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TEN YEARS AFTER THE CRISIS

Thoughts on the Reform of Financial Regulation1
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ABSTRACT

The global crisis of 2008 has radically changed the regulation of the financial 
mediatory system. The aim of the reforms was to correct the major errors which 
emerged after the crisis and remedy fundamental deficiencies. This article pro-
vides a short overview of the original objectives of political decision makers and 
regulatory authorities. The specific rules and regulatory initiatives by means of 
which these objectives were meant to be achieved are examined in each case. 
Practically, the crisis-induced regulation can be regarded as completed. Cur-
rently, the agenda of the competent authorities includes the support of consistent 
introduction, the elimination of possible contradictions and the fine-tuning of 
rules. After more than ten years, it is a matter of course that the reality and the 
achievement of the original goals, as well as their effect on the participants of the 
financial system, should be examined. The third part of the article deals with this 
latter topic.
In many respects, the regulatory reform has been successful. In other areas, its 
effectiveness and practical implementation are questionable. Ultimately, the co-
ordination and simplification of complex regulation, as well as the assurance of 
its level playing field character are fundamental interests of the wider community, 
as well.
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1 � INTRODUCTION: ABOUT THE FINANCIAL CRISIS 
AND THE NEED FOR A COMPREHENSIVE  
REGULATORY REFORM

In 2008, the global financial crisis, which was made apparent by the bankruptcy of 
the Lehman Brothers and later escalated to the real economy, profoundly changed 
the world; its political, social and economic consequences will stay with us in the 
long run. Regarding the scale of the crisis, a few figures should be mentioned: The 
increment loss arising from the crisis is estimated to amount to more than USD 
10,000 billion, which was one-sixth of the global GDP in 2008. Only the financial 
institutions wrote off USD 2000 billion as loss. In 2009, the global GDP shrank 
in the real sense. As a result of the crisis, unemployment significantly increased 
in the developed economies. In some southern European countries, it is still very 
high (Greece: 20%, Spain: 15%).3

In order to preserve financial stability, the EU Member States adopted packages 
worth EUR 100 billion to save their banking systems. Germany provided a budget 
of around EUR 500 billion, Ireland a budget of EUR 485, France a budget of EUR 
360 billion, the Netherlands and Sweden a budget of EUR 200 billion respectively, 
Austria and Spain a budget of EUR 100 billion respectively, while the UK a budget 
of around GBP 300 billion for institutions in need, in the form of capital increase 
or state guarantee. In the United States, the Troubled Asset Relief Program pro-
vided USD 700 billion in total for the stabilisation of the banking system.  (Later, 
the amount given for the buyout of troubled assets was reduced to USD 475 bil-
lion.) In the developed economies, due to bail-out packages, state debt rose to an 
unprecedented level. Although it has decreased since then, it is still well above the 
pre-crisis level.
When the financial crisis broke out, different analyses largely agreed on the rea-
sons: the factors resulting in the crisis included lax monetary policy and continu-
ously growing real estate prices (bubbles), supervision that was not strict enough, 
long-lasting abundant liquidity, too high leverage, uncontrollable and non-trans-
parent financial innovations, the weaknesses of the originate to distribute model, 
a high level of maturity transformation and unfounded positive rating of securi-
tised products, as well as the excessive and badly structured compensation prac-
tise. According to ex-post evaluations, the main reason for the crisis was global 
imbalance (the asymmetry in the foreign trade between the USA and China). 
In addition, the inappropriate regulatory environment, banking deregulation, 
the evolvement of a shadow banking system, the bank behaviour and banking 

3	  Oxenford (2018)
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culture evolving under the influence of bad incentives were decisive in the devel-
opment of the crisis. On the other hand, the procyclical character of regulation 
– the capital adequacy requirement constricting lending activity at system-level – 
contributed to the deepening of the crisis.  In the light of the above, it is clear 
that the need for the profound reform of financial regulation showed itself with 
elemental force. 
In connection with regulatory reforms, the following general political intentions 
and expectations were expressed:

By means of and as a result of the reforms
1)	 the stability and resistance of the individual banks has to be increased,
2)	 the stability of the financial system has to be consolidated4,
3)	 the exposure and vulnerability of taxpayers, as well as the possibility of using 

taxpayers’ money, should be reduced,
4)	 trust in the financial system has to be restored.

In accordance with the expectation above, the following regulatory objectives 
emerged:
1)	 The capital and liquidity of banks has to be reinforced, leverage has to be re-

duced and the risk management conducted by banks has to be strengthened.
2)	 The macroprudential approach should be promoted, the procyclical character 

of regulation has to be weakened and the danger of the contagion effect has to 
be reduced. The security of derivative markets should be enhanced, and the 
shadow banking system should be reformed.

3)	 The problem “too big to fail” (TBTF) should be tackled.
4)	 The whole regulatory package aimed to restore confidence, but the impor-

tance of the establishment of an appropriate incentive and compensation sys-
tem was expressed separately, as well. Moreover, on the part of the society, the 
demand for the criminal liability of guilty bankers was strong, as well.

Immediately after the crisis, the reinforcement of prudential supervision, as well 
as the establishment of supervisory cooperation and consolidated supervision 
was considered to be priorities among the regulatory objectives. Learning from 
the negative experience gained during banking crises, special attention was paid 

4	 As far as the regulatory objectives are concerned, the assurance of the competitiveness of finan-
cial markets was put aside for a longer time after the crisis.
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to setting the rules for administrative/supervisory cooperation in stress situations 
as soon as possible. The regulation of credit rating agencies, the reinforcement of 
their supervision, the disclosure of ratings and, in general, the increase of trans-
parency and the improvement of evaluation standards were also prioritised. 
The political decision makers (the G20 leaders) considered the need for global, 
level playing field regulation as a regulatory principle and were committed to 
the harmonised, timely consistent and competition-neutral introduction of joint-
ly elaborated and approved rules. The initial demands included prioritising the 
self-regulatory character and the avoidance of excessive regulatory reactions, but 
these considerations were forgotten soon.  
Part II of the article reviews from a bird’s-eye view the actual rules the regula-
tory authorities adopted following the crisis. The article does not aim to provide 
a detailed overview of the content of the rules, but it rather attempts to present 
the regulatory instruments which were used for the management or solution the 
faults and deficiencies detected during the crisis.5 Part III evaluates the estab-
lished set of rules.

2  FINANCIAL REGULATION ESTABLISHED AFTER THE CRISIS

2.1  Global regulation

2.1.1  Prioritising the macroprudential approach
Following the crisis, the most important change in the approach to regulation was 
prioritising the macroprudential perspective. “Some international financial insti-
tutions and researchers dealing with the subject became aware of the existence and 
significance of macroprudential risks only after the major financial crises of the late 
1990s, the Asian and the Russian crises and the crash of Long Term Capital Man-
agement as a result of the latter. ... The shock caused by the GFC (global financial 
crisis) made each actor realise the main reasons for macroprudential risks are the 
financial crises.”6 The large number of bankruptcies, contagion phenomena, herd 
behaviour, beyond the situation of individual banks, the concurrent fall of asset 

5	 Despite its schematic character, the overview does not aim to be exhaustive; consequently, it does 
not deal with the regulation of shadow banking activity or that of credit rating agencies, the re-
duction of excessive dependency on credit rating agencies, the changes in accounting standards, 
different data collection efforts and the establishment of global registry systems.
The article and the bibliography do not include any references to specific rules, owing to their 
high number. The rules can be found on the websites of the competent authorities:www.bis.org, 
www.fsb.org, www.ec.europa.eu, www.ecb.europa.eu, etc.

6	 Mérő (2017) deals with prioritising macroprudential regulation in detail. 
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prices drew attention to the importance of the macroprudential regulation of the 
financial system and the importance of its supervision. Previously, the main focus 
was on the stability of individual institutions.7 (About the comparison of the two 
different approaches, see: Table 1.)

Table 1
The comparison of the macro- and microprudential approaches

Macroprudential Microprudential

Interim objective
Reducing the problems 

affecting the entire financial 
system 

Reducing the problems 
affecting individual 

institutions

Final objective 
Avoidance of losses  

in the economic  
performance (gdp)

 protection of the consumer 
(investor/depositor)

Nature of the risk (partly) endogenous Exogenous

Correlations between 
institutions, the exposure  
of multiple institutions  
to the same risks

Important Insignificant

Calibration  
of prudential controls

A top-down approach 
focusing on the entire system

A bottom-up approach 
focusing on specific risks

Source: Mérő (2017) quotes Borio (2003).

The macroprudential approach has two determining features: (i) it examines the 
financial system in its entirety so as to limit the macroeconomic costs of crises; 
and (ii) it considers aggregate risk as the result of the common behaviour of finan-
cial institutions, in order words, as endogenous. 
The two dimensions of the macroprudential approach:
•	 It examines how a risk spreads throughout the financial system at a given time 

(cross-sectoral dimension). (It examines the same risks arising concurrently.)
•	 Examining how the aggregate risk changes over time (time dimension).8

The establishment of the institutional system supporting the practical imple-
mentation of the macroprudential approach was an important element of the 

7	 According to Dömötör et al. (2016): “In general, it can be stated that the current reforms are not 
aimed at the individual risk-taking of institutions, but rather intend to mitigate system-level risks 
arising from network externalities.

8	 See: Borio in the CEPR Press Studies 1.3 (2015)
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macroprudential change. Earlier, in April 2009, expanding the Financial Stability 
Forum, a weak consultation body regarding its mandate and the number of par-
ticipating countries and international institutions, the G7 countries set up the Fi-
nancial Stability Board (FSB), which is responsible for giving effect to the macro-
prudential approach at global level. The appropriate bodies were established at EU 
as well as at national level, and the authorities in charge of macroprudence were 
appointed.
The appearance of macroprudential elements in the Basel III regulation can 
be considered as one of the most important novelties compared to the Basel II 
Accord.9 The capital add-on requirements prescribed for institutions represent-
ing systemic risks at global or national level, the compulsory liquidity indicators, 
the applicability of the systemic risk buffer as well as the capital add-on that can 
be prescribed for excessive risks of the same character in the framework of the 
Supervisory Review and Evaluation Process (SREP) serve the management of 
the same risks arising concurrently. The introductions of the institution of reso-
lution and - in a certain sense - the regulation of the renewed trading book also 
belong here. The capital conservation buffer and the countercyclical capital buffer 
protect against the temporal build-up of risks, but the restriction of leverage can 
also be classified into this category. The macroprudential character is becoming 
more visible in stress tests ordered by supervisory authorities, as well. 
Globally, there are no rules regarding this approach, but even LTV (Loan-to-Val-
ue) and DTI (Debt-to-Income) indicators can be used for limiting macropruden-
tial risks within national competence. 

2.1.2 � Strengthening the capital position and liquidity of the banking 
system - the Basel III regulation 

2.1.2.1  Basel III Regulation 2010 – 2017
As part of the global initiative accepted by the leaders of the G20 countries to 
reinforce the regulation of the financial system, the Basel Committee on Banking 
Supervision (BCBS) published its consultation documents on the reinforcement 
of the total capital of the banking sector and the regulation of liquidity already 
in December 2009. The final version of the regulation was published a year later.
The new set of rules:

9	 Mérő (2017) draws attention to the fact that although the term macroprudential approach was 
widely used by the senior executives and researchers of the BIS at the time of setting up the Basel 
II regulation (playing a pioneering role in recognising and raising awareness of the importance 
of this aspect), the Basel Committee on Banking Supervision did not strive to enforce the macro-
prudential approach in the course of the establishment of Basel II. 
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•	 It improved the quality, consistency and transparency of the capital in order 
to increase the loss-absorbing capacity of internationally active banks in case 
of going concern as well as gone concern.10 In addition to the improvement of 
the quality of primary capital items, other elements of capital structure were 
harmonised. In order to assess the combined impact of the measures, the pro-
posal about the level and quality of the capital was made in view of a compre-
hensive impact assessment conducted in the first half of 2010 and the capital 
requirement for banks was significantly raised compared to the previous 
level. (Table 2 shows the regulations on capital requirements.)

•	 Global minimum liquidity standards were introduced for internationally ac-
tive banks.11 The liquidity cover ratio (LCR) can support short-term liquidity, 
while the net stable funding ratio (NSFR) can support long-term liquidity. 
The LCR correlates the high-quality liquid assets with the net cash outflow 
calculated for a period of 30 days, while the NSFR correlates the stable avail-
able resources with the stable needed resources. In order to support the Au-
thorities, the BCBS also developed a joint toolkit for liquidity measurement 
and monitoring. They intended to add an element to the regulation for exam-
ining intraday liquidity, but in the end, it was omitted from the set of rules. 
Furthermore, it was emphasised that the individual national authorities had 
the right to apply further indicators and regulations beyond the proposed 
toolkit. In addition to prescribing the compulsory indicators, the BCBS made 
the requirements for liquidity management stricter in different guides.

•	 To complement the Basel II risk-based regulation, the leverage ratio was in-
troducing to prevent the build-up of too high leverage in the banking sys-
tem. The indicator also protects against model risks and measurement errors 
and prevents the excessive spread of financial innovations with low capital 
requirements (low risk-weighted financial innovations) which are risky in re-
ality. (For the sake of comparability, the detailed rules on the ratio, including 
accounting differences were internationally harmonised).

•	 New capital reserves were introduced to set off the cyclical operation of the 
economy. Such reserves are built up in good times and used in case of stress. 

10	 By limiting the instruments which could be set off against capital, the loss-absorbing capacity of 
capital was guaranteed.

11	 Prior to the crisis, there was no international regulation applying to liquidity. The only expecta-
tion was that banks had to have risk-taking and risk management policies and procedures for 
liquidity management.  The requirement of holding excess liquidity that cannot be used in need 
was considered to be a dysfunctional regulation. In the framework of the SREP, authorities were 
allowed to prescribe capital requirements to ensure liquidity, but this possibility was strongly 
contended by the banks.
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Capital conversation buffer is built up in good economic times from retained 
earnings. In the case of excessively fast increase in lending, the build-up of 
countercyclical capital buffer is ordered for loans provided in certain juris-
dictions. The competent authority shall announce its use one year in advance. 
(As opposed to the loss-based model, the Committee supported the introduc-
tion of the forward-looking creation of provisions based on the expected 
loss.)

•	 The circle of risks to which capital was assigned was extended. In addition 
to the reform of the capital requirements for the trading book and secu-
ritisation announced in July 2009 (Basel 2.5), the capital requirement for the 
counterparty risk of derivative, repo and securitisation-funding transactions 
was confirmed. 

When the measurements were communicated, the BCBS also announced that 
they intended to encourage the clearing of OTC derivatives through central 
clearing counterparties. 
The new rules had to be introduced gradually (see: Table 3) from 2013, taking into 
account the appropriate transitional measures and the exemptions appertaining 
to previous instruments (grandfathering). 

Table 2
The rules of the Basel III regulation on capital  

Capital requirements and reserves (in percentage)

Common stocks  
(after deductions)

Basic  
capital items Total capital

Minimum 4.5 6.0 8.0

Capital conservation 
buffer 2.5

Minimum+ capital 
conservation buffer 7.0 8.5 10.5

Countercyclical 
buffer (band*) 0–2.5

Note: *Common stock or other capital item bearing the total loss
Source: BIS
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Table 3
The gradual introduction of the Basel III rules in percentage*

2011 2012 2013 2014 2015 2016 2017 2018 01/01 
/2019

Leverage  
ratio

Supervisory  
monitoring

Parallel application  
(from 1 January 2013  

to 1 January 2017)
Effective date of the publication 
requirements: 1 January 2015

Transition  
to pillar 1

Minimum 
common 
share capital 
requirement

3.5 4.0 4.5 4.5 4.5 4.5 4.5

Capital 
conservation 
buffer

0.625 1.25 1.875 2.50

Minimum 
common 
share capital 
+ capital 
conservation 
buffer

3.5 4.0 4.5 5.125 5.75 6.375 7.0

Deductions  
to be made 
from common 
share capital

20 40 60 80 100 100

Minimum 
core capital 4.5 5.5 6.0 6.0 6.0 6.0 6.0

Minimum 
total capital 8.0 8.0 8.0 8.0 8.0 8.0 8.0

Minimum 
total capital 
+ capital 
conservation 
buffer

8.0 8.0 8.0 8.625 9.25 9.875 10.5

Capital 
items which 
shall not be 
included  
in the equity 
capital beyond 
the share 
capital and 
the additional 
capital  
in the future.

This part of the capital shall be gradually deducted from the capital  
from 2013 over 10 years.

Liquidity 
cover ratio 
(LCR)

Start of the 
observation 

period

Introduction 
of the 

minimum 
standard 60%

70% 80% 90% 100%

Net stable 
funding ratio 
(NSFR)

Start of the 
observation 

period

Introduction 
of the 

minimum 
standard

Note: *Effective date (shading indicates the transitory period). Each date starts as of 1 January.
Source: BIS
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In the long period of entering into force, in the light of the experience gained dur-
ing application and the results of different impact assessments, in addition to fine-
tuning the rules, the Committee was continuously working on finalising Basel III, 
conducting several consultations on various elements of the set of rules. Already 
in 2012, a working group was set up to review the capital regulation frameworks 
established by the Basel Regulations and examine how the undue complexity of 
the rules could be decreased and how the comparability of the results could be 
improved.  As a result of the work, the BCBS published its discussion paper enti-
tled “Regulatory frameworks: balance between risk sensitivity, simplicity and com-
parability” (BCBS 2013). Based on this, the Committee looked in particular at the 
approximation of risk weighting practices, the review of the standard approach, 
the parameters and assumptions of approaches based on the internal model and 
the decrease of the variation of the calculated capital requirement. 
Following a long-lasting and turbulent consultation process, significantly later 
than intended, the finalised version of Basel III, which is often referred to as 
Basel IV in the lingo due to the radical changes compared to the original regula-
tion, was published in December 2017.12 (The BCBS consistently insisted on the 
terminology “finalisation of the Basel III regulation”).
The adopted package included the following elements:
•	 the revised standardised approach of credit risk, which improves the reli-

ability of the current approach and risk-sensitivity;
•	 the revised internal rating-based (IRB) approach, which limits the use of 

more developed model approaches. The adopted changes reduce the complex-
ity of the regulatory frameworks, improve comparability and decrease the 
excessive variability of credit risk capital requirements. In the case of certain 
exposure categories, the IRB approach cannot be used anymore; model pa-
rameter limits shall be applied for some exposure categories; the specification 
of parameter estimates has become more accurate;

•	 the revised credit valuation adjustment (CVA) frameworks;
•	 the revised standardised approach for assessing operational risk, which 

is to replace the measurement approaches allowed by the Basel II regulation 

12	 The regulation could not get through in 2016, as the regulatory capital requirement of banks 
calculating their capital requirement with the internal model would have considerably increased 
owing to the “bad” calibration elaborated by the BCBS and the introduction of the aggregate 
output limit. The Canadian, European and Japanese banking association wrote a joint letter to 
the president of the BCBS, arguing for the use of the model. The changes on the agenda had a par-
ticularly negative effect on the European banks, therefore the Commissioner responsible of the 
European Commission even publicly spoke about the possibility of the rejection of the European 
introduction.
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(the basic, existing standardised approach and the advanced measurement ap-
proach (AMA));

•	 the measurement of the revised leverage ratio and the prescription of lever-
age buffer for global banks posing system risks (Global systemically impor-
tant banks (G-SIBs);

•	 the introduction of an aggregate output limit (output floor) that ensures 
that the share of risk weighted assets calculated on the basis of the internal 
model cannot be lower than 72.5% of the RWA calculated with the Basel III 
standardised approach. 

Allowing a long lead-time, the new rules are to be applied as of 2022. The value of 
the output floor shall increase from 50% in 2022 to 72.5% only as of 1 January 2027 
by increasing 5 percentage points each year.13

The Committee also postponed the deadline for the introduction of the funda-
mental review of trading book (FRTB) from 2019 to 1 January 2022. In the case of 
credit, market and operational risks, the revised frameworks shall be applied 
as of 2022.

2.1.2.2  The trading book regulation
Although the determination of the market risk capital requirement (the trad-
ing book regulation) is part of the first pillar of the Basel II regulation, the rel-
evant proposals were separated from other elements of the reform package after 
the crisis, regarding time as well as the consultation processes.  The regulation 
called Basel 2.5, which reacted quickly to negative market phenomena, preceded 
Basel III by half a year. The Basel 2.5 regulation significantly raised the capital re-
quirements for trading activity and securitisation, however, it still did not revise 
the frameworks in a comprehensive manner. 
The first time when the BCBS started a consultation about the fundamental re-
view of the capital requirements of the trading book (FRTB) was in May 2012. 
The proposal set up new frameworks for the regulation of market risk manage-
ment, tightening the capital requirement of the trading book with several specific 
measures. Following a multi-stage consultation, the Committee announced the 
version of FRTB that was meant to be the final in January 2016. The comprehen-
sive review, inter alia, dealt with the limits of classification in banking-books and 
the trading book; the internal model approach; the confirmation of the adoption 

13	 The effect of the output floor is different in the individual EU states. First, it may become effec-
tive in Belgium, Denmark, the Netherlands and Sweden, while it will affect Italy and France only 
later. The new rules will not limit US banks at all, as there is a 100% limit in accordance with the 
Dodd-Frank Act (Sironi, 2018).
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procedure of the model, the more prudent treatment of portfolio diversification 
and, as a new element, it included market illiquidity risk. The revised stand-
ardised approach was suitable for being an exit possibility and a lower limit for 
methods based on the internal model, enabling the consistency and compara-
bility of market risk reports between banks and jurisdictions. According to the 
original agreement, this set of rules should have been applied as of 1 January 2019. 
Mainly because of the significantly increased capital requirement, the adopted 
regulation was severely criticised. The related arguments did not settle. Conse-
quently, based on new consultations and the impact assessment conducted on the 
figures from December 2017, the Committee modified the regulation again. 
Compared to the proposal published in January 2016, the new FRTB published in 
January 2019 included the following changes:
•	 simplified standardised approach for small bank with a non-complex trading 

portfolio,
•	 clarification on the scope of exposures that are subject to market risk capital 

requirements, 
•	 refined standardised approach treatments of foreign exchange risk and index 

instruments,
•	 revised standardised approach risk weights applicable to general interest rate 

risk, foreign exchange and certain exposures subject to credit spread risk,
•	 review of the assessment process that determines whether a bank’s internal 

risk management models appropriately reflect the risks of individual trading 
desks, 

•	 review of the requirements for the identification of risk factors that are eligible 
for internal modelling.

The revised standards are complemented by a brief explanatory note by the Com-
mittee, which describes the change of regulatory frameworks ignoring technical 
details.
According to the parallel quantitative impact assessment, the new rules raise the 
market risk capital requirement by 22% on average compared to Basel 2.5. At the 
same time, the version published in January 2016 would have resulted in a capital 
requirement increase of around 40%.

2.1.2.3  Related rules
Due to the distressing performance during the crisis, the review of the securiti-
sation frameworks was put on the agenda, as well. The aim of the comprehensive 
review was to make the capital requirement of securitisation more prudent and 
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the more risk sensitive, reduce mechanical dependence on external rating agen-
cies and mitigate the cliff effect manifest in the capital requirement. 
The review of the securitisation frameworks is part of the Basel III package in 
a broader sense. In this respect, the BCBS made its first proposal in December 
2012, while it published the final version of the regulation in 2016. First, the Com-
mittee defined the criteria of the simple, transparent and comparable (STC) 
securitisation, and then it specified the capital requirements of such exposures.  
The standard finalised in 2016 prescribes the fulfilment of additional criteria for 
the preferential treatment of STC exposures. In the course of the consultation 
process, the Committee decreased the lower limit of the risk weight of STC secu-
ritised receivables from 15% to 10%. 
The regulation of the Interest Rate Risk in the Banking Book (IRRBB) is part of 
SREP in the second pillar of the Basel II regulation. In April 2016, as an additional 
element of the reforms, the Committee issued its standard on the Interest Rate 
Risk in the Banking Book, which is the revised and updated version of the docu-
ment on the same topic published in 2004. According to the supervisory regula-
tion on the identification, measurement, monitoring and treatment of the IRRBB, 
the IRRBB still belongs to the second pillar.14 The new standard provides more 
detailed guidance regarding the expectations related to the IRRBB treatment 
process (shocks, stress scenarios, model terms). A reformed, more risk-sensitive 
standardised approach was introduced, reinforced disclosure requirements were 
specified, and a narrower threshold was set for the banks which fail to fulfil the 
regulations on interest rate risks. 
The reform of the market of OTC derivatives is also part of the Basel III package 
in a broader sense. The package includes the regulation of the management of 
risks to Central Counterparties (CCPs) and the capital requirement for these 
risks, as well as the rules on trade repositories. 
In order to reinforce financial infrastructures, the FSB prepares a status report 
on the progress of the reform of the OTC derivative markets every six months. 
In addition, an expert report was made on data provision related to the trade of 
OTC derivatives and the cross-border introduction of the relevant rules was also 
examined. 
At the same time, the rules on the resolution of the Central Counterparties are 
part of the crisis management regulation to be discussed below.

14	 As an alternative solution, it was suggested that the capital requirement for the IRRBB should be 
in the first pillar, but in the end, the idea was rejected.
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2.1.3  Tackling the too big to fail problem 
Institutions which are too big to fail (TBTF) pose increased risk for the whole 
financial system, as their possible bankruptcy would have unforeseeable conse-
quences. Therefore, they can usually rely on bailout by the state, which involves 
significant moral risk. On the other hand, in the course of the globalisation of the 
financial system, gigantic institutions were born. Their balance sheet total was 
close to or even exceeded the GDP of the nation states where the given banks or 
groups were registered. In the light of this, it may occur that the given nation state 
would not even be able to manage the bankruptcy of such “too big to save” insti-
tutions. Therefore, from the point of view of the regulator, the prevention of the 
possible fall of systemically important financial institutions, as well as the proper 
and organised management of their bankruptcy, if they go bankrupt despite the 
preventive measures, are top priorities. Limiting the size and scope of activity of 
the institutions and the prevention of their further growth were also mentioned 
as regulatory objectives.

2.1.3.1  The regulation of systemically important financial institutions (SIFIs)
The regulatory authorities examined directly after the crisis whether, in the case 
of systemically important financial institutions the introduction of additional 
capital, liquidity requirements or other supervisory rules was needed in order 
to decrease the externalities caused by the institutions. 
One of the directions of the TBTF regulation was the identification of system-
atically important financial institutions (SIFIs) and the determination of their 
additional capital requirement.15 
The regulation adopted by the BCBS in 2011 uses an indicator-based measure-
ment system for judging the importance of G-SIB banks regarding systemic 
risks. The system takes into consideration the activity, size, mutual dependence, 
substitutability and complexity of the institutions among jurisdictions with 
the same weight (20%). Within these categories, special indicators with special 
weights were used for identification. Based on the above-mentioned criteria, the 
Committee divided G-SIB banks into five groups, prescribing a capital add-on 
requirement of 1%, 1.5%, 2% and 2.5% per group for the institutions belonging 

15	 The terms “institutions posing systemic risks”, “systemically important financial institutions” 
and systemic institutions all occur in domestic literature, therefore I use them with the same 
meaning.
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to the individual groups.16,17 Currently, the fifth group with a capital add-on re-
quirement of 3.5% does not include any banks. By using it, the Committee aims to 
prevent the further growth of the banks. The additional capital requirement shall 
be fulfilled at group level by common equity tier1. By prescribing capital add-on 
- higher loss-absorbing capacity -, the likelihood of the bankruptcy of the G-SIB 
banks is meant to be reduced. At the same time, it should be emphasised that 
classification is not based on the likelihood of bankruptcy, but on the expected 
impact of it. In other words, it seeks to reflect the impact of a possible bankruptcy 
on the stability of the financial system.
The identification and classification of G-SIB banks and insurance companies is 
conducted by the FSB, which is primarily in charge of addressing the TBTF prob-
lem, on an annual basis and the results are published on the FSB’s website. G-SIB 
banks had to introduce the capital add-on requirement in 2016, while they have 
had to fully comply with it since 1 January 2019. Amended disclosure require-
ments apply to the G-SIB banks.18

In 2013, by changing a special indicator, the BCBS adjusted the system and decid-
ed to review the identification methodology of G-SIB banks every three years. The 
review ensures that despite changes, the methodology complies with the original 
objectives and new dimensions can be introduced to filter out unforeseen system-
ic risks. During the revision of the regulation completed in 2018, the fundamental 
structure of the G-SIB regulatory frameworks was consolidated again. One of the 
minor changes was the inclusion of the affiliates of insurance companies in the 
scope of consolidation.  
In addition to holding higher capital, G-SIB banks also had to comply with the 
TLAC rules and fulfil the resolvability requirements.19 (See below!) Moreover, 
they had to meet enhanced supervisory expectations regarding risk manage-
ment, the aggregation of risk data, risk policy and internal auditing.

16	 In exceptional cases, supervisory assessment can override classification based on indicators.
17	 First, the Committee examined 73 internationally active banking groups. 29 of them were found 

to be G-SIB institutions. In the course of the annual identifications, the circle and number of 
banks (banking groups) defined as G-SIBs showed only moderate change from one year to an-
other. The G-SIB list published in November 2018 also included 29 banks: 17 of them belonged to 
the group with a capital add-on requirement of 1%, 8 to the 1.5% group, 3 to the 2% group and only 
one bank (JPMorgan Chase) was in the 2.5% group.

18	 The banks with an exposure exceeding EUR 200 billion (exposure refers to the exposures con-
sidered when calculating the leverage ratio) (75 institutions) and the banks classified into the 
G-SIB category in the previous year shall publish the indicator values on which the classification 
is based.

19	 As of 1 January 2022, the leverage buffer requirement shall come into force, as well.



TEN YEARS AFTER THE CRISIS 359

In 2012, the BCBS also elaborated the management frameworks of domestic sys-
temically important banks (D-SIBs). The regulation ensures appropriate national 
discretion, taking into account the structural characteristics of individual juris-
dictions.

2.1.3.2  The establishment of the crisis management frameworks of banks
The Financial Stability Board in close collaboration with the Basel Committee on 
Banking Supervision developed the global principles of the crisis management of 
cross-border banking groups. The aim of the work was to support the individual 
national authorities to implement reforms in the field of crisis management and 
promote the convergence of crisis management practices, better cooperation of 
home and host authorities, which is a prerequisite for effective international crisis 
management. Ultimately, the regulatory authorities wanted to find out how bank 
failures, which occur despite stabilisation measures, can be treated without risk-
ing the security of the financial system and using the taxpayers’ money.
The establishment of comprehensive international crisis management frame-
works for global institutions was based on the FSB document entitled “Key At-
tributes of Effective Resolution Regimes for Financial Institutions” published in 
October 2011 and updated in 2014, which is often referred to in international slang 
as “Key Attributes”. 
According to the document, an effective crisis management system, inter alia:
•	 ensures the continuous availability of systemically important financial ser-

vices, payment and clearing functions,
•	 enables the protection and quick reimbursement of insured depositors and 

investors,
•	 considers the hierarchy of claims when sharing the loss between the owners 

and the creditors, 
•	 does not spend any public funds, 
•	 avoids unnecessary impairment loss, tries to minimise resolution costs, 
•	 is fast, transparent and as predictable as possible (clarity of legal and proce-

dural rules)
•	 provides legal authorisation for cooperation, the exchange of information and 

coordination with domestic and the relevant foreign resolution authorities 
prior to and during resolution,

•	 enables unviable companies to leave the market in an orderly manner,
•	 strengthens the market principle and promotes market-based solutions due 

to its credibility.
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The FSB regulated the resolution of G-SIB banks. The rules adopted by the indi-
vidual jurisdictions shall at least apply to these institutions, as well. In accord-
ance with the regulation, each jurisdiction shall set up a resolution authority 
with appropriate authorisation and powers. The resolution authority shall be 
authorised to conclude contracts with other resolution authorities and carry out 
“early intervention”. Prior to the start of resolution, the authority shall take a 
decision on the resolvability of the bankrupt institution. In order to improve 
resolvability, the authority shall be authorised to change the business practice and 
the organisational structure. Resolution authorities shall have an extensive reso-
lution toolkit. (For example, the toolkit includes the replacement of the senior 
management; the appointment of a resolution administrator ; the operation of the 
company, the conclusion and termination of contracts, buying and selling assets; 
the provision of basic services; superseding shareholders’ rights; the transfer of 
receivables and liabilities to a third party; the establishment of a temporary bridge 
organisation for carrying out the fundamental and viable activities; the establish-
ment of a separate asset-management company; the use of bail-in; the suspension 
of the performance of certain contracts; the application of payment moratorium; 
granting orderly resolution.) In the course of resolution, it is necessary to take 
into account the ranking of the creditors by applying the principle “no creditor 
(shall come) worse off” than in the case of liquidation. The procedure enables 
exemption from disclosure requirements. The jurisdictions shall establish rules 
and practices regarding recovery and resolution plans. The resolution authori-
ties shall be obliged to regularly review and maintain the resolution plans. In 
order to facilitate resolution, the jurisdictions shall have a resolution fund (and/
or deposit guarantee fund) financed from private sources (from the payments of 
banks). 
In the case of cross-border groups, cooperation with the authorities is crucial re-
garding the success of resolution, therefore a Crisis Management Group (CMG) 
shall be formed from the resolution authorities of the home country and the im-
portant host countries. 
In the regulation of resolution, one of the most important new elements is the in-
troduction of the bail-in tool, a debt write-off tool. As opposed to bail-out (the 
rescue of institutions by the state), the point of bail-in is to involve shareholders 
and the uninsured creditors in resolution by write-off and the restructuring of 
obligations.  The total loss absorbing capacity (TLAC) requirements (require-
ments on capital and the sources available in the course of resolution) ensure that 
the individual institutions have enough instruments for the resolution. The 
regulation details the types of obligations which can be considered for the fulfil-
ment of the minimum requirement (e.g. by issue date, maturity date) and itemises 
the external sources which cannot be considered when calculating the TLAC.
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As of January 2019, G-SIB banks shall hold TLAC instruments which constitute at 
least 16% of the risk-weighted assets (as of 2022: 18%). The minimum level of TLAC 
leverage shall be 6% (as of 2022: 6.75%). The distribution of the instruments within 
the group is regulated by the internal TLAC rules. 
Bearing in mind the avoidance of the contagion effect, the BCBS also took a deci-
sion on the prudential management of the asset-side TLAC instruments of banks 
(issued by other banks). 
The FSB facilitated the smooth implementation of resolutions by providing several 
guidelines, including guidelines on resolution planning for G-SIFIs, cooperating 
during cross-border resolution, information sharing between authorities and by 
laying down the principles of temporary financing supporting resolution, as well 
as the frameworks for contracts helping continuous operation during resolution.

2.1.3.3  Structural reform: limiting the size and activity of institutions 
After the crisis, it was generally thought that the bank failures had been primar-
ily caused by prioritising trading activity and the enormous losses. In view of the 
above, the different structural reform proposals intended to defend the tradition-
al deposit-taking and payment service activities of banks from the harmful effects 
of money-market volatility. However, expert examinations did not unequivocally 
support the rationality of the proposals about the separation of commercial and 
investment banking activities; did not prove the advantages in the field of ef-
ficiency which would affect the whole financial system.20,21 Although structural 
regulation may reduce system risk in several aspects, it may also contribute to the 
fragmentation of banking markets along national borders. 
On large financial markets, regulations on the separation of activities were born 
relatively early (USA: Volcker rule 2013, UK: Vicker ring-fencing 2012), therefore 
no relevant rules were adopted at global level. Based on the proposal by the 
Liikanen Committee, a draft entitled “Decree on structural measures improving 
the security of the credit institutions of the European Union” was on the agenda in 
the European Union for a long time, but partly owing to the strong resistance of 
the banking sector, it could not get accepted.22 Finally, the European Commission 

20	 E.g. see: BIS (2013), and Viñals et al. (2013)
21	 According to Goodhart, in spite of being widespread, the theory according to which an invest-

ment bank can be liquidated at lower social cost than a retail bank is wrong. CEPR Press (2015) 
point 1.6.

22	 The European Banking Federation was continuously lobbying against the structural reform pro-
posal at a high level.
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announced the withdrawal of the proposal in 2017. Concerning the structural 
reform, no joint EU regulation was adopted.23

At the same time, based on experience, the structural adoption of bank has taken 
place to some extent even without global regulation.24 
The most recent stage of addressing the TBTF problem was that in 2019, the FSB 
put the comprehensive assessment of the TBTF reform on its agenda, examin-
ing:
1)	 Whether the introduced reform really reduce the systemic risk posed by SIB 

banks and the moral hazard. It is assessed to what extent the TBTF reform 
reduced the externalities due to SIB banks and enables the authorities to solve 
bankruptcy situations in an orderly manner that does not burden the taxpay-
ers but is able to maintain basic economic functions.

2)	 The broader (positive or negative) effect of the TBTF reforms on the financial 
system is also examined. It is analysed to what extent the reform induced a 
change in the structure and activity of SIB banks, how it affected the security 
and structure of the financial system, the operation of the financial markets, 
global financial integration (including the problem of market fragmentation) 
and the availability and cost of sources of funding.

2.1.4  Financial supervision
As far as effective crisis prevention and crisis management are concerned, one of 
the most important safeguards is effective supervision. Among politicians and 
regulators there was a broad consensus on the poor performance of supervisory 
authorities before the crisis. Therefore, in addition to the elaboration of appro-
priate regulation, the measures taken after the financial crisis put special em-
phasis on the redefinition of the scope and limits of international prudential 
supervision and strengthening financial supervision. The responsibilities of the 
Financial Stability Board, which was set up for the global enforcement of macro-
prudential aspects, include the coordination of the work of standard-making 
bodies and the international harmonisation of supervisory practices. The trans-

23	 In some EU Member States (e.g. in France, Germany and Belgium), rules restricting the trading 
activity of deposit-taking banks were adopted (Bábosik, 2015).

24	 According to the assessment of CGFS (2018), banks changed their business model in developed 
countries, turning from trading and complex activity towards less capital-intense activities. This 
is reflected by the change in the composition of their asset portfolio and income, as well as by the 
increased role of retail deposits. Large banks in the EU and the USA carry out a more selective 
and focused activity than earlier, while banks in large, developing economies and those in coun-
tries less affected by the crisis have spread internationally.
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formation of regulatory and supervisory systems, taking into account macropru-
dential risks, was prioritised. In order to avoid similar crises, the FSB believed 
that the establishment and operation of an early warning system was required. 
The system was set up within the framework of the cooperation of the IMF and 
the FSB. One of the main endeavours was to increase the scope of prudential 
supervision and extend it to all systemically important financial institutions, 
shadow banking activities and credit rating agencies. 
Following the bank failures, it became obvious that there were contradictions 
between the global operation of internationally active banks and their national 
supervision. As the establishment or a gigantic supranational supervisory body 
was not a real option, regulators put the emphasis on supervisory cooperation 
and the improvement of the operation of supervisory colleges. (Supervisory col-
leges were set up in the case of each internationally active banking group.) Co-
operation is supported by the document on the principles of the good practices 
of supervisory colleges, which the BCBS first issued in 2010 and is regularly re-
vised and updated, with regard to recent developments (e.g. the activity of crisis 
management groups).25 The Committee also examines the implementation of the 
basic principles.
Regarding the effectiveness of supervision, well-defined data provision require-
ments are crucial. In view of the above, the BCBS was following whether G-SIB 
banks were prepared for the provision of aggregate data on risks. The document 
on the principles and practices of the stress test promotes the improvement of the 
supervisory toolkit and techniques, as well as the development of good practices. 
I addition, it draws attention to the role of supervisory and macroprudential au-
thorities. The reports describing the practice of early supervisory intervention 
was also meant to support strong supervision.
The report on the predictability and effects of banking supervision aimed to im-
prove effectiveness, as well. The Committee also examined how the principles of 
effective banking supervision have to be applied in the case of institutions which 
play an important role in financial inclusion (integration).
The FSB report on enhanced supervision also contributes to increasing the effi-
ciency of supervisory work. The document summarises the means and methodol-
ogies of the consolidation of supervision, which are primarily required when the 
capital and liquidity of an institution are inadequate. The guide on the frameworks 
of the evaluation of risk culture pays special attention to the interaction between 
supervisory authorities and financial institutions, while the thematic review on 

25	 Special reports are made on the supervisory colleges of financial conglomerates. 
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supervisory frameworks and approaches for SIBs deals with the progress that has 
been made since the crisis. 

2.1.5  Responsible corporate governance, compensation policies 
In addition to prudential regulation and the reform of financial supervision, the 
regulatory priorities expressed at global level also included the improvement of 
corporate governance and risk management.26 In view of the above, based on the 
experience gained during the financial crisis, the BCBS reviewed and modernised 
its guidelines on responsible corporate governance already in 2010.27 The crisis 
revealed that the board of directors and the senior management often did not 
understand the risks borne by the bank. In the light of this, it was necessary to re-
vise and amend the guidelines regarding directorial practices, risk management, 
transparency and knowledge of the institution’s own organisational structure. 
The major duties of the corporate governance of banks was reviewed, guidelines 
on the board of directors, senior management, risk management, internal audit-
ing, compensation, corporate structures, disclosure and transparency were is-
sued. During the discussions, the responsibilities of supervisory authorities were 
treated as high-priority issues, as the supervisory authorities play a crucial role 
in allowing banks to enforce the principles of responsible corporate governance. 
From the perspective prioritising the risk-consciousness of corporate govern-
ance, the BCBS revised its guidelines again. The guidelines revised and published 
in 2015 include 13 principles on the general responsibility of the board; the quali-
fication and composition of the board, the structure and procedures of the board, 
the senior management, the governance structure of the group, risk management, 
the identification and monitoring of risks, risk communication, compliance with 
the rules, internal auditing, compensation, disclosure, transparency and the role 
of supervisory authorities. 
In 2017, the FSB examined the introduction of corporate governance principles 
by financial institutions in an expert report. The report established that the com-
prehensive regulatory frameworks had been set up in all jurisdictions of the FSB. 
However, the effectiveness of their use may be decreased if there is no clear task-

26	 The establishment of responsible corporate governance and appropriate banking culture are 
key elements in the restoration of consumer confidence. For further details on this, see: Pesuth 
(2016).

27	 The basic document on responsible corporate governance is the G20/OECD’s Principles of Corpo-
rate Governance, which was adopted in 1999 and is considered to be one of the key standards of 
the FSB. The World Bank regularly assesses to what extent the rules of the member countries on 
responsible corporate governance comply with the aforementioned standards. On this subject, 
the BCBS issued its first guideline in 1999, which was amended in 2006.
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sharing between the authorities of the financial sector, the rules are overlapping, 
contain loopholes or are inconsistent. 
Within the frameworks of responsible corporate governance, the regulators, es-
pecially politicians, devoted special attention to the issue of compensation for 
senior managers. The starting point of this endeavour was the 2010 recommen-
dation by the Financial Stability Board (Principles and Standards for sound 
compensation practices (P&S)). The most important elements of this included 
linking risk-taking to remuneration, strengthening the awareness of risks, limit-
ing the proportion of changing income elements and linking them to long-term 
successfulness.  A further requirement was that the compensation of the senior 
management had to reflect the loss of the company and that the remuneration 
could also be reduced. The principles shall be applied at financial institutions 
which are significant regarding compensation.
The document on compensation principles and standards of assessment meth-
odology issued by the BCBS provides guidance for the supervisory authorities 
regarding the assessment of the compensation practice of the individual institu-
tions and judgement the compliance of the given compensation practice with the 
relevant principles and application standards of the FSB.   In its document on the 
methodologies for the harmonisation of the compensation for risk and perfor-
mance assessment, the Committee analysed the methods used by the banks to 
consider risk factors when establishing bonus policies and individual compensa-
tion schemes. 
In 2018, by taking into account misconduct risk, the FSB amended its recom-
mendation on compensation practices.28 The FSB set up frameworks regarding 
how the regulations on bonus adjustments, maluses and repayment obligations 
due within one year can be used for reducing conduct risk and handling actual 
abuses.
The FSB is monitoring the implementation of compensation norms; in 2019, the 
sixth status report was published on the practical implementation of FSB’s prin-
ciples on appropriate compensation and application standards. The P&S report 
points out the banks concerned have introduced and are applying the procedures 
and practices on compensation procedures restricting inappropriate risk-taking, 
but the actual effectiveness of the measures has not been proven yet. In fact, 
such procedures and practices are still being tested. In spite of this, it can be stated 
that the boards control compensation processes better than earlier, compensation 
contracts are concluded for a longer term and are better tailored to effective risk 
management. Despite the fact that the regulation applies to the senior managers 

28	 This risk type came to the fore due to cases of interest rate fraud. 
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as well as the employees who take actual risks, the most basic risk-related com-
pensation rules are increasingly applied to all employees. In addition to the ap-
proach focusing on conduct risk, there is stronger emphasis placed on the method 
with which the boards achieve the desired behaviour and cultural change. As far 
as compensation practices are concerned, the banks also pointed at the competi-
tion from fintech companies and the lack of a level playing field deriving from the 
differences of approach of the individual jurisdictions. 
Experience has also shown that jurisdictions typically apply compensation rules 
only to banks, while only a few jurisdictions extended the application of the rec-
ommendation to insurance companies or fund managers.

2.2  European regulation

2.2.1  Capital requirements regulation and directive
2.2.1.1  The adoption of Basel III
At EU level, the BCBS decisions on global capital and liquidity regulation were 
followed by the amendments to the Capital Requirements Directive (CRD2, 
CRD3, CRD4), and the adoption of the Capital Requirements Regulation (CRR) 
with some delay. 
The first serious amendment to the directive was CRD2, which the Member States 
has to apply as of 31 December 2010. CRD2 dealt with large exposures, hybrid cap-
ital items, the division of labour by supervisory authorities and their cooperation 
in crisis management, as well as the management of securitised positions. CRD3 
included rules on the capital requirements of the trading book, the capital re-
quirement of resecuritised positions (complex securitisation), disclosure require-
ments regarding securitisation, as well as remuneration policies and practices.29 
In accordance with the amendment, the capital limits based on the Basel I Accord 
(the capital cannot be less than 80% of the capital calculated pursuant to the Basel 
I rules) remained in effect even after 2009. The rules on remuneration broadly 

29	 The amendments CRD2 and CRD3 reacted to global decisions taken prior to Basel III relatively 
fast. However, the adoption of the rules on hybrid capital items codified the practise evolving 
in the Member States based on the Sydney press release of 1998. Consequently, in the European 
Union, the rules on setting off hybrid capital items were established with significant delay when 
the improvement of the quality of capital was on the global agenda. Hybrid capital elements had 
to be involved so that later regulation could provide an adequate transitional period for phasing-
out such elements from the capital.
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complied with the relevant principles of the Financial Stability Board, however, 
in some respects, they succeeded those.30 
The consultation document of CDR4 published in February 2010 basically corre-
sponded to the consultation documents of Basel III published by the Basel Com-
mittee in December 2009. The document made proposals in connection with 
liquidity management, the improvement of capital quality, the introduction of 
leverage ratio, the counterparty risk management, the clearing of OTC derivatives 
through central clearing counterparties, the improvement of the countercyclical 
character of regulation (the introduction of capital reserves and prospective, dy-
namic provisioning), the complementary regulation of systemic institutions and 
a European single rule book. 
After the consultation, the new European Commission had to submit the new 
version of the regulation. At the end of July 2011, the European Commission pub-
lished its regulatory proposal for the introduction of the Basel III Accord in Eu-
rope. In addition to showing respect for the entire Basel Accord, the proposal 
also included certain European characteristics (the home/host aspects in the field 
of the definition of capital and liquidity regulation, as well as grandfathering). 
The Commission drew up the new rules partly as a regulation (CRR), partly as 
a directive (CRD4). The directive regulated the approval of the activity (rules 
on minimum capital), supervisory cooperation and exchange of information, the 
frameworks of consolidated supervision, including liquidity supervision and the 
role of auditors. The new elements of the directive included provisions on the 
sanctions for the infringement of the rules, rules on effective corporate govern-
ance and measures against excessive reliance on external credit rating (measures 
to encourage internal rating). Among the important elements of the Basel III 
Accord, the directive includes rules on capital conservation and countercyclical 
buffer. 
The prudential rules of the Basel III Accord, except for the measures on capital 
buffer, can be found in the regulation. The regulation shall be directly applied in 
all countries of the European Union, ensuring level playing field and preventing 
different national interpretations. A further advantage of the regulation is that 
subsequent amendments can be applied faster (almost immediately after adop-
tion). At the same time, the aim of the form of regulation was to promote the 
creation of the European Single Rule Book.

30	 Being afraid of the loss of competitiveness of the London-based City, the British were lobbying 
hard against the adoption of compensation rules. 
In practice, the observance of compensation rules not tailored to them is an actual problem for 
smaller European institutions.



Mária Móra368

The proposal about the CRR sought to abolish former national discretions and 
options, but it allowed Member States to apply stricter rules in some specific, well-
defined areas. Based on the above, decisions on the capital requirement for mort-
gage loans, the prescription of additional capital requirement under the second 
pillar and the extent of countercyclical excess reserves can be taken at national 
levels. The regulation specifies the definition of capital, corrects the treatment of 
securitisation and trading book items, establishes the capital requirement for the 
counterparty risk arising from OTC derivatives and introduces liquidity rules in 
accordance with the Basel III Accord. Disregarding the principle of risk sensitiv-
ity, the CRR extended the 80% limit requirement until 2015, however, it enabled 
greater recognition of risk-mitigation techniques. The regulation also touched 
upon the scope of the European Commission and the European Banking Au-
thority (EBA).
In order to reach an agreement on the regulatory proposal, a so-called flexibil-
ity package, which provides some leeway for the Member States, was accepted. 
Pursuant to this package, national authorities shall be entitled to prescribe sys-
temic risk excess reserves (buffers) in three categories (for systemically impor-
tant global institutions, other systemically important institutions and as systemic 
risk buffer). Beyond buffers, the responsible authorities shall have the right to 
take national-level measures to manage systemic and macroprudential risks, in-
cluding sensitive areas such as the level of equity or the risk weight of receivables 
secured by commercial or residential property. (However, upon the proposal of 
the Commission, drawn up in agreement with the EBA and the ESRB, shall have 
the right to reject national measures.) The adopted text represents a change fa-
vourable regarding minority interests, lending to SMEs, the management of trade 
financing, credit valuation adjustment (CVA), the application of prudential fil-
ters, the weighting of receivables in foreign exchanges  of other Member States 
against central governments and central banks, as well as liquidity requirements. 
The change applying to liquidity was in accordance with the rules adopted by the 
BCBS.
The regulation fundamentally determining the operating conditions of European 
banks entered into force as of 1 January 2014.
 
2.2.1.2  The Risk Reduction Package (RRP) of November 2016
The changes adopted in the frameworks of the Basel III regulation since 2010 had 
to be included in the European regulation, as well. In November 2016, the Euro-
pean Commission released a communication on the review of the regulation of 
financial services. Based on an extensive Call for Evidence, the European Com-
mission suggested measures related to financial regulation in the following four 
areas in its communication:
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•	 Lifting unnecessary regulatory barriers which prevent the financing of the 
economy.

•	 Improving the proportionality of rules.
•	 Reducing unnecessary regulatory (compliance) burden.
•	 Strengthening the consistence and the progressive character of the rules.

Together with the communication, the European Commission also published 
its proposal on finalising the transposition of the Basel reform package that 
contains the amendments to the Capital Requirements Regulation and Directive, 
Bank Recovery and Resolution Directive (BRRD) and the Single Resolution Mech-
anism Regulation (SRMR).31 The rules were established on the basis of adopted 
global standards, taking into account the characteristics of the European bank-
ing sector. The regulatory packages include measures to (i) increase the resilience 
of EU institutions, enhance financial stability, (ii) improve the lending of banks 
to support the EU’s economy and (iii) facilitate the role of banks supporting the 
establishment of the capital market union.
The major elements of the Commission’s proposal for increasing the resilience of 
EU banks concerning CRR/CRD4 were the following: the introduction of a lev-
erage ratio of 3%; the introduction of a net stable funding ratio; a radical reform 
of the trading book regulation; simple, transparent and comparable (STC) secu-
ritisation, as well as the reduction of the capital requirements of covered bonds; 
the reservation of the SME support factor and its extension to all SME loans; 
decreasing the capital requirements of infrastructure projects; increasing propor-
tional use: in the case of smaller banks, reduction of the reporting and disclosure 
requirements, simplification of the calculation of capital requirements for trading 
positions, easing  remuneration rules and the modification of the rules on taking 
large exposures.32 
In connection with the establishment of the European Single Rule Book, The Eu-
ropean Banking Authority endeavoured to harmonise and simplify reporting 
requirements (COREP, FINREP).
The risk- reduction package was adopted at the end of 2018, following the conclu-
sion of the tripartite negotiations. On the other hand, the adopted rules contain 
several compromises, some of which diverge from global rules. Most banks criti-
cised decision-makers for not removing the trading book regulation of 2016 from 

31	 The two latter are to be detailed later.
32	 The amendment to the CRR was put on the agenda for other purposes, as well: e.g. the regulation 

of covered bonds and the treatment of NPL loans.
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the regulation completely, therefore the institutions had to perform their report-
ing requirements pursuant to an obsolete standard until the implementation of 
the new FRTB. Another reason for criticism is that the regulation did not promote 
the movement of capital and liquidity to the desired/reasonable extent within the 
banking group at least in the case of the Banking Union. Regarding competitive-
ness, the EU banks considered the deduction of the software from solvency capi-
tal as a priority issue, as well. According to the final decision, some software will 
be exempt from the deduction from the solvency capital under the conditions to 
be drawn up by the EBA. 
The European Commission intentionally did not amend the RRP with the deci-
sions adopted by the BCBS in December 2017 (Basel IV). After conducting com-
prehensive impact assessment, a special proposal is to be made on the implemen-
tation of these decisions.

2.2.2  Tackling the TBTF problem – Bank resolution frameworks
Based on the logic of the European single market, the European Union paid spe-
cial attention to the establishment of single crisis management frameworks. Al-
ready the initial documents on the topic (from 2009 and 2010) include ideas such 
as the establishment of joint reorganisation/solution funds, setting up resolution 
authorities, drawing up recovery and resolution plans and creating a crisis man-
agement toolkit.
In many respects, European efforts preceded the establishment of global frame-
works, therefore subsequent harmonisation was necessary in some cases.
The rules of crisis management were laid down in the directive establishing the 
framework for the recovery and resolution of credit institutions and investment 
firms (BRRD) adopted in 2014. The directive harmonised the regulations of the 
Member States, but due to the legal environment (rules of company law and liq-
uidation), adopting a regulation was not reasonable. In line with the scope of the 
Capital Requirements Regulation and Directive, the provisions of the BRRD shall 
apply to all credit institutions and investment firms, irrespective of their size 
and activity. As opposed to common insolvency proceedings, the special frame-
works for the management of banking crisis allow the use of tools and techniques 
which consider the characteristics of banks, thus ensuring the continuity of ser-
vice and the defence of the depositors.
The BRRD prescribes Minimum Requirements for own funds and Eligible Li-
abilities (MREL) which shall be fulfilled by all banks. Despite playing the same 
role regarding their content, the MREL requirements did not exactly correspond 
to the TLAC rules adopted by the FSB later. Consequently, the latter had to be 
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implemented in the European regulation by 1 January 2019, which took place by 
adopting the risk reduction package. 
Within the RRP, the most important elements of the amendment to the BRRD 
were 
•	 the integration of TLAC rules on G-SIBs into the MREL requirements (the 

TLAC rules had to be performed by 13 EU banking groups), 
•	 the harmonisation of the regulation of creditors hierarchy to increase the 

legal security of investors and resolution authorities33,
•	 as well as the consolidation and harmonisation of the right of imposing a mor-

atorium to facilitate early intervention by the authorities.
Concerning the amendments, restricting the sale of MREL instruments to retail 
clients should be mentioned, as well. It is also important that, in accordance with 
international practice, the use of moratorium tools was limited to 48 hours. It was 
also pointed out that the liquidation of institutions which were failing or likely to 
fail (FOLF), but not to be resolved, had to be implemented in an orderly manner, 
in accordance with the relevant rules of the national law. 
The RRP also included an amendment to the Single Resolution Mechanism 
(SRM), leading to the operation of the Banking Union.34

2.2.3  The Banking Union
The decision on the establishment of the Banking Union was taken as a response 
to the crisis of the euro zone in the summer of 2012 to break the vicious circle of 
banking crises and sovereign crises (potential state bankruptcies). In a differ-
ent sense, the Banking Union can be considered as a way of tackling the TBTF 
problem, as it places the problems caused by systemically important banks into 
a broader perspective than that of the nation state. The Member States using the 
euro are automatically members of the Banking Union, while the Member States 
outside the euro zone can join under specific conditions. The four pillars of the 
Banking Union include (i) the European Single Rule Book (discussed earlier) that 
is to be applied in all EU Member States, (ii) the Single Supervisory Mechanism 
(SSM), (iii) the Single Resolution Mechanism (SRM) and (iv) the European De-
posit Insurance System (EDIS).
The Single Supervisory Mechanism was set up in November 2014. Today, the 
SSM can be considered to be a well-established, well-functioning element of the 

33	 This provision was approved in a special procedure at the end of 2017.
34	 This article does not aim to provide a description of the detailed regulation of the Banking Union, 

only highlights the most important elements.
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Banking Union. Within the framework of the SSM, the European Central Bank 
(ECB) directly supervises significant banks. Less significant banks are indirectly 
supervised by the ECB.35,36 Transition to the SSM was preceded by the compre-
hensive assessment to explore problems inherited from the past, whose elements 
included supervisory risk assessment, Asset Quality Review (AQR) and a stress 
test conducted in close cooperation with the EBA.37

Following the establishment of the SSM, the ECB also played an active role in 
setting up the regulatory frameworks, therefore, it was an initiator in the stand-
ardisation of national options and discretions, reducing their numbers or treating 
NPL loans.38 The ECB puts great emphasis on the consistent operation of joint 
supervisory groups and the standardisation of the Supervisory Review and Eval-
uation Process (SREP). The multiannual programme called Targeted Review of 
Internal Models seeks to promote the correct, consistent and comparative deter-
mination of capital requirements and the restoration of the credibility of model 
usage.
Another important pillar of the Banking Union, the Single Resolution Mecha-
nism, started its full operation only in 2016, pursuant to the relevant regulation. 
The establishment of the SRM was supported by Commission’s delegated regula-
tions, related to the BRRD and the SRMR.
Within the SRM, the Single Resolution Board (SRB) acts as the fully responsible 
resolution authority of significant institutions and a further 15 cross-border bank-
ing groups. The first tasks of the SRB included the establishment of the frameworks 
of resolution planning (Resolution Planning Handbook) and the elaboration of the 
reports required for resolution planning and specifying the data requirements for 
the determination of MREL. Subsequently, the SRB set the consolidated MREL 

35	 The ECB and the national supervisory authorities took a joint decision on the significant in-
stitutions to be placed under the direct supervision of the ECB. The decision was taken on the 
basis of the figures from the end of 2013. On the whole, 120 institutions/groups were found to be 
significant (97 based on their size (a balance sheet total exceeding EUR 30 billion), 13 due to their 
economic importance (a balance sheet total exceeding 20% of the GDP of the country where the 
institution is based, but at least a balance sheet total of EUR 5 billion), 3 due to their cross-border 
activities and 7 based on the fact that they were among the 3 largest credit institutions in the given 
Member State). The list is revised annually.

36	 Along with other aspects, the ECB became the supervisory authority of the SSM, because this 
solution did not require the amendment of the Treaty on the European Union. 

37	 The AQR aimed to filter out banks with bad asset quality an inadequate capitalisation.  Within 
two weeks, the banks filtered out had to submit a plan of capital, which was evaluated by the joint 
supervisory groups. 

38	 Regarding the latter, the ECB pushed its limits, because, as a supervisory authority, it is not enti-
tled to adopt general rules. To solve the problem the ECB prescribed for individual institutions to 
fulfil the requirements.
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value compulsory for more significant banking groups, then, on the basis of risk 
profiles, the institution specific, individual MREL values. The core tasks of the 
SRB also include the elaboration of resolution plans, putting them into opera-
tion, the assessment and support of resolvability and the removal of its obstacles.39 
In addition to the above, other priorities are providing critical functions, access to 
financial market infrastructure, liquidity during resolution and the preparation 
of effective, cross-border resolution.
By the end of June 2019, the banks of the member states of the Banking Union 
paid EUR 33 billion in total to the Single Resolution Fund.40 At the time when 
the SRM was established, the member states agreed that the operability of the 
Single Resolution Fund is to be increased by setting up a common fiscal backstop 
for protecting financial stability. It was to provide the additional funds required 
for resolution after the bail-in of creditors. Based on a political decision taken in 
2018, the fiscal backstop means the credit line provided by the European Stabil-
ity Mechanism. (The codification of the decision is still in progress.) There is no 
real experience regarding the operation of the SSM. The bank failures which have 
taken place since its establishment, have been treated in atypical ways. 
Despite several attempts, the European Commission has not managed to set up a 
European Deposit Insurance System. The failure was owing to the conflict be-
tween the more developed northern Member States and the less developed south-
ern Member States. According to the former countries, the level of reducing the 
risks posed by the financial system achieved so far is not enough for the introduc-
tion of a common deposit insurance system. 
Beyond the political circumstance, the stability of the Banking Union is also 
threatened by the fact that a firm decision to establish a common fiscal policy 
does not exist. The vicious circle connecting the sovereign and the banking cri-
ses has been broken only partly. Due to capital and liquidity regulation, banks 
have a strong interest in holding government bonds. The government securities 
denominated in euro have zero risk weight within the Banking Union, which 
means that the regulation does not distinguish between the riskiness of the Mem-
ber States. Consequently, the banks’ exposure to the Member States with high 
debt can remain unchanged. At the same time, the drop in the price of bonds 

39	 The SRB, in close cooperation with the national authorities, is working on the creation of more 
than 100 resolution plans. In 2018, banks were divided into two groups: first, resolution plans for 
the banks within the Banking Union (i.e.: banks without resolution college) were drawn up. The 
resolution plans for complex, internationally active banks (having a resolution college) are to be 
finalised in 2019. The completed plans are being continuously revised. 

40	 The final provisioning target level of EUR 55 billion, which amounts to 1% of guaranteed deposits, 
shall be reached by 31 December 2023.  
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has a direct effect on the solvency of the banks holding the bonds, decreases their 
creditworthiness, increases financing costs, and, in extreme cases, can result in 
bank failures.41

2.2.4  The new European supervisory structure
One of the well-definable consequence of the crisis was that, as opposed to earlier 
intentions, the transformation of the supervisory structure took place in Europe 
within a shorter deadline and faster. The relevant regulatory package was drawn 
up on the basis of the report by a high-level expert committee, the de Larosière 
group.
Legislators set up the macroprudential European Systemic Risk Board (ESRB) 
responsible for the stability of the financial system, as well as the European Bank-
ing Authority (EBA), the European Securities and Markets Authority (ESMA), the 
European Insurance and Occupational Pensions Authority (EIOPA), authorities 
in charge of the supervision of banks, securities markets, insurance companies 
and occupational retirement schemes. The aforementioned authorities took over 
the activities, duties and obligations of the former 3L3 Committees (CEBS, CESR, 
CEIOPS), receiving additional rights, extra responsibility and scope and be-
ing legally authorised to, inter alia, elaborate technical standards, settle conflicts 
between national supervisory authorities, ensure the consistent enforcement of 
technical Community rules, temporarily ban or limit the activities if financial 
stability is threatened, and coordinate national supervisory authorities in crisis 
situations. In addition, the ESMA directly supervises credit rating agencies. 
The supervisory authorities were established in three separate regulations. The 
new European Supervisory Authorities (ESAs) are EU bodies with legal person-
ality. Their binding decisions shall not directly affect the budget of the member 
states. The new authorities belong to the European System of Financial Supervi-
sion (ESFS), which also includes the ESRB, the Joint Committee of European Su-
pervisory Authorities responsible for the supervision of financial conglomerates, 
the national supervisory authorities and the European Commission. 
In accordance with the rules effective as of 1 January 2011, the national authorities 
remained responsible for daily supervision and the bailout of individual institu-

41	 Several suggestions have been made on how to break the vicious circle: e.g.: the introduction of 
appropriate risk weights, limiting the amount of government securities which can be held, re-
placement of sovereign bonds by a senior series of a diversified portfolio and the introduction of 
a new secure instrument in the euro zone etc. In its 2017 report, the BCBS recommended several 
possible treatment methods, but no consensus was reached, as holding government bonds by 
banks is an important means of debt management in several countries (Sironi, 2018).
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tions. Cross-border groups were supervised by supervisory colleges, in the work 
of which the European Supervisory Authorities took part as full members.42 The 
ESAs played a key role in the harmonisation of guarantee systems (deposit, inves-
tor and insurance client protection), as well. Their scope of duties includes the 
initiation and coordination of EU-level stress tests in cooperation with the ESRB. 
Normally the ESAs receive the information required for their operation from the 
national authorities, but, in justified cases, they are entitled to request informa-
tion directly from financial institutions.  
The integration of the new supervisory structure in previous laws was ensured by 
the adoption of the so-called “omnibus” directive. 
According to the assessment by the European Commission, since they were set 
up, the ESAs have been playing a central role in ensuring well-regulated, strong 
and stable European financial markets. The ESAs have contributed to drawing up 
the single rule books of financial services, the convergence of supervisory prac-
tices, the establishment of the robust financial frameworks of the single market 
and the foundation of the Banking Union.
In 2016, the European Commission believed that it was time to collect feedback 
and information on the operation of the European macroprudential regulatory 
frameworks, therefore it launched a consultation process on the subject. The 
Commission seeks to create consistency among the five regulatory elements of 
the macroprudential regulatory system (the two regulations on the European 
Systemic Risk Board, the Capital Requirements Regulation (CRR), the Capital 
Requirements Directive (CRDIV) and the Single Supervisory Mechanism Regu-
lation (SSMR)) by filtering out overlaps and possible conflicts. The consultation 
included questions related to tightening and refining existing macroprudential 
tools (e.g. capital buffers), but it also covered the organisational structure of the 
ESRB and its relationship with the European Central Bank. 
In March 2017, the European Commission launches a public consultation about 
the operation of the European Supervisory Authorities, as well. The consultation 
covered (i) the responsibilities and scope, (ii) the management, (iii) the structure 
and (iv) financing of the ESAs.
Following the consultations, in September 2017, the European Commission 
proposed the reform of the European supervisory structure in order to fur-
ther expand financial integration and the Capital Markets Union.43 The proposal 

42	 Of course, after the establishment of the Banking Union, these powers changed, but regarding 
the EU banking groups operating within or outside the Banking Union, they are still valid.

43	 This article does not deal with the regulatory frameworks facilitating the establishment of the 
Capital Markets Union and outlining capital market rules (MiFID, MiFIR, EMIR). (The global 
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extends the mandate of the European Supervisory Authorities, improves their 
management system and financing. It would give direct supervisory powers to 
the ESMA in special segments of the financial sector. The Commission also pro-
posed changes in the organisation and composition of the European Systemic 
Risk Board. The changes affect relations with non-EU supervisory authorities, as 
well. According to the Commission’s proposal, supervisory coordination within 
the EU shall be strengthened. The ESAs specify EU-level supervisory priorities 
and control whether the work programmes of the supervisory authorities of the 
Member States are consistent with the common priorities. They also monitor su-
pervisory practices related to controlling the relocation and outsourcing of the 
market participants’ activities to non-EU countries. The EIOPA plays a greater 
role than earlier in facilitating the convergence of the internal model validations 
used by insurance companies. The ESMA’s supervisory powers in the capital 
market will be extended. Based on the proposal, ESMA shall permit and super-
vise the authoritative benchmarks of the EU and approve of the use of non-EU 
benchmarks in the EU. The powers of the ESMA shall also include the approval 
of certain EU and all non-EU issue brochures, as well as the supervision and ap-
proval of European investment funds. The organisation shall play a more promi-
nent role in the investigation and coordination of market abuse, as well. 
The proposal made the decisions taken by the ESAs more independent of na-
tional interests. In the new governance structure, boards with permanent mem-
bers would be set up (Executive Boards), which would enable faster, more targeted 
and EU-centred decisions. The reform would make the financing of the ESAs in-
dependent of the national authorities. The required resources would be provided 
not only by the budget of the EU, but also by the financial sector.
Influenced by the Latvian, Maltese and Danish money laundering scandals, the 
EU Commission amended it proposal under negotiation in September 2018. The 
amendment proposed the reinforcement of the supervision of financial institu-
tions in order to improve the fight against money laundering and terrorism 
finance. The proposal would strengthen the mandate of the European Banking 
Authority regarding the supervision of the anti-money laundering fight, making 
it more comprehensive and understandable, with clearly defined responsibilities, 
appropriate powers and resources. Among the ESAs, it is the EBA that is author-
ised to supervise money laundering, as in most cases, money laundering and the 
financing of terrorism pose a systemic risk for the banking sector. Although, due 
to significantly diverging views, the original regulatory proposal on the financial 

rules on OTC derivatives were implemented in the European regulation by the EMIR on OTC 
derivatives, central counterparties and trade repositories.)
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supervisory system is still far from adoption, concerning amendment, an agree-
ment had been reached within the Council by the end of 2018, therefore it was 
possible to launch an independent trilogue at the beginning of 2019.

3  ASSESSMENT OF THE REFORMS FOLLOWING THE CRISIS

3.1  Regulatory monitoring and assessment 

3.1.1  The assessment of the introduction of the reforms by the FSB
As the introduction of the reforms is progressing, there is an increasing need for 
the assessment of the actual effects. In 2017, the FSB elaborated and published the 
frameworks for the assessment following the introduction of financial regula-
tory reforms. The FSB developed the analytical frameworks in close cooperation 
with other regulators and interested parties, taking into account the results of 
the public consultation. The elaborated frameworks help to analyse whether the 
reforms have had the desired results or whether they have had an unintended ef-
fect that should be treated, without threatening the aim of the reform. The meth-
odology defines concepts, terminologies, analytical methods and procedures 
for the assessment. In the light of the feedback and experience, the framework is 
being continuously fine-tuned.
The assessment of the introduction and effectiveness of the regulatory standards 
adopted by the FSB is also supported by the Handbook for FSB Peer Reviews, 
which was first adopted in 2009, and then it has been updated several times.44

In November 2018, the FSB already published its fourth annual report on the 
introduction and effects of the G20 regulatory reforms.45 The report states that 
the new rules requested by the G20 were adopted, their implementation is mak-
ing good progress and the only remaining rule-making work is related to the 
insurance sector and the central counterparties. In connection with the problems 
arising from the crisis, it points out:
•	 The capitalisation of large banks is better, they operate with lower leverage 

and are more liquid. As a result, the banking system is more resistant to pos-
sible shocks.

•	 The implementation of the TBTF reforms is proceeding well, including the 
establishment of resolution systems.

44	 There are two types of assessment (thematic and country-specific) and they consist of five sec-
tions (definition of priorities, preparations, consultation, assessment and follow-up). The afore-
mentioned sections are described in detail in the handbook.

45	 FSB (2018)
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•	 The OTC derivate markets are more simple and transparent. The use of cen-
tral clearing and the role of guarantees have increased. 

•	 The features of non-banking financial intermediation which contributed to 
the crisis have significantly weakened and do not pose a stability risk in gen-
eral.

3.1.2  Monitoring and assessment of the rules by the BCBS
The BCBS puts great emphasis on the comprehensive and efficient implementation 
of the adopted standards within the agreed timeframes. Within the framework 
of the Regulatory Consistency Assessment Programme (RCAP), they have regu-
larly published reports on the introduction of the rules since 2012, presenting the 
situation by jurisdiction and regulation type. The latest reports consider the rules 
finalised in December 2017, as well.  The recent report assesses the introduction 
of risk-based capital rules, the leverage ratio, the requirements for systemically 
important global and domestic banks (G-SIBs, D-SIBs), the IRRBB frameworks, 
the NSFR, the large exposure rules and the disclosure requirements.
The Commission examines the effects of the Basel III regulation on institutions 
every six months.46 The monitoring report, which was published in March 2019 
for the 16th time, presents the change of different indicators through the data of 
189 banks (106 of them were large, internationally active banks) recorded on 30 
June 2018, assuming the full-scale introduction of the rules finalised in 2017. (The 
finalised FRTB was not considered yet.) In the course of the examination, the 
banks were divided into two groups: the first group (Group 1) consisted of banks 
with tier1 capital over EUR 3 billion, while the second group (Group 2) included 
internationally not active banks with a capital under EUR 3 billion. The data of 
G-SIB banks were published separately, as well (see: Table 4).

46	 Similar analyses are prepared for European banks every six months by the EBA.
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Table 4
The Basel III monitoring result of March 2019

31 December 2017 30 June 2018

Group 1

Out  
of this:  
G-SIB 
banks

Group 2 Group 1

Out  
of this:  
G-SIB 
banks

Group 2

The original Basel III frameworks with complete introduction

CET1 quotient (%) 12.9 12,6 16,0 12,7 12,5 15,5

Capital shortfall compared  
to the target (€ billion);  
out of this:

0.0 0.0 1.1 0.0 0.0 2.0

CET1 0.0 0.0 0.0 0.0 0.0 0.0

Additional common equity 
(Additional Tier 1) 0.0 0.0 1.1 0.0 0.0 1.9

Tier 2 capital 0.0 0.0 0.0 0.0 0.0 0.1

TLAC shortfall compared to the 
2022 minimum (€ billion) 82.1 82.1 68.0 68.0

Balance sheet total (€ billion) 64.040 41.408 4.256 64.959 43.677 4.434

Leverage ratio (%) 5.8 5.9 5.7 5.8 5.8 5.4

LCR (%) 133.0 129.0 180.0 135.1 132.0 180.2

NSFR (%) 116.0 118.0 118.5 116.0 117.1 119.2

The final Basel III frameworks with complete introduction (2027)

The change of the capital 
adequacy ratio calculated  
for common equity compared 
to the target level (%)

3.2 2.8 5.8 5.3 5.7 9.0

Without FRTB effects 1.7 1.2 5.3 1.7 1.5 8.3

CET1 quotient (%) 12.2 12.0 12.6 11.7 11.6 13.0

Capital shortfall compared  
to the target (€ billion);  
out of this:

25.8 23.7 2.5 30.1 29.3 6

CET1 5.2 5.2 1.0 7.0 7.0 2.2

Additional common equity 
(Additional Tier 1) 7.3 6.3 0.8 10.6 10.3 2.3

Tier 2 capital 13.3 12.2 0.7 12.6 12 1.4

TLAC shortfall compared to the 
2027 minimum (€ billion) 143.6 143.6 108.8 108.8

Note: * Minimum Required Capital
Source: BIS
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3.1.3  The Chairperson of the SSM about the regulatory reform
Andrea Enria, the new Chairperson of the SSM, gave the following answer to the 
question about the appropriateness of the reforms (whether they are inadequate 
or go too far): 

“The reforms were needed. The crisis revealed several deficiencies of the regula-
tory frameworks which had to be eliminated. I believe that the package prepared 
by the G20 countries is well-balanced: it has significantly increased the security 
and stability of banks. The requirements were quantified and introduced in a 
manner that will not threaten lending and real growth. In certain areas, some 
jurisdictions exceeded the requirements set by international standards, there-
fore currently, they are reviewing their decisions. In general, I think that in good 
periods, we must resist the pressure to loosen the requirements. As I mentioned 
earlier, banks, as well as supervisory authorities, must resist short-term think-
ing. Bearing in mind the long-term stability of the system, procyclical rulemak-
ing should be avoided.
At the same time, of course, it is true that the reviewed rule book is fairly 
complex. Consequently, we should follow its effects and make adjustments 
if necessary. However, our current priority is complete the consistent global 
introduction of the reforms.”47 

3.2  Subjective assessment – Is this the regulation they really wanted?

In this subchapter, I make short statements about the regulation after the crisis, 
it effects, then I try to support or, to some extent, refute the statements by citing 
mainly expert opinions.

3.2.1  The effect of the regulation on the banks and the economy
As a result of the regulation, the capital and liquidity of the banking sector 
actually became stronger. 
Everyone agrees with this statement, the semi-annual monitoring statements of 
the BCBS clearly support it. By contrast, it is a controversial question whether the 
post-regulation capital level, which is significantly higher than the capital level 
prior to the crisis, is high or sufficient enough to resist future crises. Some expert 
who raise this question argue for the necessity of the prescription of more strin-
gent capital requirement, while others doubt that the sufficient/optimal level of 

47	 ECB (2018)
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capital can be determined at all.48 According to Mervyn King, the Governor of the 
Bank of England: The main lesson we can learn from the crisis is that the capital 
that seems to be sufficient today, will not be enough tomorrow. It is impossible 
to determine the optimal level of capital. Before the crisis, hardly any capital was 
needed if a bank wanted to take out a non-guaranteed loan. However, after the 
crisis, banks did not have access to such resources at all.49 
Raihan Zamil also argues that no amount of capital is sufficient for setting off 
the lack of appropriate asset selection and assessment standard. Appropriate risk 
management (banking function) and competent supervision (function of the au-
thority) cannot be simply replaced by the capital adequacy ratio. A 5% decrease in 
the asset value results in the drop of the capital adequacy ratio to 52%. Increasing 
the capital adequacy ratio to 15% will not considerably change this ratio. Good 
capital supply is meant to alleviate the crisis, but it may hide the real state of the 
financial system. 50 

Based on the experience gained in Japan in the 1990s, the research group of the 
Japanese Banking Association is of a similar opinion. During the financial crisis 
of the 1990s, capital requirements were not tightened, but banks were encouraged 
to improve their risk management instead. The process included the strict assess-
ment of loss-making assets, carving out non-performing loans and even capital 
increase if needed. Complex problems cannot be treated in a simple way, by set-
ting higher capital requirements.51 
It is even more doubtful whether compliance with the compulsory liquidity 
indicators would protect from the drying up of the market in the event of a 
system-level crisis. The management of such crisis situations is unimaginable 
without centrally guaranteed liquidity.  According to Mervyn King, the connec-
tion of funding by the central bank and the regulation of liquidity is anoth-
er fundamental question. It has been shown by past events that in a crisis, the 
central bank is the exclusive source of liquidity. Liquidity regulation cannot be 

48	 According to Admati (2019): According to the banking mantra, the statement “capital is too 
expensive fails to distinguish between private and social costs.  The costs arising from greater 
capital usage by banks is of expressly private nature and affects only a few. Socially, it is expen-
sive if banks have too little capital. In view of the above, with his co-authors, she suggested the 
prescription of multiple capital level already in 2010. Apart from Admati, other authors also 
argue for higher capital requirement. For example, Hagendorff and Vallascas recommend 
the prescription of double-digit capital adequacy, not on the basis of RWA, but on full asset basis 
instead. (CEPR Press (2015) point 2.2) In the same volume, Ratnovski suggests a leverage ratio 
of 9% and capital adequacy of 18% at the peak of economic growth (point 2.4).

49	 BIS (2019)
50	 CEPR Press (2015, point 2.1).
51	 RGFS (2009)
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planned without integrating it with the liquidity measures taken by the central 
bank. The cheap provision of ex-post liquidity is acceptable only along the ac-
curate planning of ex-ante rules. Based on his proposal, central banks, operating 
as “pawnbrokers” should provide loans for the banks to pay their due liabilities 
on condition that the banks give appropriate collateral and pay the compulsory 
insurance premium each year (actually the haircut applied to guarantees).52 
According to D. K. Tarullo, the former Governor of FED in charge of supervision 
and regulation, the regulation of liquidity and funding may the most urgent 
macroprudential task. The Basel III banking liquidity regulation has problems, 
but the rules should not be abolished, but rather rectified. (The LCR may increase 
difficulties, as it encourages the banks to “store” liquidity in stress situations; the 
NSFR is unnecessarily restrictive, while it fails to solve liquidity problems in stress 
situations.) Basel III should be replaced by regulatory frameworks which consider 
the actual funding patterns of large banks; properly complement the rules on 
capital and the lender of last resort policies and protect banks from excessive reli-
ance on short-term funding. The liquidity of banks principally depends on their 
clearing partners (Central Counterparties, insurance companies, different funds, 
etc.). In stress situations, non-banks pose funding risk and may carry potential 
systemic risk. Liquidity regulations have to force banks subject to prudential reg-
ulation to provide the liquidity of non-banks de facto.53

Under stricter capital adequacy and liquidity rules, the banking sector is less 
capable of financing the real economy, which holds back GDP growth.
It is a perpetual topic for debate between the regulators and the sector whether 
stricter prudential rules restrict the lending ability of banks, and if they do, to 
what extent, and whether the benefits from the growth of financial stability ex-
ceed the possible negative impact. 
The impact assessments conducted by the BCBS and the FSB with the involve-
ment of professional organisations led to inconsistent findings regarding the 
judgement of the impact of the regulation on the real economy already prior to 
the introduction of the rules.

Based on the report issued by the Basel Committee on Banking Supervision in 
August 2010, the new regulation has definitely net economic benefits, as the se-

52	 BIS (2019)
53	 According to the author, liquidity regulation is the least completed area of post-crisis reforms, 

regarding both scientific research and politics, therefore it is a regulatory task that requires 
the most urgent solution. Practically, the relation between capital and liquidity regulation, the 
relation between liquidity regulation and the central bank’s lender of last resort function, as 
well as its impact on financial intermediation, including access to secure assets, are unexplored 
(Tarullo, 2019).
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curity and stability of the global banking system is increasing, the likelihood of 
financial crises and that of the resulting losses is decreasing.54 The benefits of 
the new regulation definitely exceed the output costs arising from the stricter 
capital and liquidity requirements. Based on the estimations of the joint mac-
roeconomic group of the FSB and the BCBS (MAG), the expected sacrifice of 
capital requirement increase in GDP decrease will be minimal.55 If the higher 
requirements are introduced over a period of four and a half years, the group 
estimates that 1 percentage point capital increase entails 0.2% decrease in GDP 
during the entire introductory period, which means 0.04% decrease in the rate 
of growth on average. A 25% increase in the liquid asset demand has half of the 
effect of a 1 percentage point increase in capital requirement. 
At the same time, the impact assessment conducted by the IIF in collaboration 
with the European Banking Federation indicated that the potential negative ef-
fects of the Basel III regulation were significantly higher. According to the report, 
the European GDP growth will be 4.4% lower, while the increase in the number 
of jobs will be lower by almost 5 million jobs owing to the proposed regulatory 
package.56 

The different assessment of the consequences of the regulation has not changed 
since then. In the course of finalising the Basel III regulation, the sector was con-
tinuously emphasising the negative impact of further tightening on lending. In its 
communication prior to the announcement of the agreement in December 2017, 
The European Banking Federation drew attention to the fact that the new regu-
lation threatens the financing of the European economy by punishing low-risk 
transactions (mainly residential property financing).  
By contrast, according to the results of the cumulated quantitative impact as-
sessment conducted by the BCBS based on data from the end of 2015, which were 
published upon the announcement of the agreement, the increase in capital re-
quirement amounts to merely some tenths of a percentage point due to the Basel 
III rules.57 The report acknowledges that the dispersion of the results by bank is 
high. 
According to the latest assessment of the FSB, growth varies by region, but noth-
ing shows that the reform would have led to lower credit supply.58 

54	 BCBS (2010)
55	 BCBS-FSB (2010)
56	 IIF (2010)
57	 BCBS (2017)
58	 FSB (2018)
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The analyses agree on one thing: the finalising of the Basel III rules has a graver 
than average effect on the European banking sector for several reasons. With 
this in mind, both the European Commission and the European Banking Fed-
eration emphasise that an impact assessment presenting the actual combined 
effects is required prior to the European introduction of the global rules adopted 
in December 2017. 
The European Commission has been striving to implement the Basel III Accord 
by taking into account European features during transposition and preventing 
the regulation from restricting the lending ability of EU banks. On the other 
hand, the European Commission expressly intended to encourage lending to 
SMEs and the financing of infrastructure. 
The stricter capital adequacy and liquidity rules considerably reduce the profit-
ability of banks, therefore investment in the banking sector becomes less attrac-
tive. At the same time, meeting the requirements would need the involvement of 
more and more capital/external resources. 
On the one hand, hopefully, consolidated capital and liquidity will reduce the 
likelihood of a future banking crisis, but the excessively stringent rules will de-
crease efficiency. The prescription of a higher capital level directly lowers return 
on equity (ROE), while the necessity of holding short-term assets with lower re-
turn and the performance of the NSFR also involve sacrifice regarding profit-
ability. The situation is paradoxical in many respects: Due to the strict capital 
and liquidity requirements, the sector can be considered to be more stable than 
earlier, however, partly owing to the stringent rules, its profitability is not suf-
ficient, which is a factor threatening stability in the long run.59 Meanwhile, the 
regulation, including the resolution requirements, would need the involvement 
of more and more capital/external resources, but the lack of lucrativeness reduces 
the investors’ interest. Due to capital conservation buffer rules, the generated in-
come often cannot be distributed, which further decreases the attraction of in-
vestment in the sector.
Due to lower profit, banks have to find new ways of earning money, which drives 
the institutions towards taking higher risks. Financial innovations may weaken 
the stability of the system and lead to a new subprime crisis.

59	 In the 2017 report of the SSM, Danièle Nouy, the first chairperson of the SSM, wrote that the big-
gest challenge the banks of the Eurozone face is low profitability. Some banks are not even able to 
produce capital costs, which is unsustainable in the long run. Unprofitable banks cause a problem 
even for the supervisory authorities, as they are not able to support economic growth and replen-
ish capital buffer (ECB, 2017).
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3.2.2 � The solution of the TBTF problem could be the prevention  
and avoidance of a future crisis

The tightening of microprudential rules and prioritising macroprudential 
regulatory aspects reduces the likelihood of the evolvement or deepening of 
a future crisis.
Whether crises are preventable is a highly controversial issue both at political and 
professional level. The authorities in charge of the regulation seriously believe 
that the regulation and system of institutions established after the crisis, which 
also reflects macroprudential approach, is able to preserve financial stability 
and avoid a financial crisis of the scale and depth of the one that occurred in 2008. 
Borio (2014) stresses that macroprudential regulation may be less able to restrict 
cyclical fluctuations, therefore the only realistic goal could be to increase resist-
ance to cyclical risks. 
By contrast, Admati (2019) believes that financial crises can be prevented by 
means of sufficiently strict regulation. She argues that one of the misleading 
narratives of financial crises is that they are similar to natural disasters, therefore 
they are unavoidable. This interpretation drives discussions towards preparation 
for the crisis. As if an ambulance was sent to the scene of an accident instead of 
prevention. The regulatory fault that led to the evolvement of the shadow banking 
system is used as an argument against strict regulation in a misleading manner.
Regulation is necessarily based on previous experience and aims to eliminate the 
harmful phenomena revealed and the consequences. At the same time, there is a 
consensus that the next crisis will be unexpected and unpredictable.  Based on 
the above, the regulation established after the 2008 crisis could be able to allevi-
ate the effect of the crisis indeed. At the same time, the competent authorities are 
continuously observing and monitoring the new/evolving risks. If it is reasonable, 
they will take the necessary, hopefully successful regulatory measures. 
Although the macroprudential approach helps the identification and manage-
ment of system-level risks, it should be understood that the macroprudential poli-
cies are still very new, therefore they are based on limited experience. According 
to Anne Le Lorier, a former first vice president of the central bank of France, the 
improvement of the set of instruments and institutional background of macro-
prudential policies is one of the most important tasks.60

It is doubtful whether the crisis management of bankrupt large banks works.

60	 BIS (2019)
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The resolution of TBTF institutions is untested, and, some believe, seems to be 
unsolved.61 Although the political intention to protect taxpayers’ money is com-
pletely reasonable, regarding crisis management, it can cause a practical problem 
if the possibility of government bailout of banks is completely removed from 
the toolkit of the authorities.62

Tarullo (2019) also examined if the orderly resolution of large financial institu-
tions affected by the crisis is a real option in practice. According to the author, in 
the case of an idiosyncratic crisis, this solution is imaginable. On the other hand, 
he thinks that it is unlikely that more crisis-stricken institution will be subject to 
resolution in a stress period. Due to the risks threatening the financial system, 
it is sure that other solutions would be look for to stabilise the situation, which 
means that the TBTF problem has remained unsolved. At the same time, in order 
to comply with the market principle, the former rights of the Fed and the FDIC 
have been cut back, therefore in the event of a future banking crisis, the two op-
tions will include the use of an inadequate toolkit and the exceedance of the au-
thorisation by the Congress in the USA. According to Tarullo, as far as short-term 
funding is concerned, comprehensive regulation applying to the whole financial 
system would be required.
Avgouleas and Goodhart (2019) also doubt that in the event of a system-level cri-
sis, the adopted regulation, including the conversion of pre-financed TLAC and 
MREL liabilities, would be an effective solution for the avoidance of the bailout 
of G-SIB banks. It is also uncertain whether bail-in has any undesired effects in 
the case of non-individual, but system-level crises. Finally, it is not clear either 
how effective resolution regimes are in decreasing moral hazard without the ex-
post punishment system of bank executives.63 The authors also emphasise that 
the normative values related to resolution are unclear, overlap and in some cases 
contradict the aims of current resolution frameworks. In addition to this, they 

61	 The above view is held by e.g. Lagarde and Herring (Mills, 2018) , as well as Le Lorier (BIS, 2019).
62	 Pursuant to the Dodd-Frank Act, bail-out is illegal in the USA. The government bailout of banks 

would require the modification of the law, which may significantly reduce the efficiency of crisis 
management.
Herring emphasises that crisis management will be much harder for the authorities because of 
the Dodd-Frank reforms, while the new crisis prevention and resolution measures might prove 
to be inappropriate. (Mills, 2018)

63	 Le Lorier also mentions that the question of the responsibility of the management of bankrupt in-
stitutions is still unsolved and the elaboration of appropriate incentives and sanctions is required 
(BIS, 2019).
In general, in the professional literature examining the consequences of the crisis, the punish-
ment of guilty bankers for their activity is a recurrent issue. After the crisis, the lack of impeach-
ment and the fact that income differences did not decrease even as a result of the crisis may have 
largely contributed to the outbreak of political populism.



TEN YEARS AFTER THE CRISIS 387

refer to the consequences of the overly draconian bail-in regime and the moral 
hazards posed; in order to avoid forced sales, they argue for a more flexible li-
quidity supply system.
The performance of the Basel III liquidity indicators was not linked to the central 
guaranteeing of liquidity required in a crisis situation. Inappropriately provid-
ing liquidity during resolution may be an obstacle to successful resolution; hav-
ing access to liquidity may have a contagion effect.64 Only central banks could 
provide liquidity during resolution, holding the collaterals collected from the 
banks. 
In connection with cross-border resolutions, serious concerns were raised re-
garding the compliance and efficiency of the cooperation between authorities.
Meeting the TLAC and MREL requirements is particularly burdensome for the 
banks, while bail-inable instruments are less attractive for investors. The issue 
of bail-inable bonds entails extra costs, the possible motivations of investors in 
bonds are unclear/contradictory; it is not even sure whether there is/will be suf-
ficient demand for bonds. 65  
Related to the fundraising, another problem in the EU is that the cost of funds is 
different in each jurisdiction (even within the banking union), which violates the 
principle of single market and level playing field. 
In addition to effective crisis management, the proposals on the solution of the 
TBTF problem aimed to decrease the size of banks and define their activities. On 
the other hand, the sizes of the institutions have become larger than prior to the 
crisis due to different mergers, and the concentration of the sector has contin-
ued.66 

64	 Andrea Enria, the new Chairperson of the SSM, mentioned the lack of agreements on the provi-
sion of liquidity as one of the obstacles to resolution (ECB, 2018).
According to Avgouleas and Goodhart (2019), the fact that in the UK, the Bank of England 
provides liquidity required during resolution under the guarantee of the Exchequer is a praise-
worthy solution. The USA, and recently the European Union, as well, decided not to grant this 
right to the central bank. In the USA, the Department of the Treasury, while in the EU, the ESM 
are entitled to provide loans, which are more difficult to get access to. The authors believe that 
within the Banking Union, the ECB should be authorised to provide liquidity under resolution, 
with certain guarantees. 

65	 The recent BIS monitoring (supposing the complete introduction of the rules) revealed a TLAC 
instrument deficit of EUR 108.8 billion in G-SIB banks.  

66	 If JPMorgan Chase were a country, it would be the 8th biggest economy of the world, it would be 
bigger than Brazil, Canada or Russia (Anders, 2018).
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3.2.3  The set of rules in the light of preliminary expectations
The regulation is too complex and unreasonably expensive. 
Even regulatory authorities do not deny that the set of rules established after 
the crisis is complex. The debate is rather about whether the system needs to be 
complex and the compliance costs are reasonable (if they return at least at public 
level).67

Some critics believe that the application of some simple, correctly calibrated, 
measurable and easily controllable rules could be a real alternative. Based on her 
very critical opinion, Admati (2019) believes that simple and cost-effective regu-
lation would do away with wrong incentives. Instead of this, as if the regulatory 
authorities had taken a real action, the authorities established an extremely com-
plex set of rules, which has more costs than advantages. The rules according to 
which the financial system operates are not adequate and, in some cases, they are 
even counterproductive. Security would require a much higher capital level. The 
regulatory authorities use stress tests to reassure themselves and the public that 
the banks are sufficiently secure. However, stress tests based on strong assump-
tions are not able to predict the market dynamics of the interconnected system in 
the event of an actual unexpected crisis, therefore they provide only false security.
It is probably an illusion that some simple rules could be enough to appropriately 
regulate the complicated and divergent financial system. A certain level of com-
plexity in regulation is unavoidable. At the same time, current regulation is so 
complicated and complex that it is not or hardly transparent as a whole. The 
interactions between different rules are still unexplored. Despite emphasising the 
holistic approach, they have not really been examined so far. It is a similar situa-
tion to when upon the advice of several doctors, someone starts taking different 
kinds of medicine for various illnesses, but no one can predict the possible result.
Although the Basel Committee on Banking Supervision committed itself to es-
tablishing a balance between the simple/transparent and the risk-sensitive regu-
lation, the result is neither simple, nor transparent and is less sensitive to risks 
than the previous regulation.68

67	 Two additional facts to describe the compliance burden: Sironi (2018) estimates that a medium-
sized bank needs to have 200 full-time employees to comply with the rules. In Europe, the bal-
ance sheet total of 350 banks exceeds EUR 1 billion, therefore compliance with the rules would 
require around 70000 new employees at EU level. 
According to Mervyn King, the system is so complicated that the compliance and legal depart-
ments will play a crucial role in private financial institutions (BIS, 2019).

68	 According to Mérő (2018), the finalised Basel III can be regarded as an element of transition 
towards less risk-sensitive regulation. Her other important statement is that “The underlying in-
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It is a legitimate expectation that in the future, regulatory authorities should de-
vote more attention to the examination of interactions between rules and take 
decisive steps towards the simplification of certain rules.
Irrespective of criticising excessive complexity, it is a general phenomenon that 
we tend to forget our earlier experience as we are leaving behind the crisis in time. 
The following argument comes up again: excessively strict rules slow down lend-
ing/growth, while lobbying for the relaxation of rules is intensifying.69

Strict and excessively complex regulation strengthens shadow banking activity. 
The non-regulation of financial innovations is presumably inevitable, but it poses 
systemic risk.
“Overregulation” of the banking sector drives towards non-regulated shadow 
banking activity.70 Post-crisis regulation intended to tackle this problem by regu-
lating the shadow banking system. With moderate success, to say the least. In 
spite of the fact that it has been laid down in the principles for a long time that 
instead of institutions, activities shall be regulate, there are only limited results in 
this field, which raises serious problems regarding level playing field. As regards 
BigTech and FinTech companies, the consequences are unpredictable; the non-
regulation of their activity may be the most important systemic risk factor. A 
future crisis might derive from non-banking financial intermediation. The risks 
are outside the strictly regulated banking sector.
Of course, the future is unknown. Innovations are ahead of existing rules, but it 
can cause a serious problem is new regulation is adopted too late and cannot keep 
up with too fast innovation.71 Andres (2018) thinks that it was not deregulation, 

centive structures cannot be seen in a complicated bank regulation system that is difficult to follow, 
therefore they might have unexpected/unintended side effects in the future.”

69	 For example, see: Andres (2018) or Lagarde (Mills, 2018). About the relaxation of regulation in 
the USA, see: Tarullo (2019).

70	 About the non-regulation of shadow banking activity see Baer (2019) or Tarullo (2019), as well. 
According to Herring, as a result of the regulatory reform, the risk has been only transferred to 
other institutions and markets which are less under scrutiny and are practically non-regulated 
(Mills, 2018). 

71	 According to Dömötör et al (2016): “The current banking sector - inter alia owing to the imma-
tureness of the stock market - is still not suitable for giving innovation-based growth a boost. As 
a result, the role of financing is being taken over by other, non-financial institutions. Peer-to-peer 
lending and, based on the model of social media, community funding is evolving. The new partici-
pants play an important role in the promotion of financial innovation, which could be key to reform 
and further growth. However, this poses threats, as well, because actually, the recent crisis was trig-
gered by a kind of financial innovation. Based on the above, regulation, especially the restrictions 
on regulation, should be continuously reformed, following changes in the financial system. Namely, 
the biggest danger of the aforementioned funding forms is that despite carrying risks similar to 
traditional bank financing, different restrictions apply to them. As a result, agreements which are 
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but rather non-regulated new activities and instruments which led to the crisis in 
the 1990s and 2000s. 
Fast-paced digitalisation is a challenge to the business models of banks, while 
cyber risk is increasing. 72 Companies suffer from cyberattacks on a daily basis, 
but official regulation is lagging behind the events in this field, as well, it does not 
protect the companies against cyber incidents. 
In practice, the global character of regulation has been damaged 
After the crisis, there was almost complete agreement that due to the global char-
acter of the banking system and the financial crisis, the response given to the 
crisis should be global, as well. This endeavour was justified by aspects of neutral 
competition as well as by the restriction of the possibility of regulatory arbitrage. 
Regarding issue, there was a consensus at the level of global politics, as well, there-
fore, under the guidance of the G20, the BCBS and the FSB could start elaborating 
the specific elements of the regulatory reform.
Although global authorities have been clearly and explicitly striving to consist-
ently introduce the adopted rules in different jurisdictions from the beginning, 
in reality, have not managed to achieve this fully. In the USA, the introduction 
of the Dodd-Frank Act in 2010 preceded the adoption of the Basel III regulation, 
therefore the harmonisation of the two regulations was difficult.73 The EU and 
the US regulations are also different regarding their philosophy, as in the USA, 
internationally adopted rules are applied only to a circle of institutions exceeding 
a certain size, while in the European Union, they are applied to all credit institu-
tions and investment firms.74,75 

more favourable for both the creditors and the investors can be reached, representing a kind of 
regulatory arbitrage. However, this situation carries system-level risks which characterised the 
situation of the financial sector in 2007, before the crisis.” (p. 542)  

72	 Based on the survey of Grant Thorton - MIT GCFP (2017), cybersecurity is the only field where 
banking risk management has exceeded regulatory expectations.

73	 For further details on this, see: Hoshi in the CEPR Press Studies 3.5 (Danielsson, 2015).
74	 Tarullo (2019) argues for the tiering of the regulation. In the USA, certain stricter regulations 

applied only to banks with assets over USD 50 billion (e.g. more stringent capital requirements, 
liquidity rules, risk management requirements, stress tests or the Volcker Rule.) The financial 
regulation of 2018 raised this limit to USD 250 billion, which is perhaps exaggerated, but the ap-
proach should be appreciated. These measures facilitate the better allocation and more efficient 
use of risk management and supervisory capacities. 

75	 Biedermann–Orosz (2015) give a detailed description of the differences between the US and 
the EU regulations, paying special attention to the regulation of compensation systems, capital 
requirements, derivatives, credit rating agencies, the supervision of hedge funds and consumer 
protection. In spite of the fact that the Financial Markets Regulatory Dialogue between the USA 
and the EU has been effective since 2002, the differences are striking. Mills (2018) also deals with 
the reasons for the faster and more convincing recovery of the USA.
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Due to the application of the European Single Rule Book, smaller authorities try 
to lessen the disproportionately high regulatory/compliance burden on small in-
stitutions by applying the principle of proportionality, however, their efforts have 
not been very successful so far.76 On the other hand, the large number of nation-
al/official options and discretions of the capital requirements regulation, which 
the European Central Bank is consistently striving to abolish, make uniform ap-
plication fairly difficult.
In the course of the establishment of the Banking Union, an additional prob-
lem was that banking laws were only partly harmonised. The application of the 
macroprudential toolkit (e.g. LTV, LTI, systemic risk reserves), the bankruptcy 
law and the company law remained within national competence. Furthermore, a 
part of the supervisory toolkit and administrative sanctions did not harmonise.77

Non-identical regulation not only increases the possibility of regulatory arbi-
trage, but it also significantly increases the compliance costs of the institutions. 
Adherence to and the harmonisation of different sets of rules require a fairly large 
amount of time and money. The mutual recognition of each other’s rules might be 
a practical solution to the problems arising from different rules.78 
According to others, the global “one size fits all” approach is wrong. The custom-
ised nature of regulation and the discretional powers conferred on the authority 
improve efficiency, thus strengthening financial stability.79 In principle, regula-
tion focusing on G-SIB banks does not exclude the application of more custom-
ised regulation to other institutions. 
The use of buffers considerably decreased the procyclical character of regula-
tion.80 
After the crisis, the authorities prescribed the application of different buffers. If 
such buffers are never used, they become unnecessary burden regarding bank-
ing activity and economic growth. According to Baer (2019), when prescribing 

76	 Among the few results, we could mention that in the framework of the risk-reducing package 
adopted in November 2016, under the slogan of reinforcing proportionate application, reporting 
and publication requirements were decreased at smaller banks, the capital requirement calcula-
tion of trading positions was simplified and compensation rules were lessened.

77	 Deslandes et al. (2019)
78	 In its recently published Communiqué, the European Commission explained how the financial 

regulation of third countries is recognised as equivalent (EC, 2019).
79	 According to Laeven and Levine (Danielsson, 2015, point 3.4), in order to enforce correct in-

centives, regulation should be adjusted to the existing financial management system and the 
ownership structure of banks.

80	 In an interesting article, one of the publicists of the Financial Times wrote that regulation is nec-
essarily procyclical for economic, ideological, political and mainly human reasons (Wolf, 2019).
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buffers, regulators suppose that in the case of a crisis, banks spend their reserves 
and can continue lending, market making and other activities supporting the 
economy by fulfilling the minimum capital requirements. This assumption is the 
starting point of post-crisis capital and liquidity regulation. However, market 
participants do not behave in this way. Banks do not let their capital adequacy 
and liquidity decrease, they rather reduce their balance sheet total. Banks are not 
interested in reducing capital conservation buffer. Actually, buffer only increases 
capital level.
On the other hand, if they once introduce it, authorities are not willing to resort 
to the tool of reducing countercyclical buffer either, as during a crisis, decreasing 
the capital requirement prescribed for banks is a politically unpopular decision. 
The author believes that the assumption related to buffers is a misconception in 
reality.  At the same time, the facts that stricter requirements are prescribed for 
banks than earlier, while there are practically no requirements for non-banks op-
erating in a similar market, jointly strengthen procyclicality. In the event of a 
crisis, the activity of non-bank intermediaries drops more drastically than that 
of banks. 
Sironi (2018) criticises countercyclical capital buffer, because its use does not de-
pend on the individual behaviour of the bank. Prudent banks are also punished 
for the aggressive expansion of other banks. Its application depends on the na-
tionality of the borrower (in fact, on the place of landing and not that of the bank), 
while this requirement seeks to control excessive lending. Moreover, this rule can 
be easily circumvented if the loan is provided for an affiliate based in a country 
where no countercyclical buffer requirement exists. The losers of the regulation 
are SMEs operating in the country applying the buffer, as they cannot take out a 
loan from other countries. 
Nor is the application of the countercyclical buffer supported by the negative cor-
relation between the loan/GDP gap and the GDP growth.

Initiatives for self-regulation become marginalised.
In the period following the subprime crisis, it was laid down as a principle that, if 
possible, market self-regulatory solutions had to be prioritised; the sector should 
be given an opportunity to develop the tools by means of which risks arising in 
the system can be mitigated.81 Already in the initial period, there were market 
self-regulatory attempts (e.g. by the credit rating agencies), but these initiatives 
were marginalised soon. Simultaneously, among other things, the enforcement of 
the interest of banks was also restricted by imposing significant limits on mod-

81	 Móra (2008)
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el use within administrative regulation.82 By now, the conclusion drawn by the 
Hungarian author trio in 2011 has become a generally accepted view: “New rules 
can only be forced on the financial system, self-regulation of appropriate direc-
tion and scale is a mere illusion.”83

Nonetheless, the adoption of the rules takes more time both at global and Euro-
pean level, in the framework of an appropriate consultation process (in the case 
of more important rules, a multiple-stage process), providing a theoretical and, 
in several cases, a real opportunity for the banks to enforce their interests at least 
partially.

The market discipline is expected to be stronger than before.
The third pillar, the enforcement of market discipline by providing information 
for the public, was an important new element of the Basel II regulation. The regu-
lators supposed that based on the compulsorily disclosed extra information on 
the solvency capital, capital adequacy, risk management of institutions, market 
participants distinguished riskier banks from less risky banks. By increasing the 
funding costs of riskier banks, they wanted to encourage them to reduce risk-
taking. As opposed to this, the series of government bail-out of banks during the 
crisis seriously violated the market principle. If large banks are bailed out, noth-
ing encourages the monitoring of banking information. 
The introduction of the bail-in mechanism, the TLAC and MREL requirements, 
even due to the investors in such instruments, undoubtedly contributes to the 
enforcement of market discipline and limits excessive risk-taking.
In January 2015 and in March 2017, the BCBS significantly extended the circle of 
information that had to be published in accordance with the third pillar.84,85 The 
revised third pillar publication requirements published in December 2018 already 
include the finalised Basel III regulations adopted in December 2017 and are 
amended with other information (publication requirements related to pledged 

82	 Mérő (2018)
83	 Bánfi–Kürthy–Bánfi (2011)
84	 The standard allowed the better comparison of the information published by banks on risk-

weighted assets (RW).
85	 The consolidated and reinforced 3rd pillar disclosure frameworks included all the requirements 

(requirements on capital, the leverage ratio, liquidity indicators, G-SIBs indicators, countercycli-
cal capital buffer, the interest rate risk of the banking-book and compensation) adopted earlier. 
In addition, they introduced the indicator system of the banks’ basic prudential indexes (dash-
board) and collected the new publication requirements describing prudential assessment adjust-
ments. 
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assets, the distribution of capital, the prudential management of problematic as-
sets), as well.86 
The consolidated publication requirements undoubtedly strengthen the founda-
tion of the decisions taken by market participants, however, banks often call into 
question whether stakeholders are able to properly assess the published informa-
tion.

To conclude my article, I cite that the European Banking Federation set the fol-
lowing goal for the EU to achieve in the 2019-2024 legislative period under the 
title “Achieve a Stable and Efficient Regulatory Framework”:

“An assessment of the current regulatory framework, overlap, interlinkage 
and interconnections
Following the decade-long implementation of a continuous programme of regu-
latory change in the wake of the 2008 financial crisis, we now believe the time 
has come to take stock and evaluate what is and what is not working, and to 
make further adjustments where necessary. A stable and efficient regulatory 
framework is crucial for banks.
A more efficient system of financial regulation is a critical pillar in the policies 
to stimulate growth. This should help remove unnecessary burdens, increase 
banks’ profitability, within the European banking system, without reducing the 
high level of resilience achieved.
In the same spirit of the Financial Stability Board (FSB), which is currently 
evaluating the G20 reforms, rather than triggering additional reforms, the Eu-
ropean Union actions should be equally aligned. They should scrutinise existing 
requirements in the context of an analysis of potential efficiency gains.
The volume and complexity of regulations affecting the banking system are 
enormous. The Capital Requirements Regulation and Directive are so intricate 
that it becomes complex for banks to manage its implementation, and, chal-
lenging to be fully compliant. In addition, banks dedicate significant amounts of 
resources in order to comply with the long list of other regulations and require-
ments, starting from sector-specific ones such as European Market Infrastruc-
ture Regulation (EMIR), Banking Recovery and Resolution Directive (BRRD), 
Market Abuse Directive (MAD), Markets in Financial Instruments Directive 
(MiFID), Prospectus, the legal framework for payment services (such as Pay-
ment Services Directive 2) and right through to cross-sectoral ones like the Gen-
eral Data Protection Regulation (GDPR).

86	 BCBS (2018)
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At the same time, and in order to maintain the stability of financial system, 
the integration of Anti-Money Laundering considerations into the superviso-
ry framework should also be seriously contemplated. It has become apparent 
that AML/CFT issues can quickly become major prudential issues affecting the 
banking sector’s stability (e.g. related sanctions). In a more harmonised, and 
hence, simplified regulatory environment, a good part of resources currently 
employed in this area could be diverted to banking activities supporting and 
driving the real economy.
We believe that the new European Commission should now analyse together 
with the banking sector whether there are opportunities for efficiency, stream-
lining and simplifying regulation along the better regulation principles. We be-
lieve that substantial efficiency gains may arise, if a critical review of the bank-
ing regulatory framework is carried out. The review should be complemented by 
an in-depth examination regarding a level playing field with non-bank competi-
tors to ensure all activities in the financial sector are regulated the same way.” 87

I am convinced that the coordination and simplification of regulation, as well as 
the assurance of its level playing field character, with special regard to non-bank 
financial intermediaries, are fundamental interests not only of the banking sec-
tor, but of the wider community, as well. Fortunately, the decision-makers of 
the European Union have recognised this demand. However, regarding actual 
revision of the regulation, no considerable progress has been made so far.88 

87	 EBF (2019, pp. 32–33)
88	 The European Commission announced its Regulatory Fitness and Performance Programme (RE-

FIT) already in 2012. The programme, which aims to realise more effective and less expensive regu-
lation, is general character and goes far beyond financial regulation. In 2015, a REFIT platform 
consisting of the representatives of the authorities of the member states and other stakeholders 
(mainly the representatives or civil organisations) was set up, as well. The Commission going out 
in 2019 made 150 proposals on the simplification of regulation during its 5-year term in office. 
The Communiqué of the Commission published in October 2018, emphasised the better imple-
mentation of the principles of subsidiarity and proportionality, In the second half of 2018, they 
consulted on the principles of Better Regulation. The result of the consultation was published in 
March. 
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