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EU Commission consultation on the competitiveness of the EU banking sector 

BNP Paribas main messages and key priorities 

 

 

BNP Paribas welcomes this opportunity to respond to the consultation launched by the 

European Commission on the competitiveness of the banking sector, and to share ideas to feed 

into the Commission’s upcoming report. We hope that this initiative will translate into rapid, 

decisive and concrete actions at a time when the European Union urgently needs them. 

 

*  * 

* 

 

Banking competitiveness in the EU and globally 

Increasing international competition and growing geopolitical tensions are challenging the 

EU’s global position and core economic and social model. In this context, the role of the EU 

banking sector and its strategic importance in supporting the economy must be not only 

acknowledged but also restored to its full potential by EU policymakers.  

As highlighted by recent reports, a strong banking sector is a prerequisite for a strong European 

economy and sovereignty; indeed, the scale of bank finance in the EU economy is structural 

and represents 75% of GDP1, markedly higher than in peer jurisdictions such as the United 

States. 

EU banks operate in a highly regulated and fragmented EU market environment, while facing 

increasing competition in various segments of their activities from less regulated non-bank 

financial intermediaries and large global players. The cumulative effect of fragmentation of the 

EU domestic market, regulatory complexity and gold-plating, as well as supervisory pressure, 

weigh on cost structures, constrain economies of scale and prevent efficient deployment of 

banks’ capital for the financing of the economy.  

The long-term trend toward higher capital ratios has constrained EU banks’ growth and 

lending capacity over the past 10 years. We have long gone beyond the optimum balance 

between financial stability and economic benefits, and this trend has now clearly become 

detrimental to economic growth. The median CET1 ratio for EU banks stands at 18% 

(weighted average 16.3%), far above historical single‑digit levels and well above those of other 

 
1 World Bank/IMF 
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jurisdictions. This situation illustrates a fundamental imbalance rather than a reassuring feature. 

Over the past decade, total credit outstandings have risen by only 10 % while core capital has 

increased by 45 %; eurozone GDP and credit to the real economy (evaluated through loans to 

non-financial corporations and households) have increased by exactly the same proportion, 

with an average annualised growth of only about 1.5%. Limited credit supply directly translates 

into modest economic growth; when banks are restrained from granting loans, the EU economy 

lacks the fuel it needs to thrive.   

A 2025 data benchmarking exercise on 15 significant EU banks showed that between 2021 and 

2024, approximately 90% of retained earnings have been absorbed by supervisory add‑ons and 

buffer increases, leaving just 10% of net capital generation for organic growth, lending and 

investment. This represents more than €100bn CET1 - the equivalent of freezing €1,500bn of 

lending.  In contrast, we see that other key jurisdictions, such as the UK or the US, are moving 

toward a more pragmatic approach to prudential and supervisory policies, recognising notably 

that rightsizing banks’ capital requirements is beneficial to support lending growth. 

At a time when the EU needs up to €1,500 billion per year to finance strategic sectors such as 

defence, the energy transition and technology, and must rebuild its strategic autonomy, a strong 

and responsive EU banking sector is absolutely essential.  

 

Complexity and effectiveness of the prudential framework  

In this context of multiple and pressing challenges affecting the EU economy, we believe that 

the Commission should put its primary focus on measures able to deliver a direct and rapid 

impact on banks’ capacity to lend and support the economy. Indeed, a series of measures to 

address the complexity and efficiency of the prudential framework must be implemented in the 

short term to unlock EU banks’ potential, while still maintaining the core of the prudential 

architecture that is the foundation of the EU banking sector’s resilience and stability. 

In this regard, a clear line of action is to address the gold-plating issues that are plaguing 

the EU prudential rules in comparison to the Basel international standards.   

A key priority is aligning MREL with the TLAC design. MREL has evolved into a complex, 

duplicative EU overlay to the TLAC standard, and has by construction followed the upward 

trend of EU banks’ going-concern capital requirements. Such harmonisation would simplify 

issuance of instruments, decrease funding costs, increase transparency for investors and reduce 

reliance on US markets for the largest banks. 

Another priority is addressing the prudential gold-plating of accounting standards.  

- The current approach to Prudential Valuation Adjustments produces conservative 

overlays that exceed actual valuation risk, particularly in deep and liquid markets. We 

must stick to international, EU endorsed accounting principles as applied by banks 

worldwide and reviewed by statutory auditors.  
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- Mandatory prudential provisioning add-ons for non-performing loans (NPLs) is another 

area where gold-plating solutions supersede sensible remedies. While the objective of 

timely provision is clearly sound, we stress that this is already carefully analysed by 

banks, their auditors and supervisors. Automatic calendar provisioning regardless of 

collateral quality or recovery prospects is therefore completely unjustified and weighs 

heavily on EU banks’ capital. The EU NPL backstop, which was devised as an 

exceptional measure to address the past issue of excessive NPL accumulation on banks’ 

balance sheets, is not justified on ongoing basis and should be terminated as rapidly as 

possible. 

- Finally, the full prudential deduction of investments in software from CET1 capital 

penalizes EU banks and is counterproductive for their digital transition: technology is 

indeed core productive capital.  

As regards macroprudential instruments, measures should be taken to address the EU’s gold-

plating of Basel and excessive complexity, which produce strong potential for duplicative or 

unsubstantiated capital requirements. First, unnecessary instruments at the disposal of 

macroprudential authorities which are essentially EU specificities need to be removed: this is 

the case for the Systemic Risk Buffer and for the concept of “positive neutral” Countercyclical 

Buffer rates introduced by several Member States.  Second, unified rules and methodologies 

are needed to frame the use of macroprudential tools by national authorities. In particular, the 

O-SII framework should be reviewed by introducing a set of common rules with a single 

“scoring” system and a unique bucketing scale; the highest level of the O-SII buffer should be 

strictly lower than the lowest G-SII buffer rate, i.e. 1%. Similarly, precise rules to frame the 

use of the Countercyclical Capital Buffer should be defined at EU level, including clarification 

of conditions and criteria to release it and of how microprudential and macroprudential 

authorities should account for embedded overlaps in the functioning of the tool (e.g. 

compensation in P2G).  

Other elements of gold-plating which need to be reconsidered are:  

- the multiple MDA triggers present across the EU parallel capital stacks: these are 

redundant, sources of unique complexity, and ultimately stifle capital management. We 

recommend streamlining the MDA mechanism by focusing only on the CET1 ratio, as 

the combined buffer requirement is to be satisfied with CET1.  

- the mandatory requirement for a Prudential Transition Plan (PTP): introduced by 

CRD6, this is a hybrid concept that is not mandated by international prudential 

standards, while strategic transition plans are no longer obligatory for corporates under 

EU regulations following the adoption of the Omnibus 1 reforms. PTPs should be 

removed from the EU supervisory framework. 

- the treatment of “unconditionally cancellable commitments” (UCC): CRR3 has 

introduced additional risk factors to assess unconditionality; this goes beyond the Basel 

principles and intentions. UCC are undrawn credit facilities commonly used by a wide 
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range of both retail and corporate clients on an ongoing basis and should benefit from 

a 10% credit conversion factor (CCF). This seemingly anecdotal EU specific provision 

would generate a huge impact on banks’ credit RWAs if the 10% risk-weight is 

disallowed on significant volumes of UCC products – at the expense of clients.  

- the recognition of physical collateral under F-IRB for low-default portfolios: EU rules 

condition this recognition on a quantitative test based on internal observation by banks 

of their history of collateral liquidation, which makes the preferential treatment 

inapplicable due to an inherent lack of observations. This test does not exist under the 

Basel framework and unduly penalizes the financing of secured exposures, such as 

object finance. This client segment depends heavily on bank lending for their sales and 

exports, and leading EU corporate clients have already witnessed EU banks’ withdrawal 

from this market, which is a serious source of concern.   

While continuing to abide by all the core principles set by the Basel committee, it is nonetheless 

appropriate to reflect the structural specificities of the EU market in the calibrations, as other 

Basel jurisdictions are doing in consideration of their own particularities. This should notably 

be achieved by making the transitional arrangements currently applicable to calculation of the 

Output Floor permanent (in particular regarding unrated corporates, counterparty risk for non-

financial clients and mortgage financing), and by adapting CRR3 provisions applicable to the 

financing of industrial projects and international trade. 

 

Progress on the single market and banking union 

As previously mentioned, despite the effective setting up of the Single Supervisory and the 

Single Resolution Mechanism, the incomplete structural features of the banking union are one 

of the factors that hold up further market integration and weigh on EU banks’ competitiveness. 

This certainly requires action. However, experience has shown that integration of EU markets 

in general, and the building of the banking union in particular, are slow and treacherous 

processes in the EU institutional and political context, while inevitable inertia in adjustments 

of market structures will necessarily cause delay and spread the benefits of market integration 

over time.  

This is why we believe that the legitimate goal of perfecting the banking union and 

achieving a fully integrated banking market should at this point not take precedence over 

the more impactful and well-identified adjustments of the EU prudential and supervisory 

framework mentioned above.  

While the most pressing adjustments to the regulatory and supervisory framework should be 

addressed as a matter of urgency, longer-term reflections should be launched to find a 

reasonable path for improving the structural features of the banking union, focusing on tools 

able to effectively deliver efficient solutions to well-identified deadlocks. 
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Concerning depositors’ protection, we are particularly concerned by the focus on EDIS in the 

consultation as well as in some policymakers’ priorities. In our view, the existing safeguards 

(including loss-absorbing capacities imposed on “resolution banks” as the first line of defence) 

are already more than sufficient to address the risk of final loss for depositors. For larger banks, 

EDIS would be completely irrelevant as it could not stand in for a large liquidity facility which 

currently does not exist in the EU. For smaller banks, a formal scheme ensuring mutual 

liquidity support between all Deposit Guarantee Schemes (DGS) of the Banking Union, 

including Institutional Protection Schemes (IPS) recognized as such, would offer a satisfactory 

solution: we thus support the alternative solution of an “EDLIS” (European Deposit Liquidity 

Insurance Scheme). An alternative would be a liquidity backstop provided at central bank level, 

with a credit-risk guarantee provided by the Single Resolution Fund or the DGSs. In addition, 

reviving the EDIS as originally proposed would be misguided as it could dilute local discipline 

in the use of DGSs that, further to the CDMI reform, can now more easily be used for 

preventive and alternative measures for liquidation. 

In the meantime, we also believe that the EU should seek to leverage more decisively on the 

existing achievements of the banking union, which already offers meaningful guarantees to its 

participants (through a single rule book, Single Supervisory Mechanism and Single Resolution 

Mechanism). Available tools such as cross-border liquidity waivers and intra-group large 

exposures exemptions should be automatically activated when the minimum criteria are 

satisfied. Similarly, cross-border capital waivers should be made possible in the same way as 

national ones, in the context of the centralised consolidated supervision under the SSM’s 

responsibility.  

 

 

*  * 

* 

 

In conclusion, we consider that if the EU agrees that the EU banking sector is a key 

component and enabler of the EU economy, it should let competitiveness and growth 

objectives regain some space in policies and decisions relating to its regulation and 

supervision.  

As major structural and regulatory reforms have been successfully rolled out since the Great 

Financial Crisis to rebuild trust and reliability in the EU banking system, the current challenge 

is no longer to further enhance the resilience of EU banks, but to allow them to better and more 

widely finance the EU economy and to respond to the needs of all their clients under the best 

possible conditions. Aside from the technical measures we have described above, we believe 

that to foster this dynamic, now and in the long run, EU regulatory and supervisory authorities 

should be formally assigned a secondary objective of “competitiveness and growth”, ensuring 
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a balance between financial stability and resilience imperatives on the one hand, and cost of 

regulatory and supervisory measures necessary to satisfy such imperatives on the other, abiding 

by the proportionality principle underpinning the EU institutions. Embedding comprehensive 

impact assessments, agility and accountability across all regulatory layers, including soft law 

“level 3” instruments, having EU economic priorities better accounted for in supervisory 

policies, and pursuing real simplification in all processes including reporting requirements, 

would in our view drive a necessary and salutary change of mindset.  

Finally, we wish to remind the EU Commission that EU policymakers must deliver on two 

important ongoing files that are also key to equip the EU banking sector with the necessary 

levers to face competitiveness challenges, both within the EU and on the international scene: 

- achieve an ambitious review of the EU securitisation framework, as securitisation is an 

essential lever to support credit by addressing balance-sheet capacity limitation at bank 

level 

- protect the level playing field for global market activities with timely adaptations of the 

EU implementation of the Fundamental Review of the Trading Book (FRTB) to 

international developments, in particular in the US. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


