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Mr William Coen 
Secretary General 
BCBS 

 
 

          Brussels, 11 October 2017 
 
Re: Finalisation of Basel III 
  
 
Dear Mr Coen, 
 
First of all, we would like to state that EBIC supports the work of the BCBS and shares its goal of 
defining internationally-agreed regulatory and supervisory standards, which are a key element to 
assure financial stability around the globe. In this respect, we are also supportive of the finalisation of 
the Basel III reform agenda provided that is has no significant impact on any specific jurisdiction and 
respects the global level playing field. 
 
Apart from that, please also allow us to state that the so-called output floor raises major concerns to 
EBIC. Introducing a mandatory output floor, a quantitative limit for the calculation of capital 
requirements through internal ratings-based (IRB) approaches, would, in our view, lead to a major 
prudential constraint to finance and economic growth in the EU. We fear that the unintended effects 
of a not well-calibrated output floor would wipe out the risk sensitivity of the capital requirements 
and may, at the end of the day, incentivise banks to exchange low-risk assets for riskier ones. EBIC 
also believes that it is fair to assume that every loan issued by a bank which uses IRB models would 
become more costly. This also holds true for banks applying standardised approaches (i.e. for credit 
risk), due to the major re-calibration. At the end of the day, fewer loans, to both individuals and 
corporates, could be granted. 
 
Furthermore, it is well known that the EBA is conducting a technical and thorough review of 
internal risk modelling practices in Europe, including benchmarking exercises, and the Single 
Supervisory Mechanism (SSM) has put in place an ambitious program called TRIM (Targeted Review 
of Internal Models) to review the internal models under its remit. We support these initiatives. Last 
but not least, in our view, an output floor would overlap and complicate the agreed backstop 
measure at international level, namely the leverage ratio. 
 
In addition, EBIC has understood that additional transitional arrangements for phasing-in the output 
floor are being considered. In principle, we welcome the phase-in. However, we are concerned that 
the effects of the finalised Basel III rules on capital requirements would be seen right away: the 
experience of the past few years with supervisory transitional arrangements has, in fact, demonstrated 
that due to market expectations banks are actually strongly incentivised to meet the final 
requirements already at the beginning of the transitional phase. 
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Please let us conclude by emphasising that imposing a standardised output floor for all credit 
institutions applying IRB models - regardless of their business model - of any higher than 70% does 
not appear to be feasible for the banking industry. EBIC is convinced that the finalisation of the 
BCBS’s reform agenda should respect the G20 guidance that no significant increase in capital 
requirements occurs (in all regions of the world independently), that the global level playing field is 
not harmed, and that financing the economy should not be made more difficult than necessary. 
 
We hope that EBIC’s concerns will be taken into account by the BCBS and remain at your disposal 
to discuss any further issues. 
 
 
Yours sincerely,  

  
Mr Wim Mijs 

Chairman 
EBIC Plenary 

Mr Michael Engelhard 
Chairman 

EBIC WG on Banking Supervisory Practices 
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Chairman 
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William Coen 
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BCBS 
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President 
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Vítor Constâncio 
Vice-President 
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Danièle Nouy 
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European Commission 
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