[bookmark: _GoBack]HELP US VOICE SOCIETY’S CONCERNS TO AVOID A FURTHER DEREGULATION OF THE BANKING SECTOR
Right after the financial crisis, the need to increase the capital of banks was identified by regulators as a priority: this would improve the resilience of banks and limit the risk of bailouts. The EU’s Capital Requirements Directive (CRD) was therefore revised, along the lines set out by the Basel Committee. Even though the regulation that resulted from this process (known as the CRR/CRD IV package) in 2013 is an improvement, it still needs to be strengthened to deliver its objectives.[footnoteRef:1]  [1:  To know more, see Finance Watch’s assessment of the EU regulation on the capital of banks here : http://www.finance-watch.org/our-work/dossiers?fid=94 ] 

This summer the European Commission launched a new consultation on the «possible impact of the CRR and CRD IV on bank financing of the economy », which raises a number of concerns. Indeed, the questions in the consultation document seem to focus too much on the alleged constraints on banks’ ability to lend and the implementation costs, rather than on the benefits of the regulation for the economy and for society at large. Given the usual imbalance in the responses (in favour of the financial industry), the compilation of responses to the consultation could result in a perception that the cost of implementing some provisions of the CRD package (a private cost) outweighs the cost of not implementing them (a social cost). The outcome of the consultation could therefore put pressure on policy makers to decrease standards rather than deliver a (much-needed) improvement, which would be a poor outcome from a public interest perspective.
 What can I do? 
All organisations and citizens are able to contribute to this consultation. The deadline is 7 October. Here is how to do it:    
· The online questionnaire of the consultation and related documents and information are available on the European Commission’s website here: https://ec.europa.eu/eusurvey/runner/long-term-finance-2015?surveylanguage=en. 
· Questions include multiple choice and free text boxes. Choose which questions you want to answer (we suggest focussing on questions 2, 4, 5, 9, 13, 14, 15) and fill-in the online questionnaire: the first part is to provide key information about you or your organisation; the second part (“your opinion”) is where you can make your points. 
· If you wish, you can use the answers suggested by Finance Watch in the table below for inspiration. [footnoteRef:2] [2:  For background on some of the issues raised, see our paper "Basel 3 in 5 Questions" http://www.finance-watch.org/ifile/Publications/Reports/Basel-3-in-5-questions.pdf . For a debunk of arguments commonly used against higher capital, see http://bankersnewclothes.com/wp-content/uploads/2014/10/Parade-continues-October.pdf ] 

Responses will be published on the Commission’s website and analysed once the consultation is closed.  Finance Watch plans to comment on the outcome of the consultation. To follow our work, subscribe to our newsletter here: http://www.finance-watch.org/friends-newsletter 

	


Consultation question 
	Suggested responses 

	2
	Do you consider that capital levels go significantly beyond what is necessary? 
	Capital levels do not go significantly beyond what is necessary in any area.
Even though banks can have enough capital in good times, it is well known that they can never have enough capital in bad times. Therefore to ensure that banks do not fail again at the same time in the future, we need complementary regulation, at macro-prudential level, to account for systemic risks and reduce the amplitude of cycles.

	4
	Have increased capital requirements influenced the lending capacity of banks? How do you think bank lending would have been with no new regulation?
	(4.1.) Yes. 
(4.2.) Higher capital requirements have influenced positively the overall capacity of banks to lend: as evidenced by the Bank for International Settlements and others, the more capital a bank has, the more it can lend. 
(4.4.) Had increased capital requirements not been introduced, banks would likely be less well capitalised today, and in turn less able to lend in a sustainable manner.

	5
	Has the requirement to hold higher levels of capital increased the cost of funding banks? 
	(5.3.) & (5.4.) I do not know [Rq: it cannot be answered yes or no to the question, as the response differs depending on the time horizon] 
(5.5.) As bank shareholders realize that better capitalised banks are less risky, their dividend expectations are likely to decline, leading to a neutral impact on the cost of funding.

	9
	What specific difficulties do banks face when lending to SMEs? 
	(9.1.) Lending to SMEs requires a local presence in order to understand the local economic context and competition, and know the management. Traditional banks with local branches, funded largely by deposits, are best placed to perform this activity.

	13
	Should prudential regulation differentiate between different banks’ business models?

	(13.1.) Yes. 
(13.5.) Prudential regulation should integrate the lessons from the crisis and promote the model that proved more resilient and focused on lending to the real economy instead of the bank model that required a bail out. Current bank prudential regulation favours unfairly too-big-to-fail banks over smaller banks by allowing them to use their own models to calculate how much capital they need. This should change by removing the possibility to use internal models and by introducing a binding leverage cap. Current regulation also favours implicitly liquid tradable financial securities over loans, which benefits again mostly large banks over small ones. This calls for a redesign of the liquidity ratios to promote stable funding over liquid assets.
(13.6.) Yes. 

	14
	Should bank prudential regulation be simplified?

	(14.1.) Yes. It has been officially recognised that the excessive complexity of regulation makes it less effective and creates opportunities for banks to avoid regulation.
Simple metrics such as a leverage cap are more robust and have been shown to be a much better predictor of banks’ health. Such simple metrics should be put at the forefront of banks’ prudential regulation. This would make regulation more effective and more stable over time.

	15
	What additional measures could be taken in the area of prudential regulation to further promote integration and enhance a level playing field?

	(15.1.) The European Commission is currently promoting the development of non-bank lending also called shadow banking, while providing the latter with softer regulation compared to bank lending. 
Not only do similar activities and risks require similar regulation, but much remains to be done to address the risk of future systemic crises. 
Urgently needed measures include introducing a minimum haircut in securities financing transactions and a cap on the re-use of collateral. 
(15.2.) (a) Prudential liquidity ratios currently implicitly favour liquid tradable securities over loans, thereby reducing the availability of bank lending, as securities can crowd out loans; (b) The zero risk weight for sovereign debt also pushes banks to lend to governments instead of lending to households and businesses; (c) The favourable tax treatment of debt financing compared to equity pushes banks to minimise their regulatory capital, potentially affecting adversely their ability to lend in a sustainable manner.



