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I would like to thank the Chair and members of the committee for the invitation to participate in this 
public hearing.  It is always vital that the views of the ‘real economy’ – the end-users of the financial 
system – are properly heard by legislators and regulators. 

The European Association of Corporate Treasurers brings together treasury associations of 17 EU 
member states, Switzerland and Croatia.  We are ‘professional bodies’ and not trade associations.  
We do not lobby for individual organisations or sectors and have no profit or commercial drivers. 

Our interest is in supporting the professional development of individuals who manage the liquidity, 
funding and risk of public as well as private organisations.  We have increasingly found ourselves 
providing a voice for the real economy end-users of the financial system.  We recognise that this 
voice is more and more needed, on Single Market issues such as SEPA and on the range of global 
financial regulatory initiatives. 

These presentations customarily begin with an affirmation of support for the work of legislators to 
stabilise the financial system; the work is rightly focused on protecting current and future generations 
from the corrosive effect of what has gone so badly wrong.  I find however that it is important to put in 
a plea that the focus of regulation be on the real rather than the spurious causes of the crisis.  Whilst 
poor regulation is self-evidently unhelpful, regulation that confuses the true causes of the shocks – 
and specifically confuses the origins of systemic financial risk – will do significant harm to the broad 
economic prospects of the EU through a set of unintended consequences.  

These consequences drove the efforts of the EACT and others to work with Parliament, Council and 
the Commission on the regulation of derivatives; we sought to ensure that the initial proposals were 
substantially modified in respect of the treatment of non-financial end-users.  I am pleased that EMIR 
now includes a workable exemption. 

I will focus the rest of my remarks on two aspects of the CRD IV proposals: 

- the importance of consistency between EMIR and CRD IV; and 

- the wider impact that CRD IV will have on the real economy – large companies and SMEs. 

First of all, the importance of consistency between EMIR and CRD IV 

The September 2009 G20 resolutions proposed three actions on derivatives: a move to standardised 
contracts and central clearing; mandatory trade reporting; and punitive bank capital charges for any 
remaining uncleared (bilateral) derivatives.  As the implementation debate began end-users 
successfully highlighted the serious unintended consequences to which I referred a moment ago.   

CRD IV and Basel III continue the G20 implementation process; in their drafting however there is a 
conflict with the positive end-user exemption outcome.  Specifically, if CRD IV moves ahead as 
proposed, its effect on the pricing of derivatives could be so adverse that the new capital 
requirements regime will perversely deliver the opposite of what legislators agreed – here and in 
Washington – was the right outcome for end-users. 



In the discussions on EMIR, end-users sought to underline that systemic risk does not arise from 
risk-mitigation activities.  The G20 resolution, on the other hand, can only be interpreted as reflecting 
a view that all derivatives are necessarily linked to the creation of systemic risk. 

Higher bank capital should be directed at protecting the financial system from such risks; but without 
any linkage between systemic risk and risk mitigation by end-users, there is no case to support the 
punitive application of capital charges for uncleared end-user derivative transactions.   

The proposed CRD IV impact on the pricing of derivatives is based on the CVA capital charge 
calculation.  This is a very technical area and I would like to stress just three high level points: 

- the ‘advanced approach’ uses CDS spreads – either actual or index-based; the reliance on 
an historic ‘stressed period’ of these spreads can have the effect of penalising a derivative 
transaction more heavily than the equivalent loan transaction would for the same customer. 
This seems to many of us simply illogical and imprudent; 

- the ‘hard-coding’ of the use of CDS data into bank capital calculations itself appears strange 
given all the concerns about CDS markets; and 

- analysis by the CBI in the UK suggests that in a number of respects the CVA calculation 
includes elements of double-counting. 

None of what I have described would matter if the issue could be left to academic debate.  But we 
are dealing with a real world effect and specifically the reversal – in economic terms – of the benefit 
of the end-user exemption in EMIR.  At this stage estimates of the price impact on derivatives are 
variable – but the general view seems to be that the CVA capital charge could be double the level 
prior to implementation of CRD IV.  This will both increase costs for the real economy and dissuade 
some organisations from prudently mitigating their risks with derivatives. 

I will turn now to the second aspect of the CRD IV proposals, their wider impact on the real 
economy 

In addition to the effect already described on the cost and use of derivatives, there are a number of 
other areas of concern and I will briefly cover the following: 

- what CRD IV will do to borrowing costs; 

- how CRD IV – and deleveraging by banks – will put pressure on smaller companies without 
access to capital markets; 

- concerns about the cost of trade finance; and 

- issues of international competitiveness. 

The impact on borrowing costs continues to be difficult to quantify.  A group of German companies 
and the DAI are commissioning a consultancy study to provide objective data.  It is self-evident that 
costs will increase.  Standard & Poor’s1 recently released a study, based on Basel III, that calculates 
the additional costs as between 50 and 164 basis points, depending on the credit grade of the 
borrower and the return on equity target of the bank. 

This data assumes full implementation of the net stable funding ratio.  Without the ratio in place, the 
equivalent range of additional costs is from 20 to 142 basis points.  For EU companies, with their 
relatively high dependence on bank funding, these are material increases.  They will push upwards 
the overall cost of capital and make productive investment more difficult to justify financially. 

Pressure will be put on smaller companies, facing cost increases at the higher end of the ranges 
just described; they typically cannot switch their funding from bank and into capital markets as large 
companies will do.  This is unhelpful at a time when economic recovery depends in large part on 
investment.  SMEs are in addition especially threatened by the possibility that banks will continue to 
deleverage in response to a shortage of capital. 

On trade finance it is encouraging that the Commission has called for the Basel Task Force to 
consider more beneficial capital requirements for trade finance, as a revision to the Basel III 
framework.  There are concerns over the liquidity, leverage and maturity floor aspects of CRD IV and 
Basel III, pending review by the European Banking Authority.  The economic impact of the current 
proposals appears to exaggerate the risk level associated with trade finance and the duration of the 
exposures for banks. 

                                                
1 Standard & Poor’s Global Credit Portal: Why Basel III and Solvency II Will Hurt Corporate 
Borrowing in Europe More Than in the US – 27 September 2011 



There is also concern over the impact of CRD IV on longer-term export credit finance, often 
guaranteed by an export credit agency.  As proposed the guarantee allows no mitigation in the 
capital requirements calculation.  This area is to be covered by the European Banking Authority for 
completion by 2016; it is to be hoped that the CRD IV regime will not be binding before the EBA has 
reported. 

Issues of international competiveness arise from concerns about a globally level playing field and 
the European dependency on bank finance referred to earlier.  Failure to implement globally 
consistent approaches in export credit finance could severely disadvantage EU exporters.  
Alternative sources of conventional funding for companies are much more established in the US than 
in Europe, which will favour US companies should that country genuinely adopt Basel III. 

It is also worth noting that a relatively punitive new capital regime, good for financial stability through 
stronger banks, may have the perverse effect of driving business funding into alternative and less 
well-regulated markets.  This may be attractive to the companies benefiting from such new markets 
but could be an unhelpful consequence of the push for tighter regulation. 

The concerns I have expressed about CRD IV and Basel III are widely shared by treasurers, finance 
directors and companies throughout the EU.  In January 2010 the EACT circulated to the 
Commissioners a letter signed by a large number of companies drawing attention to the unintended 
consequences of the approach to regulating derivatives.  The EACT now has more than one hundred 
companies committed to add their names to a further letter focusing on the key issues around CRD 
IV.  It is my hope that the exchange of views in this Hearing and our letter will help contribute to a 
beneficial outcome. 

Thank you again for this opportunity and I look forward to participating in the question session. 

 

 


