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Banks Emerge Winners from Final Post-Crisis
Capital Rules

By Boris Groendahl, Nicholas Comfort, Silla Brush and Edward Robinson

Bloombe rg. December 8, 2017, 2:01 AM GMT+2

« Basel lll agreement completes post-crisis regulatory framework
» Draghi says ‘difficult’ implementation of rules will now begin

Banks emerged relatively unscathed from global regulators’ final batch of post-crisis capital
rules, with few lenders needing to raise major new funds.

The Basel Committee on Banking Supervision on Dec. 7 issued new rules on how banks
estimate the risk of mortgages, loans and other assets. The compromise, reached after fierce
lobbying by the industry, will cause “no significant increase” of overall capital requirements,
the regulator said. For some big banks, capital demands will actually decline.

The Bloomberg Europe 500 Banks and Financial Services Index rose as much as 2.9 percent
on Friday. Danske Bank A/S led the gains, followed by Credit Suisse Group AG, Societe
Generale SA and Lloyds Banking Group Plc and Credit Agricole SA.

Bank analysts at JPMorgan Chase & Co. said the rules are “significantly better than expected”
and a positive for European banks, while UBS Group AG analysts said the final deal is a
“relief” that could lead banks to soon pay higher dividends.

Barclays Plc analysts said Lloyds Banking Group and Royal Bank of Scotland Group Plc could
benefit in particular from the Basel Committee’s softening of requirements for banks to have
capital for potential litigation or operational risks.

Dutch banks have a 14 billion-euro capital shortfall to meet the fully phased-in requirements,
according to the Dutch central bank. But the banks are confident they can absorb the impact
because they “have robust capital buffers and a healthy risk profile,” the Dutch Banking
Association said.

In finishing Basel III, authorities set out new guidelines for calculating and managing the risk
posed by trillions of dollars’ worth of mortgages, loans and other assets that lenders have on
their books. It was the industry’s failure to accurately account for the peril of subprime
mortgages that triggered the meltdown in confidence a decade ago. Regulators are hoping the
measures announced on Thursday will make this opaque process more transparent and
accountable.

The main stumbling block in the negotiations for most of the last year was a measure that
restricts how low banks can drive their capital requirements by gauging asset risk with their
own models. Under the compromise plan, banks’ total assets weighted for risk using their


https://www.nvb.nl/nieuws/3841/nederlandse-banken-goed-in-staat-voorstellen-bazel-op-te-vangen.html
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own models can’t be less than 72.5 percent of the amount calculated with a formula provided
by the regulators, known as the standardized approach.

Nordic, Benelux Banks Vulnerable to Internal Model Curbs
Southern European lenders are less relying on advanced statistical models

B Share of risk measured with internal models
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‘Interim Adjustments’

This floor is intended to guard against excessively optimistic assessments and to level the
playing field with banks that use the standard formula. It will be introduced gradually to
allow banks time to adjust, starting in January 2022 and reaching its final level five years
later.

The phase-in, coupled with “interim adjustments made by the banking sector to changing
economic conditions and the regulatory environment,” will “almost certainly” mean the
“actual impact” of the new requirements will be less than estimated, the regulator said.

The Basel Committee also overhauled its standardized approaches to measuring credit and
operational risk that are used by most of the world’s banks. The Fundamental Review of the
Trading Book, a comprehensive reform of the standards for banks’ trading businesses that
was agreed last year, will be sent back for further work, and its start date pushed back by
three years to 2022.

Significant Increase

In undertaking the reforms, the Basel Committee was instructed by political leaders not to
increase overall capital requirements significantly in the process. The regulator lived up to
that task, according to European Central Bank President Mario Draghi, who heads the
regulator’s oversight body.


https://www.bis.org/bcbs/publ/d426.pdf
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“The focus of the exercise was not to increase capital,” he said. “You have outliers, of course,
and for them capital needs are going to go up.”

The total capital shortfall for internationally active banks under the new rules is 90.7 billion
euros ($107 billion), according to the Basel Committee. The world’s biggest banks account for
most of this gap -- 85.7 billion euros -- based on end-2015 data.

Big European banks, which were the loudest opponents of the new rules, would see a 36.7
billion-euro shortfall, according to a European Banking Authority estimate from the same
time period. Both the Basel Committee and EBA said neither estimate accounted for the
increase in banks’ capital over the last two years.

Lobbying Targets

The ink wasn’t dry on Thursday’s press release before banks turned their attention to their
next lobbying targets: the policy makers of the European Union and Basel member countries.
The Basel Committee’s standards don’t bind on banks until they’re enshrined in national
rules. That will take years, and the process opens the door to further changes.

“It was difficult to reach this agreement,” Draghi said. “It’s equally difficult now that all the
jurisdictions would put in place and implement the agreement in a timely and consistent
manner.”

Despite what the EBA called a “limited aggregate impact” on EU banks, Wim Mijs, chief
executive officer of the European Banking Federation, a major lobby group, said with an eye
on Brussels that “we should not lose sight of the fact that the output floor may do significant
harm to our European economy and to the global competitiveness of European banks.”
Valdis Dombrovskis, the EU commissioner in charge of financial-services policy, said the
policy makers would “carefully assess” the Basel rules, including an impact assessment,
before implementing them. U.S. regulators said they’ll “consider how to appropriately apply
these revisions” through the rulemaking process.

“The only reason this deal was reached is that every national agency I know believes it is
more critical to preserve the global framework in spirit if not now also in letter,” said Karen
Shaw Petrou, managing partner at Federal Financial Analytics in Washington. “They all fear a
pell-mell race to the bottom; with the agreement, the facade is intact even if the reality
remains fragile.”

— With assistance by Alexander Weber, John Glover, Carolynn Look, Jesse Hamilton, and
Wout Vergauwen


https://www.eba.europa.eu/documents/10180/1720738/Cumulative+impact+assessment+of+the+Basel+reform+package.pdf
https://www.bloomberg.com/news/terminal/P0LY726K50Y5
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«AlKoun, AoyKn Kot oploTikn» yopaktipioe o I'dAroc kevipikog tpamelitng Ppavoovd
Buiepovd vte T'kadd v tedikn cvpeovia yio toug tpamrelicotds kavoves Baoiieia 111 To
KOVOVIGTIKO TANIG10 eKToviOnKe amd TIG KevTpkés Tpameleg Kot TG emonTikég apyég Tov HITA,
¢ Evpodnng kot g Aciag yia tn 00pdkion Tov ¥pnUoTomeT@TIKOD KAAI0V, MGTE VoL UV
EVOKNYEL EK VEOL Kpiom avdioyn pe oty tov 2007-2009. Ot tedevtaiec petappuduicelg
amoutoHv amd TIC TPATELES VO GLYKEVIPMOGOVY TEPICCOTEP KEPAALM Y10 VO LLITOPOVV VL
KOAVTTTOLV QUEGO TUYOV ATMAEIEG GTA YOPTOPVANKLN TV GLUVOAALYDV TOVG,.

Katomy artqpoatog tov apepikavikov vrovpysiov Owovopkav, n Emrpont| e Baciielog
ocvpe®VNoE va emunKLVvOel £mg 10 2022 0 xpdvog Yo TNV V1BETNON TOV VE®V KpLTnpiwV.
Empinbnkav, eniong, Kovd kpithplo 6To LOVTEA TTOV YPNCLOTO0VV Ot TpAmeles yio va
a&loloynoovy Tov TGTOTIKO Kivouvo Tov eALOYEVEL 6T YapTOoQLAGKLO TV daveimv Tovg. Ot
eVPOTAiKES Tpdmeles elyav AVTIOPAGEL GE QLTI TNV LITOYPEMOT|, SLOTL TG avaykalel va
OVTAGOLV TEPICCOTEPO. KEPAAOLN Y10, VO EVIGYDGOLV TOVG KEPAAUOKOVS OEIKTEG TOVG AMEVAVTL
OE TVUYOV EMOPUAEIEG OTEYACTIKNG TIGTNG. MEYOAVTEPES NTAV O1 EVOTAGELS TOV YOAMKOV
tpaneCov. To [Mapiot, tehd, petébece Emg to 2027 10 Ypovikd Op1o Yo VO TPOGOPUOGTEL GTA
véa Kprnpia a&oAOYNoNG TOV TGTOTIKOD KvOHVo.

H Evponaixn Tparelun Apyn vroroyiler 0Tt o1 peyarvtepeg tpdmeleg g E.E. Ba yperactel va
avtAnoovv mpocheta Kepdioia 39,7 616. vpd Y10, VO TPOCAPLOGTOVV GTIG TEAELTOLES
uetappubpicels e Baoiieiog 111

O «. I'karo, mhviog, e€€ppace v temoifnon Tov 6t dev Ba ypelaotel va vdpéer Baciieio IV.

21006 TV petappuipicemv eival va evioyvbel To KavovioTiko TAAIC0, MCTE VO LNV LITAPYOVV
KEVA OV Vo dnpovpyovv afefotdtnta 6Gov agopd ™ Aettovpyio Tov Tpamelkoy GLGTILATOC,
dMiwoce o Maplo Ntpdyxt, o omoiog etvan mpdedpog tov emontikov opydavov ¢ Emtpomng g
Baoileioc. «kE@Bace 1 dpa yio TNV Qoproy| TG TEAKNG COUPOVING, ETICTUOVE GE
ovvévtevén Tomov. To endpevo otddo elvar N EMKOPOGN TNG CLUPOVING AT TIG EMOTTIKEG
apyES o€ OA0 TOV KOGHO, KATL TOV avapEVETAL Vo KaBLGTEPNGEL KOO TEPLGGATEPO TNV
epappoyn . Ztig HITA, péin tov Koykpéoov kat g kuBépvnong €xovv eKPpacel EVOTAGELS
v ™ Baotieio 1. Mio amd tig peyordtepeg mpoekroyikés vrooyéoels tov Ntovaivt Tpoaun
NTOV VO XOALPDOGEL TOVG KOvOveG Agttovpyiag twv tponeldv otig HITA. Xtoyoc g Baoiieiag T
etvat vo «kticouvy» ot Tpdmeleg 1oyvpn KePaAALoKN PAGT, TPOKEEVOL VL EXOVV TN SLVOTOTNT
VO KOADTTOVV OTAOAEIEG OO EMCOUAT] KOKKIVO SAVELD KOL VO LELOGOLV TOV TIGTOTIKO KivOuVo.
[Ipwv amd ) ypnpatomictoTiKy Kpion tov 2007-2009, 10 mAaicto Aettovpyiag TV Tpareldv
Nrav ToAD YaAapo, WOITEPA OC TPOG TNV TAPOYT SOVEI®V KOl TNV TITAOTOINGT TOVG, LE
amotéleopa va oonyndetl n maykdsa otkovouio og Padid voeon.
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