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The three pillars of the Basel framework

Pillar 1 Pillar 2 Pillar 3

» Harmonised > Assessment of the » Disclosure
minimum individual bank's requirements to
requirements risk and risk enable market

bearing capacity discipline

o By the bank
itself: ICAAP,

ILAAP

By the
supervisor:
SREP
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Pillar 1 elements

Capital Liguidity

> Definition of > Short-term

,Own Funds" stress
Liquidity
Coverage
Ratio

> Risk types & exposure
classes:

o Credit risk Longer term

o Market risk stress
o Operational Risk et Stable

Funding Ratio
» Standardised vs.
model approaches

Leverage

» Leverage Ratio -
back stop

Other topics

» Large Exposures
» Consolidation
» G-SIBs, D-SIBs

Minimum requirements

» Capital ratios
> Capital buffers

+TLAC
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International —

Context e @

mandates detailed
standards

high level
standards

guidance

International

Level 1
legislation

Level 2 legislation

Level 3 legislation

EU
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Historical T
development

1988 2004 2009 2010 2011- -2019

Basel I1I Basel 2.5 Basel 111 @Basel 3.5afiBasel 3.5b

Several CRDIIQ CRR& | CRRII LT¥RN
directives & III R CRD IV SR ORA'S « & CRD VI

Single rulebook

!

!




European
Commission

Single rule book

Maximum
harmonisation of
Basel 'Pillar 1' &

'Pillar 3' measures

Removing options and
discretions Legislative form:

Regulation CRR




Areas of maximum harmonization
('single rule book') with limited choices
for supervisory authorities

e Detailed technical rules on:

v

v

D N N NN

European
Commission

Direct application

Prudential consolidation

Definition of own funds and
eligible liabilities (TLAC)

Minimum requirements for
credit, counterparty, operational

and market risks ('Pillar 1' risks)
Large exposure rules
Liquidity requirements
Leverage requirements

Disclosures ('Pillar 3")

Regulation CRR Directive CRD

Transposition by Member States

Areas lower degree of prescription and where
the inter-linkages with national administrative
laws are particularly important:

v" Requirements for authorisation of

v

banks to carry out banking activities

Rules for establishing branches or
providing services cross-border

Supervision Process under 'Pillar 2’

Powers and duties of national
supervisory authorities (in particular,
supervisory measures and sanctions
authorities are allowed to apply to
banks)

Rules on crporoate governance and
remuneration of risk-takers

Capital buffers
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Implementing
technical
standards

Regulatory
technical
standards
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m Seven mandates for COM

51 RTS 39 RTS
RTS mandates in delivered by
EBA

35 RTS
adopted by
COM

37 ITS 31 ITS
ITS mandates in delivered by
EBA

31 ITS
adopted by
COM

G LS About 16 GLs provided by EBA
(mandated or own-initiative)

Q&AS 1400+ answers provided by EBA/COM

12/04/2019 -

as of November 2018


https://ec.europa.eu/info/sites/info/files/crd4-rts-overview-table_en.pdf
https://ec.europa.eu/info/sites/info/files/crd4-its-overview-table_en.pdf
https://ec.europa.eu/info/sites/info/files/overview-table-level-2-measures_en.pdf
https://ec.europa.eu/info/sites/info/files/crd4-rts-overview-table_en.pdf
https://eba.europa.eu/single-rule-book-qa
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Political Agreement to further Reduce Basel p—
Risks in the EU Banking Sector NPL hi:ar'c?:y
Implementation of Basel Standards backstop harmonisat

o Leverage ratio _ Credible_

o Net Stable Funding Ratio (NSFR) | Enhanced b Moratorium

o Market Risk (FRTB)

o Credit Risk v

Proportionality (reduction of

Sustainable finance, SME lending, Banking Union
infrastructure finance

Governance and Supervision (Pillar 2, MacroPru, IPU, AML, ...)
Integration of EU banking sector (home-host-balance)
Changes in relation to enhancing banks’ resolvability

m CRR III & CRD VI: Finalising Basel III
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CRR / CRD core part of the Commission
response to crisis

CRR & CRD IV C

.

CRD II & CRD III C

C

¢ 2

C 2
¢

Deposit Guarantee
Schemes (DGS), and
Prevention, Management
and Resolution of bank

Crises (BRRD)

Hedge funds & Private
equity (AIFMD) and
safer rules for
investment funds
(UCITS)

Overhaul of the
EU supervisory

D architecture C
(EBA, SSM, ESRB)

Enhanced framework for
securities markets
(MIFID & MIFIR) and for
preventing market
abuse (MAD)

Derivatives (EMIR) C

Credit Rating Agencies

Enhanced framework

Dfor mortgage credit,
financial

conglomerates, audit

sector, transparency

Banking
and finance
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Single Supervisory Mechanism Regulation
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Essence of SSM Regulation (1024/2013)

The Single Supervisory Mechanism (SSM) is a system composed
of the national supervisory authorities (National Competent
Authorities - NCA) and the ECB. The ECB is responsible for its
efficient and consistent functioning.

It became operational on 4 November 2014

The SSM covers euro-area Member States, but non-euro
Member States may decide to join (“close cooperation”)

Decision-making: Supervisory Board presents draft decisions
to the Governing Council, which may object

ECB supervisory function is funded via fees paid by credit

institutions
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Distribution of tasks (i)

Direct supervision: The ECB is responsible for the supervision of

Significant Institutions (SI)

SI - any of the following:

assets > € 30bn
assets > 20% national GDP

direct aid from EFSF/ESM
one of three most significant in MS

YV V.V V V

cross-border assets, liabilities > 20%

How is supervision carried
out? Joint supervisory
Teams (JSTs)

Core JST

JST Coordinator
Subcoordinator Subcoordlnator \ Subcoordlnator
Parent Sub5|d|ary 1 Sub5|d|ary 2
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Thank you




