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Economic explanations on bank capital supervision as a
counter-cyclical instrument -From the function of

counter-cyclical capital buffer

Abstract: After the outbreak of the 2008 financial crisis, increasing attention has been paid to the
topic on how to implement the capital requirements to reduce the procyclical effects of bank
lending and enhance the banks’ resilience under economic fluctuations. This article stemming
from the questioning the global implementation of counter-cyclical capital buffer mechanism,
analyzes banks’ capital buffer behaviors under the fluctuations of the macro-economy theoretically,
and further examines the theoretical model and hypotheses with a 100-country database of 1708
commercial banks. The results show that (1) commercial banks do not have the inherent incentive
to build up a counter-cyclical capital buffer, their capital buffer have a negative co-movement with
the macro-economy,(2) which is mainly caused by the increase (decrease) of risk assets in
economic upturn (downturn);(3) banks in different regions and with different characteristics differ
in their capital buffer behaviors; (4) the implementation of Basel II enhanced the cyclical pattern
of capital buffer. In the end, this paper puts forward policy suggestions for the effective use of
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counter-cyclical capital buffer.

Keywords: Capital Buffer; Fluctuations of Macro-Economy; Counter-cyclical Macro-control
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Npl 0.11**(2.09) 0.10**(2.35) 0.11**(2.35) 0.11*(1.79) 0.10**(1.99)
Regin 0.03***(2.89) 0.03***(3.20) 0.02*(1.73) 0.02**(1.98) 0.03***(3.24)
GDP -0.28*%(-2.21)  0.22***(3.19) 0.01(0.08) 0.13(0.31) -0.21*(-1.70)
High -0.05***(-2.92)
GDP*High 0.52***(3.76)
Middle 0.05***(4.75)
Gdp*Middle -0.49%***(-3.69)
G8 -0.01(-0.56)
Gdp*G8 0.15%(1.77)
G20 -0.01***(-3.28)
Gdp*G20 -0.11***(-3.00)
OECD -0.04***(-3.15)
Gdp*OECD 0.42***(2.84)
Year dummies Yes Yes Yes Yes Yes
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Sargan-p 0.89 0.89 0.89 0.23 0.88

Hansen-p 0.61 0.57 0.60 0.18 0.62

AR(2)-p 0.30 0.30 0.30 0.80 0.31

8 RITHRASEI ARSI R (1)
FEAY (1) FiR(2) B (3) R (4)

Cap (-1) 0.70***(9.61) 0.67***(8.93) 0.66***(8.72) 0.65***(8.00)
Dloan 0.02(0.71) 0.00(0.43) 0.00(0.44) 0.01(0.64)
Roe 0.03***(7.48) 0.03***(7.49) 0.03***(7.12) 0.03***(7.53)
Dta -0.00***(-3.00) -0.00***(-3.17) -0.01***(-3.49) -0.00***(-3.33)
Npl -0.05***(-4.27) -0.05%***(-4.22) -0.05%**(-4.41) -0.07***(-2.77)
Regin -0.00%(-1.72) -0.00%(-1.73) 0.00%(1.95) -0.00(-1.56)
Gdp 0.02**(1.98) 0.02 (0.96) 0.08***(4.78) 0.05(0.84)

Gdp*Dta -0.02***(-2.67)

Sta 0.02%**(4.67)

Gdp*Sta -0.12***(-3.00)

Basel 0.01***(2.74)

Gdp*Basel -0.07***(-2.72)

Year dummies Yes Yes Yes Yes

Sargan-p 0.22 0.23 0.23 0.25

Hansen-p 0.19 0.18 0.16 0.17

AR(2)-p 0.82 0.83 0.85 0.85

K 9 RITRE SR AP HRE (2)
B (5) 12 (6) FEAY(7) F5714(8) A (9)
Cap (-1) 0.66***(8.57)  0.66***(8.59)  0.66***(8.59)  0.66***(8.89)  0.65***(8.01)

Dloan 0.00(0.39) 0.00(0.40) 0.00(0.39) 0.00 (0.52) 0.00(0.32)
Roe 0.03***(6.94)  0.03***(7.03)  0.03***(4.32)  0.03***(7.27)  0.03***(6.88)
Dta -0.00***(-3.43)  -0.01***(-3.47) -0.00***(-3.28) -0.00***(-3.55) -0.01***(-3.48)
Npl -0.05%**(-4.25)  -0.05***(-4.16) -0.05***(-4.20) -0.06***(-4.28) -0.05***(-4.13)

Regin -0.00**(-1.86)  0.00*(-1.68) -0.00%(-1.81)  -0.00*%(-2.23)  -0.00**(-2.22)

Gdp -0.06***(-2.98) 0.03(0.47) -0.04**(-2.52)  -0.03***(-3.01) -0.07***(-3.05)
High -0.01%**(-4.17)
Gdp*High 0.08***(2.79)
Middle 0.01%**(4.29)
Gdp*Middle -0.08***(-2.74)
G8 -0.00**(-2.10)
Gdp*G8 0.05%(1.69)
G20 -0.00%(-1.78)
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Gdp*G20 0.09***(2.97)

OECD -0.01***(-4.78)
GDP*QECD 0.07**(2.47)
Year dummies Yes Yes Yes Yes Yes

Sargan-p 0.23 0.27 0.31 0.38 0.38

Hansen-p 0.19 0.21 0.27 0.27 0.21

AR(2)-p 0.84 0.84 0.84 0.81 0.84

# 10 5 10 PR (1) — (9) WEREHK
B (1) B (2) B (3) P (4) A (5)
R 0.16 0.17 0.17 0.19 0.20
B HHR 0.44 0.44 0.45 0.45 0.42
R4 OLS 0.62 0.65 0.61 0.59 0.64
FiRL (6) B (7) FiRL (8) R (9)
lit] 7€ 2V 0.21 0.22 0.22 0.21
B IHIR 0.42 0.41 0.43 0.42
R4 OLS 0.64 0.63 0.64 0.63
£ 115 11 R (1) — (9) HEREAD
B (1) B (2) B (3) B (4) B (5)
[i] 52 0. 0.14 0.15 0.13 0.15 0.16
B)ASTHR 0.47 0.42 0.42 0.42 0.42
R4 OLS 0.62 0.65 0.63 0.61 0.65
A (6) B (7 B (8) A (9
] 5 2K 0.16 0.15 0.18 0.16
BNAS IR 0.42 0.41 0.44 0.42
R4 OLS 0.63 0.63 0.64 0.61
£ 12 FRE R FER (1) — (9) BERELK
PR (1) PR (2) B (3) B (4) B (5)
Ji] 5 AN 0.36 0.35 0.34 0.33 0.41
B HR 0.70 0.67 0.66 0.65 0.66
R4 OLS 0.89 0.87 0.87 0.83 0.89
FiR (6) FR (7 FiRL (8) B (9)
R 0.36 0.37 0.37 0.39
B IR 0.66 0.66 0.66 0.65
R4 OLS 0.91 0.90 0.91 0.91

& 13 ARLHF A TRITEMLEARZE 5 AL &
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