis of a request from the Governor of the 
Central Bank of Ireland. The ability to recognise SRBs set by other Member States and to apply 
those buffer rates to domestically authorised banks was transposed into Irish law. 
 
 
 
 
 
 

                                                           
4 The OSII Buffer as applied in Ireland is subject to a phase in period starting in July 2019 and will be fully 
phased in by July 2021. 
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Buffer Range Situation in Ireland 
Capital Conservation 
Buffer (CCB) 

2.5% All banks must build up a 2.5% CCB. 

Countercyclical Capital 
Buffer (CCyB) 

0% - 2.5%5 The CCyB has been set at 1%. It only 
applies to RWA held against Irish 
exposures. 

Global/Other 
Systemically Important 
Institution Buffer (G-
SII/O-SII Buffer) 

G-SII Buffer:  
0% - 3.5% 

O-SII Buffer:  
0% - 2% 

There are no G-SIIs headquartered in 
Ireland. The following O-SII Buffers 
have been set by the Central Bank: AIB 
(1.5%), Bank of Ireland (1.5%), Citibank 
(1%), Ulster bank (.5%), Unicredit 
(.25%) and DePfa (0%). 
 

Systemic Risk Buffer (SRB) 1%-5%6 This is a Member State discretion which 
has not been exercised in Ireland 

 
In addition to the capital requirements and buffers set out above, CRDIV/CRR provides a 
number of other tools to address financial stability or macroprudential policy risks including: 
 
Article 458, Capital Requirements Regulation 
Article 458 provides Member States with the power to introduce and apply stricter national 
measures to address macroprudential or systemic risks that have the potential to have serious 
negative consequences to their financial system and the real economy. This Article may only 
be used if some other specified macroprudential tools provided under CRDIV cannot 
adequately address the risks identified. The Article also provides for the recognition of 
measures taken in another Member State. 
 
Member States are increasingly using Article 458 with Belgium being the first country to do 
so in 2014, followed by Cyprus, Finland, France and Sweden in 2018.  
 
Articles 124 & 164 Capital Requirements Regulation 
Articles 124 and 164 provide for stricter measures for addressing real estate exposures. These 
include provisions which allow the setting of higher risk weights or stricter criteria for real 
estate exposures for banks using the standardised approach (Article 124 CRR) or adjusting the 
loss given default assumptions for real estate exposures for banks following the internal 
ratings approach (Article 164 CRR). Currently under Article 124 higher minimum risk weights 
on lending for the purchase of commercial property, above what would ordinarily be required 
under CRDIV/CRR, apply in Ireland. The Central Bank also uses this article to establish a Loan-
to-Value Ratio (LTV) of 75% for lending for owner occupied residential property for banks 
using the standardised approach to avail of a reduced risk weight. 
 
 
 
 
 

 

                                                           
5 Designated Authorities can set CCyB rates above 2.5%. However any rate set above that level is not subject to 
mandatory reciprocation by other EU/EEA member states. 
6 May be set higher with EU Commission approval 
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Other Measures  
 
In addition to capital requirements, banks must report their leverage ratios, adhere to 
liquidity coverage ratios and monitor and control their large exposures.  Furthermore, 
Member States can also develop national specific measures under domestic legislation, such 
as the Central Bank’s introduction of their retail Mortgage Measures in Ireland. 
 
MREL Requirement  
In addition to the requirements of CRDIV/CRR, the BRRD requires banks to meet a minimum 
requirement for own funds and eligible liabilities (MREL) so that in the event of resolution, 
the bank will be able to absorb losses and restore its capital position, allowing a bank to 
continuously perform its critical economic functions during and after a resolution event.  
 
It is calculated by the relevant Resolution Authority with reference to the specific features of 
individual banks including their size, business model, funding model, risk profile and the needs 
identified to implement the resolution strategy. If a bank is determined to be failing or likely 
to fail and meets the criteria for resolution, its MREL will absorb losses (‘loss absorption 
amount’) and should provide new capital (‘recapitalisation amount’) to the bank or a 
successor entity, so that it can continue to operate. MREL is designed to ensure that the costs 
of a bank failure will be borne by the bank's investors and minimise the need for financial 
support from government. 
 
MREL comprises a bank’s prudential minimum capital requirements as outlined above and, 
depending on the resolution strategy, an additional amount for resolution purposes, which 
can be met by eligible liabilities such as senior debt instruments. 
 
When it is envisaged that a resolution tool will be used (i.e. the bank will not be liquidated), 
the default MREL requirement is calculated as approximately two times the Pillar I + Pillar II 
requirement + Combined Buffer Requirement. However, the relevant Resolution Authority 
may adjust this upwards or downwards. 
 

Conclusion  
 
Following the transposition of the Capital Requirements Directive in 2014, a number of 
macroprudential capital buffers have been introduced in Europe to mitigate systemic risk. Of 
the buffers to be phased in from 2016 only the Capital Conservation Buffer is set at a fixed 
rate for all banks. The other elements of the combined buffer are set by designated 
authorities.  
 
Increasingly macroprudential tools are being applied by competent or designated authorities 
across the EU (Appendix I provides an overview of macroprudential measures across the EU).  
The same risks should not be targeted by multiple measures where overestimation of capital 
requirements is the result. As greater use is made of the full toolkit, it can be expected that 
the macroprudential tools will lead to more precise targeting of bank capital buffers for 
specific risks. 
 
The macroprudential capital requirements, MREL and the macroprudential toolkit described 
in this paper are relatively recent policy developments and their use and implementation is 
still evolving. Consideration as to how the various policy tools are working individually and 
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cumulatively is ongoing, and the Central Bank regularly publishes a variety of research on 
macroprudential policy in Ireland7. 

                                                           
7 Available at https://www.centralbank.ie/financial-system/financial-stability/macro-prudential-policy 

https://www.centralbank.ie/financial-system/financial-stability/macro-prudential-policy


Appendix 1
Overview of active macro prudential measures in the European Union at November 2018 
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Capital conservation buffer

Countercyclical capital buffer (%) 1.00 1.25 2.00 0.5

Systemic risk buffer

G-SII(s) 4 1 1 1 1 1 4

O-SII(s) 6 8 11 8 4 7 6 4 4 6 13 4 8 6 4 6 4 8 3 5 12 6 9 5 7 5 4 16

Art 458 Measures

Art 124 Measures

Art 164 Measures

Pillar II Macroprudential measures

Notes:

 (Source: Department of Finance using information published  by the ESRB and Central Bank of Ireland)

The number in the boxes for G-SIIs and O-SIIs refers to the number of such institutions identified as G-SIIs or O-SIIs in each member state.

The capital conservation buffer is being phased in from 2016 and will be fully implemented by January 2019. Some countries (BG, HR, CY, CZ, DK, EE, FI, IT, LV, LT, LU, PL, PT, RO, SK, SE) 
have opted for an earlier phase in.
The numbers noted for the countercyclical capital buffer refers to current rates applciable in each Member State. However, several Member States have already announced rate 
changes which will come into force at specific dates throughout 2019 including Ireland where the rate will increase to 1 per cent.
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