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BANK OF ISRAEL

Office of the Spokesperson and Economic Information

March 14, 2012
Press Release
The Supervisor of Banks publishes a draft guideline for increasing the minimum core capital ratio in the banking system

· The draft guideline establishes a minimum core capital ratio of 9 percent for all banks in Israel, to be implemented by January 1, 2015, and a minimum ratio of 10 percent for the two largest banks, to be implemented by January 1, 2017.

· The banks are expected to increase their capital balances gradually while continuing to support growth in the economy.

· According to the draft guideline banks can distribute dividends if doing so does not negatively impact their ability to meet the new requirements.

The Governor of the Bank of Israel: "This is an additional essential step in the strengthening of the banking system and supporting the stability of Israel's financial system. It is a measured step which allows continued growth of credit and of the economy."

As part of a gradual process of adopting Basel III in Israel, Supervisor of Banks David Zaken today published a draft guideline which requires banks and credit card companies to meet a minimum core capital ratio of 9 percent beginning from January 1, 2015. For the largest banks, each of whose assets are more than 20 percent of the banking system's assets, it was further established that they meet a higher core capital ratio of 10 percent by January 1, 2017. The higher capital adequacy ratio will essentially apply to the two largest banking groups, Bank Leumi and Bank Hapoalim.
The guideline was formulated following the recommendations published by the Basel Committee in December 2010 (and which were revised in June 2011), known as Basel III. The Committee's document placed particular emphasis on the level and quality of capital of banks, especially the core capital component, given its ability to absorb losses on an ongoing basis, with the occurrence of various shocks, while ensuring the continuation of sound business activity. In accordance with the Committee's recommendations, supervisory authorities in many countries published capital policies which are more stringent than those outlined in the Committee's document—among other ways, through setting higher capital ratios, setting earlier implementation dates, or a combination of the two.
The new core capital ratios and the timetables for their implementation were set while taking into account the Basel Committee's recommendations and the guidelines of supervisory authorities abroad, as well as the actual level of the core capital adequacy ratio at banks in Israel, the risk structure and environment in which the banking system operates, and the banks' ability to increase their capital adequacy and to continue to supply credit for the support of economic activity. As a result, and in order to allow the gradual implementation of the guideline, the timeframes for increasing core capital were spread out over a three year period for the 9 percent capital ratio, and over a five year period to attain the 10 percent capital ratio.
In light of the importance of this guideline, and in order to ensure its implementation within the established timeframe, the banks were additionally required to update their capital plans. The Banking Supervision Department expects the banks to increase their equity in order to meet this requirement. The distribution of dividends will be possible if doing so does not negatively impact their ability to meet the new requirements.

The Supervisor of Banks: "This draft guideline is a continuation of steps taken in recent years by the Banking Supervision Department to bolster the strength of the banks in Israel. These steps contributed to the banks' resilience to the shocks to Israel's economy and the global environment in those years. Our role is to continue with actions that ensure the banks' ability to provide services to the economy and to their customers, while protecting depositors' funds."
A draft of the letter from the Supervisor of Banks is attached. 

Herewith are graphs presenting comparative data on capital adequacy in Israel and abroad.
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[image: image3.png]International comparison: Capital adequacy ratios of banks in Israel and abroad
(Foreign bank data as of December 2010; Israeli bank data as of September 2011)
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[image: image4.png]International comparison: Capital adequacy ratio, 2011 (percent)
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