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1. Banking competitiveness in the EU and globally
1.1 Contribution of the banking sector to the EU economy

(1) How is the banking sector currently supporting economic growth in the EU, and to what extent (for
example, by providing loans to households and businesses, supporting innovative sectors, and helping
channel investments into capital markets (including for retail investors))?

Mortgage lending represents nearly €9 trillion in outstanding loans?, close to 50% of EU GDP, and remains the
primary source of financing for homeownership in Europe. By providing access to affordable housing finance for
the EU’s citizens, mortgage markets directly support housing affordability, a key priority for the EU, improving
social conditions and promoting stability at the household level, and encourage investment and foster job
creation in multiple sectors of the economy. For these reasons, the EU’s mortgage markets are a fundamental
component of both social and economic well-being.

Mortgage markets in the EU, alongside consumer loan markets, are also playing an important role in financing
the climate transition, and in particular the renovation and energy efficiency improvement of the EU’s aging
building stock. Together mortgage and consumer loans are providing a vital flow of private investment in support
of the transition as a complement to public finance, a need which will grow and accelerate in the short term
given climate change realities and geo-political dynamics which are emphasising the urgency of the EU’s energy
security and independence. Since 2015, the industry-led and EU-funded Energy Efficient Mortgages Initiative
(EEMI)? has been promoting and supporting these efforts by coordinating and leveraging synergies between the
private finance (mortgage and consumer loans) and public sectors, designing and deploying tools and
mechanisms to channel innovative private financing to building energy renovation, positively impacting
consumer behaviour and accelerating the creation of green added value for the economy and the Renovation
Wave.

Mortgage lending furthermore plays a key role in the broader financial sector of the EU. Homes and buildings
are an important asset class used by financial institutions as collateral to provide more funding through the
issuance of covered bonds and securitisation, thereby generating more lending and fuelling further activity in
the economy.

How could banks do more to boost productivity and economic growth, thereby supporting the priorities of
the EU and accelerating the green, digital and social transitions? Please give concrete examples and
evidence.

The ability of the mortgage industry to continue providing critical functions for EU households, businesses and
the economy and to contribute to EU priorities from housing affordability to the Renovation Wave, to
productivity and growth, and more efficient and effective capital markets, depends on the careful and
proportionate calibration of the regulatory and supervisory framework, taking account of the structure of the
EU’s mortgage markets. The EMF-ECBC has consistently called for a proportionate approach to mortgages in the
context of the Basel implementation. This is particularly relevant for the principle of risk sensitivity, which is

1 European Mortgage Federation, Hypostat 2025: A review of Europe’s Mortgage and Housing Markets, September 2025: EMF Hypostat.
2 https://cordis.europa.eu/project/id/746205, https://cordis.europa.eu/project/id/784979 & https://cordis.europa.eu/project/id/894117
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significantly challenged by the Output Floor. From a systemic perspective, the Output Floor could undermine
the EU mortgage business, including the viability of covered bonds and securitisation, which provide crucial long-
term access to global capital markets.

Traditionally, European real estate finance relies on long-term on-balance mortgages, fostering enduring lender-
customer relationships and consumer trust, pillars of stable financial markets. Ironically, Basel reforms and
related CRR provisions favour short-termism. Non-risk-sensitive or floored capital requirements challenge
lenders maintaining long-term mortgage exposures, counteracting EU goals to strengthen long-term finance as
a pillar of stability by incentivising higher-risk lending. This also increases mortgage costs for households and
corporates, hindering access to housing, productivity, and growth, and opposing EU policy objectives.

In the meantime, other jurisdictions, including the UK and US, are tailoring Basel implementation to their
domestic markets. The US Federal Reserve’s (Fed) recent proposals aim to “simplify and improve the capital
framework by enhancing its risk sensitivity and consistency while retaining the robustness of requirements”. The
Fed points to the lowering of capital required by firms to support certain traditional lending activities, including
mortgages and notes that the proposed revisions “are expected to support on-balance sheet lending by these
banks, potentially reversing some of the migration in activity to non-banks that has occurred over the past
decade. Given the key role that bank lending plays in supporting overall economic activity, these changes are
expected to generate significant economic benefits.” As has become apparent, the US proposal will lead to a
reduction in capital requirements of almost 5% for the largest banks and 8% for the smallest, but the Fed notes
that the reduction is not expected to be material and “overall, the analysis concludes that the benefits of the
proposals justify the costs”. In the EU, banks and lenders will be faced by a projected overall increase of between
+1.3% and +9.3% by 2033. Another important conclusion relates to the alignment with the Basel Reforms, with
the Fed noting: “Requirements under the Basel Ill proposal would generally be consistent with international
capital standards issued by the Basel Committee on Banking Supervision. Where appropriate, the proposal differs
from the Basel standards to reflect specific characteristics of U.S. markets, features of U.S. generally accepted
accounting principles, practices of U.S. banking organizations, and U.S. legal requirements and policy objectives”.

As global jurisdictions assess Basel implementation, the EMF-ECBC views the current competitiveness
assessment as a crucial opportunity to adjust the CRR, ensuring capital reflects actual risk and supports the EU
economy without jeopardising financial stability, consistent with US conclusions.

Key priorities should include:
e Reducing cumulative regulatory and reporting burdens, eliminating duplications and ensuring
simplification
e Preserving a stable, predictable prudential framework without unnecessary increases unrelated to risk
e Ensuring proportionality of regulation
e Addressing rules that discourage innovation or disadvantage banks
e Completing the BU and advancing the CMU to reduce fragmentation
e Maintaining a level playing field with non-banks and non-EU jurisdictions
e Promoting funding sources such as securitisations, reducing compliance costs
e Allowing banks free open access to public ESG and cadastral databases

We take this opportunity to highlight that with a view to enhancing banks’ ability to support the climate
transition specifically, consideration should be given to introducing a dedicated risk-based prudential treatment
for green/energy efficient (mortgage) loans. Multiple studies across EU Member States* since 2019 show a

3 Board memo: Basel Ill proposal, GSIB surcharge proposal, and standardized approach proposal
4 Sources:
. BE, IT, NL & UK Correlation Analysis — 2019 — EEMI
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significant negative correlation between building energy performance and credit risk driven by enhanced
property value, reducing LGD, and potentially reduced energy bills which can positively impact borrowers’ ability
to service their loan, lowering PD.

(2.1) Is current credit demand adequately met by banks and how is the demand and the capacity to meet it
likely to evolve in the medium and long-term?

Yes

(2.2) Are you observing barriers affecting bank financing in support of the economy, including in areas
identified as political priorities by the EU or Member States?

Yes

Please elaborate on your answer to question 2.1 and 2.2 by providing evidence and identifying economic
sectors where access to credit could be improved.

Overall, current credit demand is being broadly met by EU banks. Volumes have been dampened by the macro-
financial environment rather than by supply constraints. ECB surveys indicate that loan growth to households
slowed mainly due to higher interest rates and uncertainty, while banks reported broadly adequate funding and
capital positions to support viable demand.

This assessment is corroborated by standard statistical evidence®. In particular, our analysis relies on
methodologies recently employed by ECB staff to evaluate whether credit dynamics in the euro area are aligned
with the needs of the economy. The key gauge is the credit-to-GDP gap, which measures how current credit
levels compare with their long-term trend relative to the size of the economy. A negative gap signals that firms
are borrowing less than expected, given macroeconomic conditions, whereas a positive gap indicates above-
trend borrowing. Current estimates consistently point to a negative gap for total credit to the private non-
financial sector, including bank lending, thereby confirming that subdued credit volumes primarily reflect weak
demand conditions.

Looking ahead, credit demand is expected to increase significantly in the medium and long term. There is an

increasing need for financing across key sectors, particularly housing, energy, digital infrastructure, physical

infrastructure and defence. These trends suggest that financing needs will be higher in the coming years. Against

this backdrop, there are a number of barriers that may limit the full deployment of bank intermediation in

support of EU priorities:

e Cumulative regulatory and reporting burdens, with disproportionate requirements

e Supervisory rules and expectations often not fully aligned with underlying risks, potentially leading to
excessive capital requirements and obliging banks to allocate significant resources for compliance rather
than business activities

e An overly penalising securitisation framework, which limits the use of this important funding and risk
management tool

e Burdensome and inconsistent requirements for the collection of ESG-related information from clients

. Italian Correlation Analysis — 2020 — EEMI
. Extended Dutch Correlation Analysis — 2021 — EEMI
. The quantitative relationship between energy efficiency improvements and lower probability of default of associated loans and increased value
of the underlying assets - ManagEnergy
5 Mind the gap: credit dynamics in the euro area

European Mortgage Federation Rue de la Science 14A, 2nd Floor T.+3222854030
European Covered Bond Council B-1040 Brussels — Belgium info@hypo.org


https://energyefficientmortgages.eu/italian-correlation-analysis-2020/
https://energyefficientmortgages.eu/extended-dutch-correlation-analysis-2021/
https://managenergy.ec.europa.eu/publications/quantitative-relationship-between-energy-efficiency-improvements-and-lower-probability-default_en
https://managenergy.ec.europa.eu/publications/quantitative-relationship-between-energy-efficiency-improvements-and-lower-probability-default_en
https://managenergy.ec.europa.eu/publications/quantitative-relationship-between-energy-efficiency-improvements-and-lower-probability-default_en
https://www.ecb.europa.eu/press/blog/date/2026/html/ecb.blog20260126~5d9addcc3f.da.html

)
() EMF ECBC

(3) For the following types of clients seeking financing, how would you assess the ability to access finance and
the availability of financing options? What obstacles may limit the ability of banks to provide credit to these
clients?

A Retail Client

For most retail customers, access to mortgages is generally good. Competition remains strong, and digital

channels have widened accessibility and streamlined loan origination. Possible constraints in this market

segment are mainly linked to:

e macroprudential measures (e.g., LTV/LTI/DSR caps), which are not always justified from a financial stability
perspective and may limit credit access

e rising construction and market value of real estate, which affect the capacity to borrow sustainably.

Banks’ ability to support specific categories of households could be enhanced through targeted public guarantee
schemes at borrower level, or strengthening subsidies and public incentives schemes already in place. There is
also potential value in the development of a European mortgage guarantee scheme as a 28" regime®,
complementing well-functioning national systems and playing a key role in enabling banks to expand lending to
targeted social segments while enhancing housing affordability and sustainability.

An SME

Financing SMEs is critical for EU competitiveness, and capital markets offer a strategic opportunity to support
them. SMEs employ nearly 85 million people and generate over half of the EU’s economic output, yet they face
growing difficulties accessing finance due to rising rates and stricter lending conditions. Beyond consumer and
household lending, it is essential to back SMEs investing in sustainable renovation and related sectors, which
are central to Europe’s green transition and economic growth.

The banking sector can play a crucial role by providing anticyclical long-term access to finance. European Secured
Notes (ESNs) are designed as dual-recourse funding tools aimed at supporting SME financing in a stable and
targeted way and could efficiently complement bank and covered bond funding, offering a middle ground
between covered bonds and securitisations. They promise investor appeal through a robust structure, higher
yields and potential regulatory advantages, especially if structured with ESG objectives in mind. A critical mass
of eligible SME loans, including guaranteed ones, would support granularity and diversification.

(4) To what extent does market fragmentation affect consumers’ and businesses’ cross-border access to
banking products and services? Please give examples, such as but not limited to IBAN discrimination and
difficulties of businesses and individuals to open a bank account, lack of harmonisation of banking products,
challenges linked to open finance data sharing. Please provide data if available.

With regard to mortgage lending, limited cross-border activity is the result of a number of causes on both the
supply and demand sides, including:

e Limited access to credit databases containing positive or negative information on borrowers, which prevents
banks from assessing creditworthiness efficiently.

e Multiple languages, which increase the cost and complexity of contractual management.

e Fragmented data systems across multiple platforms and a lack of integration or interoperability at the
international or cross-border level.

6 FINAL EMF-ECBC Explanatory Note on 28th Regime - 26.03.26.pdf
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e Consumers’ preference for local banks, reflecting a need for trust and familiarity linked to what is arguably
the biggest financial commitment they are likely to enter into.

Overall, market fragmentation does not appear to significantly hinder consumers' or businesses' cross-border
access to banking products and services more broadly.

(5) To what extent does the EU economy benefit from a diversified banking sector? How would you further
encourage the diversity of the EU banking sector landscape, with banks operating across different business
models (universal, investment, savings, mortgage financing, cooperatives, digital banks, etc.)?

Please elaborate whether and how banking sector diversity matters.

The EU economy benefits substantially from a diverse banking sector. Diversity in business models, ownership
structures and regional footprints enhances financial stability, ensuring that institutions do not react in the same
way to economic shocks and increasing system-wide resilience. At the same time, a heterogeneous banking
landscape ensures that the wide range of customer needs and preferences are met. Overall, this diversity
strengthens credit provision, supports stability, and offers consumers and businesses a wide range of suitable
banking products.

3. Complexity and effectiveness of the regulatory framework
3.1 General assessment

(47) How would you evaluate the current regulatory framework for banking in terms of:

Low Somewhat | Medium Somewhat | High Don’t know
low high No opinion
Not

applicable

... effectiveness
(the extent to
which the
framework
achieved its
objectives)

... proportionality
(the extent to
which the
objectives of the X
framework are
achieved at
minimal cost)

... EU added value
(extent to which
EU intervention
provides benefits
that could not be
achieved by
Member States
acting alone)
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... relevance
(extent to which
EU intervention
provides benefits
that could not be
achieved by
Member States
acting alone)

... coherence
(extent to which a
policy/intervention
is internally
consistent and
externally
consistent with
other EU policies)

Please explain your answer to question 47:

Overall, the current EU regulatory framework for banking has significantly strengthened the resilience of the
European banking sector, particularly following the financial and sovereign debt crises. The introduction of
the Banking Union, stronger capital requirements and enhanced supervisory cooperation have contributed
to financial stability and more consistent supervision across the EU. In this respect, the framework can be
considered moderately effective in achieving its core objective of safeguarding financial stability. It should
be noted in this context that the current level of capital requirements is widely regarded as appropriate.

However, the framework performs less well in terms of proportionality, coherence and overall efficiency.
Over time, the regulatory architecture has become increasingly complex due to the cumulative layering of
Level 1 legislation, Level 2 technical standards, Level 3 guidance and supervisory practices, as well as the
interaction between microprudential, macroprudential and resolution requirements. The resulting “capital
stack” and reporting framework are difficult to manage operationally and can create overlapping
requirements, double counting of risks and limited transparency regarding the overall impact on institutions.

In particular, the proportionality of the framework is limited, as institutions with simple and low-risk
business models are often subject to the same detailed regulatory and reporting requirements as large and
complex cross-border banks. While some progress has been made with the introduction of the small and
non-complex institutions (SNCI) category, further steps would be necessary to reduce unnecessary
complexity and compliance costs.

The framework also faces challenges regarding coherence, particularly in the interaction between different
capital requirements (Pillar 1, Pillar 2, buffers and backstops), between supervisory reporting and disclosure
frameworks, and between banking regulation and other EU legislation such as sustainability reporting rules.
In several areas this results in overlaps and duplication of requirements, increased operational burden and
limited additional prudential benefit.

Overall, while the EU banking framework has been effective in strengthening stability, its growing
complexity, limited proportionality, and the planned increase in capital requirements reduce its efficiency
and competitiveness. Future reforms should therefore focus on simplifying the framework, improving
coherence between different regulatory layers, and strengthening proportionality, while maintaining
prudential soundness.
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(48) A certain degree of complexity is necessary to achieve the desired regulatory objectives, while recognising
the degree of sophistication and diversity of the EU banking sector. How do you rank the comparative level of
undue complexity in the following parts of the framework?

Low Somewhat | Medium Somewhat | High No opinion
low high

The overall
framework

The minimum capital
requirements (Pillar X
1)

The supervisory
measures (Pillar 2)
The macroprudential
requirements

The resolution
requirements

Other

Please explain your answer to question 48:

The current level of complexity in the overall framework is the result of years of legislative density, technical
detail control, supervisory expectations and parallel processes. Complexity typically emerges not from individual
regulations, but from the accumulation of various regulatory layers and procedures at European and national
level. This impairs the ability of European banks to compete internationally. Complex regulations and
continuously increasing capital requirements also place excessive structural demands on smaller market
participants, causing lending to shift to less regulated areas of the non-banking sector.

In Pillar 1, the new standardised approach for credit risk (SA-CR) for example represents a one-size-fits-all
solution that inevitably reflects a compromise. Many smaller banks are burdened by its increased complexity
without gaining any real added value from it. The former (SA-CR) was more appropriate for them. Banks using
internal models only have to use the (SA-CR) for output floor calculation, and for these banks, even greater risk
sensitivity would be necessary. This could be achieved for real estate financing, for example, by fully
implementing the hard test (maximum loss rates) in all EU member states and third countries that receive
extensive financing from EU institutions. Another possibility would be to use a more appropriate calibration of
risk weights depending on the loan-to-value ratio (LTV).

The current implementation of Pillar 2 is associated with significant costs and limited efficiency. Pillar 2 is
intended to rely on the responsibility of institutions for their internal risk management frameworks, especially
the Internal Capital Adequacy Assessment Process (ICAAP). In practice, however, this responsibility has been
gradually weakened. Repeated statements by the SSM indicate scepticism regarding the adequacy of many
institutions’ ICAAP frameworks, despite years of supervisory review, audits and increasingly conservative
requirements. Consequently, the development and maintenance of ICAAP frameworks has become highly
complex and resource-intensive, while the methodologies and outcomes increasingly diverge from institutions’
economically meaningful risk assessments. More broadly, the complexity of supervisory measures under Pillar
2 appears disproportionate. Limited transparency in the calibration of institution-specific requirements,
overlaps with Pillar 1 requirements and capital buffers, and highly demanding processes reduce predictability,
legal certainty and proportionality.
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Macroprudential requirements are particularly complex due to the large number of different buffers in
existence, the inconsistent application of individual instruments, and the interactions with microprudential and
resolution-related requirements.

Finally, adjustments to the implementation of the Basel Ill reforms are of particular importance. European banks
already face competitive disadvantages compared with institutions in other major jurisdictions such as the
United States, the United Kingdom and Canada. An overly burdensome implementation risks further weakening
the competitiveness of EU banks and could also constrain their capacity to provide financing to the real
economy, slowing down growth efforts.

(49) Which type of instrument adds the most undue complexity to these parts of frameworks?

Low Somewhat | Medium Somewhat | High No opinion
low high

International

standards (Basel, FSB)
Level 1 EU legislation
(i.e. X
regulations/directives)
Level 2 EU legislation

X

(i.e. technical X
standards)

Level 3 EU measures

(i.e. EBA guidelines, X
Q&As, etc.)

Supervisory
guidance/practices
Implementation
differences of EU
legislation at national
level

Interaction with other
national legislation
Interaction with other
EU legislation

Other

Please explain your answer to question 49:

In recent years, Basel capital requirements have become increasingly complex. This would be justifiable if
accompanied by an increased risk sensitivity of the capital requirements in reasonable proportion. However,
any complexity that does not increase risk sensitivity should be reduced. As we will describe later in more detail,
the output floor is an example of increases in the complexity of the regulation.

Against this background, the numerous capital requirements of Pillars 1 and 2, and the capital buffer, introduce
considerable complexity. These extensive Basel requirements are further increased in the EU by EU legislation
introducing gold-plating measures (e.g. the systemic risk buffer) and institution-specific requirements from the
competent supervisory authorities (e.g. comparatively high Pillar 2 requirements and guidance). In parallel, Level
1 legislation has become overly technical, contributing to severe inertia in the legislative process.
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Furthermore, Level 2 measures often go beyond Level 1 legislation, while Level 3 measures have turned into
‘soft law’ without clear legal accountability. Although formally non-binding, guidelines and supervisory
expectations often have de facto normative effects and are treated as binding in supervisory practice. This
phenomenon often leads banks themselves to opt for the stricter possible option of the regulatory guide/
recommendation, to avoid having numerous follow-ups with the supervisory authorities. Their growing scope
of Level 3 measures blurs the distinction between legislation technical implementation and supervisory
convergence, while at the same time limiting legal accountability and judicial review. The EBA's guidelines on
the financing of acquisition, development and construction (ADC), for example, significantly restrict the use of a
risk weight of 100% for the construction of residential properties, instead of an increased risk weight of 150%.
In addition, Level 3 legislation allows national supervisors to add further complexity or more stringent
requirements at the stage of implementation at member state level.

In addition, complexity is further increased by process-related supervisory instruments, such as ad-hoc data
requests, short-term reporting exercises alongside the regular ITS reporting framework, and additional
validation and review processes. These parallel processes substantially increase operational costs and require
repeated adjustments to implementation processes.

There is a need to establish a better balance between Level 1 and Level 2/3 measures going forward regarding
both the content and timing to ensure realistic implementation and roll-out times. The ESAs’ mandates
concerning level 2 and 3 texts should be strictly defined, whereas the number of Level 2/3 mandates should not
be increased by the co-legislators. The addition of nearly 50 Level 2/3 mandates relative to the Commission
proposal in the CRR3/CRD6 package underlines this fact. Additionally, clear limits must be set for the ECB’s
regulatory power on Level 1.

Finally, overlaps with other areas of EU legislation (for example between CRR/CRD requirements and ESG-
related disclosure frameworks under CSRD, the Taxonomy Regulation or the European Single Access Point
(ESAP)) create duplicative reporting and compliance obligations without adding meaningful supervisory value.

Future legislation should be subject to mandatory competitiveness, data quality controls and necessity checks.
Authorities should closely consider the costs for financial institutions, the need for legislative action and the
impact such costs will have on clients and economic growth. When fulfilling the current sole mandate of
preserving financial stability the supervisors should also consider the competitiveness of the EU banking sector,
as a key infrastructure for the European economy as a whole

The gold-plating of EU rules based on national or supervisory discretion within the Single Rulebook should be
removed. Currently, the regulatory outcome is characterised by different national and supervisory approaches

based on the same EU rules, which restricts the competitiveness of the EU banking sector.

(50) Would you support less complexity in the bank regulatory framework even if this means...

Fully agree Somewhat Neutral Somewhat Fully No opinion
agree disagree disagree

...less risk

sensitivity

within  risk- X

weighted

requirements
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...increase in
capital X
requirements
..less
consideration
for EU
specificities
..less
consideration
for national
specificities
...higher
contributions
to safety nets
(DGS and
resolution
funds)

..less
resilience/
financial
stability

Please explain your answer to question 50:

The question above presupposes that less complexity in the bank regulatory framework could give rise to all or
some of the outcomes above. Enhanced legislative simplicity need not entail a trade-off with risk-sensitivity or
resilience as indicated in the question. A robust and coherent banking framework can achieve several objectives
including simplicity, risk-sensitivity and resilience, as also recognised by the US authorities as outlined above.

The main challenge of the current framework is not insufficient prudential safeguards, but rather the
continuously increasing capital requirements, cumulative layering of technical detail, overlapping rules, parallel
processes and duplicative reporting obligations. Simplification should therefore focus on removing unnecessary
complexity in these areas without increasing capital requirements further. This could be achieved by reducing
duplicative requirements across different regulatory frameworks, limiting parallel reporting and data requests,
and shifting from overly prescriptive technical rules towards more principle-based regulation.

Reducing complexity may in some areas imply slightly lower granularity, but this does not necessarily weaken
risk sensitivity. In certain areas, particularly internal models, less prescriptive regulation could even allow
institutions to apply more risk-sensitive approaches. The key objective should therefore be a better balance
between risk sensitivity, standardisation and usability of the framework.

Importantly, there is no clear causal link between less complexity and higher capital requirements or higher
contributions to safety nets. Simplification should instead aim to make the framework more coherent,
transparent and proportionate while preserving prudential soundness and financial stability. In fact, a less
complex framework could strengthen financial stability by allowing institutions and supervisors to focus more
resources on monitoring and managing actual risks rather than complying with excessively detailed regulatory
requirements and tick-the-box exercises.

In the specific case of the Output floor, we would like to recall that the main underlying justification for its
introduction was linked to concerns regarding the reliability of IRB models. However, these models and the
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associated data requirements have always been put through rigorous approval procedures. Since 2017 when
the Basel agreement was concluded, any concerns were addressed by the European Central Bank (ECB) and the
European Banking Authority (EBA). Specifically, the ECB conducted a targeted review of internal models (TRIM)
and the EBA designed a corresponding IRB Roadmap with new guidelines that were implemented by bank
supervisors. Moreover, IRB models are under constant monitoring by the supervisory authorities. Furthermore
and although often invoked, there is no robust evidence that IRB models are procyclical. The EBA has stated that
“Stylised facts on the EU banking sector and the real economy do not provide strong evidence of the regulatory
capital requirements having had pro-cyclical effects. While capital levels of the EU banking sector have
significantly increased since risk-sensitive capital requirements were first introduced in the EU (i.e. 2008), this
seems not to have been driven by higher minimum capital requirements (MRC) due to any cyclicality of underlying
Internal Ratings-Based (IRB) risk parameters (i.e. mainly PD and LGD), which have remained relatively stable over
this period.”” Evidence indicates that the original justification for the output floor, i.e. concerns over IRB model
reliability, was not strongly supported even at the time of its introduction. Combined with the rigorous oversight,
continuous monitoring and stable performance of these models since then, this suggests that simplification in
relation to the Output Floor in this case could be pursued without compromising risk sensitivity or financial
stability, while allowing banks to operate more efficiently and support sustainable growth.

(52) Do you have concrete examples of gold-plating of EU rules via transposition of EU directives, national
options and discretions?

Yes

Please list these examples of gold-plating of EU rules:
See answer to question 69.

3.2 Prudential Framework

(59) What are the areas that create undue complexity in the prudential framework, if any? What are the ways
to reduce undue complexity in the prudential framework without leading to deregulation and undermining
financial stability?

Since the regulatory reforms began in 2010, the resilience of the European banking system has materially
strengthened in many parameters, including through an increase in bank capital level. These achievements,
however, have followed an unprecedented level of complexity. The EU has developed one of the world’s most
extensive rulebooks, where the cumulative effect of layered legislation, dense technical standards, and
expanding guidance results in unproportionate administrative burdens and costly compliance for the European
financial sector. Given the large degree of fragmentation across authorities, the resulting duplication, gold-
plating, and excessive use of discretionary tools should be removed from the regulatory framework. The
frequent use of technical mandates and guidelines in Level 2 / Level 3 regulations add to the complexity by
imposing de facto legislation outside of the legal text. A more selective use of Level 2/Level 3 mandates and
clearer boundaries for guidelines would help ensure that requirements are anchored in Level 1 legislation.

Operational complexity is further increased by cross-cutting requirements, particularly reporting, disclosure and
additional data requests. Repeated data collections, short-term exercises alongside regular supervisory
reporting and overlapping disclosure requirements (e.g. between Pillar 3, CSRD and the EU Taxonomy) create
substantial operational burdens.

7 https://www.eba.europa.eu/eba-recommends-retaining-risk-sensitive-framework-for-banks-regulatory-capital

European Mortgage Federation Rue de la Science 14A, 2nd Floor T.+3222854030
European Covered Bond Council B-1040 Brussels — Belgium info@hypo.org

11


https://www.eba.europa.eu/eba-recommends-retaining-risk-sensitive-framework-for-banks-regulatory-capital

)
() EMF ECBC

Complexity also affects smaller institutions with traditional business models. While CRR Il introduced the
category of small and non-complex institutions (SNCls) and some limited relief measures, this first step towards
proportionality has not yet been developed further. A more comprehensive approach could significantly reduce
unnecessary complexity for low-risk institutions, to secure a level-playing field with other jurisdictions, such as
the UK and US.

Reducing undue complexity does not require deregulation or weaker prudential standards. The EU prudential
framework should hold an appropriate balance between simplicity, risk-sensitivity and resilience so that capital
requirements accurately mirror the underlying risk of exposures. Certain features of the Basel Il
implementation, notably the output floor, constrain risk-sensitivity in Member States characterised by large
amounts of low-default lending. Targeted amendments to improve risk coverage, while avoiding unnecessary
complexity, would help striking the right balance to limit unintended incentive effects and sustain the capacity
of banks to finance the real economy.

Specifically in relation to the provisions for real estate exposures, an important example of undue complexity is
the implementation of the Basel “Prudent Value.” During the most recent CRR Review, the EMF-ECBC raised
concerns about the potential market disruption, unlevel playing field, lack of transparency, operational burden
arising from the introduction of the “Property Value” (art. 229 CRR), replacing the well-established and long-
standing market value (MV) and mortgage lending value (MLV) in the calculation of banks’ capital requirements.
Despite these concerns, the co-legislators proceeded with its implementation.

Given that key jurisdictions such as the US, UK and Switzerland have not adopted the PV, largely due to these
same concerns, there is a clear case for reassessing its introduction under Article 229 CRR. Such a review would
help ensure that the framework remains proportionate, transparent and aligned with established valuation
practices.

Risk Sensitivity

(60) Does the prudential framework balance sufficiently risk sensitivity and complexity?
No

How should this disequilibrium be addressed?

Given the conflict between risk sensitivity and complexity, it is important to distinguish between two categories:
complexity that institutions can avoid by exercising their options, and complexity that is unavoidable. If
institutions can resolve this conflict themselves, for example by opting for the standardised approach or the
foundation or advanced IRBA, thereby determining their desired level of complexity, this conflict doesn’t need
to be resolved by the regulator. Abolishing options that allow institutions to use risk-sensitive requirements
would not constitute simplification from the institutions’ perspective and would weaken their competitiveness.
However, the regulator should ensure that risk sensitivity is indeed higher in more complex approaches. This
has not been the case with IPRE financing since the introduction of CRR Ill: if the hard test is not met, or if the
required information is unavailable, risk sensitivity is not higher in more complex approaches. Under the
standardised approach, property collateral is taken into account when determining the risk weight: lower risk
weights are assigned to lower loan-to-value (LTV) ratios, and higher risk weights to higher LTV ratios. Under the
foundation IRBA, however, property collateral cannot be taken into account when determining the risk weight
without a hard test. This inconsistency must be resolved in the foundation IRBA. In practice, the risk weight for
lower-risk IPRE financing with lower LTV ratios under the standardised approach is currently lower than the risk
weight resulting from the foundation IRBA, where an LGD of 40% applies to unsecured exposures.

European Mortgage Federation Rue de la Science 14A, 2nd Floor T.+3222854030
European Covered Bond Council B-1040 Brussels — Belgium info@hypo.org

12



)
() EMF ECBC

The redesign of the standardised approach under CRR Ill has led to greater complexity for SA institutions,
without a sufficient improvement in risk sensitivity for IRB institutions. A recalibration of the balance between
complexity and risk sensitivity may therefore be appropriate. This could be achieved, for example, by fully
implementing the hard test (maximum loss ratios) in all EU Member States and third countries that receive
substantial financing from EU institutions. In other words, CRR provisions must clearly stipulate that data for the
hard test must be published. The hard test could then be used more extensively as a criterion for risk sensitivity.

Risk sensitivity can also be increased by expanding the gradation of risk weights depending on LTV ratios,
particularly by introducing more LTV buckets for commercial property financing. The risk sensitivity for non-IPRE
commercial property financing in the SA can be increased by reducing the risk weight from 60% to 50%, provided
that the EU Member State meets the hard test. Prior to the introduction of CRR Ill, the risk weight was already
50%. This has proven effective. There were no indications that the risk weighting was too low.

Increasing the output floor makes things more complex and reduces risk sensitivity. This particularly affects low-
risk businesses, such as real estate financing. The output floor incentivises higher-risk transactions.

The transitional arrangements for the output floor for residential real estate financing and unrated corporates
increase risk sensitivity and should become permanent as soon as possible. This is particularly important for real
estate financing, which is predominantly long term. Higher capital requirements in the medium term are already
leading to higher interest rates for borrowers in these financing arrangements, which is having a significant
impact on their overall financial situation. This has an adverse effect on the competitiveness of the real economy
and the availability of affordable housing.

To increase risk sensitivity, the transitional provisions for the output floor in residential real estate financing
should also apply to commercial real estate financing. See answer to question 70 for more details.

The risk weight for ADC financing is not sufficiently risk-sensitive. Currently, it corresponds to that of a defaulted
unsecured loan. The CRR should clarify that ADC financing which does not meet the IPRE criteria is excluded
from classification as ADC. The same should apply to energy-efficiency refurbishments. Furthermore, the CRR
should set out the market standards-related requirements for a reduced risk weight of 100% instead of 150%,
rather than these requirements being set out in the respective EBA guidelines, which are stricter than the market
standards. Additionally, requirements should be established for both residential and commercial property.

(61) Does the prudential framework strike the right balance between risk-weighted requirements and
backstops (output floor, leverage ratio) or Pillar 2 requirements?

No
Please explain your answer to question 61:

The current prudential framework does not strike the right balance between risk-weighted capital requirements
and less- or non-risk-based backstops, such as the output floor or leverage ratio, as well as Pillar 2 requirements.

Adequately risk-sensitive capital requirements should remain the core element of the prudential framework, as
they ensure that capital requirements reflect the actual risk profile of institutions and provide appropriate
incentives for prudent risk-taking. While backstop instruments such as the output floor or leverage ratio do not
effectively complement risk-weighted requirements based on internal models such as the IRBA. This is because
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internal models are already conservatively calibrated and subject to margins of conservatism. These models are
also regularly benchmarked and are subject to strict supervisory approval process and ongoing scrutiny.

Consequently, the European Commission and various EU Member States long opposed an output floor in the
Basel negotiations on the reform of Basel lll. The leverage ratio is defended on the questionable grounds that it
limits sovereign risk, for which, however, more effective instruments are available.

In practice, however, the interaction of these instruments increasingly leads to unnecessary complexity,
inconsistencies and cumulative capital effects. The output floor is a particularly clear example: because it directly
affects risk-weighted assets, it automatically increases not only minimum capital requirements but also all
capital buffers built on top of them. This mixes instruments with different regulatory objectives, as buffers
designed to build resilience are indirectly driven by a tool intended to limit model variability.

The output floor and the leverage ratio do not function as a simple backstop; more often than not, one of the
two is the binding capital constraint. This does not align with the original goal of only affecting outlier banks.
Furthermore, both instruments incentivise riskier financing.

The overall separation between Pillar 1 and Pillar 2 remains broadly appropriate. However, the complexity and
level of detail in both pillars have increased significantly in recent years. Automatic interactions between the
output floor and Pillar 2 requirements, when the output floor is the binding risk-weighted assets, should be
avoided. Additionally Pillar 2 calibration should be made more transparent and risk-sensitive, and the cumulative
impact of the overall capital stack should be regularly assessed. These adjustments would improve coherence
and transparency of the prudential framework without weakening financial stability.

Leverage Ratio

(62) Do you think that the leverage ratio framework would need improvement?
Yes

Do you have any suggestions as to how to improve the leverage ratio framework?

The EMF-ECBC has long expressed the concern that the leverage ratio places a disproportionate burden on the
low-risk, low-margin mortgage business model. Indeed, the 3% threshold, designed for international banks,
disproportionately penalises EU lenders as a result of the European mortgage lending tradition of primarily
holding mortgages on balance (“originate to hold”). This is in contrast to the approach in the US, where loans
are largely securitised (“originate to distribute”) and supported by Fannie Mae and Freddie Mac, allowing
smaller balance sheets and greater capital flexibility. Basel Ill targets large universal banks, while EU rules apply
to all institutions, including specialised mortgage lenders. In many EU jurisdictions, these lenders are constrained
by the leverage ratio, for whom it is a front stop, rather than the intended back stop. These factors have long
raised concerns about constraints on banks’ capacity to lend, an unlevel playing field and the potential impact
on EU banks’ competitiveness. These concerns are amplified when the leverage ratio is combined with the
Output Floor.

In a June 2025 US Federal Reserve open meeting, a Fed Board member described how “A leverage requirement
functions best when it is generally a backstop to risk-based capital requirements. When leverage requirements
are binding, they can discourage banks from participating in lower-risk, lower-return activities, and instead
encourage higher-risk activities in search of higher returns without a corresponding increase in capital
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requirements. This can incentivize inefficient allocation of capital”. The Fed Board member in question goes on
to explain that certain adjustments can reduce those disincentives without materially weakening overall capital
strength.

It therefore follows from an EU perspective that simplifying the framework by recalibrating or adjusting the
leverage ratio for low-risk mortgage exposures would reduce unnecessary complexity, better enable banks to
support sustainable growth and ensure their global competitiveness. Given the application of the Output Floor
in the EU, which we strongly believe should be fixed at its current level, we would even suggest that a single
backstop mechanism is entirely sufficient and that the minimum leverage ratio should therefore be removed
from the framework.

Please explain your answer to question 62:

See above.

Pillar 2 Capital Components

(63) Do you think the Pillar 2 Requirement needs to be improved?

Yes

Please provide any suggestions as to how to improve the Pillar 2 Requirement?

The Pillar 2 Requirement (P2R) framework could benefit from improvements, particularly regarding
transparency, consistency and proportionality.

First, institutions should have full transparency regarding the methodology used to determine institution-
specific P2R levels. In practice, the calibration of P2R is strongly influenced by EBA SREP Guidelines and
supervisory practices, yet the underlying calculations and assumptions are not always sufficiently transparent.
Greater clarity would improve predictability and strengthen accountability. At the same time, enhanced
automation and standardisation in the data collection process, as part of the SREP and its subsequent exercises,
would provide clarity and improve both the delivery time and the data quality of the reporting. Indeed, ad hoc
data requests, especially from SREP processes and ECB JSTs, are a major cost driver because they demand highly
granular, unpredictable data and require dedicated resources, often involving effort comparable to on-site
inspections.

Second, it is essential to avoid double counting of risks. Pillar 2 measures should address only those risks that
are not adequately covered under Pillar 1. In practice, however, overlaps can occur between P2R, Pillar 1
requirements and capital buffers. In particular, the current risk-by-risk calculation approach—which aggregates
only risk increases while using Pillar 1 capital requirements as a minimum—can lead to unjustified cumulative
capital effects.

Third, P2R calibration should remain proportionate and risk-sensitive. In practice, P2R levels can exceed 3
percentage points in some cases, which suggests that capital requirements are sometimes used as a general
corrective tool for supervisory concerns. Capital surcharges should not be used to address issues that could be
better dealt with through other supervisory measures.

8 Transcript of Open Board Meeting -- June 25, 2025
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Fourth, the additional assessment and potential calibration of Pillar 2 leverage ratio requirements and guidance
(P2R-LR and P2G-LR) appears unnecessary. Given that the leverage ratio is designed as a non-risk-based
backstop, additional Pillar 2 leverage requirements add complexity without clear prudential benefits and should
therefore be discontinued.

(64) Do you think the Pillar 2 Guidance needs to be improved?
Yes
Please provide any suggestions as to how to improve the Pillar 2 Guidance?

The Pillar 2 Guidance (P2G) is an element of the capital stack that is aimed at creating additional capital
availability to absorb potential losses resulting from stress scenarios and is therefore linked to the outcome of
the stress test. We find the P2G to structurally overlap with macroprudential measures with the same objective,
and namely the Systemic Risk Buffer (SyRB). In the prudential framework, any overlaps should be avoided, hence
we support removing the SyRB as elaborated in Q72. An even more direct structural overlap also occurs between
P2G and the Countercyclical Capital Buffer (CCyB), given that the latter is expected to be released during
downturns, which would be the case in stressed situations (like the stress test scenario). The CCyB should
therefore in principle be offset from the P2G.

In light of the above, a review intended to remove the overlapping aspects of macroprudential tools with the
P2G is deemed warranted in the context of the general review of the macroprudential framework, that is
expected to clarify the role and conditions for the application of the various buffers (and other measures),
avoiding overlaps and considering the prudential framework as a whole (i.e. addressing also possible overlaps
with the microprudential tools, like the P2G).

Output Floor

(68) What are your views on the following considerations regarding the EU implementation of the output
floor?

h h Full
Fully agree Somewhat Neutral Somewhat uy

agree disagree disagree No opinion

The current
rules
introduced
by CRR3
achieve the
right balance
- no need to
revise the
output floor
framework
Some or all
of the
transitional
derogations
related to
the output
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floor should
be prolonged
Some or all
of the
transitional
derogations
related to X
the output
floor should
be made
permanent
The output
floor should
only apply at X
consolidated
level
The
calibration of
the output
floor (72.5%)
should be
increased
The
calibration of
the output
floor (72.5%) X
should be
made more
risk-sensitive
The
calibration of
the output
floor (72.5%)
should be
reduced
Other
(please
specify)

Please explain your answer to question 68:

The EMF-ECBC has long expressed concerns about the disproportionate impact of the Basel Il Output Floor (OF)
on EU mortgage lending and its potential effect on mortgage affordability. Research commissioned by the EMF-
ECBC® indicates that around 2/3 of IRB exposures in the EU mortgage market are bound by the OF. Without the
transitional arrangements provided for in Art. 465(5), mortgage lenders would be faced with average capital
increases of their mortgage portfolios of 18% and almost 24% for IRB banks, with significant spill-over effects
for lending capacity and the cost of mortgage credit for households. The Industry therefore called for a more

9 EMF-ECBC, Impact of Final Basel Ill on the EU Mortgage Sector, May 2022, https://hypo.org/app/uploads/sites/3/2022/05/Impact-of-Final-Basel-IlI-
Final-Report-Copenhagen-Economics-May-2022.pdf.
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proportionate and permanent treatment of low-risk residential mortgage exposures under Art. 465(5) CRR.
While transitional arrangements were adopted, permanence was not secured.

Today, the policy context has evolved. The Draghi Report on the Future of European Competitiveness highlights
the importance of a regulatory and financial framework that supports long-term investment, competitive and
integrated banking and financial markets and ensures a level playing field. The EU Affordable Housing Plan places
housing affordability at the centre of EU priorities, with a strong emphasis on boosting housing supply,
mobilising additional private investment and protecting vulnerable groups.

The geopolitical context has evolved as well, with the likely outcome that the US does not implement the OQutput
Floor at all, and its proposed “expanded risk-based approach” is expected to reduce capital requirements for
the largest US banks. This new geopolitical context, combined with the policy priorities highlighted above,
underscores the importance of securing an appropriate treatment of low-risk mortgages in the EU. At minimum,
fixing the Output Floor at its current level would enhance the overall competitiveness of the EU banking industry
internationally, secure a strategic level-playing field with other global jurisdictions that employ an off-balance-
sheet approach to mortgages, and reinforce banks’ ability to support affordable and sustainable housing across
the EU.

Indeed, if and when the transitional arrangements come to an end, the concerns previously expressed during

the legislative negotiations and described earlier regarding the impact of the OF on the competitiveness of

European banks and their ability to support housing affordability would crystallise. In particular, the OF would

result in:

e Areduction in risk sensitivity by constraining internal models that reflect the relatively low risk of residential
mortgage lending

e A decrease in banks’ ability to provide mortgage financing and/or increased capital costs, with possible
impacts on the availability and cost of credit for households and businesses, with clear implications for EU
Affordable Housing Plan

e An unlevel playing field across jurisdictions and business models, both within the EU and vis-a-vis non-EU
banks and housing finance systems based on the originate-to-distribute model, as the OF is likely to bind a
larger number of banks in EU mortgage markets, which are typically based on the originate-to-hold model
and are often characterised by lower-risk portfolios and greater reliance on IRB models

e Pressure on the efficiency and attractiveness of long-term funding mechanisms, including covered bonds
and securitisations. In this respect, we support the current initiative to revitalise the securitisation market
through a recalibration of capital requirements for high-quality securitisations, as well as for the efforts in
the EP to ensure a correspondingly appropriate adjustment to the risk weights and LGD-values for covered
bonds, in order to ensure coherence in the prudential framework, and avoid unintended market distortions.

e Impacts on investment in long-term construction projects, including the decarbonisation of the EU building
stock

e Continued regulatory uncertainty, particularly for long-term mortgage products

In light of the EU’s Competitiveness Agenda and the EU Affordable Housing Plan, we believe that it is vital to:

1. Uniformly apply the arrangements across all Member States by removing national discretion.

2. Make the transitional arrangements under Article 465(5) CRR permanent at the current level for residential
mortgage exposures that meet the low-risk criteria.

3. Align the Standardised Approach (SA-CR) to the Article 465(5) arrangements, i.e. a 10% risk weight for low
LTV residential mortgages combined with the hard test requirements and provide for an additional bucket
with a 45% risk weight for loans with an LTV above 55% and up to 80%.

4. Consider extending, where justified by loss data, the permanent treatment in Article 465(5) to commercial
mortgage exposures that support affordable and sustainable housing. In case of compliance with the ‘hard
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test’ requirements (0.25%), risk weights for corporate/commercial mortgages should be calibrated in a
consistent way compared to those for residential mortgages.

3.3 Macroprudential Framework

(69) In your view, which of the areas below create inefficiencies and undue complexity in the macroprudential
framework?

Fully agree | Somewhat | Neutral Somewhat | Fully No opinion
agree disagree disagree

The current number
and scope of
macroprudential
buffers, some of X
which may
potentially tackle
similar risks

The calibration of
macroprudential X
buffers

The calibration of
other
macroprudential
tools

The heterogeneous
application of some
tools like Other
Systemically
Important (O-SlI)
buffers across the EU
The current
reciprocity X
arrangements
The decentralised
macroprudential
governance
framework and
prominent role of X
national
macroprudential
authorities in setting
measures.

Other

Please explain your answer to question 69:

The EU’s macroprudential framework is overly complex, fragmented, and often duplicative. Multiple authorities,
inconsistent rules across Member States and overlapping measures create uncertainty and compliance burdens
for banks. Macroprudential rules frequently overlap with microprudential supervision, while governance lacks
clarity and effective coordination between national and European authorities.
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The EU capital stack combines microprudential requirements (Pillar 1 and Pillar 2) with macroprudential capital
buffers and other requirements such as MREL. Each of these components is governed by detailed rules and
developed by different authorities at national and European level. Their interaction can create overlaps,
cumulative effects and limited transparency regarding the overall capital requirements for institutions.

The current macroprudential framework includes five risk-weighted buffers to which the EU has added the
Systemic Risk Buffer (SyRB), which exceeds international standards. This is a key example of both gold-plating.
The coexistence of several macroprudential buffers often results in overlapping coverage of similar risks and
contributes to double-counting. This is most evident in the SyRB, where systemic risks are not clearly defined in
relation to other risk types (such as credit risk). Unnecessary buffers, tools and approaches should be eliminated,
including the SyRB and the Positive Neutral CCyB.

Complexity is further increased by the fragmented allocation of responsibilities across national and European
authorities, which can result in inconsistent calibration of measures across Member States. A prominent
example is the O-SlI buffer, where different national methodologies lead to varying buffer levels for comparable
institutions, potentially creating competitive distortions within the Single Market.

The O-SII buffer was intended by the BCBS to be applied to banks which are not systemically important on a
global level but rather at a local level. This buffer has not been applied in the US or China but has been applied
to over 170 EU banks, and today a large number of European banks face higher O-SlI buffers than the largest G-
Slls. This creates significant competitiveness concerns. The EMF-ECBC supports a harmonised approach across
the EU to make the requirements for identification and calibration of the O-Sll buffer more uniform and
transparent, hereby enhancing predictability and level playing field. The O-SII buffer must be explicitly capped
[at 1 %] to guard against inconsistent and adverse implementation by national supervisors.

We would also like to highlight that borrower-based measures should be regulated by national authorities, as
they affect the individual bank’s risk strategy and management. The macroprudential framework should not be
extended to include BBMs — as previously considered by the Commission — as it would add further complexity
to the ruleset and potentially impede customer protection rules, which are reflecting local conditions.

In addition, the cumulative effect of multiple capital measures is rarely assessed from a holistic perspective,
meaning that the overall capital requirement for an institution may increase without a clear evaluation of
whether the combined effect remains proportionate.

Administrative complexity is also increased by reciprocity arrangements and procedural requirements, which
can be operationally burdensome for institutions.

The EMF-ECBC strongly believes that a simpler, more consistent and coherent framework, that is aligned with
international standards, free from gold-plating and streamlined to remove overlaps, combined with efforts to
reduce unnecessary complexity and regulatory burden, is essential to enable banks to support sustainable
growth and remain globally competitive.

(70) How can the macroprudential buffer framework be streamlined, while at the same time preserving
resilience and the ability of responsible authorities to address systemic risks? Which buffers could be merged
and what should be their role?

A strong regulatory focus on macroprudential policy in the years following the GFC has led to a macroprudential
ruleset that is overly complex, inefficient, and unclear. The regulatory complexity reduces transparency,
undermines cross-border consistency, and weakens the risk-mitigating capabilities of the buffers. For these
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reasons, the EMF-ECBC strongly supports streamlining the macroprudential framework to enhance the
effectiveness and predictability of the framework to improve the competitiveness of the EU banking sector.

The strong regulatory focus on macroprudential policies has resulted in an inefficiently large toolset for
authorities, which has caused overlapping risk coverage and duplicative requirements. In parallel, unclear EU
legislation has led to national discretion and inconsistent use of the macroprudential tools on a national level,
creating an unlevel playing field inside the Union and on a global level. A revision is therefore highly welcomed
to reduce regulatory uncertainty, foster a level playing field and strengthen the lending capacity of the European
banking sector. Against this background, the EMF-ECBC believes that any streamline of the macroprudential
buffers must be pursuant to three guiding principles: improved efficiency, better releasability and capital
neutrality.

1. Improve efficiency

The efficiency of the macroprudential toolbox should be improved by reducing the amount of capital buffers
while ensuring that the individual instrument effectively targets the relevant risks. Capital buffers must have
clearly differentiated roles, leaving any unnecessary or duplicative instruments to be removed from the
legislative perimeter. We strongly advocate removing the Systemic Risk Buffer (SyRB) from the macroprudential
toolbox as elaborated in our answer to Q71. Likewise, the Positive Neutral CCyB approach employed in some
Member States is not intended in the Basel Standards and implies a de facto capital increase in some Member
States. For the sake of ensuring a level playing field, the EMF-ECBC supports improving legal clarity to clearly
exclude [or align] the use of the Positive Neutral CCyB approach.

2. Better releasability

Improving buffer usability is essential for banks to effectively utilize their built-up capital in times of stress.
Currently, a range of shortcomings hamper the loss absorbing capabilities of the releasable buffers. Improving
releasability in the current framework requires better alignment with the non-risk weighted requirements for
the leverage ratio and MREL. The interactions between the capital buffer requirements and the non-risk
weighted requirements limit the effective size of the buffers. If the non-risk weighted requirements exceed the
risk-weighted requirements, banks will only be able to use a part of the released buffer capital. This implication
is especially pronounced in countries with low-default exposures where internal models are commonly applied.

Additionally, uncertainty regarding the timing and pace for rebuilding the buffer fosters a market stigma from
falling below expected capital levels, which undermines the intended countercyclical function of buffers. This
creates an asymmetric outcome, where buffers tighten requirements in good times but are not credibly usable
in stress. Authorities should provide greater clarity and harmonisation on the conditions, pace and duration of
the build-up phase following a release. A pre-determined and transparent re-accumulation path would allow
banks to plan capital levels with confidence and reduce market pressure associated with buffer use.

3. Capital neutrality

Capital requirements from the application of macroprudential tools are higher in the EU banking system than
other jurisdictions of reference. To support the financing capacity of the banking sector in their core objective
of providing funds for much needed European investments, a revised macroprudential framework must follow
the principle of capital neutrality. Given that the current levels of capital in the EU banking sector already exceed
the overall targets of the Basel lll, any further increase in capital requirements would reduce competitiveness
relative to global peers.

It is important to stress that reducing complexity is not only an exercise of merging capital buffers alone.
Governance should be streamlined through stronger coordination between micro- and macroprudential
authorities and clearer coherence across mandates to avoid double counting of risks through duplicative
requirements. Additionally, greater EU-level harmonisation and oversight would ensure that similar risks are
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treated with the same tools and intensity across the Union, thereby preserving resilience while strengthening
the Single Market.

(71) What are your views regarding the need for a buffer for tackling sectoral risks? Is there a need to maintain
a sectoral buffer specifically for real-estate exposures to ensure a more targeted application?

No
Please explain your answer to question 71:

In our view, there is no need for an additional sectoral buffer, including a buffer specifically targeting real-estate
exposures.

The EMF-ECBC strongly supports removing the SyRB from the EU macroprudential toolbox. As indicated
elsewhere, this capital buffer is not part of the Basel framework and represents a form of European gold-plating.
Authorities already have a wide range of instruments to address sector-specific risks, particularly in real estate,
including the CCyB, higher risk weights under the Standardised Approach (CRR Article 124), add-ons to internal
models (CRR Article 164), Pillar 2 requirements, CRR Article 458 measures, and borrower-based or national
prudential tools. This extensive framework ensures multiple safeguards while reducing the need for additional
sectoral buffers, which tend to be blunt instruments and can create unnecessary complexity.

Sectoral buffers also create heterogeneity across Member States due to differences in calibration and activation,
leading to inconsistent capital requirements, uneven competition, and greater complexity for cross-border
banks. Applying overlapping buffers risks double counting similar risks, reduces risk sensitivity, and undermines
efficient, risk-based credit allocation.

A streamlined macroprudential framework with fewer overlapping buffers and clearly defined roles would
provide greater clarity, harmonize systemic risk management across the EU, and maintain a level playing field
for banks.

(72) What are your views on the identification of O-Slis and the calibration of the buffer for systemically
important banks?

Fully agree | Somewhat | Neutral Somewhat | Fully No opinion
agree disagree disagree
The methodology for
the identification of
O-Slls  should be
revised to ensure an X

enhanced Cross-
country consistency
while considering
national specificities.
The O-Sll  buffer
should be calibrated
following a more
harmonised X
methodology which
ensures a better
correlation of
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systemic importance
with a defined range
for the level of the
buffer rate

Maintain the current
state of play
regarding the O-SlI
buffer calibration

while enhancing
transparency and
accountability X

(including  through
public disclosure)

regarding the
calibration
methodology and its
application.

Other (please
specify)

Please explain your answer to question 72:

The EMF-ECBC supports a harmonised approach across the EU to make the requirements for identification and
calibration of the O-SII buffer more uniform and transparent, hereby enhancing predictability and level playing
field. The implementation of the O-Sll buffer in Member States is characterised by considerable cross-country
inconsistency undermining comparability. Moreover, the calibration is currently desynced from the G-SII buffer
compared to which the O-Sll buffer is allowed to be higher. Consequently, EU banks with comparable size,
complexity and interconnectedness are subject to materially different O-Sll buffer requirements depending on
their jurisdiction, and in some cases the same banking group faces different O-SII treatment across Member
States.

The EMF-ECBC supports redesigning the O-Sll in such way that it is harmonised with and proportionate to other
capital requirements. Consequently, the buffer should feature an explicit cap [at 1 %] to guard against
inconsistent and adverse calibration by national supervisors.

The calibration of the O-Sll buffer rates in Denmark, for example, provides an important example of the
inconsistent application and missing link between the buffer rates and the extent to which individual banks
impose systemic risks to the European financial system. With an O-Sll buffer range spanning from 1-3 %, the
maximum upper limit foreseen by CRD VI, the buffer rates calibrated for Danish banks are significantly above
those applied by other Member States, in particular Member States with large banks. This lack of cross-country
consistency in the calibration is a result of a current framework that is too imprecise and discretionary-based to
establish a common link between systemic importance and the O-SlI buffer calibration.

(73) Is the current share of releasable buffers (countercyclical buffer and the systemic risk buffer) in the total
combined buffer requirement adequate, so as to ensure that sufficient resources can be released in a downturn
to support lending to the economy?

No

Please explain your answer to question 73:
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The current macroprudential framework and share of releasable buffers in the buffer stack is not adequate to
ensure that built-up capital can be effectively released when needed. The releasability of buffers under the
current framework is challenged by limited practical usability from adverse market reactions, capital planning
uncertainties and overlaps from non-risk weighted requirements. However, this does not imply that the overall
level of capital buffers should be increased. Instead, the capital stack should be reviewed and simplified as a
whole.

Experience from the release of the CCyB under the COVID-19 crisis shows that effectiveness is highly constrained
even in presence of clear regulatory signals as banks were reluctant to dip into their capital buffers. This
reluctance was driven by concerns over adverse market reactions and uncertainty regarding the timing and pace
of buffer re-build-up. Market stigma from falling below expected capital levels undermines the intended
countercyclical function of buffers and creates an asymmetric outcome, where buffers tighten requirements in
good times but are not credibly usable in stress.

Consequently, improving buffer releasability is not just a question of increasing the nominal share of releasable
buffers in the capital stack. To improve the effectiveness of releasable buffers while preserving resilience, the
following adjustments should be considered:

e Simplifying the buffer framework, including reducing the number of buffers — for example by eliminating the
broadly defined systemic risk buffer, which can be used without limit and is applied inconsistently across
Member States. Furthermore and in the interests of consistency and transparency, supervisory discretion
with regard to the setting of buffer levels should also be limited by legally defined minimum and maximum
levels. Within this range, the competent supervisory authority would set the individual institution's buffer
level.

e Providing greater clarity on the reinstatement of buffers after their release, including transparent conditions
and timelines for rebuilding capital. This would increase banks’ confidence that released buffers can actually
be used to support lending.

e If the leverage ratio requirement is not eliminated, a temporary relaxation of the binding leverage ratio
should be implemented in the event of exceptional systemic crises, as otherwise it may limit the ability of
banks to use released buffers.

Lastly, the EMF-ECBC opposes the use of the positive-neutral rate (PNR) approach for the CCyB. The PNR
approach should be avoided, as it transforms a cyclical tool into a de facto structural capital requirement,
thereby creating undesired complexity and unlevel playing field through different practices by macroprudential
authorities. The PNR approach is largely inconsistent with the countercyclical nature of the CCyB as it promotes
a build-up of capital in times when no systemic risks are identified. An excess build-up of buffers in an already
well-capitalised European financial system is merely an increase in capital requirements that will affect the
financing costs of the real economy and compromise the competitiveness of the EU.

(74.1) How could the risk-weight toolkit under Article 458 CRR be fine-tuned?

The instrument under Article 458 of CRR should be removed to reduce the abundance of overlapping
macroprudential measures and avoid EU gold-plating beyond international standards.

The instrument has been subject to a high degree of national over-implementation as it allows national
authorities to implement the measure without sufficient justification and documentation. Despite safeguards in
the regulation, EU-bodies do not have authority to reject measures that are introduced without fulfilling the
conditions for implementation. Such weakness in the framework works against a consistent application of the
article 458 instrument and creates unlevel intra-EU playing field.
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(74.2) Would its role change in the context of a streamlined buffer framework?
Yes
Please explain your answer to question 74.2:

The introduction of a comprehensive releasable buffer concept means that the risk-weight toolkit under Article
458 of the CRR is no longer necessary. Removing this requirement would reduce the complexity of the
regulation, eliminate overlaps with other micro- and macroprudential tools, and reduce uncertainty over the
future development of actual capital requirements. It would also reduce the amount of excess capital or
voluntary management buffer held for precautionary reasons, which could then be used to finance the real
economy, as well as private and public households.

Indeed, the instrument has been subject to a high degree of national over-implementation as it allows national
authorities to implement the measure without sufficient justification and documentation. Despite safeguards in
the regulation, EU bodies do not have authority to reject measures that are introduced without fulfilling the
conditions for implementation. Such weakness in the framework works against a consistent application of the
article 458 instrument and creates unlevel intra-EU playing field.

If the macroprudential buffer framework were streamlined, particularly through a reduction in overlapping
instruments and a clearer structure of the releasable buffer, many systemic risks could be addressed more
effectively through buffer-based measures rather than through adjustments to risk weights.

3.5 Interactions across parts of the framework

(80) In your view, which of the areas below create inefficiencies and undue complexity in the interactions
across the prudential, macroprudential and crisis management parts of the framework?

Fully agree | Somewhat | Neutral Somewhat | Fully No opinion
agree disagree disagree

Overlapping
requirements
addressing the same
or  similar risks X
(P2R/P2G/certain
macroprudential

buffers);

Limited buffer
usability resulting
from double

counting CET1 both
in  macroprudential

buffers and in other X

minimum

requirements

(leverage ratio,

MREL)

Multiplicity of MDA X

restrictions with
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varying triggers
stemming from
prudential and
resolution
frameworks
Cross-framework
governance and

coordination issues
and data sharing.
Other (please
specify)

Please explain your answer to question 80:

As outlined in earlier responses, there are several areas where the interaction between the prudential,
macroprudential and resolution frameworks creates unnecessary complexity and limits the effectiveness of the
overall system. There is a need to establish a better balance between Level 1 and Level 2/3 regulation going
forward with a clearer hierarchy and fewer excessive technical mandates and guidelines.

Overlapping mandates and only partially delineated responsibilities between authorities create coordination
challenges, which leads to duplicating requirements that are addressing same risks. A recalibration of the
division of labour and roles between the supervisory authorities is needed to reduce complexity from cross-
authority mandates and avoid cumulative constraints. Additionally, when fulfilling the core mandate of
preserving financial stability and reducing systemic risks, the financial authorities should be provided with a
mandate of supporting competitiveness of the financial sector.

There is alack of alignment in the policy tools applied across prudential, macroprudential and crisis management
frameworks. This misalignment creates inefficiencies e.g. regarding buffer usability as elaborated in our
response to Q73. The frameworks should be revisited with the purpose of removing overlaps, reassessing the
growing complexity and ensuring supervisory expectations do not generate duplicative or unwarranted capital
charges.

Simplifying the interactions across prudential, macroprudential and resolution components would improve
predictability, enhance buffer usability and strengthen the system’s ability to operate as intended during periods
of stress, while still maintaining resilience.

(81) How could the governance in the macroprudential framework be improved to achieve a more consistent
application of macroprudential tools across the EU?

The current macroprudential framework adds to the complexity and inconsistent national implementation of
measures as elaborated in our responses in Section 3.3. A revised framework should aim for increased simplicity,
standardisation across the EU/EEA, more precision and eliminating the gold plating currently hampering the
financial sector’s ability to support the European growth.

The multilayered governance of the regulatory framework with shared responsibilities between national
macroprudential authorities, national designated authorities in the EEA Member States and EU institutions and
bodies may create an unlevel playing field in the single market if macroprudential tools for banks are not used
in a consistent manner.
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The EMF-ECBC supports reducing national discretion for ‘gold-plating’ by increasing harmonisation across the
EU. The governance framework should be clearer, and the authorities should be required to provide sound
documentation for the activation and calibration of the macroprudential measures. To foster increased
harmonisation ensuring that identical risks trigger the same measures across Member States, national
authorities must be subject to stronger oversight by the European Commission.

(82) What ways could be envisaged to reduce undue complexity in the interactions across the three parts of
the framework, including in relation to the capital stack and governance arrangements between the
authorities in charge of the prudential, macroprudential and crisis management rules, without undermining
financial stability?

Governance structures and lack of coordination contribute to complexity across the regulatory framework. At
both national and European levels, cross authority processes have been established to ensure cooperation, but
they themselves become cumbersome. Overlapping mandates and only partially delineated responsibilities
between authorities contribute to coordination challenges and inconsistent expectations for institutions.

Better coordination between micro- and macroprudential authorities is required, especially on aligning risk
coverage, to avoid duplicated capital requirements.

Furthermore, the EMF-ECBC supports embedding a competitiveness objective into the mandates of the financial
authorities so the objective of financial stability is pursued jointly with the banking sector’s capacity to finance
the European economy.

(83) How could the governance arrangements across the three parts of the frameworks be improved, having
in mind the objective of ensuring the adequacy of requirements applying to individual banks and avoiding
overlaps?

See answer to Question 80
3.8. Reporting and disclosures

(91) Which of the implemented or planned EU or national measures have in your opinion the most impact on
reducing undue complexity and burden as regards bank reporting requirements?

The main burden for institutions arises from the combined volume of supervisory, statistical and resolution-
related reporting requirements.

A key priority should therefore be the consistent implementation of the “define once — report once” principle.
In this respect, initiatives such as the EBA data strategy, work on semantic integration and common data
dictionaries, and efforts to streamline the ITS on supervisory reporting and validation rules point in the right
direction. Likewise, the principles developed by the ECB’s High-Level Task Force on Simplification—such as
request once, report once, resubmit less, enhance transparency, review regularly and reform public disclosure—
provide a useful basis for reducing unnecessary burden.

However, these initiatives have so far not translated into meaningful short-term relief for institutions. In
particular, projects such as the ECB’s Integrated Reporting Framework (IReF) may support a more integrated
reporting architecture in the long term, but in the short term they are likely to generate significant IT and
implementation costs. For that reason, a moratorium on new reporting requirements would be appropriate in
order to allow the consolidation and simplification of existing obligations before further layers are added.
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As regards Pillar 3 disclosures, the current framework should also be reconsidered. While the objective of
enhancing market discipline through transparency is understandable, in practice Pillar 3 reports have become
excessively long and complex, often duplicating information already available elsewhere and rarely being used
by market participants.

(92) What factors linked to reporting obligations in the regulatory framework contribute most to the
compliance costs?

Low impact Medium impact High impact Don’t know
No opinion
Not applicable

Number of data
points
Frequency of
changes of the
reporting
obligations

The difficulty of
using regulatory
reporting for
internal risk
management
purpose

Ad hoc reporting
requests from
supervisory
authorities
Frequency of
submission of
reporting
obligations
Other

Please explain your answer to question 92:

A major driver of costs are ad hoc data requests, particularly in the context of SREP processes or ongoing
dialogue with ECB’s Joint Supervisory Teams (JSTs). These requests often require significantly more granular and
tailored data than standard reporting templates. Because they are difficult to anticipate, institutions must
maintain dedicated resources to respond to them at short notice. In practice, the effort required for such
requests can be comparable to the workload of on-site inspections or audits. In a more risk-based supervision,
such resources (in terms of both financial means and human capital) would otherwise be focused on business
activities and investments for making banks more future-proof and competitive in a highly complex and
digitalised ecosystem.

Another important factor concerns resubmission requirements. Current rules on resubmissions are neither
harmonised nor proportionate. Institutions are often required to maintain the capability to resubmit statistical
data covering several years, which leads to substantial data storage requirements and operational costs.
Introducing clear materiality thresholds for resubmissions and limiting resubmission periods (e.g. to one
financial year) would significantly reduce the burden.
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Compliance costs are further increased by inconsistent definitions and reporting structures across regulatory
frameworks. For example, the definition of SMEs differs across CRR, liquidity regulation and financial reporting
requirements, which requires institutions to apply multiple methodologies. Similarly, different counterparty
classifications in COREP (based on exposure classes) and FINREP (based on institutional sectors) create
duplication and reconciliation efforts. Greater harmonisation of definitions and reporting concepts would
significantly reduce complexity.

In addition, excessive reporting granularity and unused data points increase the administrative burden. Only
data points with a clearly demonstrated supervisory use should be required. Likewise, reporting obligations that
refer to data which can be collected from other submissions/ exercises or generate no meaningful supervisory
value—such as certain zero-reporting requirements—should be removed.

Frequent changes to reporting requirements and short implementation timelines also contribute significantly to
compliance costs. New or substantially revised reporting requirements should therefore be introduced no more
than once per year, with sufficient implementation time (e.g. at least 12 months before the first reporting
reference date).

Finally, large-scale reporting projects such as AnaCredit and the Integrated Reporting Framework (IReF) generate
substantial implementation and operational costs, particularly during transition phases when institutions must
maintain parallel reporting systems. Without careful simplification and consolidation of existing requirements,
these initiatives risk increasing rather than reducing the overall reporting burden.

Overall, the main cost drivers are ad hoc supervisory requests, resubmission requirements, inconsistent
definitions across frameworks, excessive granularity of reporting templates, frequent regulatory changes and
overlapping reporting systems.

Beyond specific interventions, some cross-cutting considerations may apply. For example, it could be envisaged,
where possible, to request reporting only at the consolidated level rather than also at the individual level, and
to calibrate requests proportionately to the bank’s risk profile.

Furthermore, in addition to reporting and specific data requests (already in scope of initiatives to reduce
administrative burdens), it would be appropriate to reassess the necessity, scope, timing, and potential areas of
overlap of the many reports, statements, and plans that banks are required to produce (ICAAP, ILAAP, Recovery
Plan, Funding Plan, ...).

For ad-hoc requests - which are increasing significantly and whose use should generally be limited - it is
important that the structure of templates and data quality checks be shared with the banks in advance (to avoid
inefficiencies during fulfilling), and that appropriate deadlines for submission be established (also taking into
account temporal overlaps with other requests and obligations, e.g., the well-known concentration of requests
in the first quarter of the year).

(93) What other policy measures, legislative or non-legislative, could be considered to further modernise
reporting and reduce the reporting burden?

Further policy measures—both legislative and non-legislative—should focus on simplifying the reporting

framework, strengthening proportionality and avoiding duplication of reporting requirements. In this regard, we

highlight the following short-term priorities:

e Moratorium on new reporting and data requirements for at least two years, allowing existing frameworks
to be consolidated before new obligations are introduced.
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e Implementation of the “report once” principle, ensuring that data already reported to one authority can be
reused by other authorities without requiring duplicate submissions (e.g. the Joint SSM-SRB liquidity
reporting exercise).

e Strengthen cooperation frameworks beyond the current JBRC mandate.

e Reduction of reporting requirements by at least 25%, covering supervisory, statistical, compliance and
disclosure obligations.

e Continue reducing sustainability-related reporting requirements for the financial sector.

e Alignment of expectations between EBA, ESMA and ECB, without creating additional reporting layers.

e Introduction of a cost-efficient central repository listing all reporting and ad-hoc data requests.

(94) Do you identify any instances where the reporting requirements for banks also lead to an undue burden
for bank’s clients?

Yes
Please explain where this is the case and how this could be improved:

An area where the requirements for banks entail a huge burden for clients is represented by the ESG reporting
(and, more generally, the prudential ESG regulatory framework and supervisory expectations for banks). Banks
are facing challenges to gather the numerous and various information on the EGS profile of clients that are
necessary to comply with all regulations, as producing such information is complex and costly for firms. See also
the answer to question 95.

(95) In light of the ongoing revision of a number of pieces of EU legislation on sustainability (CSRD delegated
acts, Taxonomy delegated acts, SFDR), do you see the need for amending any provision of the banking
regulatory framework with a view to ensure achieving the objective of properly managing sustainability-
related risks faced by banks?

Yes
Please explain your answer to question 95:

In light of the ongoing revisions of EU sustainability legislation (CSRD, Taxonomy and SFDR), adjustments to the
banking regulatory framework are necessary to ensure consistency, proportionality and data availability in the
management of sustainability-related risks.

The recent Omnibus initiative introduced significant relief in corporate sustainability reporting by narrowing the
scope of the CSRD. However, its implications for banks have not been fully considered. Institutions remain
subject to extensive supervisory requirements on ESG risks, including the obligation to integrate such risks into
their governance, risk management and strategic frameworks under Directive 2013/36/EU (CRD), notably
Articles 74, 76 and 98, as further specified under CRD VI, including Article 87a. In addition, banks must comply
with the EBA Guidelines on the management of ESG risks (EBA/GL/2025/01), complemented by the EBA
Guidelines on internal governance (EBA/GL/2021/05) and on loan origination and monitoring
(EBA/GL/2020/06). These requirements rely heavily on data from counterparties. In light of the reduced
availability of CSRD data, consideration should therefore be given to proportionately adjusting the
corresponding prudential and supervisory requirements to ensure their continued feasibility and to avoid undue
burden on institutions. Against this background, several adjustments should be considered:
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e Review the EBA Guidelines on the Management of ESG Risks and Loan Origination & Monitoring. In light of
the limited availability of ESG data, the use of sector averages and proxies should remain possible and should
not be restricted by supervisory expectations.

e Reassess ESG reporting and disclosure requirements under the CRR. The extensive ESG disclosure and
reporting obligations introduced under CRR lll, including those under Article 430(1)(h) CRR, should be
reviewed. From our perspective, the management of material ESG risks under Pillar 2 supervision is
sufficient, and additional granular reporting requirements should be reconsidered.

e Avoid introducing additional supervisory ESG reporting. Supervisory authorities could instead rely on
publicly disclosed information under Pillar 3 or corporate sustainability reporting.

e Remove taxonomy templates from both supervisory reporting and Pillar 3 disclosures, as this information is
already included in CSRD reporting.

e Align the scope of ESG disclosure requirements with CSRD. Institutions that are not subject to CSRD should
also be excluded from ESG disclosure requirements under Article 449a CRR and related reporting
obligations.

e Apply the “report once” principle. Information required for sustainability reporting should only be reported
once, with cross-references between reporting frameworks allowed to avoid duplication.

¢ Include extended templates gathering all information in one go from different reporting requirements.

Overall, adjustments to the banking regulatory framework should aim to align ESG requirements across
legislative frameworks, reduce duplication, close emerging data gaps by proxies and strengthen proportionality,
while ensuring that sustainability-related risks continue to be properly managed.
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