
Follow up to the European Parliament resolution of 23 November 2016 on 
the finalisation of Basel III

2016/2959 (RSP)

1. Resolution tabled pursuant to Rules 128(5) and 123(2) of the European Parliament's Rules of procedure by the Committee on Economic and Monetary Affairs (ECON)
2. EP reference number: B8-1226/2016 / P8_TA(2016)0439

3. Date of adoption of the resolution: 23 November 2016

4.
Subject: The Basel Committee on Banking Supervision (BCBS) put forward proposals for refining the prudential framework for banks with respect to credit and operational risk ("finalisation of Basel III") with the broad objective of finding a better balance between risk sensitivity, simplicity and comparability of bank capital requirements. The proposed measures include the revision of the standardised approaches for calculating capital requirements, the limitation of the flexibility for banks to rely on internal risk models to calculate their capital requirements and possibly the introduction of "output floors", which would limit the extent to which favourable outputs of banks' internal risk models can lead to reductions of their capital requirements. The resolution expresses the European Parliament's views and priorities with regard to the ongoing discussions in the BCBS in view of a possible implementation of the revised framework in the European Union.
5.
Competent Parliamentary Committee: Committee on Economic and Monetary Affairs (ECON)

6.
Brief analysis/ assessment of the resolution and requests made in it:
The resolution views the ongoing work of the BCBS largely in the context of a possible impact on banks' capacity to continue to provide an appropriate amount of financing to the real economy in the European Union.
The resolution inter alia:
· stresses that the work should be done according to two principles: i) it should strengthen the overall financial position of European banks while avoiding significant increases in overall capital requirements (paragraph 5); and ii) it should promote a level playing field at the global level and not unduly penalise the EU banking model (paragraph 6);

· calls for a thorough impact assessment of the changes that will be proposed by the Basel Committee (paragraphs 11 and 13);

· underlines the specificities of the European banking models and the need to maintain diversity and respect proportionality (paragraph 15);

· stresses the key role that banks play in financing the European economy (paragraph 3);

· points to the importance of a risk-based approach, emphasising that the right to use internal models should be preserved, and expresses concerns about the potential introduction of output floors, while underlining the need to reduce the scope of regulatory arbitrage (paragraph 12), and calls on European and national supervisors to ensure convergence in practices (paragraph 16);

· stresses the importance of the role of the Commission, the European Central Bank and the European Banking Authority in engaging in the work of the BCBS and provide transparent and comprehensive updates by regular briefings in the Parliament's Committee on Economic and Monetary Affairs (paragraph 20).

7.
Response to requests and overview of action taken, or intended to be taken, by the Commission:

In its role as observer in the BCBS and the numerous technical groups, the Commission is involved in the ongoing discussions on the "finalisation of Basel III". The Commission supports the broad objective of the BCBS, but has also pointed out – publicly and during meetings of the BCBS – that the revised standards would have to respect a number of key principles. They would need to be sufficiently risk sensitive, should not lead to a significant increase in overall capital requirements for European banks, and should preserve an international level playing field. In many ways, these principles are aligned with those expressed in the resolution.
In addition, a number of the concerns addressed by the resolution are already being addressed by the Commission in the ongoing legislative work, especially where they are not strictly linked to the BCBS discussions on the "finalisation of Basel III". For example, the financing of the real economy and the proportionality of the regulatory framework were cornerstones of the Commission's recent "Banking Package" proposals adopted on 23 November 2016, in particular in the proposals to amend the Capital Requirements Directive and Regulation.
Responses to specific points of the resolution
Paragraph 13: The impact of the regulatory framework on the financing of the real economy and related legislative projects is a main consideration in the Commission's approach to financial regulation. Indeed, in the recent Call for Evidence, stakeholders have been invited to, amongst others, identify any undue obstacles in the regulatory framework to the ability of the wider financial sector to finance the economy, with a particular focus on small and medium-sized enterprises (as well as innovation and infrastructure projects and sustainable finance). The Commission has made use of the results of this consultation, inter alia, by using it as input for a number of key proposals included in the Banking Package aimed at enhancing the financing of the real economy, and it intends to do so in the future, too. Any new BCBS agreements will be evaluated against the same criteria, even though a comprehensive impact assessment can only be conducted once final standards are published and considered for EU implementation.
Paragraph 14: The Banking Package makes sure that the leverage ratio does not discourage banks from facilitating access to the clearing of derivatives by central counterparties ("acting as clearing member"), in line with the European Market Infrastructure Regulation. It does so by allowing institutions acting as clearing members to reduce their exposure measure by the amount of initial margin received from their clients.

Paragraph 15: The Commission agrees that the EU regulatory framework must respect the diversity of the European banking sector and the principle of proportionality. Therefore, as part of the Call for Evidence, the Commission has invited specific feedback on whether EU rules are adequately suited to the diversity of financial institutions in the EU, and specific proposals have been tabled as part of the Banking Package as a result of the feedback received. In addition, in the context of the ongoing BCBS negotiations, the Commission has repeatedly emphasised that any revised standards should also fulfil these conditions, notably by taking into account certain European specificities (for example linked to mortgage markets) and the different risk profiles of banks. The Commission intends to ensure that their European implementation will do so.
Paragraph 17: The Commission is very attentive to potential interactions between different legislative acts which are part of the regulatory framework established in recent years. Indeed, one major aim of the Call for Evidence was to gain a clearer understanding of such interactions, as well as of the cumulative impact of the framework as a whole, including potential overlaps, inconsistencies and gaps. Many of these gaps are being addressed through the recent Banking Package. The main elements of the Banking Package have been subject to a joint impact assessment, and targeted adjustments to international standards have been made.
Paragraph 19: The Commission is committed to ensure that the regulatory framework is not unduly complex or costly and that the principle of proportionality is consistently applied. The Commission notes that, already today for the purpose of calculating minimum capital requirements, small banks with simple business models may apply simple rules (the so-called standardised approaches) that would be difficult to simplify further without impinging on the risk sensitivity of the framework and without requiring a more conservative calibration of requirements in order to ensure financial stability. In addition, in the recent Banking Package, the Commission has tabled proposals seeking to reduce the costs of regulatory reporting, inter alia by limiting the frequency of submission of regulatory reports for small institutions (once a year as opposed to semi-annually or more frequently for all other institutions), and by adding a mandate to the European Banking Authority to deliver a report to the Commission on the cost of regulatory reporting by 31 December 2019, including an obligation to make recommendations on ways to simplify reporting for small institutions through amendments to existing European Banking Authority reporting templates.

Paragraph 20: The Commission follows the BCBS discussion actively and voices concerns from an EU perspective. However, the Commission – as observer – has no formal role in the decision-making process of the BCBS and the main responsibility to achieve an outcome that is acceptable from a European perspective thus lies with the European supervisors which are full members of the BCBS. The Commission nevertheless supports efforts to coordinate the positions of these members. The Commission continues to be open to discuss the developments at BCBS level with European stakeholders, within the limits set by the private and confidential nature of the BCBS's discussions.
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