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Summary 
The financial crisis 2008 could lead to a default of the world banking sector. The 
seriousness and urgency of the problem was quickly realized by the Basel Committee 
on Banking Supervision, which in response developed a new regulatory standards on 
bank capital adequacy, stress testing and market liquidity risk that is known as Basel III. 
The introduction and implementation of Basel III is the topic of current interest. The 
effect of Basel III on banking sector is not known yet. What is known is that the 
changes in banking regulations will be significant. Nobody knows whether Basel III 
will be the panacea from all similar crises, the only thing is left to do is to observe and 
analyze. We have decided to look at how the UK banks are going to implement Basel 
III on organizational level. What are the changes the banks will need to make in order to 
meet the newly introduced requirements? How ready are the UK banks for the new 
Basel III framework? With those questions in our minds we have decided to formulate 
our research question as: “What approaches of implementing change as a result of the 
Basel III framework are utilized by UK banks?” The answer on this question helps us to 
understand the implementation issues that UK banks are facing right now. 
 
We have constructed our research on objectivism and positivism positions that have 
helped us to study the banks as one organism rather than the collection of different 
viewpoints by individuals. In order to answer the research question we have used a 
deductive approach and a qualitative research strategy. We have collected the data from 
the annual reports and pillar 3 disclosures reports of 5 largest UK banks.  
 
We have discussed Basel Accords and the UK banking sector in order to give the 
readers the full picture of our research base. Using organizational change theories we 
have formulated two propositions. First of them is that the UK banks use planned 
approach to Basel III implementation in relation to change planning. The second 
proposition is that the UK banks use first-order change approach to Basel III 
implementation in relation to degree of change. 
 
We have presented and analyzed how the banks deal with different requirements that 
will be implemented as part of Basel III. From this analysis and the discussion we have 
concluded that the banks use planned change approach with some emergent change 
signs as concern the intentionality of change. Therefore, we have been able neither fully 
support nor decline the first proposition. As concerns first-order change approach we 
have been able to support our proposition but have found out that even with this one 
category the degree of change may vary a lot. 
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1. INTRODUCTION 
1.1. Problem Background 

The financial crisis 2008 that has started in the USA quickly spread all over the world 
through the deep interconnection between banks. This crisis revealed new problems 
with systematic risk and interdependence of banks. As a response to these problems in 
2010-2011 Basel Committee on Banking Supervision developed new regulatory 
standards on bank capital adequacy, stress testing and market liquidity risk that is 
known as Basel III. 
 
Basel III is a new comprehensive set of reforms that was developed by the Basel 
Committee on Banking Supervision. The purpose of Basel III is to strengthen the 
supervision, regulation and risk management of the banking sector (Bank for 
International Settlements, 2013a). It was first published and released in December 2010 
as a measurement to prevent the financial crises like the one happened in 2008. Basel III 
aims to improve banks stability and as a result to make sure that they will not be in a 
risk of failure. Furthermore, the stability of banks means gained trust of its users and 
therefore the possibility to expand the economy as a whole. For the countries as a whole 
the strengthening of banking sector means stable economy in general. Thus, Basel III 
will not only improve the state of banks, but also help to improve other sectors in the 
countries’ economy. From banks’ perspective Basel III means better risk monitoring, 
safer capital structure, less failure risks and stricter supervision. As a result, banks will 
need to put more thoughts into capital, liquidity and risk management. 
 
Basel III is right now the topic of interest for researchers, bank employees including 
senior managers, governors and other people who are interested in state of banks and 
whole stability in banking sector. As a result, more and more research studies are done 
to make an attempt to analyze the implications and benefits of Basel III, whether it will 
eliminate the previous drawbacks and prevent the future crises. For example King and 
Tarbert (2011) talk about possible Basel III implications on the financial institutions 
around the world. At the same time, Lall (2011) discusses the disadvantages of Basel 
Accords and claims that Basel III is going to face the same fate as previous versions of 
Basel. However, there has been done little research of how banks do and will implement 
Basel III on their level and we would like to fill in this gap. This implementation will 
not only affect banks themselves but also their stakeholders. Furthermore, the research 
in this area will help to understand how ready for Basel III banks are and what they 
have already done in order to be ready. As a result, it will be possible to understand 
whether there will be a major change in the economy when Basel III comes into force. 
Furthermore, we would like to concentrate on changes that Basel III will bring into 
banks. These changes may affect banks and as a result they might have to make slight 
adjustments or completely restructure of the capital and risk management and as a result 
change their attitude towards stakeholders. Therefore, it is very important to understand 
how the newly introduced requirements will be implemented and how the modified 
requirements will be treated.  
 
UK economy is one of the economies that suffered the most in the result of the financial 
crisis. Furthermore, London is known as one of the leading financial cities and thus the 
condition of British banks strongly affects the world economy and European economy 
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in particular. Therefore, we believe that a research of the UK banks’ adjustment to Basel 
III is extremely important. 
 
In order to be able to fully investigate the implementation of change brought by Basel 
III to UK banks we have decided to focus on two dimensions. First of them is whether 
banks use emergent or planned approach to Basel III implementation. We have decided 
to analyse planned and emergent approaches since they are the most prominent in the 
organizational change management field and when it comes to change most researchers 
say about two main approaches. The planned approach is a staged process of 
implementing the change. The key idea of planned approach is to analyze the problem 
and generate the solutions to the problem which is done in a top-down way, meaning 
the change is generated by senior managers. Emergent approach, in its turn, is a bottom-
up approach, meaning that the senior managers alone can’t give the adequate response 
to the changes. The changes are so dynamic, the environment should be continually 
analyzed and organization on all levels should be ready to change. 
 
The second dimension that we use to research Basel III implementation is degree of 
change. According to Palmer et al. (2009, p. 89), there is a traditional distinction 
between first-order change also known as incremental or continuous change and second 
order change that is named transformational or discontinuous change by other authors. 
First-order change is characterized as adjustment within the existing structure rather 
than some fundamental changes within organization (Newman, 2000, p. 604). Second-
order change can be described as transformational, radical. It implies the complete 
change of organizational core values such as structure, strategy and values (Newman, 
2000).  Therefore, by looking at changes through these two dimensions we will be able 
to see a more complete picture of change that is and should be done by UK banks in 
order to follow Basel III regulations. 

1.2. Problematization 
There are a lot of researches that focus on different approaches to handle change that is 
brought by different factors including external environmental changes. For example, 
Morris (2007, p. 119) investigates “the interaction of sources of environmental and 
organizational constraints on organizational change in the banking industry”. 
Furthermore, Consoli (2005) researches the structural change of the banking industry in 
the UK as a result of implementation and development of information and 
communication technologies. However, most of these research papers focus on 
perception of change by individuals in both dimensions that we investigate: change 
planning and degree of change. The change in the organizations as many researchers 
agree involves people, staff as the main actors of realizing the change. Therefore the 
behavioural aspects of change are studied; the researchers are interested how people 
react on the change and so on. This is also proved by Bamford and Forrester, who stress 
the extension and richness of published researches on organizational change. They 
continue on saying that the researches were both quantitative and qualitative in nature, 
however most of the studies in their focus tend to look at culture, individual perceptions 
and reactions (Bamford & Forrester, 2003, p. 546). For example, Shin et al. (2012) 
investigate the success or failure of planned change and come to a conclusion that it 
depends on employees and their attitude to change. Frohman (1997) investigates the 
incremental changes that is brought by individual workers and highlights the 
characteristics of these employees. We aim to look into the organizational level of 
change rather than into the individualist level of change. It will give us the picture of the 
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organization as a whole and as result we can conclude how they react to change as a 
single organism rather than a group of independent people. Furthermore, there are few 
researches that investigate the organizational change as a result of new regulation. 
Therefore, our research covers the less investigated areas in order to understand the 
influence of Basel III to UK banks.  

1.3. Research Question 
What approaches of implementing change as a result of the Basel III framework are 
utilized by UK banks? 

1.4. Purpose 
The aim of this research is to investigate on what stage of Basel III implementation UK 
banks are by looking at different indicators that are required by Basel III. Furthermore, 
based on this information we want to come to a conclusion what approaches in terms of 
degree of change and change planning banks use or might use in the future in order to 
fully implement Basel III. 

1.5. Delimitations 
Basel III consists of three Pillars that cover different areas of consideration. Pillar 1 
deals with minimum capital and liquidity requirements. Pillar 2 covers supervisory 
review process for firm-wide risk management and capital planning. Finally, Pillar 3 
establishes risk disclosure and market discipline (Hull, 2012 pp. 268-269). We have 
decided to concentrate on the requirements within Pillar 1 because it is possible to 
measure them and as a result to see the dynamics. It helps us to determine what type of 
change refers to Basel III implementation. Other Pillars concentrate more on 
management and disclosure and therefore it is very challenging to establish the type of 
change that they bring. Therefore, we limit our study to consideration of Pillar 1 and 
minimum requirements that it covers. 

1.6. Choice of Subject 
We have decided to choose banking sector as our field of the research right away. We 
are both interested in how banks operate and their distinctive features from other 
organizations. After doing some research on interesting topics within banking sector we 
realized that Basel III is what we interested in. It is a new regulation that has not been 
researched yet from all possible angles that gives us broad range of choice of the 
specific topic for our research. Furthermore, we were motivated to discover something 
new from our thesis writing. However, we did not want our thesis to be overloaded with 
calculations and formulas. We would like to represent Basel III in a way that a person 
without previous knowledge of the topic could easily understand it. Therefore, we 
decided to combine Basel III with management field. After the research of possible 
topics we realized that the organizational change would help us to investigate Basel III 
implementation in the best way. Therefore, we decided to concentrate on this theoretical 
framework. However, without previous knowledge in this field we had to do extensive 
research in order to make sure that we fully understood this theory topic. 
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1.7. Disposition 
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2. BASEL FRAMEWORK 
This chapter of research study covers the Basel framework and its development. We 
start with the brief description of Basel Committee on Banking Supervision and the 
initial necessity of Basel introduction. Then we move on to Basel I and Basel II 
description. Finally, we investigate Basel III and its requirements that are going to be 
researched in our analysis part. 

2.1. Introduction 
The purpose of bank regulation is to ensure that a bank keeps enough capital for the 
risks it takes. It is not possible to eliminate the risk of all banks failures, however the 
governments want to minimize the risk of bank failing. By doing that the governments 
believe to create more stable economic environment where individuals and business 
have more confidence in banks’ credibility. (Hull, 2012, p. 257) 
 
The globalization of the banking industry increased the possibility that the collapse of a 
bank in one country could create serious losses for banks in other countries (Howells & 
Bain, 2008, p. 562). Howells and Bain talk about the collapse in 1974 of both Franklin 
National Bank in NY and Herstatt Bank Germany as one of the concerns that led to a 
setting up of a committee of bank supervisors (Howells & Bain, 2008, p. 562). The 
Basel Committee (the formal title was the Committee on Banking Regulation and 
Supervisory Practices) was established in 1974 by the central-bank Governors of the 
group of ten countries and meets four times in a year. The purpose is to formulate the 
broad supervisory standards and guidelines that individual authorities will implement in 
the best way that is most suitable for their national systems; therefore it doesn’t possess 
any legal force (Bank for International Settlements, 2013b). The Basel Committee 
doesn’t have any legal authority over central banks; therefore the regulations for banks 
are not mandatory but advisory, each country is free to implement Basel Accords in its 
adjusted way. The timing and implementation vary among the countries that is why we 
are interested in the approaches UK banks use in order to implement Basel III. 

2.2. Basel I 
The international standards for bank regulations were first developed in 1988 by the 
Basel Committee on Banking Supervision (BCBS). It was an agreement that is known 
now as Basel Accord. Since that time new regulations were revisited and modified, but 
the same approaches were retained. In order to understand the current regulations it is 
important therefore to review the historical development. (Hull, 2012, p. 257) 
 
Before 1988 banks in their attempt to win the larger market share had rapidly increased 
their domestic and foreign exposure. At some institutions these new exposures were not 
matched by increases in the institutions’ capital bases. As a result the minimum capital 
levels within the global financial system began to break. Deregulations also allowed to 
take advantage of the differences in national treatment of similar assets for capital 
purposes. In short, national standards did not link capital requirements to actual risk 
levels (King & Tarbert, 2011, p. 1). As Hull mentioned, some countries enforced 
regulations more diligently than others. That created competition among banks where a 
bank operating in a country with relatively weak regulations had a competitive 
advantage over the one operating in a country with more strict banking regulations 
(Hull, 2012, p. 258). The BIS (Basel for International Settlement), or Basel Capital 
Accord, was a first attempt to set international risk-based standards of capital adequacy 
for internationally active banks (Hull, 2012, p. 258). 
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Basel I consisted of three main components. First, the BCBS introduced the minimum 
regulatory ratio for internationally active banks. They were required to hold sufficient 
regulatory capital of at least 8% of their total assets in respect to Risk Weighted Assets 
in order to capture the riskiness investments undertaken. 
 
Second, the Basel Committee established a definition for the regulatory capital. Items 
that are considered as regulatory capital were divided into Tier 1 and Tier 2. Tier 1 
capital usually represents the highest quality capital, such as common equity and some 
type of preferred stock. Tier 2 capital largely represents a lower quality capital, often 
called “supplementary” capital. Basel I required regulatory capital to be half constituted 
of Tier 1 capital. 
 
Third, the BSCB introduced the standardized method of calculating regulatory capital 
ratios. To calculate these ratios, the BSCB incorporated the concept of risk-weighted 
assets, since assets have different risk levels. Risk-weighting of assets involves 
categorizing a bank’s assets according to credit risk and then weighting each of these 
categories accordingly. Basel I used a “bucket” approach that consisted of major 
categories of assets. Bank assets were categorized according to the credit risk of the 
borrower. (King & Tarbert, 2011, p. 2) 
 
King and Tarbert talk about two major problems within Basel I. First problem is the 
failure to agree on the uniform definitions of Tier 1 and Tier 2 capital. Moreover, the 
attempt of uniform risk-weight categories, to their minds, emerged as one of the 
framewor’s greatest flaws. The categories of assets encouraged regulatory arbitrage 
(King & Tarbert, 2011, p. 2). Lall also shares the same point of view saying that under 
defined risk categories, banks had an incentive for the same amount of capital to back 
assets with very different risk profiles, which in the end led to having higher-yielding 
assets within a given risk category (Lall, 2011, p. 612). 

2.3. Basel II 
Basel II was formally adopted in 2004 in order to offer a more comprehensive and risk-
sensitive approach to capital regulation. According to the BCBS, the new accord would 
have the following objectives:  

1. The Accord should continue to promote safety and soundness in the financial 
system and, as such, the new framework should at least maintain the current 
overall level of capital in the system. 

2. The Accord should continue to enhance competitive equality. 
3. The Accord should constitute a more comprehensive approach to addressing 

risks. (Lall, 2011, p. 612) 
 
Basel II involved three so-called “pillars”: minimum capital requirements, the 
supervisory review process, and market discipline (King & Tarbert, 2011, p. 2). In Pillar 
I the minimum capital requirement for credit risk is calculated in a new way that reflects 
the credit ratings of counterparties (Hull, 2012, p. 268). According to King and Tarbert, 
Pillar I is the most important and the most controversial one. Basel I focused on credit 
risk of a bank’s asset when calculating RWAs. In 1996 the BSCB revisited Basel I 
Accord by adding the market risk element in calculating RWAs. Moreover, during 
Basel II negotiations the operational risk was added as a third factor to be considered 
when calculating RWAs. However, the major contribution as the authors emphasize, 
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was the provided three method of assessing credit risk of the assets: the standardized 
approach, the foundation Internal Rating Based approach and the Advanced IRB 
approach (King & Tarbert, 2011, p. 2). The general requirement in Basel I that banks 
should hold a total capital equal to 8% of risk-weighted assets (RWA) remains 
unchanged: 
 
Total Capital = 0.08 * (credit risk RWA + market risk RWA + operational risk RWA) 
(Hull, 2012, p. 268). 
 
Pillar 2 concerned with the supervisory review process, which allows regulators in 
different countries some discretion in how rules should be applied depending on the 
local conditions, but also requires the consistency in application. Supervisors are 
entitled to make sure that the minimum capital requirements are met by the banks. They 
also should encourage banks to use better risk management techniques and evaluate 
them. 
 
Pillar 3, market discipline, requires banks to disclose more information about the way 
they allocate capital and the risks they take. (Hull, 2012 pp. 268-269) 
 
Basel II being released in 2004 has not been adopted fully by the countries and in a 
short time period failed to prevent the financial crisis. Some of the analytics blame 
Basel II for not being able to fulfil all the objectives it has and see it as a consequence of 
the crisis, but some argue (Hull, 2012) that the seeds were sown before the Basel II was 
implemented (in fact, the USA is one of those countries that just started to implement 
Basel II). (Hull, 2012, p. 285) 

2.4. Basel III 
Basel III was released in December 2010 as “a comprehensive set of reform measures to 
strengthen the regulation, supervision and risk management of the banking sector. These 
measures aim to: 
• improve the banking sector’s ability to absorb shocks arising from financial and 

economic stress, whatever the source; 
• improve risk management and governance; 
• strengthen banks’ transparency and disclosures” (Bank for International 

Settlements, 2013a). 
 
As King and Tarbert remark, reforms in Basel I and Basel II were almost exclusively 
made at a microprudential level, or bank-specific levels. Basel III in its turn introduced 
a set of tools and standards at the macroprudential level – such as countercyclical buffer 
and leverage ratio – in order to address systemic risk within the global financial system. 
(King & Tarbert, 2011, p. 3) 
 
The Basel Committee aims to raise “resilience of the banking sector by strengthening 
the regulatory capital base and enhance the risk coverage of the capital framework” 
(Basel Committee on Banking Supervision, 2011, p.2). The reforms of Basel III aimed 
to ensure that the capital base of every internationally active bank is backed up by the 
high-quality buffer that can absorb the losses occur during the economic distress 
periods. Basel III therefore is focusing to strengthen the fundamental definition of 
capital, namely its quality, consistency and transparency. (King & Tarbert, 2011, p. 3) 
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Basel III as Basel II rests on the three pillars that are reinforced by the enhanced 
regulations. Basel III also requires banks to have “total capital” of at least 8% of the 
RWAs. However, in Basel III the Tier 1 Capital should comprise 75% of the total 
capital, while the Tier 2 only 25%. Under Basel III, a bank’s total capital should consist 
of: Tier 1 equity capital, Additional Tier 1 and Tier 2 capital. The Basel Committee 
gave a clear definition of the capital. 
 
Common equity Tier 1 capital consists of the sum of such elements as:  
• “common shares issued by the bank; stock surplus (share premium);  
• retained earnings;  
• other comprehensive income;  
• minority interests in the common stock of consolidated subsidiaries and  
• certain regulatory adjustments” (Basel Committee on Banking Supervision, 

2011, p. 13). 
 
“Additional Tier 1 capital consists of the sum of the following elements:  
• instruments issued by the bank that meet the criteria;  
• “stock surplus (share premium) resulting from the issue of instruments included 

in Additional Tier 1 capital;  
• instruments issued by consolidated subsidiaries of the bank and held by third 

parties that meet the criteria for inclusion in Additional Tier 1 capital and are not 
included in Common Equity Tier 1 and  

• regulatory adjustments applied in the calculation of Additional Tier 1 Capital” 
(Basel Committee on Banking Supervision, 2011, p. 15). 

 
“Tier 2  consists of the sum of the following elements:  
• instruments issued by the bank that meet the criteria for inclusion in Tier 2 

capital;  
• stock surplus (share premium) resulting from the issue of instruments included 

in Tier 2 capital;  
• instruments issued by consolidated subsidiaries of the bank and held by third 

parties that meet the criteria for inclusion in Tier 2 capital and are not included 
in Tier 1 capital;  

• certain loan loss provisions and  
• regulatory adjustments applied in the calculation of Tier 2 Capital” (Basel 

Committee on Banking Supervision, 2011, p. 17). 
 
Shortly, Tier 1 capital includes share capital and retained earnings, Additional Tier 1 
capital consists of the items such as non-cumulative preferred stock that were 
previously Tier 1, but are not common equity.  Tier 2 capital includes debt that is 
subordinated to depositors with an original maturity of five years. (Hull, 2012, p. 290) 
 
According to Basel Committee common equity is “going-concern capital” (has positive 
equity capital), which means that common equity absorbs losses. Tier 2 capital is “gone-
concern capital” (has negative capital) losses have to be absorbed by the Tier 2 capital. 
 
The capital requirements are as follows: 

1. Tier 1 equity capital must be at least 4.5% of the RWAs at all times. 
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2. Total Tier 1 capital (Tier 1 plus additional Tier 1) must be at 6% of RWAs at all 
times. 

3. Total capital (total Tier 1 plus Tier 2) must be at least 8% of RWAs at all times. 
(Hull, 2012, p. 290) 

 
The BCBS has also required two additional capital buffers that are intended to serve as 
further defences against future losses: a capital conservation buffer and a 
countercyclical buffer. The common principle underlying in both buffers is that banks 
should build up capital during “good times” (when it is usually easier for banks to raise 
capital) i.e. periods of strong growth that can be drawn down during the inevitable “bad 
times” (times of financial difficulties and stress) when unexpected losses may occur; 
(King & Tarbert, 2011, p. 5) 
 
Capital conservation buffer should comprise 2.5% of RWAs of the common equity Tier 
1 capital. With the capital conservation buffer the Tier 1 equity capital that banks are 
required to keep in normal times should constitute 7% of RWAs; total Tier 1 capital is 
required to be at least 8.5% of RWAs; Tier 1 plus Tier 2 capital is required to be at least 
10.5% of RWAs. These numbers are allowed to fall to 4.5%, 6% and 8% in stressed 
periods, but then banks are in pressure to bring the capital back to the required levels. 
(Hull, 2012, p. 291) 
 
Countercyclical buffer is similar to capital conservation buffer, but the extent to which it 
is implemented is left to the discretion of the national authorities of a country. The 
buffer is intended to provide protection for the cyclicality of bank earnings. The buffer 
can be set between 0% and 2.5% of total RWAs (Hull, 2012, p. 291). The national 
authorities are to decide the size of the countercyclical buffer. Some countries are 
required to have more capital than Basel III even when the countercyclical buffer is 
taken into account. For example, Switzerland requires its two large banks (UBS and 
Credit Suisse) to have Tier 1 equity capital that is 10% of RWAs and total capital which 
is 19% of RWAs. One of the reasons is that the banks are huge when compared to the 
economy of Switzerland and a failure of one of the banks would have terrible 
consequences for the country. (Hull, 2012, pp. 291-292) 
 
In addition to the capital requirements based on RWAs, Basel III specifies a minimum 
leverage ratio of 3%. The leverage ratio is the ratio of capital to the total exposure 
without referencing to RWAs. Total exposure includes all items on the balance sheet 
(without any risk weighting) and some off-balance-sheet items such as loan 
commitments (Hull, 2012, p. 292). The leverage ratio was introduced by the Basel 
Committee to enforce the existing risk-based capital requirements. 
 
Prior to the crisis, there was a belief that the banks should have sufficient capital for the 
risks they take. However, the crisis showed that the problem was not in how much 
capital there were but in liquidity risks they were taking (Hull, 2012, p. 292). 
Acknowledging that the liquidity is as important as capital adequacy to the future 
financial stability, the BSBC introduces the liquidity standards: Liquidity Coverage 
Ratio (LCR) and Net Stable Funding Ratio (NSFR) (King & Tarbert, 2011, p. 9). These 
standards were created to address two separate but complementary objectives. The LCR 
is aimed “to promote short-term resilience of a bank’s liquidity risk profile by ensuring 
that it has sufficient high quality” liquidity assets to survive during an acute stress 
scenario lasting for one month (Basel Committee on Banking Supervision, 2011, p. 8):  
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The BSBC requires the ratio to be greater than 100% in order to survive during this 
pressure times (Hull, 2012, p. 293). 
 
The NSFR is fulfilling the second objective, which is “to promote resilience over a 
longer time horizon by creating additional incentives for a bank to fund its activities 
with more stable sources of funding on an ongoing structural basis” (Basel Committee 
on Banking Supervision, 2011, pp. 8-9). The NSFR requires funding in a long lasting 
stress scenario. 
 

NSFR = 
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The numerator is calculated by multiplying each category of funding (capital, wholesale 
deposits, retail deposits, etc.) by an available stable funding (ASF) factor, reflecting the 
stability. The denominator is calculated from the assets and off-balance-sheet items 
requiring funding. Each category is multiplied with a required stable funding (RSF) 
factor to reflect the permanence of the funding required. The NSFR should be greater 
than 100%, which means the amount of stable funding should be greater than the 
required stable funding. (Hull, 2012, pp. 293-294) 
 
The Basel III is not only focusing on raising the quality and level of capital base, but 
also tries to cover all the risks that can occur in the capital framework. Some changes 
were made, which we are going to cover now. 
 
Banks are required to calculate the default risk capital charge for counterparty credit 
risk using a stress calibration on a total portfolio level. Banks in order to compute 
current exposures should use current market data and at least three years of historical 
data should be used in order to estimate the parameters of the model. The data must be 
updated quarterly and even more often if market conditions warrant. (Basel Committee 
on Banking Supervision, 2011, pp. 36-37) 
 
In addition to default risk capital requirements banks “must add a capital charge to 
cover the risk of mark-to-market losses on the expected counterparty risk” (Basel 
Committee on Banking Supervision, 2011, p. 31). The expected losses that occur in case 
of counterparty defaults are usually called credit value adjustments (CVA). The CVA 
capital charge is calculated depending on a bank’s approved methods of calculating 
capital charges for a counterparty credit risk (Basel Committee on Banking Supervision, 
2011, p. 31). 
 
Another measure under risk coverage in Basel III is the wrong-way risk. “A situation 
where there is a positive dependence between the two, so that the probability of default 
by the counterparty tends to be is high (low) when the dealer’s exposure to the 
counterparty is high (low)” is the wrong-way risk (Hull, 2012, p. 388). In other words, 
the risk arises when a bank’s exposure to a counterparty increases as the counterparty’s 
creditworthiness declines (King & Tarbert, 2011, p. 9). The banks are to monitor the 
wrong-way risks and reports should be provided to the senior managers or board on the 
regular basis and what steps should be taken to manage such risks (Basel Committee on 
Banking Supervision, 2011, pp. 37-38). 
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In conclusion we can say that Basel regulations changed a lot over the years. These 
changes occur as a result of detected problems that have not been covered by the 
framework. Each version of Basel aims to eliminate these problems. Basel III is the 
latest framework that aims “to strengthen the regulation, supervision and risk 
management of the banking sector” (Bank for International Settlements, 2013a). 
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3. THEORETICAL FRAMEWORK 
In this chapter we are going to discuss two dimensions on organizational change. First, 
we are going to look at planned versus emergent approach. Then we discuss the first-
order versus second-order change approach. As a result of both parts we will make 
propositions which we will support or not with the help of the data and its analysis. 

3.1. Planned vs. Emergent Approach 
In the literature there is considerable disagreement regarding the most appropriate 
approach to changing organizations. Bamford and Forrester (2003, p. 547) see the 
reason for this disagreement in doubts of managers in the validity and relevance of the 
literature and confusion of which approach to use. However, still the literature mostly 
distinguishes two main approaches to change: planned and emergent (Burnes, 1996a, p. 
170). Planned approach is seen as the base for organizational development field. More 
than 50 years ago, Kurt Lewin, a German-American humanitarian, first described and 
formulated a planned approach that dominated in theory and in practice until 1980s, 
when it started to be actively criticised. Organizational change, according to the planned 
approach, is done in the series of planned and pre-planned steps that move organization 
from unsatisfactory stage to the desired one (Bamford & Forrester, 2003, p. 547). 
Another approach, the emergent originated in 1980s and appeared after a lot criticism 
done on the planned approach. The emergent approach sees the change as a continuous 
and unpredicted process that influences the organizations (Burnes, 1996a, p. 170). 
 
In our first theoretical part, we would like to analyse both approaches, describing what 
is implied in those approaches and why there are still arguing about the most 
appropriate one. Mostly the reason for disagreement is the complexity to successfully 
and effectively implement a change, despite of the size of organizations. 

3.1.1. Planned Approach 
When talking about planned approach, organization usually viewed as a mechanical 
system that needs to be fine-turned and honed in order to achieve the intended 
objectives. Thus, when planning the change, it is significant to make sure that the 
regulations are carried out the way they were planned. In extreme cases, leaders plan the 
change and members implement the change. (Bright & Godwin, 2010, p. 183) 
 
According to Lewin one of the models that can be used is Action Research. Action 
research is an approach to solving organizational problems (Burnes, 1996a, p. 180). 
Lewin conceived of Action Research as an iterative, two-pronged process whereby 
research leads to action, and action leads to evaluation and further action. Lewin (1946, 
p. 206, cited in Burnes, 2004a, p. 312) stated that Action Research “...proceeds in a 
spiral of steps each of which is composed of a circle of planning, action, and fact 
finding about the results of the action”. 
 
Furthermore, French and Bell (1984, pp. 98-99, cited in Burnes, 1996a, p. 180) give the 
definition of action research: 
“Action Research is research on action with the goal of making that action more 
effective. Action refers to programs and interventions designed to solve a problem or 
improve a condition... Action research is the process of systematically collecting 
research data about an ongoing system relative to some objective, goal, or need of that 
system; feeding these data back into the system; taking action by altering selected 
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variables within the system based both on the data and on hypothesis; and evaluating 
the results of actions by collecting more data.” 
 
Action Research is a process that requires secure information, hypothesis and actions 
from all parties involved that analyse the current situation or problem and evaluate 
actions taken towards the solution of a problem. The parties involved are usually 
represented by three distinct groups: the organization (one of more senior managers), 
the subject (the people from the area where the change is taking place) and the change 
agent (consultant who might not be the part of the organization). Action research is a 
two-pronged process: first, it emphasizes that change requires actions; second, the 
action is based on the analysed situation with all possible appropriate solutions (Burnes, 
1996a, p. 181). In general, Action research requires a small group of “planners”, usually 
at the highest level of organizations (Bright & Godwin, 2010, p. 183). Consequently, 
planned approach remains hierarchical or “top-down” approach where changes are 
planned on the managerial level and are implemented accordingly. One can make a 
conclusion that planned approach is highly time-consuming and intensive, since to plan 
takes time. From control perspective, Bright and Godwin (2010, p. 184) say of several 
potential benefits of planned approach to change. They consider planned approach as a 
reflection of the power structure in organizations. Thus, planned approach encourages 
compliance and discourages deviations. Planned approach gives the sense of 
predictability: that it is possible to anticipate change and foresee the organizational shift. 
Moreover, the leaders can be sure that the change will be carried out in alignment with 
established standards or hierarchically developed standards (Bright & Godwin, 2010, p. 
184).  
 
In other words, not the whole organization is involved in the process of change, before 
the senior group of managers makes a well-thoughtful decision with all aspects taken 
into account analysed and evaluated. Therefore, the planned approach sometimes 
characterized as a top-down approach. Here is where the problems come up. In some 
organizations cooperation between employees and managers cannot be reached. 
Therefore, it is important that employees agree on change and how it is going to be 
implemented. (Burnes, 1996a, p. 186) 
 
Kurt Lewin (1946, cited in Burnes, 1996b, p. 12) also developed a three step model; to 
his mind the change can be successfully implemented if it is done in three steps: 
unfreezing, moving and refreezing. Unfreezing step for an organization would mean the 
reduction of the forces that form an old structure or position the organization in 
unwanted stage. After unfreezing in order to move in the desired direction all the forces 
and options should be taken into account, identified and evaluated. Refreezing step is 
basically stabilizing the new quasi-stationary equilibrium, in organizational terms; it 
would often require changes in organizational culture, norms, policies and practices. 
(Burnes, 2004b, p. 986) 
 
The 3-steps model “recognizes that before new behaviour can be adopted successfully, 
the old has to be discarded. Once again, it is important to realise the need of a change, 
that there is a need in refusing the old behaviour and accepting a new one. This can be 
the similarity with the Action Research. Only then can the new behaviour become 
accepted. The 3-step model provides a general framework for understanding the process 
of organizational change. (Burnes, 1996a, p. 183) 
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Planned approach has been criticized a lot. Most of the researches point out that change 
is continuous and open-ended process and in our turbulent and chaotic world change 
won't occur from one stable state to another (Garvin, 1994, cited in Bamford & 
Forrester, 2003, p. 547). Schein (1985, cited in Bamford & Forrester, 2003, p. 547) in 
his article, argue that change usually is not accepted by all individuals, all individuals 
can’t agree to move in one direction without disagreements. Most of the researchers 
criticize the planned approach for assumption of environment being stable and fixed. 
However, this is seen as the main proponents’ idea that changes happening in a dynamic 
world. Changes of external environment therefore need responses from organization 
(Burnes, 1996b, p. 14). 

3.1.2. Emergent Approach 
Unlike planned approach, emergent approach is relatively new concept and doesn't have 
a coherent, agreed set of methods and techniques. Most of the proponents of emergent 
approach evaluate from different perspectives, but the only thing that unites them is a 
common disbelief in the efficiency of the planned approach. (Burnes, 1996a, p. 187) 
 
Burnes in his book is citing different authors that criticize planned approach and 
therefore gave a rise for emergent approach. For example, Dawson and Wilson (1994, 
cited in Burnes, 1996a, p. 187) agreed on the appropriateness of planned approach in a 
business environment that to their mind is increasingly dynamic and uncertain. They 
argue that those, who believe that a pre-planned and centrally directed process of 
“unfreezing”, “moving” and “refreezing”, ignore the dynamic nature of environmental 
and change processes and at the same time mislead the need for employees’ flexibility 
and structural adaptation. Further on, Wilson (1992, cited in Bamford & Forrester, 
2003, p.548) argues that the planned approach, with its in advance prepared plan, relies 
too heavily on the senior managers, who should fully understand the situation and the 
preceding actions, but also should explain the plan so it is understood, accepted and 
implemented . This implies that the emergent approach in its nature realizes the fast 
changing environment and accepts the unpredictability of the reality (Burnes, 1996b, p. 
11). Emergent approach sees the change as an open-ended and continuous process 
whereby organizations try to operate in an unpredictable, many-faced environment. 
Even though it is not stated openly, emergent approach to change is based on the 
assumption that organizations operate in a dynamic and unpredictable environment. 
Therefore, the organizations need to continuously scan the environment in order to 
adapt and respond to change. Thus, the planned approach is inappropriate. To be 
successful, changes need to emerge constantly in order to respond and take advantage of 
environmental threats and opportunities (Burnes, 1996b, p. 14). 
 
McCalman and Paton (1992, cited in Burnes, 1996a, p. 188) argue that managers should 
have an extensive and systematic understanding of their organization’s environment, to 
identify the forces for the change and to ensure that an organization will be able to 
respond in a timely and appropriate manner. 
 
Supporters of emergent approach argue that extensive and in-depth understanding of 
strategy, structure, systems, people, style and culture, so it will be the supporting 
elements for change, rather than barriers (Burnes, 1996a, p. 189). A major difference 
from the planned approach, the proponents of the emergent approach see in the bottom-
up way. The emergent approach tends to see change as driven from the bottom-up rather 
than from the top-down, and stresses that change is an open-ended and continuous 
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process of adaptation to changing conditions and circumstances. It is also sees the 
change as the process of learning, that is why in the beginning was referred to 
organizational learning (Burnes, 1996b, p. 13). The case in favour for this approach is 
the pace of the environmental change so rapid and complex that it is impossible for a 
small group of senior managers to effectively and timely identify, plan and implement 
the necessary organizational responses. That is why employees should also possess the 
necessary skills and motivation for change. In order to achieve that, not only senior 
managers but also employees should be able to interpret and perceive the world 
(Burnes, 1996a, p. 189). 
 
The main key ideas of the emergent approach are the following: organizational change 
is a continuous process of experimentation and adaptation aimed at the matching the 
organization's capabilities to the needs of an uncertain environment. Organizational 
change is best achieved through small-scale incremental changes that will lead to a 
major change in an organization. The role of the senior managers is not only to plan the 
change, but mainly to create the climate for change implementation. The key 
organisational activities that allow these elements to operate successfully are 
information gathering (about external factors and internal objectives and capabilities), 
communication (the transmission and discussion of information), and learning (the 
ability to develop new skills, draw knowledge from the past experience). 
 
In a conclusion, the planned approach is the best suited to relatively stable and 
predictable situations where change can be driven from the top down. Contrary, the 
emergent approach is the one geared to fast-moving and unpredictable situations where 
it is impossible to drive change from the top (Burnes, 1996b, p. 16). 
 

3.1.3. Integrating Planned and Emergent Approaches 
Even though the literature tend to draw a line that separates, opposes planned and 
emergent approaches, recently some of the researchers came to a conclusion that these 
two approaches can be used together. Mainly, they claim that planned approach to 
radical change implies also the emergent changes within the organization. To support 
this point of view, we would like to refer to the two case studies. The two case studies 
analysed the organizational strategic changes in Construction Company and in non-
profit organization. 
 
Bright and Godwin (2010) were analysing the strategic refocusing happened in non-
governmental organizations. On the one hand, they say the process was very much a 
planned approach to change. With a specific, top-down directive to outline a strategic 
change plan in less than four months, the vision for change was primarily driven by 
senior managers in hierarchical fashion as in planned approach. Although there was a 
top-down approach for change, the process also went in parallel bottom-up approach, 
because the organization involved employees and encouraged new ideas and 
suggestions. As consequences, the organization successfully implemented the planned 
approach in a fast and effective way, which brought out benefits of both approaches. 
(Bright & Godwin, 2010, pp. 192-193) 
 
Burnes (2004c) in his case study analysed the XYZ construction company that went 
through the process of structural change. He also came to a conclusion that integrating 
planned and emergent approaches are leading to effective change implementation. The 
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implementation and development of the new structure at XYZ can be seen as a planned 
approach rather than as emergent one. Indeed, the five stages, described in the case were 
seemed very much like a three step model of Kurt Lewin, representing unfreezing, 
moving and refreezing stages. However, the series of changes that emerged before the 
final date were small-scaled and proceeded from the people involved and not were 
driven by the senior managers. The author argues that it was these changes which 
created the change in the company and lead to the relatively rapid change in the 
organizational structure (Burnes, 2004c, p. 898). 
 
Conclusion: in our first theory part, we have just presented two contrasting approaches 
to change; planned and emergent. We have underlined the key ideas of both approaches 
in order to make a proposition, we are going to support or reject. After analysing the 
literature and the nature of Basel III regulations, we tend to think that banks will likely 
use the planned approach. We have several arguments that mostly lead us to that 
conclusion. First of all, the new regulations are coming from top down, meaning they 
are developed by senior managers. Secondly, we know that the Basel regulations are 
followed within the timeline, the timeline is one for all banks and therefore it is timely 
scheduled. And finally, the Basel III regulations are having several stages that are 
described in phase-in arrangements. Therefore: 
 
Proposition 1. Banks use planned change approach to Basel III introduction and 
implementation as concerns change planning. 

3.2. First-order vs. Second-order Change 
In this part of the paper the theoretical framework of the scale of the organizational 
change is discussed. There are two types of change within this framework. They are 
first-order change or incremental change and second-order change or transformational 
change. At the beginning, first-order change is discussed and it is followed by the 
discussion of second-order change. 

3.2.1. First-order Change 
Fox-Wolfgramm et al. (1998 p. 88) believe that a lot of attention is paid to the second-
order change without enough attention to the first-order change. It results in 
impossibility to explain some occurred changes using just second-order change. 
Therefore, it is extremely important to investigate both first-order and second-order 
change. 
 
According to Newman (2000, p. 604), first-order change is convergent and incremental. 
It may entail adjustments in structures, processes or systems, but “it does not involve 
fundamental change in strategy, core values or corporate identity”. There are a lot of 
researches have been made on the organizational change and after thoughtful 
examination it is possible to conclude that different authors use different terminology 
for the same concept. In particular, incremental change is often used instead of first-
order change. 
 
Fox-Wolfgramm et al. (1998) in their research investigate the response to first-order 
changes brought to banking industry by the Community Reinvestment Act (CRA) that 
addresses the problem of discrimination against certain areas in communities. They base 
this research on the example of two banks that use different strategic orientations to 
response to this kind of change. One of the banks has prospector strategic orientation 
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which means that this kind of organization focuses more on creativity rather than 
efficiency. It is dynamic and has broad product lines that focus on market opportunities 
and product innovations. The prospectors’ structure is decentralized with low level of 
specialization and formalization. Another bank that is researched by Fox-Wolfgramm et 
al. refers to defenders. It is less dynamic and focuses on efficiency of existing 
operations. The structure is more centralized, formalized and specialized than 
prospectors’ structure. The differences between prospectors and defenders suggest that 
prospectors are open to change and adapt to changes in environment more easily (Fox-
Wolfgramm et al. 1998, p. 90). Based on this description, it is possible to assume that 
greater pressure would be needed to overcome defender’s resistance to change. The 
researchers observe these banks for seven years when the adaptation of CRA occurs at 
the institutional, organizational and strategic issue levels. As a result of this observation 
the researchers confirm that defender bank is more resistant to change and the CRA is 
managed on a part-time basis by lower-level managers. Contrary, the CRA is used 
constantly by senior managers in prospector bank. The researchers come to the 
following conclusions: 
• If the image and identity of organization are inconsistent with institutional 

pressures for change, the organization will resist change attempts; 
• The organization will use the evidence of its success to justify and reinforce its 

identity; 
• If the change even successful is inconsistent with the organizational image and 

identity, this kind of change will not be sustainable and will lead to interrupted 
adaptation track (Fox-Wolfgramm et al. 1998, p. 120); 

• If an organization believes that it meets society’s demand it will resist change; 
• An organization will be unresponsive to calls for change if there is moral 

resistance to change unless there is clear evidence of identity and image 
nonconformance; 

• Organizational images and identities are flexible (Fox-Wolfgramm et al. 1998, 
p. 122). 

 
Therefore, in order to fully investigate how organizations handle the change it might be 
useful to see whether the proposed change is consistent with the image and identity of 
organization. In our case, Basel III framework is not brand new regulation but rather the 
improved version of Basel II with some new elements. Therefore, the image and 
identity of the banks should be consistent with the proposed changes. Furthermore, one 
of the reasons for Basel III implementation is to make sure that banks are stable. This 
presents the demand of the society that has been changed as a result of the financial 
crisis 2008. Therefore, the banks should not resist a change because at the moment the 
society’s demand for trust is not met. 
 
In a conclusion of the first-order change description, we can say that this type of change 
is characterized by adjustments to the changed environment rather than a complete 
restructure of the organization. Furthermore, it depends on the type of strategic 
orientation of organization and consistency of the change with the organization’s image 
and identity. 

3.2.2. Second-order Change 
Second-order change is very different from the first-order change described above. It is 
radical, transformational and changes the core of the organization such as strategy and 
organization’s values and others. It is risky as the outcome of this type of change is 
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usually unknown. Second-order change occurs as a result of a change of the competitive 
environment that can be brought by, for example, new market or institutional contexts 
(Newman 2000, p. 604). This type of change is also known as a discontinuous change 
(Palmer et al., 2009, p. 89). 
 
Second-order change may occur in a lot of different ways. Palmer and Dunford (1997, 
cited in Palmer et al., 2009, pp. 89-90) identify eight recommendations for major 
second-order change that may help organizations to keep up with a highly competitive 
environment. These recommendations are: 
• Reduction of the vertical levels of the organization; 
• Introduction of internal and external strategic cooperation; 
• Outsourcing of activities that are not in the competency of the organization; 
• Split the organization into several units to decentralize it; 
• Introduction of mechanisms to grant to employees with resources, authority  and 

encouragement to take actions; 
• Organization of flexible working groups; 
• Introduction of short-term contract with the purpose of hiring people for the 

specific tasks; 
• Improvement of communication and resource sharing by reduction of internal 

and external boundaries. 
 
Thus, Palmer and Dunford (1997, cited in Palmer et al., 2009, pp. 89-90) focus on 
second-order change that mainly occurs due to the change of structure, process and 
boundaries of an organization. Whittington et al. (1999) provide more detailed but very 
similar classification and therefore there is no additional information that may be useful 
for our research. 
 
Additionally to the possible changes that have been described above, second-order 
change is broken down into three types by Flamholtz and Randle (1998, pp. 8-9, cited in 
Palmer et al., 2009, pp. 92-93). First type of transformation change occurs when an 
organization transforms from an entrepreneurial to a professional management structure. 
Second type implies that an organization changes itself in order to be more efficient but 
remains focused on the same market. Third type of transformation involves the 
complete change of a business in which it is involved. Based on the provided 
information, it is possible to conclude that changes brought by Basel III may 
theoretically result in second type of transformation for some banks. 
 
Therefore, it is possible to see that second-order change occurs when major shifts within 
structure, strategy, operations and other determinant concepts for an organization occur. 
It is possible to see that there are a lot of researches that have been made on 
classification of change and how individuals deal with different type of change. For our 
research it is useful to look into the research about introduction of new regulations and 
how organizations deal with it. Andrew King (2000) in his research focuses on the 
organizations’ response to new water pollution regulations. He comes to the conclusion 
that managers direct the initial response to a new regulation. They organize new 
department rather than restructure whole organizations in order to manage water 
pollution. However, while in some organizations these departments have become 
essential part of organizational structure, in other organizations they operate as buffers 
that separate new regulation from all other departments of organization. As a result, 
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organizations experience more substantial change when the department become integral 
part of the structure rather than operate as a buffer. 
 
Ginsberg (1988) in his review of the empirical literature that concerns strategy change 
comes to a conclusion that authors perceive the result of external environmental change 
differently. Some of the authors (Miller & Friesen, 1983; Smith & Grimm, 1987; 
Tushman & Anderson, 1986, cited in Ginsberg, 1988, p. 568) find that strategy of 
organizations tends to change in accordance with a changed external environment 
brought by deregulation or technological discontinuities. However, other empirical 
researches (made by Ginsberg, 1986; Graham & Richards, 1979; Tushman et al., 1985, 
cited in Ginsberg, 1988, p. 568) find no or little connection between common change in 
external environment to changes in strategy if organizations do not have bad 
performance nor new management team. 
 
Therefore, a new regulation, such as Basel III, might bring second-order change. 
However, considering that this regulation is based on the regulations that already exist, 
the banks are likely to have a good future performance under Basel III and therefore 
will not have to change dramatically. 
 
For the clarification of these two concepts it may be useful to look into the classification 
that is developed by Nadler and Tushman (1995, p. 20 cited in Palmer et al. 2009, pp. 
86-87). They break down first-order and second-order change into further four 
categories based on whether changes are reactive to or anticipatory of changes in the 
external environment (this dimension similar to the one we are considering in 
description of emergent and planned approach part). As a result, they get the changes 
with the following characteristics: 
First-order change: 
• Fine-turning change occurs where first-order change occurs to foresee the 

change in an external environment; 
• Adaptive change is a first-order change that occurs as a reaction to the changed 

environment; 
Second-order change: 
• Reorientation is a second-order change that involves “frame-bending” and is 

proactive in respect to possible change of environment. It involves major 
modification of an organization based on its strengths and history. 

• Re-creation is a second-order change that involves “frame-breaking” and is 
reactive to the changed external environment.  It implies the break with the past 
history and directions. 

From this classification and description it is possible to see that changes brought by the 
external environment (what is Basel III is) may refer both to first-order and second-
order change. 
 
It should be noted that there are a lot of other variants of change classification similar to 
the first-order and second-order change. By (2005) analyses various approaches to 
classification of “change characterized by the rate of occurrence”. The result of this 
analysis is presented in the list of different types of changes starting from the most 
radical one: 
• Discontinuous change; 
• Incremental change; 
• Bumpy incremental change; 
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• Continuous change; 
• Bumpy continuous change (By, 2005, p. 372). 

 
As it is clear from the previous discussion we have decided to focus only on two types 
of change that characterize the scale of the change. They are contrary to each other. 
Therefore, we do not support Burnes’ (2004, cited in By, 2005, p. 371) view on 
differentiation of incremental and continuous change. The reason is that the difference 
between these changes is on what level of organization they occur. We, however, are 
interested in the banks as a whole rather focusing on different levels. Furthermore, we 
also ignore the distinction between smooth and bumpy incremental change made by 
Grundy (1993, cited in By, 2005, p. 731) and Senior (2002, cited in By, 2005, p. 731). 
The reason for this is that the difference of these changes lies in whether they occur all 
the time or in some particular moment of time. As a result, in order to refer the change 
to one of these types we would have observe the banks on a daily basis and then analyze 
the results. It is impossible for us to do that and the difference between smooth and 
bumpy incremental change is not important for answering our research question. 
Therefore, we will ignore this classification and stick to first-order and second-order 
changes. 
 
As a result of the theory description and discussion we can make the following 
proposition: 
 
Proposition 2. Banks use first-order change approach to Basel III introduction and 
implementation as concerns the degree of change.  
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4. METHODOLOGY 
In this chapter of our research paper we discuss the theoretical and practical 
methodology that we rely on. First, we state our ontological and epistemological 
assumption. Then we move on to research approach, strategy and resign along with 
sampling and data collection and analysis methods. We also describe the literature 
search and discuss the quality of our research paper through quality criteria.  

4.1. Ontological Assumption 
Ontology is concerned with the nature of social entities and how researchers perceive 
the world and social actors in it (Bryman & Bell, 2011, p. 20). We believe that social 
entities, banks in our case, determine the existing conditions. Furthermore, we assume 
that social actors do not change external environment. They need to adjust to it. 
Therefore, we support objectivism position in ontology. It implies that social 
phenomena is independent of social actors and cannot be influenced by them (Bryman 
& Bell, 2011, p. 20). 

4.2. Epistemological Assumption 
Epistemology concerns with a view on how the social phenomena can be researched. 
There are two main points of view on this topic with the major difference on whether or 
not social world can be investigated as a natural science world (Bryman & Bell, 2011, 
p. 15). In our study we support the epistemological position known as positivism. It 
implies that methods of the natural science research can be used within research of 
social world (Bryman & Bell, 2011, p. 15). We have chosen this point of view because 
believe that the analysis of the collected data using natural science approach will help us 
to be more objective.  

4.3. Deductive Approach 
We have looked into the previous researches that are related to organizational change 
topic. Most of them do not generate new theory but rather investigate the approaches to 
change that organizations use. We have decided to follow the same direction and 
investigate known theories within a new context.  
 
Therefore, we use deductive approach in our research. According to Bryman & Bell 
(2011, p. 11), the researchers that uses deductive approach pass several stages while 
making the research. First of them is the theory choice based on which the research is 
constructed. We have chosen 2 different types of theories within a broad range of 
organizational change topic. These theories help us to make two propositions that is the 
second step of the process of deduction. It should be noted that Bryman and Bell (2011, 
p. 11) talk about hypothesis rather than propositions. However, in our case we support 
or not our propositions based on our judgments about the collected data. It means that 
there are no tests that are usually carried out in order to confirm or reject hypotheses. 
Therefore, our statements suits better for the propositions rather than hypotheses. Next 
step of the deductive theory is a data collection. The data collection has to take place as 
a result of theory choice and the developed propositions (Bryman & Bell, 2011, p. 11). 
As our focus is on the changes as a result of Basel III implementation we gather all 
available information about it from the chosen sample that is useful for supporting or 
not our propositions. After that we explore the data and construct results from it. These 
findings help us either to support or not our propositions. It is worth noting that Bryman 
and Bell (2011, p. 11) also talks about induction as a last step of deductive theory. It 
means that researchers may revise theory at the end of their paper. In our case it is not 
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necessary because the organizational change theory is quite developed and allows us to 
explain any mismatches using existing frameworks. 

4.4. Research Strategy 
We have decided to apply qualitative approach to our research. Pervez and Grønhaug 
(2005, pp.110-111) emphasizes that qualitative approach should be applied when the 
research question focuses on either person’s behavior or experience, or when a 
researcher wants to understand and uncover a phenomenon about which little is known. 
There are few researches that have been made regarding organizational change as a 
result of new regulations such as Basel III. Furthermore, we are aiming to investigate 
the chosen banks in as much details regarding Basel III implementation as possible. 
Besides deeper analysis of several banks should help more in the understanding 
approaches to change that the banks use because we are able to look at the problem 
from different angles. That is why we believe that qualitative approach is more 
appropriate for our study and is able to give us more useful information. However, we 
should bear in mind one strong drawback that may be inherent in qualitative research. It 
is described by Richards (2005, p. 33) and implies that real challenge within the 
qualitative research is not to gather data but rather make it valuable, useful and relevant 
to the formulated research question. We will keep this issue in mind while we collect 
and process data. 

4.5. Sampling 
In order to answer our research question we analyze annual reports and other secondary 
data that explore the implementation of Basel III and its elements. To make sure that the 
approaches of the most influential UK banks are investigated a non-random sampling 
has been chosen. It implies that a sample is selected not according to random selection 
method. Therefore, it means that some units from the population are more likely to be 
chosen (Bryman & Bell, 2011, p. 176). We believe that it is possible to sacrifice some 
benefits that random sampling has in order to investigate how the major banks react on 
the future Basel III implementation. Their strategy is able to affect the whole UK 
banking industry and economy and therefore for us it is more interesting rather than 
analysis of the representative sample. There are 5 banks that we have decided to 
concentrate on. Someone may argue that it is not enough to gather necessary 
information. However, Patton (2002) argues that it is possible. He emphasizes that the 
basis for the validity and understanding that researchers gain from the data comes from 
the data collection and further analysis rather than from the sample size. Moreover, he 
adds that the results of research depend on research questions, as well as resources 
available. 
 
As it is mentioned earlier our sample consists of 5 largest UK banks that are Barclays, 
HSBC, Lloyds Banking Group (Lloyds), Royal Bank of Scotland (RBS) and Standard 
Chartered (Gail, 2011, p. 84). We have chosen these banks among banks that operate in 
the UK and that are also UK banks by origin. Thus, according to Bryman and Bell 
(2011, p. 176) it is the population of the study. It is clear that there are a lot of 
international banks that operate within the UK but for us it is important to analyze UK 
banks because they have major influence on the UK economy and banking industry. 

4.6. Data Collection 
We have decided to use organizational documents such as annual reports of the banks as 
our data because it should give us more objective information. If we had decided to 
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concentrate on the interviews, most likely the personal opinion of an interviewee would 
have come up and it would have made the reliability of the collected data questionable 
because we are interested not in the personal reflection of change but in the change on 
the organizational level.  
 
To collect the data we used the Internet. First, we used Google to find the web-sites of 
the banks. After that, on each web-site we chose the section “for investors” or similar to 
that, then subsection “financial performance” or similar where we were able to find the 
link to the banks’ Annual Reports in pdf format. Furthermore, we also found the Pillar 3 
disclosures on the same web-page that also appeared to be helpful for our research. We 
chose to look into annual reports and Pillar 3 disclosures for 2010, 2011, 2012 because 
of the date Basel III was introduced (December 2010). It is useless to look into earlier 
reports because they do not reflect future Basel III implementation. Thus, as a result of 
the collection we got 25 documents half of which was around 100 pages each and 
another half was at least 300 pages each. It is clear that to read and analyze each page of 
the documents is very time-consuming and pointless because the necessary information 
for our research is presented just in particular parts of the collected documents. 
Therefore, we used the tool “Search” in the pdf and searched for the relevant words 
such as “Basel”, “CRD”, “capital”, “Tier 1”, “additional tier 1”, “tier 2”, “buffer”, 
“leverage”, “Liquidity coverage ratio”, “LCR”, Net stable funding ratio” and “NSFR”. 
Afterward, we read the page or part in which these words appear and evaluated whether 
found parts were relevant to our research. As a result we have collected the data that 
then had been analyzed.  

4.7. Critique 
There is some critic regarding using secondary data as a source for the data collection. 
The data might be presented not in the units the research needs (Kumar, 2008, p. 58). 
However, we are interested not just in numbers the banks present but also in the attitude 
of the banks towards Basel III implementation. Therefore, even if the numbers are not in 
the units we expect to be able to conclude what approach the banks use. The next 
disadvantage of the secondary data is that it might be not accurate (Kumar, 2008, p. 58). 
However, we use official documents that are presented by banks. These documents are 
constantly checked and therefore the question about the accuracy does not arise. 
Furthermore, the secondary data might be outdated (Kumar, 2008, p. 59). But in our 
case we use the official documents over the period of time and 2012 annual reports and 
pillar 3 disclosures present the information that is just around 4-5 months old. 
Therefore, it is unlikely that within this time the data has changed a lot. Finally, 
Easterby-Smith et al. (1991, p. 119, cited in Cowton, 1998, p. 425) highlights the level of 
the details available. It is the real issue for our research but because we use several banks 
we aim to cover the missing details in one case by substantial presentation of the other 
cases. 

4.8. Research Design 
The research design of our study is a comparative design. The comparative design 
means that the research explores more or less identical methods of two or more 
contrasting cases (Bryman & Bell, 2011, p. 63). These cases are 5 chosen banks. Each 
of them has a unique strategy in order to maintain comparative advantage. If the 
comparative design is applied within the qualitative research it usually appears as a 
multi-case study. It implies that there are more than one case examined. Furthermore, 
this type of research design is quite popular within the business research when 
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researchers choose several organizations for comparison (Bryman & Bell, 2011, p. 64). 
Therefore, it is clear that our research is a multi-case study. Some writers such as Dyer 
and Wilkins (1991, cited in Bryman & Bell, 2011, p. 67) emphasize that this type of 
study tends to focus more on the differences between cases and not on the specific 
context. However, the main advantage of multi-case study is that it helps researchers to 
understand in which circumstances theory will or will not hold (Yin 1984; Eisenhardt 
1989, cited in Bryman & Bell, 2011, p. 66). Therefore, it will be easier for us to 
understand in what situations our propositions are supported. 

4.9. Data Analysis 
In order to analyze the collected date we have decided to use thematic analysis. It is a 
method for identifying, analyzing and reporting patterns (themes) within data (Braun & 
Clarke, 2006, p. 79). The reason for choosing this type of analysis is that it helps to 
summarize and evaluate the collected data by means of logical and understandable 
scheme. We have come through five phases of thematic analysis (Braun & Clarke, 
2006, p. 87). The first phase of the data analysis was the familiarization with the 
collected data when we read relevant parts of annual reports and Pillar 3 disclosures and 
discuss the initial ideas of data presentation. The second phase was generalization of 
initial codes. During this phase we coded interesting details of relevant parts of 
collected data in a systematic manner across the entire data and linked all the 
information to each code. As a result we have come up with a table that highlights the 
main features for each bank. Furthermore, based on Basel III chapter we came up with 
10 of them. After that, the collected information was divided into the relevant themes. 
The next phase of the analysis was the revision of themes and we understood that some 
of the themes cover similar information and therefore shortened them to 7 themes. The 
fourth phase implied giving the clear names of the themes and it did not cause 
difficulties as we used Basel III requirements as the starting point for our themes. The 
final phase of the data analysis implied actual writing of the collected data within the 
determined schemes.  

4.10. Literature Search 
Along with the data that we obtained from the annual reports and Pillar 3 disclosures we 
made a substantial research on the Basel III and its implementation in the UK. We use 
quite a lot of electronic resources for two main reasons. The first reason is that because 
our research concerns the UK banks it has been not possible in some cases to obtain the 
most recent information in other way. The second reason is that the Basel III framework 
is not implemented yet and the details of its implementation changes over the time. 
Therefore, some changes are so new that they are not published yet anywhere except the 
official web-sites. 
 
Furthermore, we have made a lot of research regarding the organizational change. We 
started to look into Umea library databases using “organizational change” as a search 
phrase. After we got familiar with the organizational change in general we were able to 
determine two dimensions in light of which we wanted to analyze changes in banks. As 
a result we start to look for articles that explore emergent, planned and first-order 
(incremental), second-order (transformational) change approaches. It is proved to be 
difficult to find the similar research papers in the chosen dimensions that would 
concentrate on the organizational level change. However, such authors as Fox-
Wolfgramm et al. (1998) and Burnes (1996) present the similar topic and help us to 
understand how the changes can be classified. 
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4.11. Quality Criteria 
It is discussed earlier that we have chosen to use qualitative approach in our research. 
Therefore, in order to evaluate the study it is necessary to look into several criteria in 
relation to the research. There are two primary criteria: trustworthiness and authenticity. 
The former consists of four criteria that we want to use in assessing the research. They 
are credibility, transferability, dependability and confirmability. (Bryman & Bell, 2011, 
p. 395) 
 
Credibility criterion measures whether the research is credible and/or believable for the 
participants. It should be noted that only participants of the research can truly decide 
whether the research is credible (Bryman & Bell, 2011, p. 396). It is clear from our 
choice of the data and its collection that we did not contact banks and therefore we 
cannot really conclude whether our research is credible. However, the data that we used 
consists of public documents that must be truthful because they are audited and checked 
by public. Therefore, if there had been some misleading information there, someone 
would have spotted it and the data would have been changed accordingly. As a result, 
we can say that most likely our research is credible. 
 
The next criterion of the quality of the data is transferability. This criterion covers to 
what extent the findings of the research can be generalized (Bryman & Bell, 2011, p. 
395). Even though we concentrate just on five cases we have tried to describe the data 
in as much details as possible. According to Guba and Lincoln (1985, p. 316, cited in 
Bryman & Bell 2011, p. 398), the thick description should provide others with the 
transferability of the research. Therefore, we believe that by doing this we increased the 
degree of transferability of the study. 
 
The third criterion of trustworthiness is dependability. In order to achieve it we 
described clearly and logically how the research is created. Furthermore, we stated the 
reasons why we chose particular methodological approaches and data analysis. As a 
result, it makes the study consistent and it is possible to repeat it. 
 
Confirmability criterion refers to the researchers and entails that they have not allowed 
personal values or preferences to influence the results (Bryman & Bell, 2011, p. 398). 
We have tried to be as objective as possible. However, we had to make our own 
assumptions in some cases because the information was not fully presented. But even 
then we have relied on the available information and make conclusion based on it rather 
that our own thoughts. Therefore, we think that our research is mostly confirmable. 
 
The second primary quality criterion for the research is authenticity. It consists of five 
criteria. The first of them is fairness that evaluates whether the research fairly present 
different points of view among members of social environment (Bryman & Bell, 2011, 
p. 398). We have to admit that because the focus of our research is on the organizational 
level, it more likely reflects the view of senior managers. Furthermore, we decided to 
concentrate on the largest banks of the UK that implies that we miss out the viewpoint 
of Basel III implementation by smaller financial institutions. 
 
Ontological authenticity is the second criterion of authenticity. A researcher should 
answer the question: “Does the research help members to arrive at a better 
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understanding of the social milieu?” in order to understand whether the research meets 
this criterion (Bryman & Bell, 2011, p. 399). It is difficult to answer this question as we 
look at our research as insiders and it is difficult to evaluate it from the outside position. 
However, we believe that we provide the banks with good evaluation of their state in 
terms of Basel III implementation. They might find the spots that they are missing in 
order to be ready for introduction of the regulation.  
 
Educative authenticity implies answering the question: “Does the research help 
members to appreciate better the perspectives of other members of their social setting?” 
(Bryman & Bell, 2011, p. 399). Our research clearly helps other banks to understand 
what approaches the analyzed banks use as part of Basel III implementation and realize 
the state of these banks. 
 
Considering catalytic authenticity criterion, the researcher should answer the question: 
“Has the research acted as an impetus to members to engage in action to change their 
circumstances?” (Bryman & Bell, 2011, p. 399). As it has been mentioned in 
ontological authenticity the banks might find the weaknesses in their approach to Basel 
III implementation and change the strategy in order to eliminate them. Tactical 
authenticity implies answering the question: “Has the research empowered members to 
take the steps necessary for engaging in action?” (Bryman & Bell, 2011, p. 399). The 
answer for catalytic authenticity also refers to the answer on this question. 
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5. UK BANKING SECTOR 
In this chapter we discuss different aspects of UK banking sector. We start with the 
financial crisis 2008 and its effect in the UK. It is followed by the description of 
regulatory framework of financial services and Basel III implementation in the UK. 
Finally, we discuss the UK financial sector structure and provide brief description of 
the chosen banks for the research. 

5.1. The Effect of Financial Crisis on the UK 
Financial crisis 2008 that started in the USA spread all over the world. The UK did not 
avoid it either. The UK banks had their holdings in problematic securitized mortgage 
products from the USA. Furthermore, UK housing prices crashed resulting in mortgages 
made to UK borrowers moved into defaults. It made the situation even worse 
(Choudhry & Jayasekera, 2012, p. 107). As a result the government spent around $740 
billion “on capital injections and debt guarantees for the country’s largest banks, 
including the Royal Bank of Scotland (RBS), Barclays, HSBC and Lloyds” (Fresh & 
Bail, 2009, cited in Choudhry & Jayasekera, 2012, p. 107). In order to protect banking 
system from failure the UK government fully nationalized Northern Rock, a former 
building society in February 2008. A building society is a popular type of banks in the 
UK that carries out primary savings and home loans and is owned by its members (Gail, 
2011, pp. 92-93). Furthermore, it took partial stakes in RBS and Lloyds Group and fully 
nationalized another building society Bradford & Bingley. The government established 
institution that is called Financial Investment Ltd. in order to manage made investments. 
However, the government does not intend to retain these investments but rather aims to 
help them and then sell to other parties (Gail, 2011, pp. 84-85). The financial crisis that 
came to the UK from banks spread to the whole economy. As a result the GDP growth 
was negative from second quarter 2008 to second quarter 2009 (BBC, 2013a). It 
reflected the contraction of all elements of the economy especially manufacturing. 
Besides although from the third quarter 2009 the GDP growth was positive it was less 
than 1% that shows that the economy was recovering slowly (BBC, 2009). Furthermore, 
the unemployment rate rose sharply. Before the financial crisis hit in 2008 the 
unemployment rate was just above 5%. Towards the end of 2009, almost a million 
people lost their jobs and unemployment rose to 8% (BBC, 2013b). The unemployment 
affected the retail sales that fell dramatically and housing market that experienced rapid 
downturn (BBC, 2009). 
 
It is possible to see that the financial crisis hit the UK banking industry and the whole 
economy pretty hard and the UK government took a lot of action in order to prevent it 
from failure. However, it is also clear that this crisis identified some problems that have 
to be solved by implementing new approach to capital requirements, liquidity and so on. 

5.2. Regulatory Framework of Financial Services in the UK 
In order to get the full picture of the banking sector in the UK, including the individual 
banks, it is useful and important to know how this sector is regulated. As a result of 
financial crisis, the Financial Services Act 2012 established new regulatory bodies 
(BBC, 2013c) that came into effect in April 2013. Now the regulatory framework of 
financial services in the UK looks like this: 
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Figure 1. The regulatory framework (Bailey et al., 2012, p. 2) 
 
Bank of England is the central bank of the UK. Its main objectives are the financial 
stability and monetary stability. Monetary stability means the confidence in British 
pound and stable prices. Financial stability means “detecting and reducing threats to the 
financial system as a whole” (Bank of England, 2013a). As a part of these 
responsibilities, the Bank has the monopoly on the issue of banknotes, acts as a lender 
of last resort, sets official interest rate in the UK, and manages UK’s foreign exchange 
and gold reserves (Bank of England, 2013b).  
 
Financial Policy Committee (FPC) is established within the Bank in order to help to 
“protect and enhance the stability of the financial system”. It determines, monitors and 
takes action to remove or reduce systematic risk. As a part of meeting its purpose, FPC 
can give directions and make recommendations to the Prudential Regulation Authority 
and Financial Conduct Authority. (Bailey et al., 2012, p. 1) 
 
Prudential Regulation Authority (PRA), as it is clear from the Figure 1, is a subsidiary 
of Bank of England. Its responsibility is the prudential regulation of banks, building 
societies, credit unions, insurers and major investment firms. As a consequence of this 
responsibility the PRA promotes the safety and soundness of these firms and, therefore, 
tries to minimize the adverse effects that they may have on the financial system’s 
stability. Furthermore, it helps to ensure that insurance policyholders are appropriately 
protected. (Bailey et al., 2012, p. 1) 
 
Financial Conduct Authority (FCA) is a separate institution. Its main tasks are to ensure 
that relevant markets function normally, as well also manage regulation of all financial 
services firms. Moreover, FCA is responsible for the prudential regulation of the 
financial services firms that are not supervised by the PRA. (Bailey et al., 2012, p. 1) 
 
It should be noted that the functions of FCA and PRA were performed by the Financial 
Services Authority (FSA) during financial crisis 2008 and until the establishment of new 
regulatory framework that is described above (Gail, 2011, p. 87). FSA was an 
independent non-governmental body, given statutory powers by the Financial Services 
and Markets Act 2000 (Financial Services Authority, 2012). 
 
As a result of this regulatory framework, it is clear who is responsible for the 
supervision of the financial services that in turn can help the UK to avoid future 
situation with failing banks and necessity to safe them. 
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5.3. Basel III Implementation in the UK 
As it is clear from the previous discussion of Basel III it is not a mandatory regulation 
but rather a suggestion for the improvement of banks regulation. In order to be sure that 
it is applied by all banks in the country it is necessary to create legislation within a 
country that is mandatory to implement for all banks.  
 
It is well known that the UK is part of the European Union (EU). Therefore, nowadays 
most important laws come from the EU. The European Parliament adopted Capital 
Requirement Directive IV (CRD IV) on 16 April 2013 that is basically represents Basel 
III requirements. It consists of the Directive “on the access to the activity of credit 
institutions and the prudential supervision of credit institutions and investment firms” 
(Capital Requirements Directive - CRD) and the Regulation “on prudential 
requirements for credit institutions and investment firms” (Capital Requirements 
Regulations - CRR) (Bank of England, 2013c). Depending on time of the CRD IV 
translation to all EU languages, it may be published in the Official Journal before 1 July 
2013 or after this date. If the deadline is met, the legislation will come into force from 1 
January 2014 giving 6 months to the EU Member States to transport the Directive and 
to change any national laws preventing the proper application of the Regulation. 
Otherwise CRD IV implementation date will be 1 July 2014 (PwC, 2013, p. 2).  
 
The CRR covers the Pillar 1 and Pillar 3 requirements and the CRD includes the 
requirements for Pillar 2, supervisory review and the buffers framework. The CRR will 
be directly applicable that means that no additional legislation has to be published by 
the UK. The CRD will need to be implemented via a mixture of Financial Services 
Authority Handbook and Treasury regulations. (Bank of England, 2013d) 
 
Therefore, Basel III framework is not mandatory for the UK banks right now but it will 
be. However, at the moment two recommendations are issued concerning Basel III 
requirements. First of these recommendations is recommendation 11/Q4/3: ‘The 
Committee recommended that the FSA encourages banks to disclose their leverage 
ratios, as defined in the Basel III agreements, as part of their regular reporting not later 
than the beginning of 2013”. It means that FSA (and now FCA and PRA) engages with 
the executive management of major banks and building society to make sure in effective 
implementation of this recommendation (Bank of England, 2012, p.47). Another 
recommendation is Recommendation 12/Q2/5: “The Committee recommended that UK 
banks work with the FSA and British Bankers’ Association (BBA) to ensure greater 
consistency and comparability of their Pillar 3 disclosures, including reconciliation of 
accounting and regulatory measures of capital, beginning with the accounts for the 
current year”. This recommendation includes the encouragement of banks to include a 
reconciliation of accounting and regulatory measures of capital under Basel III in Pillar 
3 disclosures (Bank of England, 2012, p.49). Therefore, even though the fulfillment of the 
Basel III requirements is not mandatory yet, banks present estimated requirements in 
Pillar 3 disclosures starting from 2012 reporting. 

5.4. Description of the UK Financial Sector Structure 
There are four main types of banks in the UK. They are commercial banks, merchant 
banks, building societies and social banking (Gail, 2011, p. 84). 
 
Commercial banks perform all functions that are associated with bank term. They are 
intermediate between depositors and borrowers. There are 110 UK banks and building 
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societies that are allowed to take deposits on April 29 2013. Furthermore, there are also 
254 financial institutions that are not from the UK but are allowed to take deposits in 
the UK (Bank of England, 2013e).  
 
Building societies carry out primary savings and home loans. These functions are also 
provided by the retail and commercial banks. But the main difference between building 
societies and retail and commercial banks is that the ownership of the former is in the 
hands of the members. Furthermore, building societies are not allowed to raise more 
than 50% of their funding from not their members. Today there are few building 
societies exist as a separate institution, most of them are part of big banking groups. 
(Gail, 2011, pp. 92-93) 
 
Merchant banks are slightly different from other types of banks. While they are aiming 
to raise money they are also committed to lending them. They are engaged in project 
finance and direct lending. However, nowadays the merchant banks business is usually 
carried out by investment banks division of the full services banks rather than the 
separate banks. (Gail, 2011, p. 95) 
 
Social banks are banks that combine the core business of banking with altruistic 
elements that means that they are not driven purely by commercial motives. Friendly 
societies and credit unions are examples of this type of banks. They combine ordinary 
functions of banks such as placing and taking funds with a social welfare aspect to 
therm. This aspect is reached by providing various insurance services from health 
insurance and life cover to cover for funeral expenses (Gail, 2011, p. 96). Charity bank 
is another type of social banks. Its uniqueness is that all deposits that it gets are used to 
finance charity and community initiatives (Gail, 2011, p. 97). UK government is also 
initiated creation of social investment wholesale bank in 2009. The aim of this 
institution is to provide financing to established institutions that support charity in order 
to improve liquidity and structure of the market (Gail, 2011, p. 97). 
 
As it is possible to see there are different types of banks that operate in a different ways 
in the UK. However, we would like to research the institutions that affect the UK 
banking sector and economy as a whole the most. Therefore, we will concentrate on 5 
largest UK commercial banks that are Barclays plc, HSBC Holdings plc, Lloyds 
Banking Group, RBS Group and Standard Chartered (Gail, 2011, p. 84). Their activities 
may strongly impact on the condition of the UK banking sector and economy as a 
whole. That is why it is extremely important and interesting to investigate their attitude 
towards Basel III. 
 
Barclays plc (Barclays) is a global financial services provider. Its activities cover 
personal banking, credit cards, corporate and investment banking, and wealth and 
investment management. Barclays is UK bank with a widespread presence in Europe, 
the Americas, Africa and Asia in over 50 countries. (Barclays plc, 2012a, p. 3) 
 
HSBC Holdings plc (HSBC) is banking and financial services organization. Its activities 
are divided into four global businesses: Retail Banking and Wealth Management, 
Commercial Banking, Global Banking and Markets, and Global Private Banking. HSBC 
is a UK banks that is present in 81 countries covering Europe, Hong Kong, Rest of 
Asia-Pacific, Middle East and North Africa, North America and Latin America. (HSBC 
Holdings plc, 2012a, p.1) 
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Lloyds Banking Group (Lloyds) is financial services group with more than 30 million 
customers in the UK. Its activities cover banking services; house and car insurance; life 
assurance; pensions and investments but focus on retail and commercial financial 
services. (Lloyds Banking Group, 2012a, p. 4) 
 
RBS Group (RBS) is “a UK-based banking and financial services company”. It provides 
product and “services to personal, commercial and large corporate and institutional 
customers”. RBS operates in the UK, Europe, the Middle East, the Americas and Asia. 
(RBS Group, 2012a, p. 4) 
 
Standard Chartered plc (Standard Chartered) is a banking group that originally comes 
from the UK. It provides a range of product and services through its two businesses: 
consumer banking that deals with providing services and solutions to financial needs for 
customers and wholesale banking that offers financial and investment solutions for 
corporate and institutional clients. Standard Chartered operates in 68 markets and earns 
most of its income and profits in Asia, Africa and the Middle East. (Standard Chartered 
plc, 2012a, p. 4) 
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6. RESULTS 
In order to answer our research question we collected the data from annual reports and 
pillar 3 disclosures that have been published by 5 chosen banks. These banks have been 
briefly described in previous chapter and represent the largest banks in the UK. We 
have divided the collected data into 7 themes and the readers can see the summary of 
the results in Appendix 1. We start by looking at capital ratios: which are Common 
Equity Tier 1, Additional Tier 1, Capital buffers and Total Capital, if we follow Basel 
III framework. We will not only try to draw a connection link between modified capital 
ratios of both frameworks, but also will report of the newly introduced requirements in 
Basel III. They are followed by presentation of leverage ratio and liquidity ratios that 
consist of liquidity coverage ratio and net stable funding ratio.  

6.1. Common Equity Tier 1 and Capital Buffers 
6.1.1. Core Tier 1 under Basel II 

During the period from 2010 to 2012 inclusively, the UK banks were still following the 
CRD3, or Basel II framework. First, we are going to look at their Core Tier 1 ratio since 
Common Equity Tier 1 is still based on Core Tier 1 with some different deductions that 
follow from Basel III. 
 
All five banks, we have selected to investigate for our thesis work, have as their main 
focus the improvement of Core Tier 1 Capital throughout the period from 2010. After 
recent financial crisis, we can see the significant increase in Core Tier 1 Capital ratios in 
2010. Some of the banks increased them almost two times. For example, the banks say 
that it is highly important to have high level of Core Tier 1 Capital in order to build trust 
in the society after the instability in the financial sector. The banks, especially 
internationally active and systemically important, should not fall low in capital level. 
They should constantly work on maintaining strong capital base to adequately run the 
business and meet new regulations at all times. The banks are aware of the coming new 
regulatory framework that Basel committee presented. They are aiming to improve 
further the capital base to meet the new requirements. As Barclays argues the new 
regulations might lead to unintended consequences and, therefore, it is crucial to 
monitor their effects to ensure that the desired outcomes are achieved (Barclays plc, 
2011, p. 76). To meet the future regulations’ requirements, the banks set the range of 
desired Core tier 1 from year to year. Mostly the banks agreed to have Core Tier 1 
Capital ratio above 10% supporting their point of view of inevitable decrease of Core 
Tier 1 in a new framework. Barclays’ Core Tier 1 Capital was 10.8% at the end of 2010, 
nearly double the level at the end of 2008. It was done by Barclays after the financial 
crisis with the aim to strengthen the capital by increasing the ratio of Core Tier 1 
(Barclays plc, 2010, p. 5). In the next two years, Core Tier 1 Capital remained robust 
and didn’t change much. For example, it improved slightly in 2011 and then decreased 
by 0.1% in 2012 that was explained by the reduction in RWAs (Barclays plc, 2012a, p. 
78). RBS in line with Barclays showed the similar Core Tier 1 Capital ratios during the 
time and they both kept it above 10% (RBS Group, 2012a, p. 15, 2011, p. 13). 
 
Lloyds as well as Barclays increased Core Tier 1 indicators substantially in excess of 
regulatory requirements in 2010. Lloyds had 10.2 % Core Tier 1 ratio in 2010 (Lloyds 
Banking Group, 2010, p. 14). In 2012 Lloyds and HBSC managed to further strengthen 
their capital and reported of 12% and 12.3% of Core Tier 1 ratios respectfully (Lloyds 
Banking Group, 2012a, p. 5; HSBC Holdings plc, 2012a, p. 10). 
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Among the chosen five banks, Standard Chartered stands out not only by the fact of 
reporting high Core Tier 1 Capital ratio of 11.8%, but also by the power to keep the 
ratio steady. It didn’t experience fluctuations in ratio (Standard Chartered plc, 2012a, p. 
15). 
 

Figure 2. Core Tier 1 Capital ratio under Basel II (Created by the authors, 2013) 

6.1.2. Estimated Common Equity Tier 1 (CET1) and Capital Buffers 
Since the main aim of Basel III framework is to increase the quality of capital that banks 
have, the Basel Committee says that banks should be backed up by the high quality 
capital base. CRD IV includes the minimum requirement for CET1 of 4.5%. For the 
first time the Basel Committee introduced two new capital buffers: capital conservation 
buffer of 2.5% of RWAs and countercyclical capital buffer of 0 – 2.5%, depending on 
the macroeconomic situation. Together with the buffers, banks should be having up to 
9.5% of CET1 fully implemented by 2019. 
 
Barclays in its Pillar 3 disclosure reports the estimated CET1 ratio. To provide an 
indication of the potential impact on Barclays, it has estimated pro-forma CET1 ratio on 
both transitional and fully loaded basis, reflecting current interpretation of the rules and 
assuming they were applied as at 1 January 2013. As at that date Barclays’ CET1 ratio 
on the transitional basis would be approximately 10.6% and a fully loaded CET1 ratio - 
approximately 8.2%. Barclays, as globally systemically important bank, is 
recommended to have an additional buffer of 2% to the minimum required CET1 4.5% 
and capital conservation buffer 2.5%, which in total will be 9% (4.5% CET1 + 2.5% 
CCB + 2% recommended buffer). Based on the estimated pro-forma ratios, Barclays is 
a little bit in excess of the recommended capital requirements.  

CET1 on transitional basis = 
�!"	#	����
�		($% &��)

 '��	���
�	( )*	($+, ���) = 10, 6% 

CET1 on fully loaded basis = 
�!"	#	����
�		(�, $��)

 '��	���
	� ()*	($+, ���) = 8, 2% (Barclays plc, 2012b, p. 

69). 
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Lloyds also presented the estimated CET1 ratio on transitional and fully loaded bases. It 
says that the estimates are reflecting the Group’s current interpretation of the draft rules. 
At the same time, Lloyds underlines that the actual impact of Basel III on capital ratios 
may be materially different, because of the not finalized requirements and technical 
standards. The actual impact will also depend on management action taken prior the 
implementation. Transitional basis reflects the first year of transition, while the fully 
loaded basis reflects the end point position according to FSA interpretation. 

CET1 on transitional basis =  
�!"	#	����
�		(�-	�,&)

 '��	���
	�( )*	(�..	$+,) = 11.6% 

CET1 on fully loaded basis = 
�!"	#	����
�		(.&	,&,)

 '��	���
	�( )*	(�.# �%-) = 8.1% 

 
The pro-forma fully loaded CRD IV CET1 ratio of 8.1 per cent “exceeds the 4.5 per 
cent minimum and the additional 2.5 per cent conservation buffer that are required 
under the draft rules from 2019. Nevertheless, the Group will continue to monitor 
closely the emergence of the final rules and their impact upon its ratios. Moreover, 
through transition to the new rules, the Group is aiming to build the ratio to an amount 
prudently in excess of 10 per cent by continuing to run down its non-core portfolios and 
by profit generation.” (Lloyds Banking Group, 2012b, p. 26) 
 
In order to manage the transition to Basel III under CRD IV, HSBC estimated the pro-
forma CET1 ratio by applying the current interpretation of the CRD IV draft on the 
transitional basis. HBSC also considered its six filters strategy that it would take if CRD 
IV rules were finalized in 2012. The application of the CRD IV on this basis would 
translate into an estimated CET1 ratio of 9% before management actions and 10.3% 
after such actions. HSBC provides CET1 on the transitional basis and according to our 
calculations CET1 ratio is 11.5%. Therefore, HSBC is in excess of the current required 
requirements and it is hoping to meet the future requirements as well. (HSBC Holdings 
plc, 2012b, p. 76) 
 
RBS Group’s pro-forma CET1 Capital ratio on the fully loaded basis would be 7.7%. 
CET1 ratio on the transitional basis would be 10.9% (RBS Group, 2012b, p. 8). 
 
Standard Chartered’s CET1 on a full end position is $33,752 million. At the same 
time CET1 on the transitional basis would be CET1 $39 393 million according to CRD 
IV pro-forma. Standard Chartered doesn’t provide RWAs under Basel III and therefore 
we use the indicator of RWAs from 2012. We understand that this may result in a 
situation where the CET1 ratio is highly above or below the real level. However, RWAs 
should not change dramatically under new regulations and therefore our calculations 
will give the approximate state of Standard Chartered’s CET1 ratios. According to our 
calculations: 

CET1 equals to 
������	!��
�	"���	#	(�� -&.)

"�
�		 '��	(��# ,+#) = 11.2	%	 on a fully basis and 
������	!��
�	"���	#	(�%	�%�)

"�
�		 '��	(��# ,+#) = 13	%	. (Standard Chartered plc, 2012b, p. 16) 

 
Most of the banks, don’t mention the introduced capital buffers, but since we know the 
required minimum CET1 together with capital buffers, we can suppose whether the 
banks would be able to meet them.  
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Figure 3. Estimated Common Equity Tier 1 + buffers under Basel III in 2012 (Created 
by the authors, 2013) 
 
As we can see from the Figure 3, if the Basel III regulations were implemented in 2012, 
all five banks on transitional basis would meet the minimum requirements of CET1 
together with two additional capital buffers and even exceed it. However, on the fully 
loaded basis, four banks fall below the required minimum and are in danger to not fulfill 
the regulations. 
 

6.2. Additional Tier 1 
Additional Tier 1 was first presented in Basel III framework. Together with CET1 it 
constitutes Total Tier 1. Tier 1 according to Basel Committee should comprise 6% of 
RWAs, if CET1 as we already know is 4.5%; obviously the minimum requirement for 
Additional Tier 1 is 1.5%. Briefly, Additional Tier 1 consists of the items such as non-
cumulative preferred stock that were previously tier 1, but are not common equity. 
 
If we take a look at the estimated pro-forma Additional Tier 1 Capital, we can say that 
not all of the banks were able to present this information. Barclays reporting of 
Additional Tier 1 on transitional position of 0.03% and on full end position of 0.04%, 
which are both ways too far from the required 1.5% (Barclays plc, 2012b, p.72). HBSC, 
following the same two bases: transitional and fully loaded, came to unsatisfied results 
(HSBC Holdings plc, 2012b, p. 77). On the transitional basis Additional Tier 1 was 
negative, there were more deductions made than Additional Tier 1 capital possess. On 
the fully loaded basis, the information is missing out. We see the same situation in RBS 
and Standard Chartered, where the deductions in Additional Tier 1 exceed the sum of 
Additional Tier 1 (Lloyds Banking Group, 2012b, p. 25; RBS Group, 2012b, p. 9). 
Therefore, we can make a conclusion, that none of the banks meet the requirements.  
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6.3. Tier 2 
6.3.1. Tier 2 Capital Ratio under Basel II 

Tier 2 Capital includes: eligible reserves including revaluation reserves and unrealized 
gains on equity holdings; Non-controlling interests in Tier 2 capital; collective 
impairment for assets on the standardized approach to credit risk; subordinated loan 
capital; regulatory deductions for: 50% of relevant securitization positions; 50% excess 
of expected loss over impairment; 50% material holdings in other financial companies. 

Tier 2 Capital ratio = 
"�
�	���	�����"���	.	����
�	

"�
�	 '�� ∗ 100% 

 
Tier 2 in most of the banks’ reports were not presented in ratio, therefore we are going 
to do the calculation, using the formula. Basel II framework required banks to have 2% 
of Tier 2 Capital to the RWAs. Having calculated Tier 2 ratios in all 5 investigated 
banks, we came to a conclusion that they all meet the requirements. Barclays and 
Standard Chartered are the two banks that managed to keep Tier 2 ratios throughout the 
period at the same level (Barclays plc, 2012a, p. 163; Standard Chartered plc, 2012a, p. 
15). Lloyds is the only one bank that reported of the superior Tier 2 ratios (Lloyds 
Banking Group, 2012a, p. 189). At the same time HSBC and RBS among all have 
lowest and most fluctuated Tier 2 (HSBC Holdings plc, 2012a, p. 286; RBS Group, 
2012a, p. 101). The results are presented in the figure 4: 
 

 
Figure 4. Tier 2 Capital ratio under Basel II (Created by the authors, 2013) 

6.3.2. Estimated Tier 2 Capital Ratio under Basel III 
Tier 2 Capital should comprise only 25% of Total Capital and it includes debt that is 
subordinated to depositors with an original maturity of five years. Tier 2 capital is the 
so-called “gone concern” capital. It ensures the absorption of losses occurred during 
liquidation. Banks are required to have at least Tier 2 of 2% of RWAs. 
 
Barclays estimated Tier 2 Capital ratio on transitional basis and full end position. In the 
first case Tier 2 Capital ratio was 3% and on full end position was a little bit higher and 
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equaled 4.2%. In both cases Barclays estimated indicators met Basel III requirements 
(Barclays plc, 2012b, p. 72). Lloyds also reported the estimated Tier 2 Capital ratios 
based on two bases, which also met the required number (5% on the transitional basis 
and 3.2% on fully loaded basis) (Lloyds Banking Group, 2012b, p. 25). RBS presented 
the following Tier 2 Capital ratios: on transitional basis 2.5% and slightly higher on 
fully loaded 2.6% and, therefore, managed to reach the recommended level (RBS 
Group, 2012b, p. 9). Standard Chartered had only required 2% of Tier on full end 
position and 3.8% on transitional basis (calculated of RWAs in 2012) (Standard 
Chartered plc, 2012b, p. 17). HSBC presents the data for Tier 2 capital just on the 
transitional basis (HSBC Holdings plc, 2012b, p. 77). 
 

 
Figure 5. Estimated Tier 2 under Basel III in 2012 (Created by the authors, 2013) 

6.4. Total Capital 
6.4.1. Total Capital under Basel II 

Total Capital includes: Core Tier 1, Tier 1 and Tier 2 Capital and deductions for 
connected lending and investments that are not considered material or qualifying under 
FSA definitions. When calculating Total Capital it is important to make deductions. 
Total capital should be at least 8% of RWAs following Basel II requirements. The 
formula we will use to calculate Total Capital ratio is the following: 

Total Capital ratio = 
"�
�		����
�	
"�
�		 '�� ∗ 100% 

 
You can find the calculated ratios in the Figure 6, but we would also like to comment 
little on that. As you can see, the UK Banks we have decided to choose were working 
on strengthening their capital base well throughout the 3 years period. The numbers of 
possessed Total capital in general are way higher than the required ones. The banks 
reinforced the capital ratios to meet the coming Basel III requirements in the future. 
Among the selected banks Standard Chartered stands out having the highest Total 
Capital Ratios (Standard Chartered plc, 2012a, p. 15). 
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Figure 6. Total Capital ratio under Basel II (Created by the authors, 2013) 
 

6.4.2. Estimated Total Capital under Basel III 
Basel III requires banks to have total capital of 8% of RWAs. Banks should have at 
least 13% of Total Capital with the newly introduced two capital buffers by the end 
2019. The major difference between Basel II and Basel III is how total capital is 
calculated. In Basel III Total Capital equals the sum of Tier 1 and Tier 2. There are no 
deductions made. 
 
Now, let’s take a look at the information that the 5 selected banks presented in their 
reports. Since we have already known the estimated Common Equity Tier 1, Additional 
Tier 1 and Tier 2, we can calculate the estimated Total Capital. However, some of the 
banks present the monetary information of Total Capital under CRD IV and therefore 
we will be able to calculate the Total Capital in respect to RWAs. The only problem we 
have is that some of the banks missed some information about the ratios. Therefore it is 
a little bit difficult for us to say whether they meet the requirements or not. 
Nevertheless, we summarized our finding in the Figure 7.  
 
The banks reported of Total Capital on two bases as usual. Barclays have on transitional 

basis 
"�
�		����
�			(+& ��%)
"�
�		 '��/$+, ���0 = 13.9% and on full loaded basis	
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"�
�		 '��/$+, ���0 =

12.7% (Barclays plc, 2012b, p. 72). Even though the bank is mentioning the possible 
deduction that might have been occurred if the rules on maturity remained unchanged, it 
still believes that managerial action won’t lead to the deductions. 
 
The rest of the banks also present the information in a monetary base, the calculation of 
Total Capital ratio is not a big deal, for the simplicity, we presented the information in 
Figure 7 below. The required Total Capital for the banks by 2019 is 13% that is the 
minimum required number with all the buffers included. As we can see, the banks 
mainly meet the requirement. However, we can only be sure in Standard Chartered’s 
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fulfillment of requirement in relation to Total Capital on the fully loaded basis 
(Standard Chartered plc, 2012b, p. 17). 
 

 
Figure 7. Estimated Total Capital under Basel III in 2012 (Created by the authors, 
2013) 

6.5. Leverage Ratio 
We have talked about leverage ratio in Basel Accord description. To recall the leverage 
ratio shows the relationship between Tier 1 capital and total exposures: 

Leverage ratio=
"���	#	1���
�	

�
�		�2������� 

The aim of its introduction is to enforce the existing risk-based capital requirements. 
The leverage ratio should be at least 3% (Hull, 2012, p. 292). As it has been mentioned 
before according FSA recommendation banks are required to make estimation of pro-
forma leverage ratios in Pillar 3 disclosures. All banks acknowledged and accomplished 
that and most of them presented three different results for year 2012 using different 
basis for calculation. They differ in the following way: 
 
Transitional leverage ratio is based on “Tier 1 capital, allowing for both transitional 
treatment of deductions from CET1 and transitional relief for grandfathered ineligible 
Tier 1 instruments”. 
 
Adjusted full end point leverage ratio is based on “Tier 1 capital, not allowing for 
transitional treatment of deductions from CET1 but adding back ineligible Tier 1 
instruments”.  
 
Full end point leverage ratio is based on “the fully loaded definition of Tier 1 capital, 
not allowing for either transitional treatment of deductions from CET1 or transitional 
relief for grandfathered ineligible Tier 1 instruments”. (Barclays plc, 2012b, p. 74) 
 
It is possible to see that leverage ratio results mainly depend on the definition of Tier 1 
capital that is used. The result of the calculation is presented in the Table 1: 
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Banks 
transitional 
leverage ratio  

adjusted full end point 
leverage ratio 

full end point 
leverage ratio  

Barclays 3.6% 3.5% 2.8% 
HSBC Don’t provide Don’t provide 4.2% 
Lloyds 4.4% 3.8% 3.1% 
RBS 4.4% 3.9% 3.1% 
Standard 
Chartered 5.3% Don’t provide 4.5% 
Table 1. Estimated leverage ratio (Created by the authors, 2013) 
 
The dynamics of these results show that more strict definition of Tier means lower 
leverage ratio. It is possible to see that even though Barclays fulfills the bar of 3% in 
transitional leverage ratio it has a problem to do that in full end point leverage ratio. 
Furthermore, both Lloyds and RBS have result that is just 0.1% of the requirement. It 
means that even relatively small changes in Tier 1 capital or total exposure may bring 
the ratio down. In addition, banks emphasize possible changes and emergent rules for 
leverage ratio. For example, Standard Chartered states that it is difficult to disclose 
leverage ratio “given the evolving nature of this new requirement, the significant 
uncertainty that its early disclosure presents, the potential for changes in definitions 
and calibration and its disregard for the impact of any earnings accretion and other 
management actions over the transitional period” (Standard Chartered plc, 2012b, p. 
54). Therefore, banks monitor leverage ratio in a light of the changing environment and 
try to make sure that it will be above 3%.  
 
HSBC states the possible consequence of leverage ratio introduction such as “to 
constrain business activity in areas which are well collateralised or possess sufficient 
risk mitigants” (HSBC Holdings plc, 2011, p. 101). 
 
Barclays started to calculate leverage ratio based on its own interpretation from 2010 
and make to the same conclusion for 3 years that leverage ratio “would be within the 
proposed limits” (Barclays plc, 2011, p. 138). Interestingly enough that Barclays use 
the inverse formula for their estimated leverage ratios in annual reports as well as in 
pillar 3 disclosures. It means that it divides total exposures on Tier 1 Capital that is 
inversely to Basel III calculation of leverage ratio. As the result it talks about the 
requirement of 33x rather than 3% in its annual reports. However, in pillar 3 disclosures 
it also presents Basel approach to leverage ratio.  
 
Furthermore, RBS and Barclays measure leverage by using a definition that differ from 
Basel III. Barclays measures adjusted gross leverage and RBS measures leverage ratio 
but it means the same thing. It shows the relationship of the adjusted total tangible 
assets to total qualifying Tier 1 capital that is defined by UK FSA (Barclays plc, 2011, 
p. 160; RBS Group, 2012b, p. 10). Barclays and RBS acknowledge that leverage ratios 
within the CRD IV are higher than the adjusted gross leverage. They talk about the 
inverse relationship therefore in the percentages that are used in Basel III it is in fact 
lower. They explain this by exclusion cash collateral against derivatives and netting of 
settlement balances and inclusion of off-balance sheet potential future exposures and 
undrawn commitments. Furthermore, Barclays states five key adjustments to total assets 
that have to be made in order to switch from adjusted gross leverage to leverage ratio 
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within CRD IV (Barclays plc, 2012a, p. 169). The adjusted gross leverage looks as 
follows for these two banks: 
 

 
 

Bank 

adjusted gross leverage 
2010 2011 2012 

Presented 
in reports 

In per cent Presented 
in reports 

In per 
cent 

Presented 
in reports 

In per 
cent 

Barclays 20x 5% 20x 5% 19x 5.26% 
RBS 16.8x 5.95% 16.9x 5.92% 15x 6.67% 
Table 2. Adjusted gross leverage (Created by the authors, 2013) 
 
It is possible to see that adjusted gross leverage has improved in 2012. It means that 
banks aim to improve the relationship between the capital and leverage and decrease the 
leverage that should result in a higher stability.  
 
In a conclusion, we can say that banks implicitly follow FSA recommendation about 
leverage disclosure. They aim to improve leverage ratio results and monitor them in a 
light of changing regulations. However, only two banks present the adjusted gross 
leverage that is the starting point for calculating leverage ratio.  

6.6. Liquidity Coverage Ratio (LCR) 
In the part we have talked about Basel Accord there is a description of LCR. To make it 
easier to perceive the information in this part of the research, we would like to recall 
LCR briefly. The aim of its introduction “is to promote short-term resilience of a bank’s 
liquidity risk profile” (Basel Committee on Banking Supervision, 2011, p. 8): 

LCR = 
����	���	�
����������
�
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����	��
�	������	������������ 

LCR requirement is established to be greater than 100%. 
 
Bank LCR 

2010 2011 2012 
Barclays 80% 82% 126% 
HSBC Don’t provide Don’t provide Don’t provide 
Lloyds 71% Expects to meet by 

2014 
Expects to meet by 
2014 

RBS Don’t provide Don’t provide Over 100% 
Standard Chartered Don’t mention Meet 100% 

requirement 
Meet 100% 
requirement 

Table 3. Liquidity Coverage Ratio (Created by the authors, 2013) 
 
All banks except Standard Chartered acknowledged the LCR introduction as part of 
Basel III from 2010. Standard Chartered started to talk about it in 2011. The banks 
stress the uncertainty in LCR calculation and that interpretation of LCR may change 
from institution to institution. In this context HSBC states that “a significant level of 
interpretation is required applying the definitions as currently drafted” and claims that 
“uncertainty around LCR also arises from the fact that the implementation of the Basel 
LCR framework still requires EU endorsement” (HSBC Holdings plc, 2012a, p.216). 
The same thought is presented by Lloyds: guidance for LCR calculation “is still subject 
to final ratification by the EU and the methodology is likely to be refined on the basis of 
feedback from banks and regulators during the observation period” (Lloyds Banking 
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Group, 2011, p. 117). Lloyds also stated that it “is aware that the regulatory liquidity 
landscape is subject to potential change” (Lloyds Banking Group, 2011, p. 113). 
 
The concern about possible change in calculation was confirmed. Barclays, Lloyds and 
RBS mentioned the revised standard for the LCR that was agreed in January 2013. 
Thus, Barclays present estimated LCR considering this revision while Lloyds waits 
when the UK regulatory institutions’ interpretation before assessing the impact to the 
liquidity position (Barclays plc, 2012a, p. 193; Lloyds Banking Group, 2012a, p. 50). 
RBS, however, monitors the LCR “in its internal reporting framework based on its 
interpretation and expectation of the final rules” until the definition is finalized (RBS 
Group, 2012a, p. 140). 
 
It is clear from the Table 3 that only Barclays consistently presents LCR over three 
years. However, even though other banks do not disclose exact numbers they emphasize 
that they monitor and estimate LCR according to their own interpretation. And 
according to these calculations, they meet the bar with 100%. It concerns all the banks 
except HSBC that stresses the uncertainly of LCR calculation a lot. Nevertheless, from 
the presented numbers we may conclude that LCR is rising over the years or remain 
higher 100% depending on the bank.  
 
In general, banks monitor LCR development through the years. Furthermore, they 
understand that LCR is not a finalized yet and are aware and ready for the potential 
change. 

6.7. Net Stable Funding Ratio (NSFR) 
It has been mentioned earlier that the aim of NFRS introduction is to make sure that 
there is resilience over a longer time horizon (over one year). NFRS is calculated as: 
 

NSFR = 
�����
���
��	��������

 �����������
���
��	�������� 

 
According to Basel III NSRF should be greater than 100%. Furthermore, it should be 
noted that NFRS is a new ratio that has not been requirement before Basel III in any 
other form (Hull, 2012, pp. 293-294).  
 
The banks present the NSFR in their reports and the summary of these calculations 
looks as follows: 
Bank NSFR 

2010 2011 2012 
Barclays 94% 97% 104% 
HSBC Don’t provide Don’t provide Don’t provide  
Lloyds 88% Expects to meet by 

2014 
Expects to meet by 
2014 

RBS 101% 111% 117% 
Standard Chartered Don’t mention Meet 100% 

requirement 
Meet 100% 
requirement 

Table 4. Net Stable Funding Ratio (Created by the authors, 2013) 
 
All chosen banks except Standard Chartered acknowledged the future introduction of 
NSFR in their reports from 2010. Standard Chartered started to include the information 
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about NSFR from 2011. HCBS noticed that “the final calibration of the NSFR is highly 
uncertain and is expected to remain so, with no announcement on this expected from the 
Basel Committee until 2014” (HSBC Holdings plc, 2012a, p. 216). Nevertheless, both 
RBS and Barclays provide the exact NSFR ratios that calculation is based on their 
current interpretation of this ratio. Furthermore, Standard Chartered states that it already 
meets the requirement of NSFR in 2011 and 2012. It means that although it does not 
disclose this ratio it estimates it as RBS and Barclays. As it is possible to see from the 
Table 4, Lloyds provided NSFR number in 2010 but after that did not give numbers and 
stated that it “…expect to meet the requirement for … our Net Stable Funding Ratio to 
be in excess of 100 per cent by 2014, in advance of regulatory requirements” (Lloyds 
Banking Group, 2011, p. 29). In addition, Lloyds also stated what needed to be done in 
order to accomplish this goal and emphasized that it made investments for that. In 
particular, it will need to increase the holdings of primary liquid assets to a level 
roughly equivalent to the wholesale funding with a maturity of less than one year 
(Lloyds Banking Group, 2011, p. 29). As concerns attitude towards introduction of 
NFRS, RBS states that it “…will always look to proactively adopt such measures into 
its reporting capabilities provided that there is an alignment and agreement between 
domestic and international regulators on these issues and specific country regulatory 
rules are updated to reflect these agreements” (RBS Group, 2012a, p. 140).  
 
It is possible to see that both Barclays and Lloyds did not have 100% for NFRS in 2010 
when Basel III was first introduced. Furthermore, RBS barely reach 100%. During the 
two following years we can easily see the improvement of NFRS that is strengthened by 
Standard Chartered statement and Lloyds’s estimation. Therefore, similar to LCR banks 
monitor NSFR but are concerned with the high uncertainty and wide range of 
interpretation regarding its calculation. 
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7. ANALYSIS 
In this chapter we analyze our results that we have presented in previous chapter using 
theoretical framework. Thus, we start with the analysis of the results within planned and 
emergent approaches and come to a conclusion of supporting or not our first 
proposition. After that we analyze the results within first-order and second-order 
change approaches and as a result conclude whether our second proposition is 
supported. 

7.1. Planned vs. Emergent Approach 
First of all, before we go into discussion part, we would like to remind the reader about 
the approaches we chose in the theory part. As we have already discussed the planned 
and emergent approaches are the two main approaches that most of the authors 
distinguish. The planned approach can be described in the best way as staged process of 
implementing the change. The key idea of planned approach is the process of analyzing 
the problem and generating the solutions to the problem. Not the whole organization is 
involved in the process, most of the decisions are taken by the senior managers that 
further develop the plan to solve the problem or plan the steps to go from “undesirable” 
position to the “desirable” one. 
 
Emergent approach, in its turn, basically originated from the criticism to planned 
approach. Unlike planned approach, emergent approach is a bottom-up approach, 
meaning that the senior managers alone can’t give the adequate response to the changes. 
The changes are so dynamic, the environment should be continually analyzed and 
organization on all levels should be ready to change. 
 
Common Equity Tier 1 and capital buffers 
In 2012, the banks as we have already mentioned were asked to estimate the Basel III 
capital ratios as if the regulations were came into force from 2012. The banks reported 
their estimated CET1 ratio in pillar 3 disclosures. The CET1 ratios of all banks were 
enough and sometimes exceeded the required indicator with inclusion of newly 
introduced capital buffers. It should be noted that the banks starting from 2010 were 
aware of the new coming regulation of Basel III and stressed the importance to 
continuously strengthening capital base in order to meet new requirements at all times. 
As Barclays argues the new regulations might lead to unintended consequences and 
therefore it is crucial to monitor their effects to ensure that the desired outcomes are 
achieved. It also mentioned the financial crisis and therefore highlighted the need to 
maintain strong capital to ensure and build trust in the societies. During the investigated 
period we can see slight fluctuations in both directions, but still banks tried to improve 
the decreased Core Tier 1, if that happened previously. The date of starting 
implementation CRD IV (Basel III) is not announced yet, however the full regulations 
are going to be finalized by 2013. 
 
Common Equity Tier 1 is a modified version of Core Tier 1 that is used in Basel II. 
These two Tiers can’t be confused: core Tier 1 represents the base for Common Equity 
Tier, however the deductions made are different, therefore the ratios are different, 
slightly less in Common Equity Tier 1 (if we look at the Core Tier 1 and Common 
Equity Tier 1). That is why strengthening the Core Tier 1 was highly significant for the 
banks. 
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Since, the banks are aware of Basel III changes and differences from Basel II, we can 
say that they are planning and keeping track on the capital ratio. So the changes that are 
going to be implemented are planned and thoughtful. Moreover, since Common Equity 
Tier 1 is not a wholly new capital, we can say that when banks were strengthening 
capital base, they also thought of possible effect on CET1, meaning the high level of 
Core Tier 1 will inevitably lead to a high and required CET1. 
 
Additional Tier 1  
Additional Tier 1 is a newly introduced capital that the banks should follow after 
starting date of implementing CRD IV. Even though the banks are aware of capital 
structure changes, to our mind, they didn’t prepare for the change. They didn’t mention 
and talk about Additional tier 1, until they were asked to do that by FSA. Even when 
they were asked to present the estimated ratio numbers, the majority of the selected 
banks failed to calculate the ratio or present the data. The only bank that made an 
attempt to estimate Additional Tier 1 was Barclays and even though it did, the ratio was 
not enough at all. The required Additional Tier is 1.5 % and Barclays reported of 
0.03%. We can say that the banks are not prepared to meet the requirements yet, there 
should be done some actions and basing on the information we have, we can say that the 
approach to change will be emergent. The banks need in the nearest future restructure 
their capital. 
 
Tier 2 
When we look at Tier 2, we can say little of how the banks react on Basel III 
regulations. We not only didn’t find any ratio calculated (we made calculation instead), 
but we also didn’t find any commentary of the banks. After the done calculations in Tier 
2 based on Basel II and estimated Tier 2 on Basel III, we came to a conclusion that 
banks meet the required ratio of 2% in both scenarios. It leads us to a conclusion that 
banks don’t discuss Tier 2 ratio much because of their confidence to meet the new 
regulations anyway. We can say that most likely no changes will be done. 
 
Total Capital  
Total Capital includes Common Equity Tier 1, Additional Tier 1 and Tier 2. By looking 
at the results presented by 5 selected banks, calculated following Basel II and estimated 
with Basel III, we can say that the banks in both cases meet the required ratio. However 
they still are missing out Additional Tier 1 as we have already discussed in previous 
paragraph. Since the Total Capital can’t be analyzed in isolation, we can say that the 
banks are using mixed approaches: planned and emergent at the same time. It is 
planned, since the banks in light of coming regulations are working to improve their 
capital base and emergent since there are is introduced ratio of Additional Tier 1 that 
banks failed to meet so far. When talking about Tier 2, the banks do not mention it at 
all, we therefore suppose the changes are not required to be done, since in both scenario 
banks meet the requirements. 
 
Leverage ratio 
Leverage ratio is not a new ratio, but the way the banks calculate it is different. 
However, some of the banks report that they meet required 3% minimum of leverage 
ratio. Since that ratio is depended on Tier 1 capital ratio and since we know that the 
banks are aware of the changes shortly coming, they are working on maintaining strong 
capital ratios that will mean the improvement of the leverage ratio in the end. Based on 
the results we obtained from the banks’ reports, we can say that Barclays and RBS are 
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using a planned approach when considering leverage ratio. During the period, they 
estimated the leverage ratio in a percentage way and we can see that they follow the 
requirement. Some of the banks emphasize possible changes and emergent rules for 
leverage ratio, that doesn’t allow us to assume that they are planning the change, more 
likely they will have to follow when the CRD IV comes into force. The approach 
therefore will be both emergent and planned for the banks. 
 
Liquidity Coverage Ratio 
LCR is one of the two newly represented liquidity ratios in Basel III framework. Before 
2010, these ratios were not used in the banks. However, the introduction of both is 
highly required and banks will have to track the ratio in the nearest future. From the 
results part, we see the reactions of banks to the ratio. The only bank that is the most 
concerned is HSBC, which stresses the uncertainty of LCR in general and thus doesn’t 
present the estimated LCR. However, it is aware of the new regulation. Unlike HSBC, 
the rest of the banks are talking of LCR starting from 2010, the year of Basel III 
framework introduction, or 2011. They consistently monitor LCR ratio even though it is 
not a requirement under the current regulation, but still banks estimate the possible LCR 
for the moment to understand whether they will be able to meet the new regulations at 
any time. By the end of the investigated period in 2012, according to bank monitoring 
and calculation, they all report of the reaching the necessary 100% LCR. Thus, we can 
say, that the change, expressed in introduction of LCR, is partly planned by the banks, 
they are on alert and realize the need to keep the LCR ratio with the required range, but 
at the same time they are uncertain of the effect the new regulation will have and how is 
it going to be implemented. 
 
Net Stable Funding Ratio 
NSFR is the second newly introduced liquidity ratio that Basel III required banks to 
monitor. The banks are well aware of that and most of them in their reports tried to 
report of NSFR calculated basing on their current interpretation. Most of the banks 
report that they meet this requirement and will still work on the improving NSFR in the 
future. However, they also say that the calculation of this ratio is not defined 
completely, thus they are uncertain and will likely use emergent approach in case 
something is fell out of the planned action. The only bank that doesn’t provide NSFR is 
HSBC, claiming that this ratio as well as the mentioned above is uncertain and they will 
wait for the CRD IV introduction in the UK. Having that information in mind, we can 
assume that the rest of the banks are planning to meet the regulation, trying to estimate 
it basing their assumptions on the current interpretation, thus we can say that the 
approach they use is planned. As for HSBC, we don’t see the planned actions, rather 
than the emergent approach, meaning that after the CRD IV come into force they will 
have to follow the rules and try to change in evolving environment. 
 
In conclusion, we can neither completely support nor not support our proposition 1. 
Instead we would like to support the point of view of some of the authors that say the 
planned and emergent approaches sometimes are used together. An organization can’t 
follow one type of approaches at all times, it mostly depends on what changes are 
occurring, whether they are completely new or slightly modified, whether the 
organizations are aware of them and aware of their importance, who are the pushing 
factor for change. In our case, we have distinguished both emergent and planned 
approaches, where banks are taking actions to meet new regulations beforehand or take 
no actions and wait until clear instructions will be announced. Simply, the Basel III 
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framework provides the link with previous Basel II and also brings something new, like 
newly introduced capital buffers and liquidity ratios.  
 
The planned approach is good in a way that banks can predict the environment and take 
actions accordingly. Moreover, one of the benefits of using planned approach is the 
confidence that the desired stage will be reached within defined period of time. Utilizing 
planned approach senior managers can be sure that the requirements of new Basel III 
framework will be implemented by all means. One of the drawbacks of planned 
approach that we can mention is the possibility of slow reaction on constantly changing 
environment. The banks eliminate this disadvantage of planned approach by utilizing 
emergent approach together with planned approach in the situation where the 
environment is uncertain.  

7.2. First-order vs. Second-order Change 
In order to understand whether the banks need to be ready for first-order or second-
order changes as a result of new Basel requirements we will look into all described 
ratios and come to a conclusion about the degree of change that they have done already 
and the degree of change that has to be done in the future in order to completely 
implement and fulfill the requirements that are set by Basel III. As it has been described 
earlier, first-order change is incremental and involves adjustments in structures, 
processes or systems, but not fundamental changes in structure, strategy or values. On 
the other hand, second-order change is transformational, radical and changes the core of 
the organization (Newman 2000, p. 604).  
 
Common Equity Tier 1 and capital buffers 
A first factor that we are going to look at is CET1. It is possible to see from the results 
that this ratio is not completely new. CET1 will replace Core Tier 1. We can also see 
that Core Tier 1 ratio is presented by all describing banks. Furthermore, this ratio is a 
requirement that is set by CRD 3. It means that the banks are not just required to present 
it but also to make sure that they fulfill the requirement for Core Tier 1. Therefore, they 
monitor the components that form Core Tier 1 and aim to improve and sustain capital 
base over the years. This means that CET1’s entry into force will not bring a lot of 
changes in capital structure. Rather the banks need to make small adjustments to the 
structure in order to fulfill the minimum requirement. Furthermore, the banks follow the 
FSA recommendation and provide the estimated CET1 for 2012. As it is clear from the 
Figure 3 none of the banks has problems with achieving the minimum requirement if 
they use the transitional basis. However, when CET1 is calculated on fully loaded basis 
the banks have difficulties in achieving the requirement. Therefore, considering that 
CET 1 on fully loaded basis is actually the factor that is described in Basel III the banks 
will need to work on their capital base in order to achieve satisfactory results. However, 
they have time to do that till 2019 and therefore will be able to do it gradually over the 
years. Thus, we can conclude that the first-order change is and will be used in the future 
in order to implement change that is brought by CET1.  
 
Additional Tier 1 
Additional Tier 1 is the second factor that is described in the results. It is clear that it is 
brand new ratio that has no similar one in previous regulations. Furthermore, even 
though the banks acknowledge its existence they do not present the estimated 
calculations before 2012 when the FSA recommendation came into force. As a result of 
this recommendation the banks present the calculations of Additional Tier 1 but none of 
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the banks satisfy the requirements and have a long way to achieve the minimum of 
1.5%. Therefore, the banks will need to adjust the capital base in order to fulfill the 
requirement. However, because the requirement of Additional Tier 1 is just 1.5% this 
change should not be transformational. Thus, the banks will need to use first-order 
change in order to fulfill the requirement but the degree of this first-order change will be 
higher than in other described factors.  
 
Tier 2 
Tier 2 is the third factor that we looked at in the results. The base for Tier 2 
transformation to new definition is Tier 2 under CRD 3. It is possible to see from the 
results that banks do not present calculations of Tier 2 ratio under CRD 3 in their 
reports. However, they present the Tier 2 under CRD 3 in pounds or US dollars. 
Therefore, they are able to monitor Tier 2 under CRD 3 and do that consistently over 
three observed years. From our own calculations of the ratio it is possible to see that all 
banks except HSBC improved Tier 2 ratio in 2012 in comparison to 2010. However, the 
banks do not pay a lot of attention to this factor as well as not express any concern 
about the performance. Tier 2 factor has also been included as part of FSA disclosure 
recommendation in monetary form. In order to see the state of new Tier 2 ratio we 
calculated it by ourselves. It is possible to see that all the banks reach the minimum of 
2% and therefore express no intension to improve their figures. Therefore, we can 
conclude that no change is needed to implement this ratio.  
 
Total capital 
Total capital is the last factor among capital ratios that we are going to analyze as a 
factor of change. Total capital, similar to Tier 2, exists now in a different form than it 
will be after Basel III implementation. Total capital ratio under CRD 3 is consistently 
presented by the banks. Furthermore, they aim to monitor the capital base. As we can 
see from Figure 6, four banks continuously improve their ratios with some downfalls in 
2011. Total capital ratio under CRD 3 is the starting point for implementation of total 
capital ratio under Basel III. Therefore, banks should experience low degree of change 
when concerns this factor. Furthermore, according to estimated data in pillar 3 
disclosures three banks do not meet the requirement of 13% for the fully loaded basis 
CET1 ratio. However, the scale of the changes should be small every year before Basel 
III implementation considering the strategy of the banks and the level of Total capital 
ratio to be reached. These all are characteristics of first-order change and therefore the 
banks will need to use this approach to total capital requirement implementation. 
 
Leverage ratio 
Leverage ratio is the next ratio that we are going to discuss as a factor of change. It is 
clear from the result chapter that two banks, Barclays and RBS, provide the information 
about adjusted gross leverage (see Table 2). It is the starting point for calculating 
leverage ratio. They monitor adjusted gross leverage during all three observed years and 
aim to improve the relationship between tangible assets and total qualifying capital. As 
a result, the adjusted gross leverage in percent is higher in 2012 than in 2010. However, 
it should be noted that RBS experienced slight downfall in the ratio in 2011 that means 
that its Tier 1 capital as part of total tangible assets was smaller that year. Therefore, 
even relatively small changes in asset structure can result in a change of adjusted gross 
leverage. It means that banks need to monitor carefully their assets in order to avoid 
unnecessary high leverage in their balance sheet. The calculation and monitoring of 
adjusted gross leverage help to adjust to introduction of leverage ratio as part of Basel 
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III. It means that banks already know the approximate performance of this ratio and 
have experience in its improvement.  
 
Furthermore, banks present information in a way that is more familiar to them. They 
present leverage ratio as total exposure to Tier 1 capital that make comparison to 
adjusted gross leverage easier and transition to leverage ratio smoother. Banks also 
states the reasons why leverage ratio in per cent is lower than adjusted gross leverage in 
per cent and what changes should be done in order to calculate leverage ratio according 
to new definition. It means that they have a clear vision about the effect that the ratios 
are likely to bring.  
 
Moreover, all banks follow FSA recommendation and present estimated leverage ratio 
calculations but states that fulfillment of 3% bar is not a requirement yet. It is clear from 
the Table 1 that banks present different variants of leverage ratios depending on the 
definition of Tier 1 capital. It is done in order to see the state of leverage ratio during 
different stage of Basel III implementation. The result of full Basel III implementation 
is presented in full end point ratio. It is possible to see from the Table 1 that leverage 
ratio is getting lower when more strict definition of Tier 1 is presented. It means that in 
a future banks need to improve their performance in order to be able to fulfill the 
requirement because now it is clear that Barclays do not fulfill the requirement and RBS 
and Lloyds have ratios barely reach the minimum of 3%. However, because the 
implementation of Basel III will be gradual banks will be able to adjust to new 
definition of leverage ratio smoothly. Therefore, we can say that the change that is 
brought by leverage ratio is incremental and do not require transformational changes in 
structure, e.g. this is first-order change. 
 
Liquidity coverage ratio 
The following ratio that has been described in the result chapter and that we are going to 
analyze in the relation to degree of change is LCR. This ratio is a new factor that has 
been introduced as part of Basel III framework. Banks has not previously calculated 
ratio that would be similar to this one.  Nevertheless, it is most likely the reason banks 
present the dynamics of LCR over observed years as it can be seen in Table 3. It differs 
from the previously discussed factors and shows that banks start to monitor LCR right 
away just from 2010. The exception is Standard Chartered that monitors LCR from 
2011. It has been mentioned that 100% requirement for LCR is not in force yet. 
Furthermore, banks initiate the monitoring of the ratio by themselves because no 
recommendation or requirement has been made by regulators regarding this issue. 
Therefore, we can conclude that banks do the calculations in order to understand where 
they are now and what should be changed during the following  years in order to fulfill 
the requirements in the future without big adjustments at the end. The tendency of 
gradually adjustment to new regulation is seen in the Table 3 on the example of 
Barclays. The LCR ratio was substantially lower 100% in 2010 and gradually increased 
over the next two years. The same approach for improvement is implemented by 
Lloyds. Even though it does not present the exact numbers for 2011 and 2012, Lloyds 
talks about the constant monitoring of LCR and expectations to meet its minimum 
100% by 2014. Other banks already meet the minimum requirement and aim to monitor 
the LCR in a light of possible changes in calculations. Therefore, they won’t need to 
make big changes in asset structure but rather adjust it a little to make sure that they 
fulfill the requirement even if the changes in LCR calculation occur. From the 
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discussion we can conclude that the banks choose first-order change as a change 
strategy for LCR and will also need to stick to this strategy in the future.  
 
 
Net Stable Funding Ratio 
Finally, we have described NSFR and now are going to analyze what approach of 
change should be used by banks in order to implement NSFR. Similar to LCR, NSFR 
has no equivalent under previous regulations. Therefore, the banks present estimated 
NSFR according to their interpretation during three observed years. Standard Chartered 
is the only observed bank that starts the observation from 2011 but states right away that 
already meet the minimum 100%. In general, situation with NSFR implementation is 
very similar to LCR. All banks usually monitor the ratio and present the estimated 
numbers. Based on the results that they get banks aim to improve the performance of 
NSFR and gradually increase the ratio in order to fulfill the requirement. Furthermore, 
because of uncertainty around NSFR interpretation banks aim to have NSFR that is 
sufficiently above 100%. The only bank that does not provide the NSFR calculation as 
well as LCR calculation and does not talk about the estimations of these ratios is HSBC. 
This bank emphasizes the uncertainty very much in both cases. As a result, it may face a 
situation where the definition and interpretation are finalized but it does not fulfill the 
requirement. As a consequence, it might have to change the structure of assets a lot in 
order to achieve the minimum of 100%. However, this is the exception of the presented 
banks. Other banks decide to monitor NSFR using their own interpretation of NSFR and 
it is proved to be successful because NSFR is improving over the years. 
 
Therefore, based on the analysis of the degree of change that is brought by Basel III 
requirements we can conclude that our proposition 2 that banks use first-order change 
approach in Basel III implementation is supported. Firs-order change approach is 
beneficial for the banks in a way that they can slowly adjust to the new Basel III 
framework. As a result they have time to think the strategy thoughtfully; the employees 
will be able to adjust to new rules without big stresses. Furthermore, the outcome of this 
strategy is predictable. Even though if something goes wrong, the banks will be able to 
go back to the initial stage easily and try another option.  
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8. CONCLUSION 
In the conclusion we would like to recall the research question and evaluate the answer 
on it. Furthermore, we discuss whether the aims of the study have been met. After that 
we emphasize the theoretical and practical contribution of our research. We also 
acknowledge the limitations of our study and determine the suggestions for further 
research. 
 
We would like to remind that our research question looks as follow: What approaches 
of implementing change as a result of the Basel III framework are utilized by UK 
banks? 
 
The aim of the research was to investigate what change is brought by Basel III 
implementation to UK banks in terms of degree of change and change planning. In the 
theoretical part we have come up with two propositions that we planned to check. In 
order to do that we gathered information from annual reports as well as pillar 3 
disclosures from 5 major UK banks. We analyzed the relevant data from that documents 
starting from 2010 in order to see the dynamics of Basel III relevant ratios as well as to 
understand how the banks as a whole refer to new regulations and how they manage 
future implementation of Basel III requirements. The analysis of the result led us to the 
following conclusions. 
 
Proposition 1. Banks use planned change approach to Basel III introduction and 
implementation as concerns change planning. 
 
To support or not our proposition number one, we analyzed introduction and 
implementation of Basel III requirements in 5 large UK banks. We mainly looked at the 
banks’ reports and estimated ratios to understand to what extent they are prepared for 
the change or whether they are waiting for the finalization of the requirements. Most of 
the banks mention the importance to monitor capital ratios and constantly maintain the 
strong indicators. There is the only one new capital ratio that is introduced in Basel III 
that banks are aware of, but still didn’t manage to meet the required level, which is 
Additional Tier 1. We believe that all of the banks would need to make changes right 
away, therefore using the emergent approach that supports the idea of dynamic 
environment. Unlike with the other capital ratio, CET1 that is to some extend is the 
Core Tier 1 ratio the banks will be using the planned approach. We can support this 
point of view with the highest concern of the banks that keep strengthening core tier 1 
arguing that the new regulations usually lead to inevitable decline in important ratios. 
  
When we consider the newly introduced liquidity ratios, the banks show that they are 
monitoring and estimating the level of ratios basing their assumptions on the rules that 
are used right now. At the same time, some of the banks talk about the uncertainty of 
the coming changes, and uncertainty in calculations. Here we can observe the use of 
both planned and emergent approaches at the same time. This point of view is supported 
by some of the researches that say the planned and emergent approaches can be used 
together.  
 
Overall, we came to a conclusion that in the planning the change, the banks can prepare 
beforehand by interpreting the change in their own point of view and try to work on 
transition to change. As a result they can monitor and distribute the capital and assets 
beforehand that means certainty in strategy and profit generation. By using the planned 
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approach, the banks can be sure to have stable and predictable performance. Sometimes 
the bank if they feel uncertain about some of the changes, prefer to wait and act 
accordingly to the situation aroused. Therefore, using the emergent approach the banks 
won’t waste resources and time on planning something that might be changed 
completely in the future. Thus, we cannot fully support nor not support our proposition 
1.  
 
Proposition 2. Banks use first-order change approach to Basel III introduction and 
implementation as concerns the degree of change. 
 
In order to be able to support or not this proposition we analyzed the impact of 
introduction and future implementation of Basel III ratios in respect of the degree of 
change. Interestingly enough the banks start to estimate and monitory two out of three 
brand new ratios from 2010. They gradually improve the performance of the ratios 
which minimum level they do not achieve. It means that they prefer to change 
incrementally rather than wait for the regulation to come into force and try to achieve 
the minimum requirement within a short period of time. Other ratios have the 
background or start point for future changes in present regulations. This helps the banks 
to adapt to the changes that are brought by new definitions of these ratios. However, it 
relaxes the banks in a way that they do not voluntarily monitor estimated ratios in 
accordance of new definitions. The banks assume that the high level of the “start point” 
ratio would mean high level of the ratio under new definition. It is actually true and 
therefore the banks monitor and improve the existing ratios concerning capital and 
leverage. It also helps banks to implement change smoothly without big changes in 
capital or assets structures. Furthermore, in pillar 3 disclosures most banks present 
estimated ratios using at least two different bases depending on the stage of the Basel III 
implementation. It helps the banks to use incremental change approach because they can 
see where they would be if the different stages of Basel III implementation occur now. 
As a result they have time to adjust their capital and assets structures over the years 
without big alterations that occur at one moment. 
 
It should be noted that according to the data we analyzed the banks do not really do 
anything in relation to Additional Tier 1 introduction. It is brand new ratio but the banks 
start to estimate it when the FSA recommendation occurs. However, none of the banks 
achieve the minimum of the Additional Tier 1 requirement that is 1.5% to RWAs. It 
may imply that the banks will have to make a relatively big change in capital structure. 
Nevertheless, the banks should not have a transformational change that means the 
change of organizational core factors because the minimum is just 1.5%. They need to 
apply first-order change approach in order to achieve the minimum level.  
 
One of the most interesting points in investigation about the degree of change that the 
banks use is the example of leverage ratio in Barclays and RBS. They do not just 
calculate the estimated leverage ratios using different definitions of Tier 1 capital 
depending of stage of the Basel III implementation. They present it in a way that it is 
similar to adjusted gross leverage and makes it very easy to compare these two ratios. 
Furthermore, they state the reasons for the difference between two ratios and changes 
that should be done to adjusted gross leverage in order to get leverage ratio. It is 
possible to see that they are trying to implement the change as smoothly as possible. It 
is a clear identification of first-order change. 
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Therefore, we can conclude with a high certainty that our proposition is supported. 
However, we did not expect that the first-order change can have different degree within 
its own category. The utilization of first-order change approach means that the banks do 
not have to experience big transformations in strategy or structure that could lead to 
unsatisfactory results. Furthermore, the incremental changes help the banks stakeholders 
to adjust to new environment smoothly. 
 
Another aim that we had was to investigate on what stage of Basel III implementation 
UK banks are. In order to achieve this objective we looked at different ratios within 
Basel III and came to the conclusion that all of the ratios are not requirement yet. 
However, most of the ratios are estimated and monitored by banks. Furthermore, we can 
say that the banks aim to achieve the minimum level ahead of the official timetable and 
improve the performance over the years. It is beneficial for the banks because they show 
their stability and therefore get a comparative advantage. Moreover, their determination 
to monitor and estimate the impact of Basel III show that the banks care about the rules 
and the opinion of the society. It should help them to regain trust of the society that has 
been lost as a result of financial crisis 2008.  
 
From the analysis part and the discussion above we can say that the banks use planned 
change approach with some emergent change signs as concern the intentionality of 
change and first-order change approach as concerns the degree of change.  

8.1. Theoretical and Practical Contribution 
It is possible to see from the theoretical part that most researchers pay a lot of attention 
to the individual perception of change and see an organization as a group of people with 
a different views rather than a single mechanism. We decided to look into this less 
researched area and investigate the organization as a whole. It allowed us to leave apart 
the feelings of people and concentrate on main changes that have been brought by 
external environment factor such as Basel III framework. As a result we found out that 
in some cases it is not possible to consider planned and emergent approach separately 
and view them as contrary to each other. Moreover, we realized that the degree of 
change can fluctuate a lot even within first-order change. 
 
As concerns the practical contribution of our research it is clear that it might be useful 
for the banks that we have investigated in a way that we have highlighted the areas for 
the future improvement of the requirements fulfillment. Furthermore, it can also be 
useful for the investors and shareholders of these banks .The research give them the idea 
how ready the banks are for the Basel III implementation and the level of change that 
they will experience in order to fully implement the regulation. The results of the 
research might also be useful for banks that follow the example of UK major banks.  

8.2. Limitations 
There are three main limitations of our study. First of these limitations is the sample 
choice. We used non-random sampling and intentionally chose the five largest UK 
banks. Even though these banks represent a large part of the banking industry in the UK 
there are more than 100 banks and building societies from the UK that need to 
implement Basel III. We understand that the largest banks affect the economy 
dramatically and therefore their failure is unacceptable. As a result they might monitor 
and meet the requirements and regulations more carefully than smaller banks have 
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higher risks in order to generate the profit. Therefore, the findings might be different 
from the findings that we would get choosing other banks. 
 
The second limitation of our study is that we have used only secondary data that was 
publically available. It should be noted that this data was enough for making 
conclusions regarding our research question. However, the usage of insider information 
would have given us more complete picture of the bank’s strategy towards Basel III 
implementation. Furthermore, we would have been able to know for sure whether the 
banks do not disclose the results or do not monitor and estimate them where such 
situations occur (for example, HSCB does not provide a lot of the ratios).  
 
Final limitation that we are able to spot is that we investigate the change just on the 
organizational level. Even though it gives us the perception of the banks as a whole it 
might hide some reasons for change that occur as a result of personal actions.  

8.3. Further Research 
Our study has shown that the banks fulfill most of the described requirement within 
Basel III. It would be interesting to investigate the Basel III implementation in small 
banks and see whether they follow the same approach or they will need to make a 
transformational change in order to be able to meet the requirements. As it has been 
mentioned before, because of their size they might have to take more risks in order to 
generate the profit and therefore the implementation of Basel III might change their core 
principles. 
 
Furthermore, it would be interesting to deepen our analysis and use the insider 
information along with investigation of change on individual level. It should uncover all 
uncertainties that we met and explain the very core reasons for the actions the banks 
have taken. 
 
Finally, it would be fascinating to continue to investigate the Basel III implementation 
because it is in the beginning of its entry into effect and a lot of changes may occur 
during this process. As a result, it would be very interesting to see how the banks handle 
the changing environment and adjust to these changes.  
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APPENDIX 1 – Result Summary 
Basel III 
requirements 

Originality Barclays HSBC Lloyds RBS Standard 
Chartered 

CET1≥4.5% 
(with buffers 
minimum can be 
from 7% to 
9.5%) 

Core Tier 1 is a 
starting point for 
change 

Estimates CET1 
on transitional 
(10.6%) and fully 
loaded (8.2%) 
basis in 2012. 
Provides Core 
Tier 1 from 2010. 

Estimates CET1 
on transitional 
(11.5%) basis in 
2012. Provides 
Core Tier 1 from 
2010. 

Estimates CET1 
on transitional 
(11.6%) and fully 
loaded (8.1%) 
basis in 2012. 
Provides Core 
Tier 1 from 2010. 

Estimates CET1 
on transitional 
(10.9%) and fully 
loaded (7.7%) 
basis in 2012. 
Provides Core 
Tier 1 from 2010. 

Estimates CET1 
on transitional 
(13%) and fully 
loaded (11.2%) 
basis in 2012. 
Provides Core 
Tier 1 from 2010. 

Additional Tier 
1≥1.5% 

New Estimates in 
2012. Doesn’t 
fulfill the 
minimum 

Estimates in 
2012. Doesn’t 
fulfill the 
minimum 

Estimates in 
2012. Doesn’t 
fulfill the 
minimum 

Estimates in 
2012. Doesn’t 
fulfill the 
minimum 

Estimates in 
2012. Doesn’t 
fulfill the 
minimum 

Tier 2≥2% Tier 2 is a 
starting point for 
change 

Estimates Tier 2 
on transitional 
(3%) and fully 
loaded (4.2%) 
basis in 2012. 
Provides Tier 2 
under Basel II 
from 2010 in 
monetary terms.  

Estimates Tier 2 
on transitional 
(2.9%) basis in 
2012. Provides 
Tier 2 under 
Basel II from 
2010 in monetary 
terms.  

Estimates Tier 2 
on transitional 
(5%) and fully 
loaded (3.2%) 
basis in 2012. 
Provides Tier 2 
under Basel II 
from 2010 in 
monetary terms.  

Estimates Tier 2 
on transitional 
(2.5%) and fully 
loaded (2.6%) 
basis in 2012. 
Provides Tier 2 
under Basel II 
from 2010 in 
monetary terms.  

Estimates Tier 2 
on transitional 
(3.8%) and fully 
loaded (2%) basis 
in 2012. Provides 
Tier 2 under 
Basel II from 
2010 in monetary 
terms.  

Total Capital 
(TC) ≥8% (with 
buffers minimum 
can be from 
10.5% to 13%)  

Total Capital is a 
starting point for 
change 

Estimates TC on 
transitional 
(13.9%) and fully 
loaded (12.7%) 
basis in 2012. 
Provides TC 
under Basel II 
from 2010. 

Estimates TC on 
transitional 
(14%) basis in 
2012. Provides 
TC under Basel 
II from 2010. 

Estimates TC on 
transitional 
(16.7%), fully 
loaded (11.3%) 
basis in 2012. 
Provides TC 
under Basel II 
from 2010. 

Estimates TC on 
transitional 
(13.5%) and fully 
loaded (10.3%) 
basis in 2012. 
Provides TC 
under Basel II 
from 2010. 

Estimates TC on 
transitional 
(16.9%) and fully 
loaded (13.2%) 
basis in 2012. 
Provides TC 
under Basel II 
from 2010. 
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Leverage 
Ratio≥3% 

Adjusted gross 
leverage(AGL) is 
a starting point 
for change 

Estimates 
transitional 
(>3%), adjusted 
full end point 
(>3%), full end 
point leverage 
ratio (<3%) in 
2012. Provides 
AGL from 2010.  

Estimates full 
end point 
leverage ratio 
(>3%) in 2012.  

Estimates 
transitional 
(>3%), adjusted 
full end point 
(>3%), full end 
point leverage 
ratio (>3%) in 
2012. 

Estimates 
transitional 
(>3%), adjusted 
full end point 
(>3%), full end 
point leverage 
ratio (>3%) in 
2012. Provides 
AGL from 2010.  
 

Estimates 
transitional 
(>3%), full end 
point leverage 
ratio (>3%) in 
2012. 

LCR≥100% New Estimates from 
2010, fulfills in 
2012 

Doesn’t provide. 
Emphasizes 
uncertainty. 

Estimates from 
2010, in 2010 – 
74%, in 2011 and 
2012 – expects to 
meet by 2014 

Doesn’t Provide 
in 2010 and 2011, 
fulfills in 2012 

Estimates from 
2011, fulfills 
from 2011 

NSFR≥100% New Estimates from 
2010, fulfills in 
2012 

Doesn’t Provide. 
Emphasizes 
uncertainty. 

Estimates from 
2010, in 2010 – 
88%, in 2011 and 
2012 – expects to 
meet by 2014 

Estimates from 
2010, fulfills in 
2010 

Estimates from 
2011, fulfills 
from 2011 

Table 5. Result summary (Created by the authors, 2013)
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