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Forward-Looking Management and Regulatory Operation of
Counter—Cyclical Capital Instrument
Xu Youchuan
(School of Economics, Fudan University)
Abstract; Current regulatory proposals or academic discussions focus on the empirical —based
rules design of counter—cyclical capital supervision. It is an ex post unilateral or bilateral symmetry
design in deterministic scenarios, which fail to reflect the impact of future uncertainties and
expectations on regulatory capital requirements and discretionary decisions. Consistent with the
relevant regulatory principles, the reference indicator in this paper is also anchored in credit—to—
output ratio, but capital application rules are extended to random state, and explicitly derives the
provision rules, release rules, and exemption rules for counter — cyclical capital, which is a
theoretical —based and forward—looking capital application rule design, and uses real-life scenario
data from China for calculation and verification at the same time. The multi—perspective estimation
shows it can provide clear signal guidance for the activation and exemption decision—making of
counter—cyclical capital, as well as the first adjustment and continuous adjustments. This paper
broadens the rule design vision of counter—cyclical capital regulation, and provide inspiration for
whether to activate and how to adjust counter—cyclical capital.
Keywords: Procyclicality, Counter — cyclical Capital, Capital Regulation, Macro — Prudential
Regulation
JEL Classification: C02, D01, G21
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