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0LQRULW\�
LQWHUHVWV�

y The exclusion of  Minorit y Interests f rom the 
Predominant  Tier 1 capital is a debatable and 
unwelcome harsh measure: 

- They have undisputable loss capacit y 
absorpt ion for the subsidiaries where they 
are invested. 

- They are also act ive ingredients to banking 
development  through partnership,  
part icularly in Europe and emerging 
economies. 

y There are dif ferent  ways to respond to these well 
grounded obj ect ions: 

- Deduct ing the part  of  the subsidiary RWA 
(Risk Weighted Assets) covered by the 
minorit y interests from the consolidated RWA 
for the determinat ion of  the Predominant  
Tier 1 solvency rat io. 

- Deduct ing only the minority interest  port ion 
that  increases the consolidated solvency 
rat io (the minorit y interest  part  of  t he 
subsidiary overcapitalizat ion in comparison 
with the consolidated benchmark) 

- Deduct ing the minorit y interest  only from 
the total capital 

y Minorit y holdings cannot  absorb losses incurred in other 
subsidiaries of  the group but  they obviously do for their share in 
the losses of the subsidiary where they are invested. 

y The RWA adj ustment  for the Predominant  Tier 1 rat io is t he 
easiest  way to deal with the issue. The subsidiary 
undercapitalizat ion incent ive is actually remote if  the rule 
applies only to operat ive subsidiaries, the adequate 
capitalisat ion of  which is  monitored by the supervisory college 

y On the other hand, the alternat ive method that  direct ly evens 
out  the deducted minority interest  has also it s short comings;  it s 
implementat ion and computat ion is more complex. 

y The partnership development  model is a useful and often 
prudent  way for a bank to expand in less known areas, 
part icularly abroad.  In some cases, it  is the only way to enter a 
market  or to help rest ructuring a weakening bank; it  may even 
be imposed by the supervisory bodies. Most  of  the t ime, these 
minority interests are const rued as an expression of  a long term 
support  that ,  all  in all,  may even j ust ify their classif icat ion as 
Tier 2 Capital  
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,VVXH� %133�3RVLWLRQ� $UJXPHQW�

'7$V�

y Rest rict  the deduct ion to t he WD[�ORVVHV�FDUULHG�IRUZDUG�
category of DTAs�

 

y We perfect ly understand that  f rom the supervisors’  point  of 
view operat ional losses do not  have immediately available loss 
absorpt ion capacit ies. 

y In comparison,  tax credits result ing from t ime dif ferences 
between account ing and f iscal rules are t rue assets that  have a 
recoupable value verif ied by the external auditors. 

y Besides, this kind of  DTAs can vary great ly from one j urisdict ion 
to another depending on their account ing and moreover tax 
provisions. Deduct ing them from capital would generate 
distort ions across count ries. 

8QUHDOL]HG�
JDLQV�DQG�
ORVVHV�RQ�GHEW�
LQVWUXPHQWV��

y It  should be made clear t hat  the envisaged rule is only 
relat ive to gains and losses recognized through the own 
funds adj ustments and not  those affect ing the net  
income (current  state of the IAS). 

y Filtering out  the gains would be then a prudent  and 
stabilizing modif icat ion of the proposed regulat ion. 

y Favours a prudent  determinat ion of the regulatory capital 

y Boils down the volat il it y of  own funds 

'HGXFWLRQ�RI�
�L��RZQ�VKDUHV�
�������DQG��LL��
SDUWLFLSDWLRQV�
RYHU�WKH�
WKUHVKROG�LQ�
QRQ�
FRQVROLGDWHG�
ILQDQFLDO�
LQVWLWXWLRQV�
�������

y Disagree with the « non-net t ing » of  short  posit ions 
involving counterparty risk 

 

 

y It  does not  make sense to mix considerat ions on counterparty 
risk (captured through RWAs and st rengthened “ wrong way”  
rules) with the calculat ion of  the net  posit ion (i) on own shares 
and (ii) on other f inancial inst itut ion common equit y for double 
gearing purposes.  

y Doing so would make the result ing capital requirements totally 
disproport ionate and unrelated to the actual risk. 

y See also technical memo on Delta net  posit ions 
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,VVXH� %133�3RVLWLRQ� $UJXPHQW�

,QYHVWPHQW�LQ�
FRQVROLGDWHG�
LQVXUDQFH�
VXEVLGLDULHV�

x When the double gearing issue for this category of  
investment  is already addressed by a specif ic regulat ion, 
for instance by the European Financial Conglomerate 
Direct ive, the banks’ regulatory capital should be adjusted 
according to this regulation while taking into account the 
new capital definition proposed by the Basel Committee. 

x  No redundancy or interference should be added.  

 

x French banks’  insurance subsidiaries, as well as similar cases in 
other European count ries, are the result  of  a specif ic business 
model and development  pat tern that  adds to the diversif icat ion 
of the banking act ivit ies. The investment  they represent  should 
then be t reated accordingly. 

 The double gearing concern is already dealt  with t hrough the 
conglomerate regulat ion that  applies in Europe. Therefore,  we 
st rongly oppose to the proposed t reatment  of  investments in 
insurance companies without  appropriate adaptat ion.  

 

3HQVLRQ�IXQG�
DVVHWV�

 

y The proposed measure appears adequate  

y Pension fund commitments cannot  be considered as 
Predominant  Tier 1 Capital component  even though they may 
come due on medium or long term maturit ies. 
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���5LVN�ZHLJKWHG�DVVHWV�
,VVXH� %133�3RVLWLRQ� $UJXPHQW�

5HPDLQLQJ�
GHEDWHG� FULWLFDO�
´FRUUHODWLRQ�
ERRNµ�LVVXH�LQ�WKH�
SUHYLRXV� PDUNHW�
ULVN�SDFNDJH�

y Oppose CRM f loor based on non risk sensit ive 
grounds.  

y Suggest  reliabil it y check through benchmarking 
of standardized exposures or developing a risk 
sensit ive f loor.  

y The proposed f loor calculat ion has no economical j ust if icat ion and is,  by const ruct ion,  
always over the CRM required capital.  

 

&9$�FDSLWDO�
UHTXLUHPHQWV�

y As CVAs can be assimilated to prospect ive 
provisions for counterpart y risk,  therefore it  is 
quest ionable whether their variat ions should be 
capitalised at  al l.   

y CVAs and the current  capital charge for 
counterparty risk address the same risk.  There 
should be only one capital charge,  not  t he 
addit ion of  two charges; we should avoid any 
double count ing between a charge for t he 
variat ion of  CVAs and the current  counterparty 
risk capital charge.  

y Any capital charge for t he variat ion of  CVAs 
should at  least  ref lect  the risk ef fect ively 
incurred by the bank,  taking into account  the 
way CVAs are priced and managed. If  the CVAs 
are priced and managed as a credit  posit ion in 
the banking book,  only the risk of  default  and 
migrat ion risk should be capitalised through the 
exist ing capital charge for counterpart y risk.  
CVAs are very similar to credit  provisions and 
there should be no charge for their variat ions. 

y If  CVA are priced and managed as any other 
t rading posit ions, they should incur the market  
risk charge suite of charges (VaR + St ressed VaR 
+ IRC) and the current  capital charge for 
counterparty risk should be dropped.  

The current  proposal of the one year VaR on bond 
equivalent  is a very bad compromise between 
the two situat ions above and badly distorts t he 
risk. 

y At  the t ime of  default ,  the total amount  of  CVAs is available again to absorb default  
losses.  

y There is no capital for the variat ions of  credit  provisions or of  market  reserves. This 
creates a precedent .  Should a bank be penalised to build up it s reserves? The more a 
bank has CVAs,  the less it  will  suffer at  the t ime of default ,  losses due to CVAs and 
losses due to default  do not  add to one another.  

y If  a counterpart y does not  default  in the coming year, the bank will  only face a loss due 
to the potent ial increase of CVA, 

y If  a counterparty defaults,  any loss made by the bank to increase its CVAs before the 
default  wil l diminish the loss at  the t ime of  default  by the same amount . 

y The capital charge should then be the maximum between a charge to account  for a 
potent ial increase of  CVAs and the current  capital charge for counterpart y risk (EL+UL) 
less the exist ing amount  of CVAs 

 

 

 

 

 

 

y The proposed methodology to capture the CVA volat il it y charge is highly disputable.  
The 1-Year bond equivalent  does not  f it  with the sensit ivit y to CDS spreads and 
precludes hedge recognit ion/ impact ��The impact  on required capital result ing f rom this 
approach amounts over t ens of bill ions of  Euros per signif icant  banks,  which shows 
clearly it s inadequacy.  Even a re-calibrat ion would not  make it  a relevant  approach. 

y See also technical memo on CVAs  
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,VVXH� %133�3RVLWLRQ� $UJXPHQW�

3ULRULWL]DWLRQ�
RI�WKH�5:$�
DSSURDFKHV�

y Recalibrat ing the Standardized Approaches in order t o 
make sure they do not  become more favourable than 
the Advanced Approaches. 

y It  is crit ical to keep an incent ive to adopt  the Advanced Approaches and, 
hence, the risk management  best  pract ices. 

 

,QFUHDVH�
FDSLWDO�
UHTXLUHPHQWV�
IRU�ODUJH�
ILQDQFLDO�
LQVWLWXWLRQ�
H[SRVXUHV�

y We acknowledge that  there is some rat ionale in 
increasing the correlat ion parameter for f inancial 
f irms.   

y However, the proposed measure will  negat ively af fect  
a wide range of  act ivit ies with unwelcome 
consequences. We are therefore in favour of  a 
bearable recalibrat ion of  t he correlat ion factor,  hence 
a lower one than envisaged.  

y We advocate for the extension of  the size threshold to 
all f irms (as opposed to only regulated f irms) and the 
use of net  asset  value as a common size met ric.  

y Mutual funds should be clearly excluded from the 
scope of the measure. 

 

y The measure impacts all  banks’  credit  risk exposures and is therefore 
det rimental to the inter-bank money market ,  hence to the 
implementat ion of  cent ral banks’  exit  st rategies, as well as to the 
internat ional t rade and export  f inancing. 

y We consider that  there is no evidence that  small hedge funds are more 
correlated than small regulated banks. 

y The measure of  total assets is not  a comparable met ric across indust ry 
sub-segments (L�H� banks YHUVXV insurance) and may be largely distorted 
by dif fering account ing standards. We suggest  using Net  Asset  Value as a 
bet ter met ric,  using a lower t hreshold (H�J.  $3b) 

y The recent  crisis has not  evidenced any specif ic risk issue with mutual 
funds, as they are not  leveraged (most  regulat ions such as UCIT wil l l imit  
borrowing to 10% of  total assets).  
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���/HYHUDJH�UDWLR�
,VVXH� %133�3RVLWLRQ� $UJXPHQW�

/HYHUDJH�
5DWLR�
FRQFHSW�

y The Leverage Rat io may have had its rat ionale in 
the “ old good days”  but  is nowadays totally 
powerless to assess the leverage level of  the 
economy.  

y Taming excessive leverage is legit imate but  
cannot  be only achieved through a banking rat io.  
Leveraging can be found in many f inancial actors 
regulated or not  and part icularly through market  
inst ruments.  

y Except  for it s apparent  simplicit y,  the Leverage Rat io has no obj ect ive and clear 
j ust if icat ion. No demonst rat ion has been convincingly made of it s abilit y to keep the 
leverage of  the economy within a reasonable range compat ible with the f inancial 
stabilit y.  

y Proven failure or f lawed def init ions wherever it  has been applied,  in part icular in the USA. 

y Harmful to the exit  st rategies of cent ral banks as, commingled with the hardened 
solvency and l iquidit y rat ios it  will  create conf l ict ing pressures to reduce balance sheets, 
especially inter-bank money markets and repos: high volumes, low risks,  low returns. 

y Harmful to the economy :  it  will also create a pressure to reduce lending 

3LOODU���
ZLWK�D�
YLHZ�WR�
PLJUDWLQJ�
LQWR��
3LOODU���

y The proposed Leverage Rat io has unclear 
obj ect ives. Conceiving it  as a possible Pillar 1 hard 
rule is an historic error and is total ly at  odds with 
the successive risk sensit ive BCBS solvency reforms. 
It  must  solely remain a Pil lar 2 indicator.   

y The “ crude and neut ral" approach inf lates 
signif icant ly the denominator of the rat io; the 
result ing level of the rat io,  read without  care by 
non professional, potent ially carries 
misunderstandings, irrelevant  worries, and 
damaging unintended effects. 

y Because of the complexit y of  it s analysis and it s 
classif icat ion as a Pillar 2 component , the Leverage 
Rat io should not  be disclosed in Pillar 3.  

y The level of  banks’  leverage rat io is impacted by many external factors like the 
account ing and consolidat ion standards –for instance the account ing of repos- and the 
prudent ial rules for the valuat ion of  assets, derivat ives and other off  balance sheet  
commitments. It  cannot  be read,  as well,  without  considering the banking business mix.  

y The rat io or rather it s evolut ion needs to be carefully interpreted by the supervisor in 
conj unct ion with other indicators before drawing conclusion,  thus act ing as an eff icient  
tool.  

y On the cont rary,  t he explanat ion of  the Leverage Rat io evolut ion may provide new angles 
of analyses and raise issues that  could not  be observed otherwise. 

y Such an approach calls for the expert ise and the necessary adj ustments and j udgment  of 
the supervisory bodies  

'HILQLWLRQ�
RI�WKH�
/HYHUDJH�
5DWLR�

y The “ crude and neut ral”  proposed def init ion 
avoids account ing and consolidat ion standards 
inconsistencies and encompasses all  the possible 
leveraging components. 

y It  is however part icularly hazardous to elaborate 
on the def init ion of  a not ion that  has neither clear 
obj ect ive nor expected outcome. 

y The proposed def init ion circumvents some of  the inconsistencies ment ioned above, gives a 
neut ral basis for further analyses and could be read in combinat ion with other key risk 
indicators. It  allows comparabil it y over t ime.   

y This crude def init ion can also be misleading at  f irst  glance and for non perfect ly informed 
persons. 

y We thereafter suggest  some adj ustments that  will  have to be contemplated in the course 
of the dialogue with the supervisors. �
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���2WKHU�&DSLWDO�,VVXHV�
Issue %133�3RVLWLRQ� $UJXPHQW�

Pro-
cyclicalit y of  
the minimum 
capital 
requirement  

 

x The whole concept  that  aims to correct  the so 
called pro-cyclicalit y of  t he Basel 2 framework 
is f lawed. We rej ect  it  as such but  would favour 
measures allowing banks to build up reserves in 
good t imes for the bad t imes. 

x Requiring all  count ries t o be compliant  with the 
Basel 2 recommendat ions, in part icular as far as 
the “ through the Cycle”  concept  and the Pil lar 2  
requirements 

x Requiring the account ing standard set ters to 
share the f inancial system stabil it y obj ect ives 

x Discarding the “ downturn”  PD proposal 

x Relying on the ICAAP and SRP (Pil lar2) to set  
bank’ s specif ic solvency rat ios taking into 
account  loss st ress test ing and capital planning 

x The Basel 2 framework has int roduced a great  number of  safeguards against  excessive 
cyclicalit y (long term data horizons to est imate PD, downturn LGD, st ress tests considering 
downward migrat ion, etc…). 

x The pro-cyclical nature of  the B2 framework,  correct ly implemented is not  demonst rated 
nor shown in actual data.  

x The “ downturn”  PD would have cumulat ive effect  with the “ downturn”  LGD and the use of 
the highest  average PD est imate or the average of historic PD est imates to each of the 
bank’ s exposure classes would be a st rong disincent ive to review obligors’  rat ings.  

x Moreover, the “ downturn”  PD does not  meet  the “ use test ”  requirement .  

x Bank’ s resilience st ress test ing and,  more generally,  the Pillar 2 process,  are much more 
eff icient   to set  an adequate solvency rat io f loor than this new and non experimented 
concept .  

x No one knows, ex ante, the status of the economic cycle. 

Capital 
buffers 

 

x This concept  should not  be anything else than 
the Pil lar 2 requirements. 

x The calibrat ion of these “ buffers”  is based on unknown methodology and does not  seem to 
have any theoret ical grounds. 

x The obj ect ive of  the measure will  not  be achieved.  Banks wil l not  be allowed,  neither by 
their supervisor nor the market ,  to use their buffer when the economic situat ion gets worse. 

x The best  way to tackle t he issue is to improve the proposed account ing standards on 
forward looking provisioning so that  they become in line with prudent ial point  of  view.  
There will be then no need for addit ional prudent ial rules. 

Earnings 
dist ribut ion 
const raints 

 

x There is no need to formalize such provisions. 
These const raints are part ially a sub-product  of  
the Pil lar 2 process. 

x The ways and means to meet  the solvency 
requirements determined by the supervisors is 
the bank’ s responsibilit y  

x The measure is cont rary to most  of the legal frameworks: dist ribut ions of  earnings are 
determined by the shareholders’  representat ives. 

x The measure would mean the disclosure of the supervisor’ s buffer requirements, implying 
many drawbacks and responsibil it y issues. 

x This int rusion of  the supervisory bodies in the banks’  management  is excessive and 
fundamentally not  consistent  with the independence principle between the supervisors and 
the bodies under their cont rol.  

Excessive 
credit  growth 

x This concern is already handled by the other 
bank’ s const raints like the solvency rat io or the 
liquidit y requirements.  It  should be discarded. 

x The proposal to limit  the excessive credit  growth is t oo imprecise both in it s content  and it s 
scope to be seriously taken into account .  
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���/LTXLGLW\���
,VVXH� %133�3RVLWLRQ� $UJXPHQW�

7KH�QHHG�IRU�
D� OLTXLGLW\�
UHJXODWLRQ�

y The liquidit y regulat ion is crit ical to the 
f inancial stabilit y.  Banks must  
undoubtedly be able to survive a one 
month st ress and to rest rain from 
excessive t ransformat ion. 

y However, the consultat ive paper 
proposes rules that  have severe f laws and 
j eopardize severely the banking 
intermediat ion role.  

x Banks’  failures are f irst ly caused by l iquidit y shortage as an early expression of solvency issues 

x Liquidit y resil ience is a complex issue that  cannot  be adequately handled through two “ one-
size-f it s-all”  rat ios 

x Liquidit y management , business diversif icat ion and corporate reputat ion play a crit ical role  

x See also our technical memo on Liquidit y 

&RQVLVWHQF\�
RI� WKH�
SURSRVHG�
OLTXLGLW\�
UHJXODWLRQ�
VHW�XS�

y The regulat ion must  be applied by al l 
count ries and all inst itut ions  

y Host  and Home Regulators’  roles should 
be clearly def ined within the Euro zone 
Coordinat ion through Colleges must  be 
enhanced  

y The supervision should be focused on 
the consolidated banking group situat ion, 
even though currency and legal body 
const raints cannot  be ignored. 

y Int ra-Group funding should not  be 
considered as pure inter-bank t ransact ions 

x Liquidit y concerns do not  stop at  banks; they are also essent ial for the whole f inancial 
indust ry: across count ries (incl.  US) and inst itut ions, banks as well as non banks or ad hoc 
ent it ies l ike Government  sponsored ones.  

x Applicat ion to sub-perimeters /  local ent it ies would hinder proper t rans-nat ional banking 
group liquidit y management , have severe consequences on resource allocat ion mechanisms 
and be in cont radict ion with the free movement  of capital within the Euro zone. 

x Int ra-group funding is crit ical for the resilience of the banking system and the balanced 
development  of  nat ional economies. Without  capacit ies to reallocate resources across agents, 
count ries and t ime horizons, the economy dies.  
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,VVXH� %133�3RVLWLRQ� $UJXPHQW�

%DQN·V� VSHFLILF�
VHW� RI� OLTXLGLW\�
OLPLWV� DQG�
SURFHGXUHV�

y The “ one-size-f it s-all”  assumpt ions of the 
proposed rat io framework is at  odds with 
both:  
o Facts evidenced in the crisis;  
o Bank’ s specif ic factors and business mix.  

y A standard minimal LCR could make sense 
from a systemic point  of  view. 

y The NSFR should be a Pil lar 2 regulat ion.  

 

x The assumpt ions are the same for a 100% retail  bank, for a 100% investment  bank and for 
a bank that  would completely depend on market  funding (ex:  Northern Rock), which is 
clearly non appropriate:  diversif ied banking inst itut ions cannot  have a single set  of  rat ios,  
none being adapted to it s various business act ivit ies 

x The assumpt ions deny fact s evidenced during the crisis,  examples of which are: equit ies 
have remained liquid,  only a very small port ion of lines of credit  have been drawn down, 
repo exchanges and t ri-party repos have enhanced l iquidit y,  etc. 

x If  the recognit ion of  adequate liquidit y and gap management  policies were to be denied 
to banks,  one-size-f it s-all assumpt ions would need to be dramat ically revised to 
accommodate for more granular breakdown and more realist ic runoff / rollover 
assumpt ions. We propose then to create two dif ferent  regulatory regimes:  (i) a standard 
regime, based on standardized liquidit y risk measurement  framework and (ii) an advanced 
regime, based on advanced set  of risk met rics, adapted to diversif ied mult inat ional banks. �
The advanced regime would be the applicat ion of the full set  of “ Sound liquidity 
management  principles”  def ined by the Basel Commit tee himself  in September 2008.  This 
approach includes the following st rong points:  

� It  is based on risk simulat ion and st ress test ing,  leading to the  def init ion of the 
liquidit y buffers  which will allow the bank to withstand a l iquidit y crisis over a 
given period of t ime 

� It  ensures a full convergence between regulatory report ing,  and management  
methodologies, which guarantees an all-t ime compliance with regulatory 
standards 

� It  makes Supervisors fully informed of  all components of  internal liquidity 
management , and enables them to assess the qualit y of  informat ion and 
management  systems  

� It  requires a total commitment  from General Management  (Execut ive Commit tee, 
Board) who are direct ly responsible for the main decisions regarding liquidity 
policy (liquidit y buffers, gapping l imits,  diversif icat ion,  internal t ransfer 
pricing…)  

� It  out l ines the Governance set  up and rules implemented by the bank 
It  f it s the specif icit ies of the bank’ s business model,  which cannot  be obtained 
through a standardised set  of  risk met rics.  
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,VVXH� %133�3RVLWLRQ� $UJXPHQW�

/&5�+LJK�4XDOLW\�
/LTXLG� $VVHW�
GHILQLWLRQ�

x The def init ion of  high qualit y liquid assets is 
unduly too narrow.  

x It  should at  least  encompass all the assets that  are 
current ly listed as eligible for ref inancing by 
cent ral banks. 

x The LCR scenario is not  consistent  with market  behaviour. Either we assume a 
double st ress (both idiosyncrat ic and systemic) and then it  wil l be impossible t o sell  
or repo government  bonds in a dislocated market  without  t riggering a systemic risk 
characterized by the well-known process “ f iresales-losses” , the only solut ion being 
to repo all eligible assets with Cent ral Banks. Or we keep on avoiding any reference 
to the Cent ral bank eligibilit y criteria and  the st ress can only idiosyncrat ic so that  
the sale or repo of highly liquid assets is possible, which implies normal market  
condit ions. 

x Liquid assets should also include assets whose liquidity has been realit y-checked in 
the most  acute liquidit y crisis in decades (such as equit ies).  

/&5�DVVXPSWLRQV�

x The runoff  assumpt ions for the 1 month rat io 
needs to be more granular and derived from facts 
observed during the crisis that  have shown to be 
less severe 

x A symmetric t reatment  should be applied to 
liquidit y l ines given to and received from 
f inancial inst itut ions 

x Cash inf lows should take into account  the actual 
liquidit y of  capital market  assets 

x Only a small part  of  the liquidity back up lines would be drawn down, as evidenced 
during the crisis.  

x Runoff  deposits rates should be derived from facts experienced during the crisis,  
especially as regards f inancial inst it ut ions 

16)5�
DVVXPSWLRQV�

x The NSFR needs to be bank specif ic,  to take into 
account  the bank’ s business mix and not  be 
derived f rom a “ one-size-f it s-all”  assumpt ion set .  

x In the event  it  is not ,  the 1 year long bank-specif ic 
st ress test  assumpt ions, which the Net  Stable 
Funding Rat io (NSFR) derives from ignoring the 
changes in business models that  would take place 
over such an extended crisis period. 

x In case it  is derived from st ress test -test ing,  the 
NSFR should embed scale down assumpt ions on 
specif ic businesses of the bank.  

x NSFR assumpt ions should result  f rom the Pillar 2 
dialogue with the supervisors, taking into account  
the diversit y of  the business models involved. 

 

x The NSFR scenario is not  consistent  with the management  of  banking inst itut ions. 
First ,  requiring a bank to do more than matching it s credits with same durat ion of 
resources is not  conceivable. Second, under it s assumpt ions,  WKH� 16)5� UHTXLUH�
EDQNV�WR�WHUP�IXQG�ORDQV�WKDW�KDYH�QRW�EHHQ�PDGH�\HW.  And third,  the rat io does 
not  consider the capacit y t o react  to a funding deplet ion in a t imely manner, which 
characterizes well-managed banking inst itut ions (especially in a one year t ime 
frame). 

x  In part icular,  it  is totally unrealist ic to consider that  the renewal rates on credits  
and on resources are ident ical,  since a bank will  quickly consider stopping asset  
product ion in case of  funding deplet ion 

x Equit ies cannot  be considered 50% ill iquid on a one year t ime frame 

x It  is odd that  85% of  retail  credits are assumed to be renewed wile ABS maturing in 
the year are not .  Does it  mean that  banks should stop making retail  credits and buy 
ABS, which was j ust  one of  the main reasons why the crisis did spil l-over worldwide? 
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,VVXH� %133�3RVLWLRQ� $UJXPHQW�

16)5�REMHFWLYHV�

x The obj ect ive of the rat io is unclear, which 
make its requirements quest ionable 

x It  forces banks to downsize liquidit y gapping, 
which is at  odds with their very social role in 
the economy: short  term loans would need to be 
part ially medium term funded. 

x This requirement  wil l cause banks to raise huge amount  on medium term funds in 
compet it ion with government  bond and programs and corporate bond issuances.  In a 
context  of  inelast ic demand for medium term inst ruments, interest  rates will  raise, 
banks wil l reduce their lending act ivit ies and pass their funding cost  increase on to 
their clients. 

x If  banks were obliged to scale down their t ransformat ion role signif icant ly,  liquidit y 
gapping would increase outside the banking indust ry,  out  of  the supervisory 
framework and without  access to banking safety nets (liquidit y buffer,  access to 
cent ral banks…), which would dramat ically increase systemic risks.  

x The NSFR wil l require a dramat ic increase of banks’  medium term funding;  but  who is 
going to take the gapping posit ion? Private individuals? Investment  funds? Hedge 
funds? 

16)5� � )LQDQFLDO�
,QVWLWXWLRQ�
GLVFULPLQDWLRQ�

x Financial inst itut ions should not  be 
discriminated from the other economic agents.  

x Their funding is as rel iable and stable as most  of 
the large corporate counterparts 

x Reciprocal funding relat ionship is far f rom being 
the general rule 

x This is the negat ion of  the basic banking role of  reallocat ing f inancial resources. 

x Cont rary to credit  risk exposure, working with other regulated banks would be more 
penalizing than working with non regulated indust ries!  

x This would increase systemic risk. 

6\VWHPLF� ULVN�
DVVRFLDWHG�WR�WKH�
UHTXLUHG�
GLVFORVXUH�

x The liquidit y bank’ s posit ion should not  be 
disclosed.  For this mat ter,  t ransparency is both 
dangerous and illusory. 

x Risk disclosures make sense when they don’ t  change the risk being disclosed: 
disclosing the bank market  risk or the bank credit  risk does not  change the market  risk 
or the credit  risk.  

x This is completely dif ferent  for l iquidit y risk since the disclosed liquidit y risk can 
t rigger or reinforce a liquidit y crisis.  

x Each week, market  behaviours show that  they can t rigger a crisis on no robust  
grounds. 

x This is a form of  pro-cyclical risk which actually increases the risk that  it  intends to 
manage. 

x The disclosure will  most ly be outdated 

2SHUDWLRQDO�
LVVXH�

x The complexit y comprehensiveness and t ime 
availabil it y requirements of  the data expected 
by the regulators 

x None of  the CP expectat ion can be met  by banks part icularly given the t ime allowed 
to make the data available to supervisors.  
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,VVXHV� 7RSLFV� &RPPHQWV�

8QLQWHQGHG�
FRQVHTXHQFHV�

x As regards liquid asset  def init ion:  

 

 

 

 

 

 

 

x As regards NSFR assumpt ions 

 

 

 

 

 

 

 
 

x On the whole 

x Signif icant  reduct ion in liquidit y of  Government  bonds, since banks will  keep 
frozen huge port folios 

x Compliance with LCR wil l depend on rat ing agencies, since rat ing will be the main 
criteria for asset  l iquidit y.  In other words,  the regulated system’ s liquidit y wil l be 
under the pressure of a very few number of  non regulated inst itut ions 

x The already j eopardized banking system wil l be almost  dest royed by the 
discriminat ion of banking inst it ut ions 

x In some count ries, the Government  bonds market  will  be too small and will  not  
allow local banks to comply with the LCR (Norway,  Aust ralia…) 

 

x St rong compet it ion between banks, corporates and Sovereign on debt  markets ;  no 
room available for all  of  them, and increase in cost  of  debt  

x Liquidit y issues will  be signif icant ly t ransferred from regulated to non regulated 
inst itut ions ;  coupled with the reduct ion of  short  term funding, this will  reduce the 
role of  Cent ral Banks in the management  of liquidit y 

x Complying with a standard rat io whatever the business model may lead to an 
harmonizat ion of  t hese models between banks, which may increase systemic risks 

x Credit  renewal assumpt ions may lead to increase investment  in ABS, which was one 
main reasons why the crisis spilt  over worldwide 

 

x The amount  of medium/ term debt  to be taken on the market  being totally 
unrealist ic,  banks wil l have to reduce dramat ically t heir credits,  which opposes to 
Government ’ s wil l,  and will  impact  economic growth 

x High compet it ion on debt  markets will t rigger a general increase of f inancing costs 
for the whole economy 

x In case of  unlevelled playing f ield, these two consequences will  impact  economic 
growth in those count ries applying the new regulat ion, such giving to the other 
count ries (USA, Asia?) to possibilit y to perform much bet ter in terms of  economic 
growth. 
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�
���&DSLWDO�GHILQLWLRQ�
,VVXH� %133�3RVLWLRQ� $UJXPHQW�

*UDQGIDWKHULQJ�
RI� LQVWUXPHQWV�
LQFOXGHG� LQ� WKH�
3UHGRPLQDQW�
7LHU��&DSLWDO�

y Inst ruments el igible to the Predominant  Tier 1 
Capital should be st rict ly compliant  the new 
definit ion 

y Grandfathering is not  j ust if iable 

y Deviat ing f rom this approach would be det rimental t o the overarching obj ect ive of  the 
BCBS to have a consistent  own fund def init ion across the inst itut ions and the count ries. 

y Grandfathering cannot  be conceived for a not ion that  does not  exist  beforehand. 

&ULWHULD�IRU�
FODVVLILFDWLRQ�DV�
7LHU���
$GGLWLRQDO�
*RLQJ�&RQFHUQ�
&DSLWDO�

y We fear that  a limited number of Basle’ s 
eligibil it y criteria are too st rict  and wil l 
ef fect ively deprive banks of a large and f lexible 
source of diversif ied capital.  We st rongly 
support  adj ustments to criteria 7.a and 11. 

y Criteria 7.a: Allow dividend pusher mechanism, 
which are crit ical to the Going Concern Capital 
investor base.  

 

 

 

y Criteria 11: Delet ion of  the requirement  for 
terms of  inst ruments classif ied as l iabil it y to 
include either a conversion into common shares 
or a permanent  write down. 

y It  is crit ical t o maintain a hierarchy between the dif ferent  t ypes of  investors in order to 
have an ef f icient  and diversif ied capital investor base. 

y The seniorit y of  holders of inst ruments included in Tier-1 Addit ional Going Concern 
above the holders of most  subordinated inst ruments included in Common Equit y must  be 
respected. In this respect ,  we st rongly support  the applicat ion of  art icle 83 from the 
CEBS implementat ion guidelines for hybrid capital inst ruments,  dated Dec,  10th 2009. 

y As long as Criteria 10 is fulf i l led,  we see no regulatory benefit  in requiring this Criteria 
11 nor does it  increase the capital qualit y of  Tier-1 Addit ional Concern Capital.   

y This would only create a compet it ive distort ion with US and UK pract ice (preference 
shares which have a legal nature of  equit y,  would not  be subj ect  to such conversion or 
write down). 

y Permanent  write down embedded in Criteria 11 is conceptually not  acceptable as it  
effect ively subordinates Going Concern Capital to Common Equit y,  while Common 
Equit y must  be the most  subordinated form of  capital according to Basle’ s eligibilit y 
criteria. 

3DUWLFLSDWLRQV�
RYHU�WKH�
WKUHVKROG�LQ�
QRQ�
FRQVROLGDWHG�
ILQDQFLDO�
LQVWLWXWLRQV�����

x Exempt ing of the deduct ion rule holdings: 

o in market  place organisat ions 

o in ancillary banking services undertakings  

x Risk-weight ing them as other assets (100%) 

x Operat ing st ructures required for a proper funct ioning of  the market  place or the 
inst it ut ion it self  should be risk-weighted as other assets,  i.e. with a  100% RWA 

x Organizat ional choices of  the market  place or the inst itut ion should not  be inf luenced 
by capital requirement  considerat ions, in part icular as they are made to reduce both 
risks and operat ing costs 
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,VVXH� %133�3RVLWLRQ� $UJXPHQW�

6KRUWIDOO�RI�WKH�
VWRFN�RI�
SURYLVLRQV�WR�
WKH�RQH�\HDU�(/�

�

x Agreement  on the principle but  point  on hold 
unt il the “ CVA”  issue is clarif ied 

x Excesses of  provisions, CVAs included,  over the 
1-Year EL should symmetrically be recognized 
fully as Tier 1 capital ( subj ect  to the previous 
caveat ) 

x This issue must  be considered j oint ly with t he t reatment  of the prospect ive provisioning 
and the capital requirements relat ive to the CVAs. 

x These excesses are actually an allocat ion of retained earnings but  their benchmark 
against  the 1-Year EL cannot  make them a predominant  t ier 1 component . 

&DVK�IORZ�
KHGJH�UHVHUYH�

x Agreement  on the proposed rule 
�

&XPXODWLYH�
JDLQV�DQG�ORVVHV�
GXH�WR�FKDQJHV�
LQ�RZQ�FUHGLW�
ULVN�RQ�IDLU�
YDOXHG�ILQDQFLDO�
OLDELOLWLHV�

x Support  the proposed recommendat ion x This observat ion should remain valid in all circumstances, including for CVA computat ion 

*RRGZLOO� y Accept  the proposed recommendat ion that  
remains very st rict  

x The goodwil l value, which does exist ,  has always been challenged from a prudent ial 
point  of view because of it s immaterial it y and lack of  robustness. 
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���5LVN�ZHLJKWHG�DVVHWV��
,VVXH� %133�3RVLWLRQ� $UJXPHQW�

7UHDWPHQW�RI�
KLJKO\�
OHYHUDJHG�
FRXQWHUSDUWLHV�

y The scope of  the measure and the concept  of  
“ performance of assets based on periods of 
st ressed volat il it ies”  is unclear.  

y The measure should be removed or,  at  least  
rest ricted to unregulated counterpart ies. 

y Rat ing pract ices for hedge funds already include a large amount  of  conservat ism. 

y The proposal is inconsistent  with the principle of  “ through the cycle”  rat ings that  apply 
in the Basel f ramework. 

� � �� �� � �� �

� � � �	 � 
 � ��

�� 
 � � � 	 � 
� � � � 


� 	 
 � � �� 	 � �

� � � � � � � �� � 
 � � � �

� � � � 
 
�

y Agreement  with the proposal.  y We believe such proposal will  l imit  further any procyclicit y in capital requirements. 

(IIHFWLYH�(3(�
ZLWK�VWUHVVHG�
SDUDPHWHUV�WR�
DGGUHVV�JHQHUDO�
ZURQJ�ZD\�ULVN�

y Oppose the principle of two calculat ions 
(st ressed and current ) and plead for one single 
calibrat ion on a period covering a ful l economic 
cycle and the st ressed period used for the 
st ressed VaR. 

y Fall-back: calibrate on a period of at  least  3 
years including the st ressed period used for the 
SVaR. 

y Plead for a parallel increase in capital 
requirements on the standard approach equally.  

 

y Such a proposal bears many negat ive operat ional consequences (use-test  issues, impact  
on f ilters at  originat ion set -up, etc).  

 

 

y We advocate keeping in place a hierarchy in the approaches. Advanced Approaches are 
supposed to bet ter grasp the t rue level of risk.   

*HQHUDO�DQG�
VSHFLILF�ZURQJ�
ZD\�ULVN��

y We support  the measures on the principle as 
they are widely consistent  with sound risk 
management  pract ices. 

y However we recommend the use of “ own risk 
based assessment”  for correlat ion between the 
underlying and the counterparty for specif ic 
wrong way risk 

We oppose the use of  not ional for CDS present ing 
wrong way risk and propose to use the j ump-to-
default  measure. 

y “ Legal connect ion”  criterion is too vague and somet imes mis-represents the correlat ion 
risk 

y In addit ion,  whenever there is a degree of de-correlat ion between the underlying and 
the counterparty,  the exposure must  be commensurate with the degree of  correlat ion. 

y CDS are more and more t raded on an up-front  basis implying that  the maximum loss is 
much lower than not ional.  
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,VVXH� %133�3RVLWLRQ� $UJXPHQW�

&ROODWHUDOLVHG�
FRXQWHUSDUWLHV�
DQG�PDUJLQ�
SHULRG�RI�ULVN�

y BNP Paribas stands neut ral on the principle but  
is opposed to the proposed crit eria t riggering 
the increase in margin periods. 

y A clearer and widely accepted def init ion of  the 
“ il liquidity”  t rigger such as level 3 assets should 
be specif ied. 

y In favour of  size materialit y thresholds of  
il l iquid collateral,  il l iquid OTC derivat ives and 
collateral disputes.  

 

y The measure would promote potent ial clif f  and/ or spill-over effects. 

y Incent ives for avoidance tact ics,  which will  decrease the possibilit ies. of net t ing and 
hence, ult imately increase the risks 

y Room for interpretat ion and hence arbit rage. 

 

&HQWUDO�
FRXQWHUSDUWLHV� y Support ive 

 

(QKDQFHG�
FRXQWHUSDUW\�
FUHGLW�ULVN�
PDQDJHPHQW�
UHTXLUHPHQWV�

y Neut ral /  support ive 

y In part icular,  support ive of alpha recalibrat ion 

 

� � �� �� � �� �

� � � �	 � 
 � ��

�� 
 � � � 	 � 
� � � � 


� 	 
 � � �� 	 � �

� � � � � � � �� � 
 � � � �

� � � � 
 
�

y Support ive 
 

�
�
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���/HYHUDJH�UDWLR���LQWHUSUHWDWLRQ�DQG�SRVVLEOH�UHODWHG�DGMXVWPHQWV�
,VVXH� %133�3RVLWLRQ� $UJXPHQW�

3LOODU���
LQWHUSUHWDWLRQ�
WRJHWKHU�ZLWK�RWKHU�
LQGLFDWRUV�

x The appropriate interpretat ion should be made on a case-
by-case basis by the supervisor,  def ining with the inst itut ion 
the range of  possible adj ustments necessary to understand 
right ly the meaning of  t he rat io changes in the context  
specif ic to the bank. 

x Total Tier 1 (on a consolidated basis at  group level) 
appears to be an acceptable basis for the calculat ion of  a 
leverage rat io as a going concern measure of capital.  

 
 

x Supervisors must  assess the inst itut ion’ s capital st rength within the Pillar 2 
framework.  The Leverage Rat io is an addit ional tool to ident ify changes that  
would show an excessive use of leverage in the conduct  of  bank’ s act ivit y or 
the st ructuring of  market  inst ruments. 

x The analysis of  the Leverage Rat io behaviour must  also take into account  
the st ructure of  the f inancial markets concerned, the level of  intermediat ion, 
the existence of  actors absorbing part  of  banks’  off-balance sheets (such as US 
mortgage agencies),  t he business mix of  the f inancial inst itut ion 

x Total Tier 1 is by def init ion the new “ going concern”  measure of capital.  

1HWWLQJ�DQG�PDUJLQ�
UHTXLUHPHQWV 
EHQHILWV 

x The Basel 2 net t ing and mit igat ing rules would be useful 
adj ustments in order to avoid inadequate assessment  of  the 
leveraging of  some act ivit ies affected by inf lated amounts. 

x  Although we reckon that  in respect  of  comparabilit y across j urisdict ions 
the no-net t ing and credit  risk mit igat ion rej ect ion approach has some merit ,  
it  makes the rat io very volat ile and inf lated. 
 

2II�EDODQFH�VKHHW�
LWHPV�DQG�&&)V�

x The credit  conversion factor ascribed to certain off -
balance sheet  items (100% CCF) should be reviewed on a 
case by case basis and carefully mit igated by 
considerat ion of  the effect ive leverage represented by 
off-balance sheets assets. The credit  conversion factors 
as per Basel 2 exist ing rules could be the basis of this 
adj ustment . 

x   The supervisors’  review should be undertaken based on a 
sound understanding of both the operat ional context  of 
the relevant  t ransact ion and the mechanics of the 
t ransact ion. 

x Certain commitments are not  necessarily turned into leveraging, for 
example acceptances, standby let ters of  credit ,  t rade let ters of  credit ,  
unset t led securit ies, etc. 

x  Trade f inance would be severely hit ,  even in a Pillar 2 context ,  while their 
leveraging component  is far from being clear and certainly not  the cause of 
the crisis.  
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,VVXH� %133�3RVLWLRQ� $UJXPHQW�

&UHGLW�'HULYDWLYHV� 

x The Leverage Rat io analysis should take into account  the 
part icular nature of these inst ruments and the inf lat ing 
effect  on the gross asset  f igures due to: 

o The use of the full  not ional for  protect ion sold  

o The absence of  any of fset t ing for bought  protect ion, 
which creates double count ing effects within the 
denominator of the leverage rat io; 

�

x CDS are the representat ion of  the underlying asset  credit  risk. They are 
not  as such a leveraging factor even though it  may be sustained that  they 
cont ribute to easing the leveraging,  which  actually occurs through the 
underlying inst rument . 

x The leverage rat io is an inappropriate answer t o the issue of sold CDS and 
exposures. The response to such exposures is the market  t ransparency of CDS 
exposures by counterpart ies, using data provided to t rade repositories and 
cent ral counterpart ies in t he CDS market .  

 

6HFXULWL]DWLRQV� 

x Each f irm should have its supervisor reviewed its 
products and pract ices, as well as the actual legal and 
market ing documentat ion in order to determine the 
adequate t reatment  of the t ransact ion in the Leverage 
rat io. 

x Discrepancies in the account ing t reatment  cannot  be dealt  with by 
imposing a blanket  rule requiring the inclusion of al l securit ized port fol ios for 
leverage rat io purposes.  

x Where operat ional requirements for risk t ransfer in compliance with the 
regulatory framework are met , de-recognit ion of  t ransferred securit isat ion 
t ransact ion should be allowed 

 

'LVFORVXUH�LVVXHV�

x If  market  discipline plays a key role in sound f inancial 
systems, the nature of certain informat ion disclosed in the 
course of a dialogue between supervisors and inst itut ions 
should be subj ect  to a st rict  conf ident ialit y and be 
rest ricted from a ful l public disclosure.  

x This is part icularly the case of this indicator that  raises 
many issues and may mislead investors.  

y Any disclosure regime on the issue of  leverage should be carefully designed 
so that  the right  balance is achieved between the informat ional needs by the 
market ,  the careful and detailed analysis requested by the crude leverage 
rat io as proposed,  and informat ion obtained under t he confident ial auspices 
of Pil lar 2. 
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���/LTXLGLW\���
�

,VVXH� %133�3RVLWLRQ� $UJXPHQW�
7UDQVLWLRQ�
3URFHVV�

y Considering the far reaching consequences of  the 
suggested funding regulat ion well beyond the 
banking indust ry,  the t ransit ion needs to be 
carefully set  up. 

y The regulatory f ramework could be art iculated 
around an ongoing close consultat ion process up 
to the f inal liquidit y framework 
� Transparent  Analysis of the Quant itat ive 
Impact  Study, with it s consequences on the 
economy as a whole 
� Hearings/ bilateral discussions between 
supervisors and banks for suggested changes and 
updated liquidit y framework subj ect  to a 
consultat ion process 

 

x A phase-in t ransit ion so that  the impacts on the economy and the required banks’  
adaptat ions in systems in part icular are spread over t ime, it s durat ion to be f ine tuned 
with the second round of impact  study. This could be implemented with binding 
thresholds that  would be increased progressively over t ime.   

x Addit ionally,  in order not  t o avoid regulatory and unlevel playing f ield between banks 
subj ect  to LCR and NSFR requirements and other banks,  the liquidit y regulat ion should 
apply to DOO banks (internat ionally act ive or not ), in DOO j urisdict ions, with the VDPH 
t ransit ion process, in part icular in terms of  t iming. 

&XUUHQF\�
&RQYHUWLELOLW\�

y Convert ibil it y shutdown for usually highly 
convert ible currencies  is far too ext reme an 
assumpt ion 

x For idiosyncrat ic crisis-based NSFR, there is no rat ional for assuming any reduct ion in 
currency convert ibilit y.  

x For LCR, reduct ion in currency convert ibil it y should not  be applied to usually highly 
convert ible currencies.   

6FRSH�RI�
DSSOLFDWLRQ�

y We recommend that  funding risk requirements are 
applied at  consolidated level 

x Should sub-consolidated levels be considered, they should QRW� EH VPDOOHU� WKDQ pools of 
ent it ies when the following criteria are met : 

x actual liquidit y risk management  is global to the pool of  ent it ies; 
x capacit y to t ransfer l iquidity;  
x legally binding commitments between the ent it ies. 

x Subj ect  to those criteria  and to address liquidit y issue  in respect  of  any specif ic ent it y,  
or group of  ent it ies, within the pool of  ent it ies that  meet  those criteria there should be 
an automat ic waiving process for each ent it y in t he group.  This wil l require clearly 
art iculated governance and coordinat ion between the supervisors. 
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,VVXH� %133�3RVLWLRQ� $UJXPHQW�

,QWHUQDO�
WUDQVDFWLRQV�

y Should LCR or NSFR be required at  sub 
consolidated levels,  which we don’ t  
recommend, the t reatment  of internal 
t ransact ions would need to be clearly 
art iculated. 

x Addit ionally,  int ra-group t ransact ions, within between ent it ies in the same group of pooled 
ent it ies or between ent it ies that  are in dif ferent  groups of  pooled ent it ies (some of  which may 
be const ituted of a single ent it y) must  be t reated under assumpt ions that :  

x are consistent  with legally binding commitments;  
x must  be symmetrical from both sides of  the internal deal;   
x must  be consistent  with the rollover assumpt ions of  the t ransact ions that  are 

ult imately funded /  invested. If  an act ivit y is scaled down in the st ress scenario,  the 
scale down assumpt ion should be applied to the same extent  to int ra-group with this 
subsidiary. 

x may dif fer within the same Group (ie: not  necessarily a single method in a specif ic 
Group) 

6WDQGDUGL]HG�
DVVXPSWLRQ�VHWV�
RI�16)5�DQG�/&5�

y The standardized assumpt ion sets for 
LCR and NSFR need being modif ied 

x LCR and NSFR should be considered in combinat ion:  
o NSFR addresses the liquidit y posit ion at  1 year horizon.  
o Considering the NSFR, which enables a sound term liquidit y posit ion, LCR is designed to 

make sure the bank is able to resist  a severe st ress test  on a one month horizon 
 
x NSFR derives from a 1 year long idiosyncrat ic l iquidit y st ress test  scenario 

o Cent ral Bank eligibilit y is not  a criterion SHU�VH for NSFR-liquidit y 
o Unsecured funding sources are assumed to decrease but  not  to completely disappear 

(notably,  not  all  inter-bank funding is assumed to vanish) 
o NSFR should be consistent  with the t ransformat ion funct ion of  the banking indust ry,  notably 

through the lower than 100% threshold that  will  be chosen 
o NSFR should embed the bank’ s expected react ions /  changes in it s business models in such 

an extended st ress scenario,  by breaking down asset  generat ing businesses into “ ongoing 
concern businesses”  (that  can be part ially scaled down) and “ non ongoing concern business”  
(that  can be completely stopped in a crisis) 

o NSFR should embed the bank’ s expected prepayment  on loans 
o Consistency should be ensured between assumed decrease in funding sources and assumed 

roll over assumpt ions (ex:  the higher the runof f  for inter-bank funding source,  t he lower the 
rollover assumpt ions for loans) 
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y (Cont inued) The 
standardized assumpt ion 
sets for LCR and NSFR need 
being modif ied 

x LCR derives from a 1 month market -wide and idiosyncrat ic l iquidit y st ress test  scenario: 
o Cent ral Banks are part  of  the crisis management  process and Cent ral Bank eligible assets are considered 

as l iquid assets1 
o The severit y of  st ress assumpt ions can revised down to be consistent  with observed facts in the direst  

crisis in decades 
x Liquid assets are evidence-based-derived and take into account  sell-abilit y,  repo-abil it y and market  

inf rast ructure (HJ:  repo exchanges, t ri-part y repo). Underlying st ress scenarios are dif ferent  as well both LCR-
liquid assets and NSFR-liquid assets are dif ferent .  

x Symmetry should apply to similar assets and liabilit ies (ex:  drawdown assumpt ions) 
x Deposit  st ickiness and loans’  rol lover should derive from both relat ionship and customer /  counterpart y t ypes. 

- As an example,  a deposit  f rom a f inancial inst itut ion to which the bank has an ongoing st rong relat ionship 
should be considered st ickier than a deposit  f rom a f inancial inst itut ion without  such an ongoing relat ionship  

x The “)LQDQFLDO�LQVWLWXWLRQ”  category must  be broken down in more granular categories 
x To cope with volat ile balances, average balances, over relevant  periods, could be used 
x Stat ist ical methods can be used to map t ransact ions to the pre-determined categories 
x Foreign exchange convert ibil it y is unchanged for NSFR. Highly liquid and convert ible currencies in normal 

t imes remain liquid and convert ible for LCR 
x Assumpt ion sets should be consistent  with legally binding commitments 
x The assumpt ions to apply to t ransact ions, pools of  t ransact ions or balance sheet  accounts that  are not  

explicit ly covered by the LCR- or NSFR-assumpt ion sets could be agreed upon with the relevant  supervisor 
(local supervisor for local issues, college of  supervisors for global issues)  

 
x Other assumpt ions will  be needed to cover the ent ire balance sheet .  A combinat ion of  standardized 

assumpt ion set  for al l,  and local supervisor adaptat ion :  
o Regularizat ion accounts on both sides of  the balance sheets do not  necessarily relate to funding issues. 
They should not  be allocated a 100% overlay factor in the required funding rat io, and a 0% overlay factor in 
the available funding rat io 

x Derivat ives accounted for as assets (HJ:  bought  opt ions and swaps with posit ive values) should not  be 
considered as requiring 1 year term funding for their value. Conversely,  derivat ives accounted for as l iabil it ies 
(HJ:  writ ten opt ions and swaps with negat ive values) should not  be considered an available funding source. 

 

                                                
1 NSFR requires that  non liquid securit ies need term funding. The combinat ion of  both NSFR and LCR makes sure that  the cent ral bank eligibilit y is not  used not  to term 
fund those assets. As the mat ter of  fact  it  is the NSFR term funding requirements which provide that  cent ral bank eligibilit y is a liquidit y buffer (ie:  that  it  delivers 
addit ional liquidit y).  



 
16 April 2010 

 
 

THE CREDIT VALUE ADJUSTMENT ISSUE 
 
 
 
Executive Summary 
 
A Credit Valuation Adjustment (CVA) is the credit price of counterparty risk. As such it is part of the 
fair market value required by accounting standards (IFRS). On default, the amount of CVAs is 
available to offset any loss related to the default of the counterpart. 

As a result, CVAs can be assimilated to prospective provisions for counterparty credit risk. They are a 
way to provision very early, well before a risk of default becomes likely. The losses due to CVAs do 
not add up to the losses due to defaults, they are mutually exclusive; they are resulting from exactly 
the same risk but are appearing at  a different time of the underlying instrument’s life. 

- Either a counterparty defaults in the coming year and any CVA already charged will be 
available to offset the loss at time of default, 

- Or the counterparty does not default in the coming year and the bank may only have to face a 
loss due to the potential increase of the counterparty CVA attached to the counterparty. 

Depending on the methodology applied in computing the CVAs, they can represent significantly 
larger amounts than the regulatory expected loss for counterparty risk and can be materially more 
volatile. Actually, regulators claim that a significant part of the losses due to counterparty risk during 
the crisis were in fact due to CVAs and not to the default of counterparts. Regulators suggest 
consequently that there should be a capital charge addressing this particular phenomenon that would 
add to the current capital charge for counterparty risk and propose a methodology to do so which is 
completely at odds with the risk effectively incurred by the institutions. 

 

We believe this reasoning is flawed in many ways: 

- As CVAs are prospective provisions like prospective provisions for credit risk, requiring a 
capital charge to cover their potential increase in the coming year is unheard of. Do we want 
to penalise banks that build up adequate and prudent reserves? 

- As CVAs address counterparty risk which is already capitalised, the charge for the variation 
of CVAs should not add to the current counterparty risk capital charge. 

- Should a capital charge be retained to cover the potential increase of CVAs in the coming 
year, it should at least reflect the true risk incurred by the institutions so as to have consistent 
impacts in terms of earnings and capital and allow for a consistent management of the two. 
We believe that the diversity in the existing CVA frameworks in terms of accounting 
treatment and managing intent pleads for some flexibility in the associated capital charge, and 
we suggest a better approach than the current bond equivalent proposal. 
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What are CVAs? 

 

From an accounting point of view, a Credit Valuation Adjustment (CVA) is the credit price of 
counterparty risk. Banks should price their derivative products taking into account the credit quality 
of the counterpart. The idea is to discount from the counterpart portfolio, marked to market, the 
expected loss due to a potential default of the counterpart. CVAs are computed at counterparty level 
and not at deal level which explains why they are dealt with separately from the “counterparty risk 
free” derivatives valuation. CVAs are computed on a monthly basis with new deals or deals arriving 
at maturity or being unwound affecting the new stock of CVAs. For each new or expiring deal a 
marginal CVA is added or removed from the stock of CVA for the counterpart. In case of default, the 
total amount of CVA for the counterpart becomes available to offset the actual loss. CVA is acting as 
a prospective provision for counterparty risk. 

 

From a risk point of view, CVA is a best practice that forces the banks to reserve for counterparty risk 
at maturity very early on an continuously updated basis. CVA is also an economic expected loss up to 
maturity rather than only for the first year. This explains why CVA amount can be substantially larger 
than the regulatory expected loss. 

 

From a regulatory point of view, CVAs are currently used to show that the 1-Year expected loss for 
counterparty risk is covered. However, if CVAs materially exceed this regulatory expected loss, 
which is normally the case as the CVAs represent the risk until maturity, the excess CVA over the 
expected loss is only eligible for Tier 2 capital, whilst banks still need to cover the unexpected loss 
through the counterparty risk charge. This is what we call a double-counting below since the same 
potential loss is effectively covered twice, once by the excess CVA, and another time by the capital 
for counterparty risk. 

  

Double counting – first part 

 

This double-counting already exists in the current framework, which was designed before CVAs 
became a best practice or mandatory. It stems from the fact that the absolute amount of CVA acts as a 
provision fully dedicated for counterparty risk, but only a part can be recognised as a mitigant for the 
counterparty risk, the part in front of the regulatory expected loss. 

  

Unexpected 
Loss (UL) 

Expected 
Loss (EL) 

CVAs 
offsetting EL

Excess 
CVAs 
eligible to 
Tier2 

Capital for 
Counterparty 
Risk 

Need for capital Resources covering the need

Double 
counting
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The double-counting between this excess and the capital charge for counterparty risk can be very 
significant. 

For BNP Paribas, at the end of 2008 amounts expressed on the EL base (100):  

EL        =       100  

CVA    =      1129  

Excess  =      1028        UL = capital = 1102 

 

As CVAs are fully dedicated to well identified risks, the excess of CVAs over the regulatory expected 
loss should be deducted from the regulatory capital charge for counterparty risk, rather than being 
made eligible to Tier 2 capital or be recognized as a TIER 1 component 

 

Uncapitalised losses due to Credit Valuation Adjustments (CVAs) variations during the crisis 

 

Regulators claim that a significant part of the losses due to counterparty risk during the crisis were in 
fact due to Credit Valuation Adjustments (CVAs) and not to the default of counterparts. Potential 
losses due to CVAs, i.e. variations of CVAs are currently not capitalised, as this practice is more 
recent than the counterparty risk capital framework. 

 

This raises at least two questions: 

- Should variations of CVAs equivalent to variations of provisions be capitalised? 

- Even though variations of CVAs are not capitalised as such, CVAs address the same 
counterparty risk that is already capitalised. Why adding a charge for the variation of CVAs 
on top of the existing counterparty risk capital charge, when a bank cannot make a loss for 
building its stock of CVA on top of a loss at the time of default? 

 

A capital charge for a variation of provisions? 

 

As mentioned above, if we can assimilate CVAs to provisions for counterparty risk, similar to generic 
provisions taken for credit risk, charging the potential variation of those provisions would be a 
precedent.  

 

There are other elements of earnings, the variations of which are not capitalised: 

- Credit provisions: Would that mean that we should expect a capital charge on the variations 
of the credit future prospective provisioning when the credit risk Unexpected Loss is covered 
by a direct capital requirements. 

 

- Market reserves: like CVAs are elements of fair value, and share similar characteristics: They 
can be volatile, impacting the P&L and represent significant amounts. Market reserves, by 
reducing the P&L, serve as their own capital charge (one can see the market reserve both as a 
need for capital and the provision dedicated to cover that need), but their variations are 
currently not capitalised even when they relate to instruments in the trading book. 
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One risk, one capital charge 

 

As explained above, CVAs are reserved to protect the bank against a default of well-identified 
counterparts. They are meant to address the same counterparty risk that motivated the current capital 
charge for counterparty risk.  

 

If we want a modified capital charge to take into account both the risk of making a loss whilst 
constituting the stock of CVA and the risk of making a loss at the time of default, it should cover the 
two mutually exclusive cases: 

- Either a counterpart defaults in the coming year and any CVA already provisioned plus any 
increase of CVA during the year will be available to offset the loss at the time of default, 

- Or the counterparty does not default in the coming year and the bank will only face a loss due 
to a potential increase of the counterpart CVA. 

 

In no real scenario, would a bank make a loss due to an increase of its CVA PLUS a loss at the time 
of default. On the contrary, if a bank was to add to its stock of CVAs in the coming year, which would 
affect negatively its P&L, it would incur a smaller loss by the same amount at the time of default if it 
occurs later in the year. 

 

If in no real scenario a bank could lose on both accounts (increase of the CVA adding to the loss at 
the time of default), regulators should not design a new capital charge for the variation of CVAs as an 
addition to the current capital charge for counterparty risk. 

 

Double counting - second part  

 

If on top of the CVA, we put aside a capital charge to protect the bank against the potential increase 
of these CVAs during the coming year, it means that we put aside today not only the CVA, but this 
new capital charge as well. Let’s call this new capital charge VarCVA 

 

Referring to paragraphs above, this means that we increase the double-counting we were speaking of 
previously. The more CVAs we have the less a loss due to default will affect the bank. The CVA plus 
this new capital charge are in total double counting with the current regulatory expected loss and 
unexpected loss for counterparty risk as they both address the exact same risk. 

 

More precisely: 

If there is no default, the new charge VarCVA is enough to cover the risk of loss which can only 
come from an increase of CVAs, 

 

CVAt 

1 year 0 time

∆CVA 
Loss=∆CVA 
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If there is a default, we would first face a loss by accumulating more CVAs in preparation of the 
default, but then the total CVA including this new �CVA would reduce the loss at the time of default. 
Let’s assume that the loss at the time of default is correctly forecast by the current counterparty risk 
framework Kconterparty = EL + UL, then we would face a loss due to the variation of CVA (�CVA) 
plus a gain or a loss at the time of default depending on the size of the loss compared with the total 
amount reserved i.e. max(EL+UL-CVA-�CVA,0). 

All in all our loss would be max(�CVA, EL+UL-CVA). As a result the capital charge in that scenario 
should be max(VarCVA, EL+UL-CVA). 

  

 

  

In all cases, the capital charge should be the maximum of VarCVA and EL+UL-CVA. 

 

The new capital charge for the increase of CVA should be compared to the full capital charge for 
counterparty risk (EL+UL-CVA), and the maximum should be retained. 

 

 

Current practice around CVAs 

 

Industry practices are still very heterogeneous both in the way bank compute their CVAs and in their 
managing intent around CVAs. 

Whilst some institutions have no CVA framework, most institutions would compute CVAs to comply 
with IRFS or US GAAP definition of fair value. We would argue that the choice of a CVA framework 
is an accounting issue, linked to the definition of fair value adopted by each institution, whilst the 
managing intent around CVAs should remain the choice of the bank. 

 

Several framework of CVAs co-exist (unilateral, bilateral or mixed approaches) but it is not the 
purpose of this document to elaborate on these different frameworks. 

 

Banks can also compute CVAs very differently depending on their managing intent. For example, 
banks willing to hedge this element of their derivatives fair value would tend to compute CVAs using 
market credit spread so as to be able to hedge themselves in the market. Some banks have a dedicated 
trading desk to manage their CVAs which they consider to be a trading position like any other 
position of their trading book. 

CVAt

1 year0
time

∆CVA

Default

Loss = Kcont,t – CVALoss = ∆CVA
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Other institutions, considering these CVAs as a credit risk that they are willing to carry would tend to 
compute CVAs based on historical probabilities, as if these CVAs represented a credit position in the 
banking book. 

Some banks would mark to market and possibly hedge their CVAs for certain counterparts and carry 
the risk of their CVAs for other counterparts. 

 

 

A capital charge depending on the CVA framework and the managing intent 

 

If regulators want to capitalise CVAs as these can affect the bank’s results, we strongly believe that 
this new capital charge should take into account the CVA framework in place so that the capital 
charge corresponds as much as possible to the real risk incurred by the bank. 

 

We also believe that the capital charge should take into account the managing intent of the CVA 
position. The same way a bond, dynamically hedged in the trading book, would be marked to market 
and would attract a market risk charge (now VaR, Stressed VaR and IRC), whilst a bond in the 
banking book could be valued in accrued and would attract a credit risk charge, the same way CVAs 
could be valued differently depending on their managing intent and would represent a very different 
risk for the bank. As a consequence, we believe that the way CVAs are managed should be taken into 
account to decide how to capitalise them. 

 

If a bank decides to mark part of their CVAs to market and hedge them dynamically, these should be 
considered as a trading book position and their capital charge should address their potential spread 
volatility when spreads move. With the addition of IRC, the full market risk treatment would then 
address the potential change of these CVAs due to all market risk factors, as well as the one year risk 
of credit migration and default. A counterparty risk capital charge for those counterparts would 
become unnecessary. 

 

If a bank decides to carry part of their CVAs as a pure credit position which depend on historical 
probabilities, these should be considered as a banking book position and treated according to a credit 
approach. Particularly in that approach, where CVAs are very close to generic provisions for credit 
risk, it seems awkward capitalise variations of provisions, and their capital charge should be limited to 
the counterparty risk capital charge. 

 

More on the trading book approach 

 

We recommend that the regulatory capital treatment of portfolios of counterparty risks that are 
marked to market and managed within a trading book regime be consistent with other similar trading 
risks.  

 

Specifically, we recommend that the regulatory capital on counterparty risks should be assessed by 
including the CVA (and all its single-name, credit index and other hedges) in the trading VaR, 
stressed VaR, and IRC frameworks. In this way, the CVA risks and hedges would be treated as 
integral parts of the full trading book and would be measured within the full trading book context.   
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The banking book EPE-based charge should be eliminated for those banks. It is inconsistent with the 
way that the CVA of those marked-to-market portfolios is managed and redundant with the IRC 
charge that already capitalizes the impact of default. 

 

If it was maintained, for example instead of the IRC component, it would be absolutely fundamental 
to take into account the potential double counting explained previously, so as retain the maximum 
between the elements of a market-based VarCVA framework and the existing EL+UL-CVA. 

 

 

 

More on the banking book approach 

 

On the banking book approach, CVA calculations are mainly driven by counterpart credit quality 
assessed through ratings. This impact can be broken down into two components: 

 

- The default risk is which already adequately capitalised through the current counterparty capital 
charge, 

  

- The rating migration risk which will impact the CVA variability.  Although this latest risk could be 
addressed using a separate charge similar (in terms of concept and method) to the IRC charge, but 
excluding the impact of defaults in the loss calculation (since it is already taken into account in the 
counterparty charge), the situation is so similar to the variation of credit provisions that it leads to the 
natural conclusion that such variations of provisions should not be capitalised at all. 

 

Criticism of the bond equivalent approach 

 

Compared to the two approaches presented above, the bond equivalent appears as a bad compromise 
between the two. It combines a “credit” exposure and capital charge with a “market VaR” approach, 
whilst distorting the risk though the use of the bond equivalent. 

 

If the risk is dynamically managed as a trading book position, with CVAs computed using market 
credit spreads: 

• The bond equivalent does not correctly represent the CVAs sensitivities to market risk factors. 
The use of the bond equivalent is not a benign approximation; it actually gives a wrong 
representation of the risk. The sensitivities of the bond equivalent to interest rate or credit risk are 
significantly different from the actual CVA sensitivities to interest rates or credit risk.  

• The one year VaR is not consistent with any other trading book positions capital charge. 

• The ineligibility of all hedges but single name CDS is also inconsistent with the real management 
of this position where other instruments can help manage interest rate or exchange rates risk. Also 
even though index CDS would not be fully efficient to hedge default risk, they do help hedge the 
sensitivity of CVAs to market credit spreads and should thus be eligible. Their efficiency would 
be measured by the VaR framework.  
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If the risk is carried as a banking book position, with CVAs computed using historical probabilities, a 
full market VaR measuring the sensitivity to interest rates, exchange rates and market credit spreads 
does not reflect the real risk. 

 

* 

*      * 

 

Whatever the regulation ends up imposing on the topic, it would be really a shame to impose 
significant investments in methodologies and systems that would consist in adding pervert layers of 
capital completely disconnected from the actual risk. Capital and risk should always be strongly 
linked to each other so that pressure on capital would actually mean better risk management. 
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BNP Paribas's Position 
on the Basel Committee's Proposals – Liquidity 

 
 
 
 

1- Consistency in Regulatory Provisions 
 

o The draft Basel regulations are being introduced in an inconsistent regulatory 
environment. We are asking that the following issues be settled before new regulations 
are implemented: 

o The regulations must be global in scope; but the US (see their adoption of 
Basel II, currently scheduled for 2014) and parts of Asia, will not be adopting 
the Basel regulation immediately. This  non even level playing field will create 
an extremely difficult competitive position for European banks, because they 
are the only ones to immediately apply the new regulations. Moreover, it will 
not fulfil the stated objective of reducing liquidity risk since the major markets 
(US and Asia) will not be covered by the regulations.  

o The role of the home and host regulators must be clearly defined within 
the Euro Zone. Global control of liquidity would mean the home regulator 
takes precedence while local control of liquidity would mean that the host 
regulator takes precedence. In spite of this, the proposed system is based on 
global measures, and local application of these measures is left up to the host 
regulator (who is asked to be more rigorous), or made mandatory by the 
European Commission's CRD 4. This is tantamount to knowing little about any 
financing optimisation strategy, oversupplying bank subsidiaries with liquid 
asset portfolios, and forgetting that the liquidity of the Euro market is regulated 
by the same Central Bank. Finally, it is contrary to the principle of free capital 
movement within the Euro zone. 

o At the global level, if a local approach is ultimately selected, it would be 
inappropriate to treat intra-Group loans/borrowings as simple interbank 
operations likely to disappear at the first sign of a liquidity crisis. In other 
words, it will be very difficult to manage simultaneously the 
implementation of a standard regulation and a re-localization of cash 
markets. 

o Lastly, the management of the liquidity of a geographically diversified 
group is based on the distinction between global currencies (mainly USD 
and Euro), managed at the global level, and local currencies, managed per 
country; the re-localization of global currency cash markets is totally 
opposed to this mode of management, and will call into question all the 
rationalization efforts already made. 
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2- Consistency in Proposed Stress Scenarios 
 

The stress scenarios on which the two proposed ratios are based are highly inconsistent. 

o As regards the LCR, Basel 3 excludes eligible illiquid assets (self-funded 
securitizations, eligible credits, bank CDs), due to the fact that Central Banks do not 
need to intervene in the first month of a liquidity crisis. However, the scenario under 
which a bank can sell or repo its portfolio of Government securities during periods of 
systemic crisis is absurd. During such a crisis, there are virtually no more buyers; and 
the repo markets can in no way absorb the enormous increase in volumes due to the 
sudden refinancing of the liquid asset portfolios, often because the bank's credit risk 
limits are insufficient. The sale of securities would precipitate a market collapse and 
lead to the now well known spiral of mark downs and fire sales. Only recourse to the 
Central Banks would help avoid this self defeating mechanism. At times of institution-
specific and systemic risk, access to refinancing from Central Banks is the only exit 
possible, and it is the concept of an eligible portfolio that should be taken into account. 

The situation would be very different would the crisis be solely an institution-specific 
crisis. In such cases, the institution would place part of its liquid asset portfolios in a 
still active market. 

In other words, the highly liquid asset portfolio (in the numerator of the LCR) 
must adapt to the selected scenario:  

- if Basel 3 continues to negate the idea of eligible assets, then the stress 
scenario underlying the LCR can only be institution specific, with well 
reduced impact on the denominator of the ratio. 

- if Basel 3 maintains a dual stress scenario (institution- specific, and 
systemic), then the portfolio in the numerator of the ratio, can only be the 
total amount of eligible assets; otherwise, maintaining the ratio will force 
banks to create portfolios of “liquid” assets which liquidity would be  only 
“theoretical” . 

o As regards the NSFR, a bank cannot be asked to do more than ensuring a perfect 
matching of its assets and its liabilities. However, by applying  rates of renewal to 
assets regardless of the specific business, and by automatically linking the renewal of 
assets and liabilities, Basel 3 will force the banks to fund in advance loans that 
have not been granted yet. In so doing the system fails to adequately recognize the 
following: 

- the banks’ ability to react to a liquidity crisis in a one-year time frame 

- the adaptation of the rate of asset renewal to the rate of resource depletion: the 
higher the latter, the lower the former 

- the diversity in bank business. In such a situation, it would be easy to stop the 
production of consumer credit business (a lag of three months would seem to 
be the maximum delay), to strongly curb growth in corporate credit, and to sell 
over 50% of the equity portfolio.  
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In other words, the assumptions on which the NSFR is based do not fit bank 
management. They force banks to over-finance themselves, to finance loans not 
yet granted and to reduce their liquidity gapping business, which questions their 
fundamental role within the economy. We think that such an outcome must be 
avoided since it would cause serious disruption to the economy as well as  in bank 
management. The required level (100%) proposed for the NSFR is not called into 
question; what needs to be done is to correct the irrational characteristics of the 
assumptions on which this ratio is based. 

 

3- Standard Approach and Advanced Liquidity Management Approach 
The current approach being taken by regulators seems to be based on the 
following rationale: 

- it is not possible to properly control the risks taken by banks 

- for a bank, the liquidity risk is the first sign of insolvency risks 
(irrespective of their origin) 

- imposing strong constraints on bank liquidity will thus provide time to 
manage the problem (one month in practice) in any type of stress 
scenario. 

Based on this rationale, the regulation apparently addresses the consequences of 
the problem but not its causes. The analysis is quite clear when the origins of 
bankruptcies are examined: 

o Northern Rock had a single-product marketing strategy and an extremely 
concentrated refinancing strategy. In the case of a sharp drop in the UK 
real estate market or a tightening of the securitization market, its liquidity 
position would become unmanageable. With the new ratios, the strategy 
remains possible, but Northern Rock would survive only a few additional 
weeks. Is this the best way to avoid this type of extreme situation? 

o Holding too many securities which had become illiquid led to refinancing 
difficulties for some banks. Trying to avoid such a situation by requiring 
banks to refinance all “strongly-rated non-government” securities until 
maturity is probably not the right response, and is excessive.  

This justifies proposing an advanced management approach; furthermore, the 
regulation mechanism must be based on the clear principle that any liquidity policy 
must be closely linked to a bank’s business model. This is clearly established in 
principle 2 of the "Principles for sound liquidity risk management and 
supervision" published by the Basel Committee in September 2008: "A bank 
should clearly articulate a liquidity risk tolerance that is appropriate for its 
business strategy …" 
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The Basle Committee’s proposals on liquidity supervision focus on standardized metrics 
which cannot apply to banking institutions well diversified in terms of activities, currencies, 
subsidiaries. In total consistency with the French SGCB’s approach, the FBF suggests 
creating two different regulatory regimes: a Standard Approach, based on standardized 
liquidity risk metrics, and an Advanced Approach, based on an advanced set up of risk 
metrics.  

An advanced liquidity risk management framework is based on  few statistical assumptions; it 
is a complete set up of information, management and governance, based on compliance with a 
set of rules which enable Supervisors checking that liquidity risk is thoroughly assessed, and 
monitored cautiously. 

This approach includes the following strong points: 

• It is based on risk simulation, and starts from liquidity stress tests, leading to a 
definition of the liquidity buffers which will allow the bank to withstand a liquidity crisis over 
a given period of time 

• It ensures a full convergence between regulatory reporting, and management 

methodologies, which guarantees an all-time compliance with regulatory standards 

• It makes Supervisors fully informed of all components of internal liquidity 
management, and enables them to assess the quality of information and management systems 

• It requires a total commitment from General Management (Executive Committee, 
Board) who are directly responsible for the main decisions regarding liquidity policy 
(liquidity buffers, gapping limits, diversification, internal transfer pricing…) 

• It outlines the Governance set up and rules implemented by the bank 

• It fits the specificities of the bank’s business model, which cannot be obtained 
through a standardised set of risk metrics 

In other words, an advanced liquidity management model complies exactly with the Basel 
Committee’s « Principles for sound liquidity risk management and supervision ». 

An advanced set up of liquidity management is always subject to prior audit and validation by 
supervisors. For a multinational bank, the home supervisor is responsible for this audit and 
validation process. Host supervisors participate to the final assessment through the 
Supervisory College set up for each relevant banking institution. 

o Lastly, any system of liquidity management proposed must first be vetted by its 
supervisors. For a multinational group, that responsibility falls to the home regulator, 
knowing that the host supervisors are associated to the process as mentioned above. 

o An advanced approach would need to be based on two principles:  

o the same ratios (LCR, NSFR) would have to apply to institutions using the 
advanced approached. The only difference would be the specific parameters 
being differentiated into “sub-categories,” justified by the business model 
and approved by the supervisors 

o additional constraints would apply to these institutions based on the 
management principles established by the Basel Committee in November 
2008, notably as regards governance, liquidity risk monitoring tools, the 
internal transfer pricing policy, adaptation to the business model, risk 
diversification, and diversification of financing sources. 
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o The uniform stress assumptions underlying  the LCR and NSFR ratio 
calculations must be reassessed. 

 

4- Proposed Stress Test Assumptions 

 

 LCR: 
o A softer treatment of Financial Investor deposits maturing within a month 

(assumed to be 100% lost) based on a differentiation by category, and 
considering the fact that investors who are also bank clients will have 
resilience similar to corporate clients 

o A significant modification to the assumption on back up lines (assumed 100% 
drawn, which did not even happen during the post-Lehman period). Without 
such change, it is clear that the institutions not bound by this new regulation 
will have sole monopoly of this activity  

o Symmetrical treatment of liquidity lines at financial institutions (lines granted 
drawn 100%, lines received, drawn 0%) 

o Recognition of the liquidity of market assets (shares, non-government bonds, 
etc.) in cash inflows calculation 

 

o NSFR: 
o A sharp drop in the assumptions on credit renewal, taking different business 

models into account. 

o A re-assessment of the assumption of illiquidity (50%) of non-governmental 
shares and bonds  

o A  consistent treatment of direct loans (50 to 85% renewal rate) and of ABS 
(no renewal), 

 

5- Unintended Consequences 

 
o BNP Paribas believes that there will be a certain number of unintended consequences 

as a result of the Basel Committee’s proposals: 

o With respect to the “highly liquid assets” definition: 

 Sharp drop in the liquidity of Government securities and gradual 
destruction of the secondary markets, since banks will have to keep 
their portfolios in order to comply with the LCR. As a consequence, the 
liquidity risk hedging provided by these securities will merely be 
theoretical 

 Dependence on ratings provided by rating agencies who will determine 
the level of compliance of the LCR standard by regulated banking 
institutions. This will give those agencies  excessive power over the 
banking system 
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 Rapid destruction of an already severely undermined interbank market, 
due to the process penalizing the holding of bank assets 

 Blocked situation in certain countries characterized by the narrow 
volume of the government debt (Norway, Australia), whose banks 
would be forced to acquire government bonds denominated in other 
currencies, thereby increasing their exposure to foreign exchange risks 

 

o With respect to the NSFR assumptions: 

 The trend towards streamlining business models is likely to gradually 
eliminate diversification in bank activities, which will automatically 
increase systemic risk 

 An increase in medium-term financing will significantly reduce the 
influence of Central Bank’s monetary policy. It may notably create a 
permanent short term cash surplus, and only the effect of changes in 
intervention rates on LIBOR-indexed bonds and loans would remain 
visible 

 Bank issuance programs  will compete directly with sovereign’s and 
corporate’s; in other words, there will no longer be room for everyone 
on the bond market, and the average cost of financing will increase 
significantly 

 If bank liquidity gapping is downsized, liquidity gapping will move 
into a non-regulated set of institutions with no safety-line. Liquidity 
risks will thus be transferred from the regulated sector to the non-
regulated one, thereby increasing the systemic liquidity risk 

 Banks will be “incentivized” to purchase ABSs, which will be 
detrimental to direct loans, thereby re-creating the conditions that 
originated the current crisis 

 

o Overall: 

 Being unable to meet the term  financing needs resulting from the 
proposed LCR and NSFR, the banks will have to sharply reduce their 
credit activity, which is totally opposed to the objectives set  by the 
Public Authorities, and will significantly undermine economic recovery 

 The increasing bank’s funding costs will result into higher credit costs, 
which will generate an overall rise in the cost of credit for the economy 

 The absence of a level playing field will concentrate the two previous 
mechanisms on the countries implementing the new regulations 
(Europe particularly) and exempt the others, thereby accentuating 
disparities in economic growth rates and strongly penalizing the Euro 
zone 
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6- Public disclosure 
o Though aiming to transparency, the public disclosure of liquidity ratios and 

other metrics gives rise to a "self-generated" risk. While the market has no 
immediate means of action when looking at capital ratios, it can immediately 
stop lending to a bank in the event of insufficient liquidity ratios, thereby 
immediately triggering a liquidity crisis, while its solvency and performance 
would not justify it..  

o We ask that the disclosure of liquidity ratios be reserved to Regulators, as 
is currently the case; the Regulators are the only ones able to fully analyze 
all components of a liquidity position. 
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��'HGXFWLRQ�IURP�JURVV�ORQJ�H[SRVXUHV�RI�VKRUW�SRVLWLRQV��RQO\�ZKHUH�WKH�VKRUW�SRVLWLRQ�
GRHV�QRW�LQYROYH�DQ\�FRXQWHUSDUW\�ULVN��

 

The Basel Committee seeks to eliminate own funds artificially created in the financial sector. 
The reform, which purpose is to remove the double counting of capital in the banking sector 
and limit the degree of double counting in the wider financial system, is welcome and it is 
necessary that its implementation is internationally adopted without further delay. 

This topic is already addressed in our institution to the extent that net long positions resulting 
from investments in the capital of banks and financial institutions that are outside the 
consolidated scope are deducted from our own funds as specified in the proposal. Identical 
rules, without any threshold applicable, exist in respect of investments in own shares. 

These rules, which have been applicable in France for long, should be harmonised, 
internationally approved and implemented. 

7KH�%DVHO�&RPPLWWHH�PHQWLRQV� WKDW� WKLV�GHGXFWLRQ�VKRXOG�DSSO\� WR�JURVV� ORQJ�SRVLWLRQ�
QHW�RI�VKRUW�SRVLWLRQV�LI�DQG�RQO\�LI�WKH�VKRUW�SRVLWLRQ�GRHV�QRW�LQYROYH�FRXQWHUSDUW\�ULVN���
We believe there is no justification for this measure for numerous reasons: 

¾ It does not make sense to mix considerations on wrong way risk (captured through 
increased capital requirements for counterparty risk) with the calculation of the net 
positions1.  

 
¾ The resulting capital requirements would otherwise be totally disproportionate and 

unrelated to the actual risk. The proposed measure would destroy several billions euros of 
own funds for any bank actively working with clients on OTC derivatives even if it has a 
nearly nil net position on the banking and financial sector in general and on its own shares 
in particular. 

 
¾ In practice, any kind of client driven derivative activity on banking stocks would become 

unaffordable given the punitive capital requirements resulting from this regulation, as 
client trades tend to be tailor-made and “over-the-counter” by nature, hence triggering 

                                                
1 There is no ground which justifies to disregard such short positions when looking at the net delta 
exposure of the trading book : 
o Some short exposures involving counterparty risk are not entered into with banks (e.g. reverse 

repo’s with mutual funds, equity swaps with private banking clients), and hence are not subject to 
the wrong way risk this clause aims to capture. 

o In the case where short exposures are provided by banking counterparties, a specific or general 
wrong way risk does arise, but such risks are already addressed in the Basel II accord and in this 
“Basel III” proposed amendment, and they do not need to be supplemented by such a specific 
measure. 



counterparty risk. Only pure proprietary arbitrage on listed markets would remain 
affordable capitalwise. 

 
¾ More globally, such a requirement would jeopardise both market making and equity 

trading activities as a whole, because exposure of the trading book to banks has to look 
through composition of indices, and as all major indices contain banking stocks, trading 
such indices would not be affordable.  

 
 
 
 

* 

* * 

�
:H�XUJH�WKH�$XWKRULWLHV�WR�UHYLHZ�WKH�VHFWLRQV�����DQG�����RI�WKLV�SURSRVDO�ZKLFK��XQGHU�
WKH� FXUUHQW� ZRUGLQJ�� ZLOO� OHDG� WR� H[WUHPHO\� GHWULPHQWDO�� DQG� SUREDEO\� XQLQWHQGHG��
FRQVHTXHQFHV�RQ� WKH�ILQDQFLDO� V\VWHP��:H�UHFNRQ�WKDW� WKH�%DVHO�&RPPLWWHH�DWWHPSW� WR�
EHWWHU�DGGUHVV�WKH�FRXQWHUSDUW\�ULVN�DQG�HVSHFLDOO\�WKH�ZURQJ�ZD\�ULVN�LV�IXOO\�OHJLWLPDWH��
KRZHYHU��ZH�EHOLHYH�WKDW�LW�LV�DFKLHYHG�LQ�RWKHU�SDUWV�RI�WKH�UHJXODWLRQ��7KHUHIRUH�ZH�FDOO�
WKH�%DVHO�&RPPLWWHH�WR�GHOHWH�VHFWLRQV�����DQG�����RI�WKH�SURSRVDO��� 
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