Strengthening financial sector
stability
Brief summary
The latest global financial and economic crisis demonstrated also in Switzerland that the difficulties of a big bank can constitute a considerable burden
for the economy. The Federal Council wants to prevent such banks from being too big to fail (TBTF) and to prevent the state from having to use tax
revenues to save them. This is why the Banking Act was revised (in force
since 1 March 2012) and was expanded with specific provisions for regulating systemically important banks. The package of measures provides for
four core measures for strengthening financial sector stability: boosting
capital (up to the end of 2018), more stringent liquidity requirements, improved risk diversification and organisational measures. The bulk of the corresponding implementing provisions have been in force since January 2013.

Schweizerische Eidgenossenschaft
Confédération suisse
Confederazione Svizzera
Confederaziun svizra
Swiss Confederation
Federal Department of Finance FDF

Limiting systemic risks with more stringent regulations
The too-big-to-fail package of measures should both improve the resilience of systemically important banks in the event of a crisis and
strengthen the stability of the entire financial sector. The focus is on four
core measures.
–– Strengthening the capital base: too-big-to-fail (TBTF) banks must
hold better quality capital and will have to build up to 19% riskweighted capital by the end of 2018 (depending upon the total assets and risk appetite). 10% of this should be in the form of common
equity. Now this may be composed only of capital and retained profits because a bank must have access to it at any time. The remaining
9% can be built using CoCos. CoCos are considered debt capital and
are converted into shares or participation certificates as soon as common equity falls below a defined ratio, thereby automatically making
equity capital available. In addition, the capital may not fall below
4.56% of total assets (leverage ratio).
–– Improving liquidity: systemically important banks must comply
with more stringent requirements relating to liquidity, stress scenarios and reporting.
–– Risk diversification: the interdependencies within the banking sector must be reduced.
–– Organisational measures: TBTF banks must be organised in such a
way that systemically important functions for the economy, such as
payment transactions for example, are guaranteed (emergency plan)
even in the event of threatened insolvency.
The corresponding implementing provisions are to be found in the revision of the Capital Adequacy Ordinance, which also implements the new
international rules of the Basel Committee on Banking Supervision (Basel
III) for all banks under Swiss law and which entered into force on 1 January 2013. Other implementing provisions, mainly in the area of organisa-

tional requirements, are a component of the revised Banking Ordinance,
which also entered into force on 1 January 2013. The specific measures in
the area of liquidity are regulated in the new Liquidity Ordinance which
started to come into force gradually in January 2013.

underpinning residential mortgage lending if the borrower does not contribute a minimum of 10% own funds. This minimum sum may not come
from occupational benefits provision (second pillar). In view of the excess
credit growth, the countercyclical buffer is set to be activated from September 2013.

Tax incentives
The package of measures also includes tax measures. In order to promote
the issue of new reserve and convertible capital in Switzerland, the issue
tax on debt capital was abolished as of 1 March 2012. Capital that arises from the conversion of CoCos has been exempt from the issue tax on
capital since then. Finally, the Federal Assembly decided during the 2012
summer session that interest payments on CoCos and bonds with a waiver of claims should be exempt from withholding tax in the future.
More stringent requirements than Basel III
Basel III makes provision for a total capital ratio of 10.5% for systemically
important banks and a ratio of 7% for common equity. The provisions
for common equity are applicable to all banks. Added to this is the 1% to
3.5% supplement of the Financial Stability Board (FSB) for global systemically important banks. Both of the Swiss big banks must expect a supplement of 1.5%.
Switzerland is thus subjecting its systemically important banks to higher
capital requirements. In addition to the 19% capital mentioned, the FSB
supplement of 1.5% common equity must be added.
Immediate measures against a real estate bubble
The Federal Council also adopted further measures to strengthen the financial sector which apply to all banks. A countercyclical buffer is to
boost banks' resilience in the event of excessively strong credit growth.
Furthermore, in order to ensure that banks are immediately more cautious when granting mortgage loans, they must hold more capital for
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