


The Fundamental Review of the Trading Book (FRTB) will represent the beginning of a new era for market risk 
management.

intended to better capture the risk of a bank’s trading book positions. FRTB will also cause banks to be faced with 
anticipated increases in overall capital requirements. 

Originally published in 2016 by the Basel Committee on Banking Supervision, FRTB replaces part of the Basel 2.5 
reforms, which were introduced in 2009 to address the undercapitalization of trading book exposures during the 

absorbing capital and the need to raise new capital. This, in turn, led to regulations to increase capital requirements 

amount of capital a bank is required to hold. 

While FRTB rules were published in January 2016 and implementation was originally set for January 2019, this date 

out how to absorb the higher capital requirements. FRTB was then delayed again until January 2023 due to the 
arrival of the global coronavirus pandemic.

In this paper, we review three of the core issues and challenges that demonstrate some of the ways FRTB will 

The FRTB Implementation Timelines Raise Questions

                 First, it needs to be indicated that FRTB will apply only to banks with at least $250 billion in assets in U.S. 
dollars and deals only with the trading book, as opposed to the banking book.

These are the implementation timelines: 

 JURISDICTION GO LIVE

Korea Live since Jan 2023
China - Mainland Jan 2024
Hong Kong Jan 2024
Canada Jan 2024
EU Jan 2025
UK
U.S.
Japan March 2025 – for domestic banks
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Korea is already live. China mainland, Hong Kong and Canada will go live in January 2024, while the EU will go live in 

for domestic banks).

may not want to be an adopter of FRTB before the U.S. and UK go live. Given the dominance of New York and 
London for trading book activity, the U.S. Federal Reserve and the UK’s Bank of England are both key players in the 

on what the U.S. and UK do. Flexibility in the sense that some regulators may postpone the implementation of FRTB if 

trading. 

According to Ernst & Young LLP, what should be noted here is that while The Bank of England Prudential Regulatory 
Authority’s (PRA) proposed implementation of FRTB capital rules is broadly aligned with Basel’s proposals, there are 
some exceptions: 

strike” approach for the calculation of Vega, and the introduction of a new ‘Carbon Trading’ risk bucket. A new approach 
is also proposed for the treatment of Collective Investment Undertakings enabling the use of third-party risk weights 
under certain conditions.

Going with the Standardized Model Approach or the Internal  
Model Approach

                 There are two pathways for determining the appropriate level of capital for the risk a bank is taking: the 

each approach. 

The SA method is based on risk sensitivities and is a computationally extensive method. However, since there is no 
requirement for the SA to pass quantitative P&L attribution and back-testing criteria (as it is the default method and 

to SA.
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no choice but using the SA by default. 

imposed by the regulations.

Additionally, in the U.S. there is something called the NPR (Notice of Proposed Rulemaking), which will include the 

around FRTB implementation can only be achieved once those documents are released. What is certain, from a U.S. 

risk factors can be adequately modelled (to avoid the risk factors from being considered non-modellable) and satisfy the 

requirements might have been lower as well. The reason is that when you look at the Spearman test that assesses the 
risk theoretical P&L (RTPL) and the hypothetical P&L (HPL), the correlation between them gives better results with high 
volatility because the covariance between RTPL and HPL is bigger.

capital requirements are likely to be lower than for the SA.

This is counterintuitive and perhaps not the intention of the Basel Committee on Banking Supervision as one would 
expect to have higher capital requirements in troubled times.

A Pressing Issue: the Technology Requirements and the Data 
Challenge

                 To meet FRTB’s requirements, banks will need to rethink—and potentially completely overhaul—their 

and explore new and more powerful technologies and methodological approaches that are open-ended, agile, and 
transparent. 

FRTB’s demands will include technologies that can meet the massive increase in data integration, data storage, data 
validation and computational power requirements (it is estimated that computational needs may grow 20 to 30 times). 

analytics to calculate and understand risk charges and capital at an individual desk level.
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Since the demands on technology platforms, in terms of additional calculations and data usage, will be huge and 
transformative, adhering to the new methodologies will likely require complex and time-consuming overhauls of risk 
systems. That is why many banks may elect to choose partnering with a suitable vendor. Technology vendors can play 
an important role in FRTB implementation programs.

DISRUPTION CAN BRING OPPORTUNITY
It is true that FRTB is widely seen as a seismic change to the way banks evaluate and measure market risk. But to “look 
on the bright side,” we believe that with disruption comes opportunity. A comprehensive and successful implementation 
of FRTB could, in several ways, result in positive transformational change for banks. There are two particular outcomes 
that will matter. One is that there will be less risks to a bank’s reputation—making the investment in the technology will 

To learn more details about FRTB, download our on-demand webinar FRTB in a Fast-Changing World: Is the Regulation 
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