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The crisis calls for regulatory reform:  Erste Group supports regulatory reform which draws the 
lessons from the financial and economic crisis. The banking industry as a whole needs to put greater 
emphasis on sound risk management, quality of capital, corporate governance, transparency as well 
as investor and consumer confidence. The regulatory and supervisory system for the banking industry 
needs to be harmonised and strengthened. Erste Group is therefore fully committed to a constructive 
dialogue between the financial sector and policy-makers at EU and global level which is conducive to 
the adoption of meaningful and positive legislative reforms. In principle we support the improvement of 
the quality of capital, the simplification of the capital catalogue, the international harmonisation of 
capital definitions, and the enhancement of liquidity and funding standards. However, a one-size-fits-
all approach risks achieving the opposite of the primary goal of CRD IV and hamper growth instead of 
fuelling it. Reforms have to be targeted and differentiated and the cumulative effect of all the 
regulatory reform initiatives needs to be analysed in detail. Indeed, “safe but useless” banks would be 
a real danger for economic development in the EU. Hence we advocate an approach which delivers 
“healthier but useful” banks. This will be particularly important when calibrating capital and liquidity 
requirements. 
 
An international level playing field is needed:  The financial world is interconnected and financial 
capital flows are very sensitive to regulatory changes especially where there is regulatory arbitrage. In 
areas such as capital and liquidity standards we need global rather than regional solutions. To avoid 
putting the EU’s financial sector - and thus its economy - at a disadvantage vis-à-vis the US or other 
countries, CRD IV needs to be aligned with Basel III.  

 
Our business model supports the real economy: We are a retail banking group that acts as an 
intermediary for our customers whose financial savings and financing needs have different time and/or 
maturity horizons. We are mainly providing basic banking products to customers, primarily SMEs and 
individuals, rather than sophisticated structured products and/or financial engineering to institutional 
clients. By collecting deposits we are less dependent on external whole sale financing than other 
banks. We are the second largest retail bank in Central and Eastern Europe (CEE). With over 3,000 
branches, we serve 17.5m retail clients (including some 800,000 SME customers) in Austria, the 
Czech Republic, Slovakia, Hungary, Romania, Serbia, Croatia and Ukraine. Our retail customer base 
and our country portfolio is the backbone of our business, backed by prudent risk taking and sound 
asset-liability management. This model, which is the only appropriate for our region, has demonstrated 
its strength in the crisis and the future regulatory framework needs to take this into account.  
 
Reform should not hamper our ability to deliver an essential lending function for the real 
economy:  We need to ensure that the system allows banks like Erste Group to support the real 
economy by collecting deposits and lending money – the basic banking function politicians all over 
Europe demand banks to fulfil. Preserving access to affordable credit for the real economy is vital as 
European and in particular CEE SMEs depend heavily on bank loans. Policy-makers face the 
challenging task of increasing the safety of banks’ capital and liquidity base without interfering in their 
capacity to collect deposits and lend money to the real economy. The current proposed liquidity 
framework would disincentivise deposit taking vis-à-vis long term whole sale funding in the proposed 
framework.  
 
Paradoxically, retail banks risk being punished: Although retail banks like Erste Group have the 
most stable funding source, we risk being hit harder by the present CRD IV proposals than investment 
banks, for a number of reasons. Firstly, the proposed liquidity regime would require high long term 
funding components for loans with a maturity of less than a year. Secondly, the funding structure of 
retail banks is penalized by high run off factors for deposits and by the proposed artificial 
differentiation of stable and less stable deposits. Thirdly, the concept of a non risk based leverage  
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ratio, which runs contrary to the philosophy of the risk-based Basel II framework, is a one-size-fits-all 
regulatory measure which favours rather a quantitative over a qualitative approach and would not take 
the low risk profile of a retail bank with its small-margin business (mortgages, municipalities) into 
account. Last but not least retail banks, which are driven by their customers’ needs, have less room to 
adjust their business models compared to investment banks.  
 
Minority interests of supervised banking subsidiari es should continue to count as eligible 
common equity in the future: In its recent consultation paper, the European Commission follows the 
approach taken by the Basel Committee on Banking Supervision that minority interests should not 
qualify as Core Tier 1 capital. We disagree with the assumption that minority interests are not 
available to support risks in the group as a whole and encourage policy-makers not to penalise 
supervised banking structures in the pursuit of the legitimate aim of preventing the misuse of corporate 
structures.   
 
Non-eurozone member states should not be put at a d isadvantage: Most CEE member states 
operate outside the Eurozone, banks in these countries are well capitalised and are completely free of 
toxic assets. Banks balance sheets consist of loans to customers on the asset side and customer 
deposits plus equity on the liability side. Therefore these banking systems can be viewed as the 
“purest” in the world. 
As the relatively less developed capital markets offer hardly any products for long-term investments or 
deposits, thus no maturity matching funding is available for long-term loans in local currency. Maturity 
transformation is one of the core functions of banks in these markets. The proposed liquidity regime 
would make it much harder to fulfil this function. 
Furthermore these limited long-term investment possibilities are the reason why the region is heavily 
dependent on loans, infrastructure and project finance for its economic development. In the process of 
setting the new regulatory framework we urge policymakers to consider the potential impact of CRD IV 
on this promising region, which is still to be considered as the EU’s economic growth engine, and the 
possible negative impacts on their convergence path towards the Eurozone.  
 
Unintended negative consequences for the European e conomy should be avoided: We are 
concerned about the legal uncertainty regarding the future qualification of newly issued capital 
instruments which comply with current regulatory requirements but do not match with the new 
proposal. In addition to the Basel Committee’s impact study, it is crucial that the European 
Commission carries out its own thorough assessment of the foreseen impact of CRD IV not only on 
the European banking sector but more importantly on the economy at large, carefully considering in 
particular the impact on the CEE region. A clear and adequate definition of the implementation date 
will be of the essence, and to cushion the immediate impact of CRD IV we would strongly favour 
prolonging the transition from the old to the new regime by introducing adequate grandfathering 
periods. We also encourage the Commission to assess the aggregate effect of the raft of measures 
being adopted or considered (e.g. changes adopted or considered in CRD II and CRD III, design of 
liquidity standards, definition of capital, basis for a leverage ratio, and the ratio of capital requirements 
and its cumulative effect on the economy) bearing in mind the need for a clear prioritisation of 
objectives.   
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Erste Group was founded in 1819 as the first Austrian savings bank (“Erste oesterreichische Spar-
Casse”). In 1997, Erste Group went public with a strategy to expand its retail business into Central and 
Eastern Europe. Erste Group's customer base has grown through numerous acquisitions and organic 
growth from 600,000 to 17.5 million, of which 15.5 million clients live in the fastest growing economies 
of the European Union. These countries benefit from the stable EU regulatory framework. Having 
always focussed on retail and SME business, today Erste Group is one of the largest financial 
services providers in Central and Eastern Europe in terms of clients and total assets. 


