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additional loss absorbency requirement

Dear Mr Waltet,

The Tralian Banking Association (ABT) welcomes the opportunity to comment on the
Buscl Cummittee on Banking Supetvision ('B(‘ BS) consultation document on the
methodology fot identifying global systemically impottant banks (GG-SIBs).

AR supports the objective to address the cross-boidler negative externalities creaicd Ly
systemically important banks but notes that the solution of capital surcharges is not
optimal strategy to reduce idiosyncratic and systemic risk of G-S18Bs, cspccmlly in the light
of the significant number of regulatory reforms already agreed or in preparation to
reinforce the resilience and the macro- and micro-prudential supervision, and permit an
otdetly exit from the market.

At the samc time ABI believe that it is important

— to acknowledge the positive externalitics und stahilizing role of cross bogdet banks,
especially those whose husiness model is based on retail activities

— to acknowledge that the more effective becomes the recovery and resolution
frameworks the lower must progressively become any individual capital sutchatge
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~ to consider the EU ot the Liuro atea as forming a single jutisdiction (or at lease
and thus to define clearly under which conditions it could be classificd as such)
also for proposed merhodology.

We would like also to point out that the BCBS proposed methodology should be
impraved by duly taking into account the tiskiness of the different business models
adopted by the banks under scrutiny. The crisis cleadly demonstrated that the business
mode) sun by investment banks is riskier than the one run by commeicial banks, both
from an idiosyncratic and systemic pesspective.

Such tisk factot could be casily observed for instance through indicators vaiables such as
the loan-to~deposits ratio.

As regards the practical implementation of the BCBS proposal, in our vicw it is essential
fo ensure that inapptopriate and unnecessaty options fot the host supervisots will be
inttoduced; any degree of discretion in such field, in fact, would in tutn incteasc the
degtee of uncerrainty in the financial markets, incentive ring-fencing practices and hamper
the level playing ficld.

1n addition, the positive ithpact of the geogtaphic diversification of (G-STBs on financial
stability shall be rccognised and any decision shall be agreed within the College of
Supetvisors.

Regatding the choice of instruments to meet the additional loss absorbency requirements,
ABT believes that the use of bailin debt and going concern contingent capital should be
cutefully assessed. The possible use of these instruments should also be considered in the

context of other regulatory proposals.

The tentative deciston (o restrict the composition of the capital surcharge to Common
Jiquity Tier 1 should be thoroughly motivated and asessed. Tt should be kept in mind
that meeting the additional capital requiremients will come al a cost for G-81Bs, thus
reducing their ability to sustain the real economy. '

“T'his is a ctucial point, since the question of the overall impact-of the financial regulatory
package in accumulation and theit respective interplays temains unresolved and indeed
latgely untouched.

Yours sincerely,

DN 5020
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