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Outcome heading
‘Basel IV’: finalising the next 
generation of risk weighted 
assets 

On Thursday, 7 December 2017, the Basel Committee for Banking Supervision (‘BCBS’) published 
the final instalments of its reforms for the calculation of risk weighted assets (‘RWA’) and capital 
floors. 

These papers complete the work that BCBS has been undertaking since 2012 to recalibrate the 
Basel III framework. Basel III was introduced to address the most pressing deficiencies that 
emerged from the 2007-08 crisis and make banks more resilient.

The finalised reforms, together with earlier publications that revise the calculation of RWAs –
including the updated market risk framework published in January 2016 – are collectively 
referred to as ‘Basel IV’ by the industry, in recognition of the scale of the changes they introduce. 
These include revisions to the RWA calculation for all Pillar 1 risk types, meaning that both 
standardised and internal risk types will be impacted.

Further changes were published regarding the leverage ratio buffer for G-SIBs, together with a 
discussion paper on the treatment of sovereign debt.

The Basel IV timeline

Almost 30 years after the publication of the first consultation paper on Basel I, the BCBS has now 
finalised its reforms to banking supervision following the financial crisis. ‘Basel IV’ is a major step 
forward – but the BCBS will continue its work on improving the banking supervision framework.

‘Basel IV’ will present one of the biggest challenges for the financial industry going forward. 
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Basel IV in a nutshell 
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Capital floors 

• RWA (using internal model approaches) floored by a 
percentage of RWA as determined through the 
standardised approaches.

• The capital floors will eventually be 72.5% based on 
the new standardised approach.

• Introduction in 2022 via a phase-in over five years.

1 Credit risk

• Revised standardised approach including broadly 
revised risk weights and additional due 
diligence requirements. 

• Constraints on the use of internal models (for some 
credit portfolios) and introduction of parameter input 
floors for the IRB approach.

• Ban on use of internal models-based approach and 
introduction of a standardised approach for CVA.
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Market risk (finalised in 2016)

• Revised boundary of the trading book and stricter 
approval of internal models.

• Sensitivities-based approach as new standardised 
approach, which also serves as a floor for the internal 
model approach.

• Internal model approach with expected shortfall 
based on stressed calibration as key metric, and 
considering product-specific liquidity horizon.

3 Operational risk (OpRisk)

• Replacement of existing approaches by a new 
standardised approach.

• Use of the ‘unadjusted business indicator’ as a 
measure of operational risk exposure combined with 
collection and analysis of historical loss data.
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Other topics 

• Global standard for large exposures with harmonised definition on exposures and groups of connected clients.

• Standardised disclosure templates and new disclosure requirement for all new RWA approaches.

• Leverage ratio buffer for global systemically important banks.
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Whilst Basel III focused on the reform of regulatory capital, Basel IV changes the approaches for the 
calculation of RWA, regardless of risk type and irrespective of whether standardised approaches or 
internal models are used.
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The implementation of the next-generation of RWA creates a remarkable challenge 
for the banking sector

Basel IV will change almost all approaches to RWA calculations, whether using internal models or standard procedures. 
Due to the higher risk sensitivity, this will have a direct impact on individual products, portfolios and business areas. 
Banks may need to rethink their trading activities and redesign the processes. The increasing complexity of the new 
approaches is also a challenge for data management and IT architecture.

1
Business models, risk and business strategy have to be adjusted. Changes are 
required in almost all approaches to RWA calculation. A general increase in RWA in all 
risk types is to be expected.

A completely new generation of data and reporting tools; software will have an 
impact on the future IT infrastructure.

The complexity of the new standardised approaches increases; extensive 
implementation efforts exceeding Basel III are required.2

The new approaches involve extensive data requirements, e.g. detailed data on real 
estate collateral in the lending business for the new credit risk standardised approach, 
and granular market and historical data for the internal market risk models.
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A massive expansion of the reporting requirements to the supervisory 
authorities is to be expected, e.g. monthly rather than quarterly reporting of 
market risk.
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One Basel IV, but tailored solutions for individual challenges

While banks now have certainty about the new regulations, it is clear that they will need to devote significant time, effort 
and resources to understanding not only the technicalities of the regulatory changes, but also their impacts on firms’ 
specific strategies and business models. PwC’s Global Basel IV Initiative brings together an interdisciplinary team of 
experienced experts from the fields of strategy consulting, supervisory law, risk management and IT to support you in 
coping with the major challenges arising from Basel IV and other risk modelling initiatives such as the implementation 
of HKFRS 9.

PwC’s solutions:

• RWA optimisation and capital planning, to develop new/adjust existing models to reflect Basel IV requirements.

• Assistance from an early stage by providing calculation tools for all Basel IV and current approaches as well as 
analysis of the strategic implications.

• Reassessment and optimisation of business models with the Internal Model Risk Optimisation Approach.

• Providing support to redesign and implement processes, systems and governance, across the front-, middle- and 
back-office.

• Development of regulatory reporting tools and add-ons for productive use (e.g. PwC ART), implementing 
individual or standardised calculation engines and integrating these into existing IT architecture.

• Data integration, quality and governance founded on our Data Excellence Framework, with data analytics carried 
out on the basis of regulatory information.

• Customised regulatory training curriculum to understand the numerous reforms and the interaction of the various 
requirements with each other. 
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To help you assess and understand the impacts of the recently-announced reforms, we have established a team of Basel 
IV experts across our global network. Our experts have a wealth of experience and expertise around the intricate 
workings of Basel IV and are dedicated to helping banks meet the key Basel IV objectives. 

If you would like to discuss any of the content in this publication in greater depth, please speak to one of the following 
Basel IV team members in Hong Kong.

Emily Lam 
Partner
Financial Services Risk and Regulation
T: +852 2289 1247 
E: emily.lam@hk.pwc.com

Brian KY Yiu
Partner
Financial Services Risk and Regulation
T:  +852 2289 1934
E: brian.ky.yiu@hk.pwc.com

Basel IV team 
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PwC Materials

• Dedicated PwC Basel IV Webpage: https://www.pwc.com/gx/en/services/advisory/basel-iv.html

• Dedicated PwC Basel IV channel – The channel is a new medium to give you a periodical overview on current topics 
around Basel IV. It comprises a series of online lectures supported by slides: 
https://www.youtube.com/channel/UCosEew32vLFgApuGR048bBg

• Register for the Basel IV channel: https://www.pwc.com/gx/en/services/advisory/basel-iv/register-basel-iv.html
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