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In May 2026, the Reserve Bank of India (RBI) decided not to activate the Countercyclical Capital Buffer (CCyB) after
reviewing key financial indicators. The RBI observed that credit growth in the economy remains stable and there are
no signs of excessive lending or rising systemic risk. Hence, it concluded that additional capital requirements for
banks are not required at present under the RBI (Commercial Banks - Prudential Norms on Capital Adequacy)
Directions, 2025.

About Countercyclical Capital Buffer (CCyB)

e The Countercyclical Capital Buffer (CCyB) is a macroprudential regulatory tool under the Basel IlI
framework designed to strengthen the resilience of the banking system across economic cycles.

e It requires banks to build additional capital during periods of strong credit growth and economic
expansion, which can later be used during periods of financial stress or downturns to maintain
credit flow to the real economy.

e This ensures that banks remain stable and continue lending even during financial stress, without

compromising their solvency.
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Countercyclical Capital Buffer (CCyB) Background

The concept of Countercyclical Capital Buffer (CCyB) emerged after the 2007-08 Global Financial Crisis (GFC),
which revealed a major weakness in global banking systems—banks tended to reduce capital buffers during

downturns, worsening financial instability. This procyclical behaviour amplified economic cycles.

To address this, the Basel Ill framework (2010), developed by the Basel Committee on Banking Supervision
(BCBS), introduced Countercyclical Capital Buffer (CCyB) as a macroprudential tool. Its purpose is to ensure
that banks build capital buffers in good times and use them in bad times, thereby improving financial system

resilience.

Countercyclical Capital Buffer (CCyB) Objectives

According to the RBI, the CCyB mechanism is intended to serve two broad objectives.

e Firstly, it requires a bank to build up a buffer of capital in good times, which may be used to maintain the
flow of credit to the real sector in difficult times.

e Secondly, it achieves the broader macro-prudential goal of restricting the banking sector from indiscriminate
lending in the periods of excess credit growth that have often been associated with the building up of

system-wide risk.

Countercyclical Capital Buffer (CCyB) Working Mechanism

The CCyB operates as a dynamic macroprudential tool that adjusts bank capital requirements according to the

stage of the credit cycle.

e The main indicator for activating CCyB is the credit-to-GDP gap, which shows whether credit in the
economy is growing faster than its long-term sustainable level.

¢ A high or positive gap suggests that credit is expanding too quickly, which may indicate overheating in the
financial system and rising systemic risk.

e However, RBI does not rely only on this single indicator. It also considers other supporting factors such as
asset price movements (like real estate and equity), bank leverage levels, and trends in asset
quality such as NPAs before taking a decision.

¢ When the economy enters a slowdown or financial stress period, RBI can reduce or fully release the buffer
requirement.

e Once released, banks can use the previously built capital to absorb losses and continue lending to businesses
and households.

e This countercyclical adjustment ensures that the banking system supports economic stability

instead of amplifying boom and bust cycles.

Countercyclical Capital Buffer (CCyB) Significance

e Enhances financial stability by reducing the build-up of systemic risk during credit booms.

e Prevents excessive and risky lending in periods of rapid economic expansion.
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e Acts as a financial shock absorber, allowing banks to withstand losses during downturns.
e Ensures continuous flow of credit to households and businesses during financial stress.

e Reduces the likelihood of banking crises and credit bubbles.

e Protects depositors and public finances by reducing the need for bank bailouts.

e Improves overall confidence in the banking and financial system.

Difference between Countercyclical Capital Buffer (CCyB) and Capital

Conservation Buffer (CCoB)

The Countercyclical Capital Buffer (CCyB) and the Capital Conservation Buffer (CCoB) are both part of the Basel Il

capital framework, but they serve different purposes and operate differently.

Basis Capital Conservation Buffer (CCoB) Countercyclical Capital Buffer (CCyB)
Nature Static and mandatory buffer Dynamic and variable buffer
Applicability = Always applicable to banks Activated only during periods of excess credit growth
Purpose Ensure banks maintain a minimum capital Control excessive credit growth and build resilience
cushion at all times during boom phases
Rate Fixed at 2.5% of Risk-Weighted Assets (RWA) Varies between 0% to 2.5% of RWA

Activated based on credit cycle conditions (e.g.,

Trigger No trigger; always maintained
credit-to-GDP gap)
Regulatory Protects banks during normal and stress
Prevents build-up of systemic risk in good times
role conditions
Flexibility Non-discretionary Discretionary (decided by RBIl/regulator)

Source: https://vajiramandravi.com/current-affairs/countercyclical-capital-buffer/
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