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Subject: 	Targeted consultation on the application of the market risk prudential framework 
[bookmark: _Hlk175661025]

The European Banking Federation has examined with its members the consultation document[footnoteRef:2] of the Commission on the subject matter. This response paper describes the benefits and drawbacks of the different proposed options. More detailed answers will be provided by many EBF members, as well as individual perspectives on the questions raised by the Commission.  [2:  REGULATION (EU) 2024/886 OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL of 13 March 2024
] 

In 2024, the EBF recommended a series of actions[footnoteRef:3] to enhance the financing capacity of a resilient EU banking sector in order to improve European competitiveness and allow European banks to step up, without reducing their resilience. The EBF asked to provide a delay in the EU implementation of FRTB of 2 years in order to maintain a level playing field with the US and the UK. In that letter, the EBF also proposed that European banks with less complex or less significant trading activities should be allowed to opt-in to FRTB at the originally agreed application date.  [3:  “Enhancing the financing capacity of a resilient European banking sector by an increasing dialogue” (EBF President letter to the European Commission and other EU authorities - 31 May 2024) 
] 

The Delegated Act of 24 July 2024 postponed the implementation of FRTB standards in one year, until 1 January 2026. 
Against this background, the EBF would like to share the following comments on the consultation: 
Firstly, the EBF would like to reiterate the fact that the level playing field in the application of market risk standards is an outstanding issue in the prudential framework in terms of competitiveness between EU and non-EU corporates, given that the former are mainly served by EU banks and the latter by non-EU banks. 
The banking services affected by the Fundamental Review of the trading Book (FRTB) are of a global nature, therefore the Basel 4 FRTB requirements have immediate effects on the cost of international trade for EU corporates, hence preserving a level-playing field becomes imperative in the pursuit of European competitiveness vis-à-vis its peer jurisdictions. 
This level-playing field objective is translated in the CRR3 mandate to the Commission, via the Delegated Act contained in article 461a, to identify differences in the transposition of the Basel rules among different and comparable jurisdictions, in order to preserve a level playing field and to take measures to effectively offset those observed differences.  
The first option put forward in the consultation paper, i.e. implementation on 1 January 2026, would fail to address the abovementioned significant problem of level-playing field. The EBF recommends the Commission to drop the first option as it does not solve the problem that was intended to tackle in article 461a. The immediate implementation of FRTB would result in an immediate loss of the level-playing field for European banks compared to their counterparts in other jurisdictions. In addition to the UK’s wait-and-see approach, the US has clearly stated its intention to relax the FRTB framework in future revisions, indicating that the Endgame standards should only be viewed as inspiration for selective choices that align with their needs[footnoteRef:4]. [4:  US Treasury Secretary Scott Bessent (9 April 2025): To the extent that the Endgame standards can provide inspiration, we could borrow selectively from them. But this should only be done to the extent that we can independently validate the underlying rationale and then make that rationale available for public comment] 

The EBF banks[footnoteRef:5] with the largest exposure to competition with banks from other jurisdictions, notable the US and the UK, prefer the adoption of the second option, which is understood as including the possibility of future amendments. This choice is grounded on the fact that banking activities are becoming more global in its nature, specifically for the larger banks with important wholesale and investment banking activities. Many of these banks have substantial activities simultaneously in the EU, UK and US, and the misalignment regarding FRTB prudential requirements put them at a disadvantage vis-à-vis competitor banks headquartered in the US or the UK. As a consequence, EU banks may serve EU corporates in comparatively worse conditions and prices, further complicating their international operations, forcing banks to pause or reduce activities or even shutting off some businesses. Importantly, the second option is the simplest one in terms of regulatory amendments and consistency across the EU. For medium and smaller institutions, there are differences in the impact of FRTB across European financial markets businesses. Some segments are materially more affected than others and there are also many, which prefer the postponement proposed in the second option.  [5:  Banks supporting this option represent more than 50% of the market risk RWA of EU-headquartered banks] 

In case that the second option is chosen, the following measures could be applied in combination with the second option to mitigate the operational costs incurred by the institutions that would prefer the fourth option:
· The reported market risk capital should be capped at the level of the FRTB-ASA capital and this condition will have to be accepted by the supervisors
· The deadline for resolving all currently outstanding findings on IMA models should be postponed to the FRTB implementation date plus 1 day to limit the amount of banks’ resources devoted to models with a short residual life for banks that will migrate to the ASA
· The EBA model change materiality assessment requirements should be much lighter to avoid burdensome and costly processes for the banks that will migrate to the ASA
The third option would fail to address the misalignment of implementation dates with the US and the UK. While many of the proposals address very important concerns and should be further developed in the future, they seem not sufficient to meet the objective of preserving the level-playing field. The measures proposed would not be sufficient to avoid significant increase in capital requirements. Nevertheless, this option would release some banks from having to run the two systems in parallel. 
An alternative fourth option[footnoteRef:6], as combination of the previous ones, has gained support of several EBF banks. It would consist of delaying the date of application for the alternative internal model approach (AIMA) while keeping the date of application of 1 January 2026 for the alternative standardised approach (ASA) including the targeted amendments proposed, for banks willing to do so. These banks are mainly concerned about the higher operational cost of maintaining the current internal model approach.  [6:  The Commission’s text put forward three options and suggested the possibility of combinations. The denomination of fourth option is used here as an alternative combination of the other options  ] 

Whichever option is chosen, the EBF would ask policymakers and supervisors to agree that the no-action letter of the EBA on the boundary between trading book and banking book be extended until the full switch to FRTB in order to avoid further fragmentation.
EBF members will provide with detailed information about the annex of the consultation depending on their individual preferences. 
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