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Brussels, 31 March 2015 
Re: Simplifying prudential regulation 
 
Dear Commissioner Lord Hill, 
 
 
EBIC stands as the common voice as the common voice of the EU banking sector at large on EU 
initiatives which impact banking and financial services practices in order to maintain an open and 
fruitful dialogue with European institutions. 
 
In this context we wish to take the opportunity of the new Commission and Parliament to draw your 
attention to a number of issues which, in the context of the public debate on “better regulation”, 
EBIC members believe are critical to the banking and financial industry. 
 
EBIC, first of all, would like to underline that it has always been supportive to the introduction of 
necessary regulatory measures which contribute to the stabilisation of the financial sector. The 
banking sector is now resilient and well capitalised. Among others, this has been proved by the results 
of the asset quality review conducted by the European Central Bank (ECB) and the stress tests of the 
European Banking Authority (EBA). 
 
However, in our view, the burden imposed by the present level of regulation is not entirely justified. 
While individual regulatory measures may seem legitimate, as a whole they have led to a too high 
degree of complexity that can sometimes hardly be complied with – neither by credit and financial 
institutions nor by regulators or supervisors themselves, all struggling to fully assess the cumulative 
effects and interrelations of all new regulatory measures. It is now undeniable that the reforms have 
affected banks’ ability to support local businesses and long-term investment projects. An impact 
assessment and evaluation is indeed needed to determine whether an adaption might be necessary in a 
post crisis context for the CRR-CRD IV package. 
 
With regard to the public debate on “better regulation”, EBIC very much welcomes Commissioner 
Timmermans’ aspirations to ensure that any future legislative proposals by the European Commission 
will perfectly respect the principles of subsidiarity and proportionality. Furthermore, EBIC appreciates 
Commissioner Hill’s signals not to flood the European banking and financial sector with new 
regulation, but rather to follow a prudent approach that neither harms the competitiveness of 
European banks nor hinders economic growth. 
 
 

1. The need for “better” regulation 

mailto:secretariat@eubic.org
mailto:jonathan.hill@ec.europa.eu


 

 

 

 

 

 

 

 

EBIC Secretariat: European Association of Co-operative Banks, Rue de l'Industrie 26-38, B - 1040 Brussels 
Tel: + 32 2 286 98 40, E-mail: secretariat@eubic.org 

 

 
Ambiguities, inconsistencies and conflicts of objectives have appeared. By way of illustration, 
sometimes different terminology is used in different regulatory acts which all address the very same 
issues. Conversely, sometimes the same terminology is used for fairly different cases. These 
inconsistencies cause misunderstandings and impose an additional and unnecessary explanatory 
burden and workload. 
 
The definition of competences and functions of international, European and national regulators and 
supervisors is not always clear or tension free. This has led to the adoption of excessive regulation, 
which only in some cases, if at all, involves marginal added value. In addition, the same regulatory 
framework seems to be repeatedly interpreted differently by the various competent bodies and 
authorities. 
 
Different comprehensive reporting requirements are not only burdensome and complicated, but more 
often than not confusing for investors. While it is true that accounting measures might sometimes 
have different objectives and purposes than prudential measures, such measures should not be 
regarded in isolation to other regulation. This necessarily leads to the creation of even more 
complexity. 
 
As a consequence, EBIC has identified an urgent need for simplification in order to make the existing 
regulatory landscape more manageable and comprehensible for all parties concerned. Our call for 
simplified and better regulation should not be understood in the way that we would want to 
undermine the legislative efforts undertaken to build a more resilient and better capitalised banking 
sector. We rather suggest that European decision-makers take another careful look at their approaches 
of regulating prudential and accounting standards. Not only EBIC, but also the European Parliament’s 
Committee on Economic and Monetary Affairs (ECON) held that recent financial regulations are 
repeatedly tabled without aligning them with other, existing rules and without taking the interplay with 
other regulatory acts sufficiently into consideration. 
 
EBIC is convinced that bearing the following key suggestions in mind would result in advantageous 
effects for all parties concerned as well as the stability of the financial system. 
 
 

2. Reducing complexity 
 
The existing complexity of financial regulation in Europe needs to be reduced. Any further increase in 
complexity must be avoided. As a matter of fact, the high degree of complexity mainly originates from 
the large number of (sometimes overlapping) regulatory measures that exist alongside each other.  

 
For instance, several overlaps between risk reporting in the annual report and reporting in accordance 
with disclosure requirements under Pillar III exist. More harmonisation in this respect would make 
things less cumbersome and complex.  
 
Similarly, the valuations of assets and liabilities, which credit institutions need to carry out according 
to different legislative acts, sometimes vary significantly among one another despite the fact that they 
are actually based on the same data. In respect of the reporting of data, proportionality should 
appropriately be taken into account; i.e. smaller institutions should not be faced with overwhelming 
requirements that they can hardly comply with. 
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Furthermore, to EBIC, the requirements for credit institutions with rather little liquidity 
transformation activities and a relatively small interest rate risk in the banking book seem to involve 
disproportionately large technical and organisational resources. 
 
Generally speaking, this point especially applies to institutions with a rather plain business model, with 
a low risk profile, which are often small in size and whose technical and organisational resources are 
very limited. So their burden of understanding, dealing with, and implementing complex regulation is 
disproportionately heavy. Often there is no explicit provision in level 1 texts referring to a 
proportionate application to less complex firms, which leaves the ESAs and competent authorities 
unable to help. The result is that such complex regulation disadvantages firms with simple business 
models and thereby damages competition. The solution for all new EU regulation in financial services 
would be to consider the impact on the different business models and different sizes and complexity 
of firms already at the very beginning, i.e. in the policy design stage, not as an afterthought. Such an 
approach would be very much in line with that part of the new Commission's 2015 Work Programme 
seeking to make "EU law lighter, simpler and less costly”. Also, level-2 legislation should be designed 
in a way that allows institutions to provide continued financing to the real economy. 

 
Finally, we agree that corporate reporting, i.e. non-financial reporting has become increasingly 
important and is indeed a helpful tool for investors, creditors, etc. While we generally support 
initiatives in this regard, we also would like to point out that, firstly, no non-financial aspects that are 
not really relevant to a company’s business should be required to be reported. Secondly, corporate 
reporting does not necessarily need to result in a further substantial increase of the amount that 
companies are asked to disclose. Thirdly, a certain degree of flexibility for complying with non-
financial reporting requirements needs to be preserved. 
 
 

3. Bearing proportionality, materiality and the principle-based approach in mind 
 
Whenever new standards are drafted, a stronger focus must be applied to proportionality, materiality 
and the principle-based approach. Moreover, we believe that diversity is a key condition for financial 
stability. 
 
In EBIC’s opinion, focussing on principle-based regulation with some leeway is a more suitable way 
of proceeding in the establishment of a Single Rule Book than following a rule-based standard-setting. 
The former option also facilitates the adequate consideration of the principle of proportionality and 
preserves a diversified European banking and financial sector. 
 
In this context, the Basel review of the standardised approach to credit risk, very much inspired by US 
practices, may reveal shortcomings . The review would not necessarily result in a better depiction of 
risk at the detriment of simplicity, and imply complex changes especially for smaller credit institutions. 
More importantly in the current context of post regulatory adaptation, it increases legal uncertainty at 
a time where financing of the European economy is crucial. It would also significantly impact 
institutions using IRB modelled approaches via the intended creation of floors based on the 
standardised approaches. This would eventually result in a reduced risk sensitivity of IRB models and 
reduce incentives for a continued improvement of the latter. Any review of the standardised approach 
for credit risk should instead focus only on those areas where there are proved inherent weaknesses, 
and it should allow for the local calibration of measures if the ultimate aim is indeed to improve risk 
sensitivity and comparability. In a nutshell: banks need greater stability and consistency.  
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In relation to the principle of proportionality, credit institutions need to be assessed individually when 
examining their compliance with different regulatory requirements. Furthermore, supervisors should 
acquire a basic understanding of the business of each institution they are responsible for. They should 
then use this knowledge in carrying out their supervisory tasks.  
 
Moreover, the supervisors within the EU could consider lending weight to conservative elements of 
risk management. 
 
Additionally, a certain degree of discretion and flexibility needs to be ensured: EBIC doubts that each 
new legislative initiative should lead to less discretion for credit institutions with regard to the 
methods, processes and approaches they apply. 
 
Simplified methods and procedures should get a larger scope of application with regard to those types 
of risk which play a minor role in the various banking institutions. 
 
 

4. Considering the interaction with other legislation/political objectives 
 
Before considering new legislative initiatives, more extensive impact assessments and analyses of the 
interactions with other legislation need to be undertaken. Decision-makers need to have the “overall 
picture” of the present regulatory landscape before proceeding with the drafting of new legislative 
proposals.  
 
To illustrate this issue, EBIC would like to point out the interaction between the leverage ratio (LR) 
and the liquidity coverage ratio (LCR). The latter requires credit institutions to hold a substantial 
amount of (highly) liquid assets, which, unfortunately, is not adequately considered in the calculation 
of the LR. The LR, as a matter of fact, does not differentiate between different types of assets, 
meaning that high-quality liquid assets affect a firm’s LR in the same way as illiquid assets. 
 
Furthermore, it should be guaranteed that legal acts are coherent with other political objectives of the 
EU, such as promoting the long-term financing of the European economy. Notably the leverage ratio, 
if it is to be introduced as a compulsory minimum ratio pursuant to the CRR, should not reduce the 
ability of EU credit institutions to lend, especially in low-risk portfolios such as mortgage credit, as 
they operate according to a low-risk, high-volume business model. 
 
 

5. Dialogue with the relevant stakeholders in good time 
 
For the purpose of obtaining better regulation, all stakeholders need to be consulted in good time.  

 
It is EBIC’s observation that the stakeholder consultation mechanisms, particularly in the area of 
prudential regulation, show room for improvement. 

 
More precisely, we suggest that the European decision-makers in the prudential area consult at an 
early stage with both the banking and financial industry, their clients (e.g. SMEs) as well as other 
standard-setters (for instance, from the accounting area, however without leading to a preferential 
treatment of “IFRS-institutions”) to examine the interplay with and effects on other legislation. In this 
respect, the European decision-makers could consider consulting more intensively with experts from 
the banking and financial industry before the official publication of a consultation document. 
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Afterwards, the final draft proposal for a new legislation should be made publicly available for written 
consultation. The consultation period should foresee enough time to submit comments. Depending 
on the comments received, a further useful step would be the organisation of a hearing where a verbal 
exchange of opinions could take place. The comments and remarks received, the exchange of views 
and the results of any ex ante impact assessments and analyses should be fully evaluated and integrated 
in the best possible way into the final version of new legislative proposals. Finally, it must not be 
forgotten to check the terminology, the interplay with other regulation and to provide for an adequate 
transitional period between the publication and the application of a new regulation. 
 
 

6. Bearing the impact on market expectations in mind 
 
EBIC recommends that decision-makers always take into account the impact of their initiatives on 
market expectations. For instance, whenever it is foreseen that a new standard to comply with is 
phased in over a certain period of time, it would not be desirable if full compliance would already be 
expected during the monitoring and implementation period. To name two examples, attention in this 
regard must certainly be paid to a possible future introduction of a binding net stable funding ratio 
(NSFR) and leverage ratio. 
 
 

7. Keeping an eye on the related costs 
 
Last but not least, when introducing more and more new regulations, which do not always seem to be 
absolutely necessary, enormous costs are incurred. These costs negatively affect profitability and the 
credit and financial institutions’ ability of strengthening their capital bases and providing the economy 
with credits. 
 
On behalf of EBIC, I thank you very much in advance for your attention to the crucial reflections 
presented above.  
 
We wish to take this opportunity to suggest a meeting with you in the very near future in order to 
establish how we can assist best and contribute usefully to the agenda of the new Commission and 
Parliament. 
Please do not hesitate to contact us should you require any further information. 
 
Yours sincerely, 

 
Jean Naslin 
   
EBIC Chair 
 
 
 
 
CC: Commissioner Timmermans, Commissioner Jourová, Commissioner Bieńkowska, Mr Faull, Mr Guersent, 
Mr Nava, MEP Balz, MEP Giegold, Mr Kozlovs 
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