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US VS. EUROZONE: BANK CAPITAL REQUIREMENTS ARE HARDLY COMPARABLE
Céline Choulet
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Source: Banks' disclosures, ECB, Fed, BNP Paribas.

Note: Average requirements of the seven Eurozone G-SIBs and the eight US G-SIBs, weighted by risk-weighted assets as at
30 September 2024. EU-wide average P2G level. Countercyclical capital buffer set at 0% currently in the US.

According to an unpublished study conducted within the Single Supervisory Mechanism (SSM)?, if it were to perform its functions in
the Eurozone, the US supervisor would be stricter, in terms of risk-weighted capital requirements, with respect to the systemically
important banks (G-SIBs) established there, than the single supervisor of the Eurozone. The methodology of the exercise on which this
conclusion is based has not been shared. However, it seems very complex to define.

The overall risk-weighted capital requirements and guidance of banking institutions consist of a stack of buffers: a common minimum
base (Pillar 1 requirement, capital conservation buffer), institution-specific buffers according to its characteristics? and exposures
(countercyclical capital buffer, systemic risk buffer, buffer for global systemically important banks, buffer for other systemically
important institutions), Pillar 2 requirements set by the supervisor (the P2R defined as part of the ECB’'s SREP (Supervisory Review and
Evaluation Process), the SCB (Stress Capital Buffer) derived from Fed® stress tests) and Pillar 2 guidance (the P2G based on ECB stress
tests). Since 1%t January 2025, the average risk-weighted capital requirement (including P2G) for the seven G-SIBs in the Eurozone has
been 11.58%, which is almost the same as the level for the eight US G-SIBs (11.54%).

Of course, this mere comparison of capital requirements does not indicate the relative severity of the prudential frameworks. The
business models, risk intensity and balance sheet structures of institutions differ; the expectations of supervisors, institutional
frameworks, the role of banks and the process of intermediation, are specific to each of the two jurisdictions.

1 Building a resilient future: how Europe's financial stability fosters growth and competitiveness
2 In particular, its systemic importance score, which depends on its size, degree of interdependence, cross-border activities, complexity, lack of direct substitutes or dependence on short-term wholesale funding.
3 In the United States, the SCB has replaced the capital conservation buffer. A floor has been set at 2.5%.
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But assessing what the capital requirements of Eurozone G-SIBs would be if they were subject to the current US prudential framework
poses further challenges. One challenge would be to estimate the Pillar 2 requirement specific to each institution, as this depends
on the results of the Fed's stress tests, which are difficult to replicate for Eurozone banks. To overcome this obstacle, the SSM
researchers assigned, in their simulation, a fictitious SCB to each G-SIB according to its risk profile, based on the US examples
tested by the Fed* a relatively strong ad hoc hypothesis. Above all, the capital requirements arising from the imposed ratios are
closely linked to the outstanding amount of risk-weighted assets. However, in the US, the CET1 requirements of the G-SIBs apply to a
calculation basis that:

1) favours the standardised approach for measuring credit risks (while in the EU and the Eurozone, the use of internal models,
encouraged by Basel Il and the CRD to encourage banks to reduce their risks, will be gradually limited by the implementation of the
output floor);

2) relies on advanced approaches for measuring market risks (but, unlike in the Eurozone, there is currently no plan to apply the
latest Basel Ill recommendations); and

3) ignores (unlike in the Eurozone) operational risks. In our view, these measurement discrepancies impair the comparability of CET1
requirements and limit the scope of the exercise.

celine.choulet@bnpparibas.com

4 Banking supervision beyond capital
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on, public sources believed to be reliable, but there is no guarantee of the accuracy, comple-
teness or fitness for any particular purpose of such information and such information may not
have been independently verified by BNPP or by any person. None of BNPP, any of its subsidiary
undertakings or affiliates or its members, directors, officers, agents or employees accepts any
responsibility or liability whatsoever or makes any representation or warranty, express or im-
plied, as to the accuracy and completeness of the information or any opinions based thereon
and contained in this document and it should not be relied upon as such. This document does
not constitute research, as defined under MIFID II, or form any part of any offer to sell or issue
and is not a solicitation of any offer to purchase any financial instrument, nor shall it or any
part of it nor the fact of its distribution form the basis of, or be relied on, in connection with
any contract or investment decision. Information and opinions contained in this document are
published for the information of recipients, but are not to be relied upon as authoritative or
taken in substitution for the exercise of judgment by any recipient, are subject to change without
notice. In providing this document, BNPP does not offer investment, financial, legal, tax or any
other type of advice to, nor has any fiduciary duties towards, recipients. Any reference to past
performance is not indicative of future performance, which may be better or worse than prior
results. Any hypothetical, past performance simulations are the result of estimates made by
BNPP as of a given moment, on the basis of parameters, market conditions, and historical data
selected by BNPP, and should not be used as guidance, in any way, of future performance. To
the fullest extent permitted by law, no BNPP group company accepts any liability whatsoever
(including in negligence) for any direct or consequential loss arising from any use of or reliance
on material contained in this document even when advised of the possibility of such losses. All
estimates and opinions included in this document are made as of the date of this document. Un-
less otherwise indicated in this document there is no intention to update this document. BNPP
may make a market in, or may, as principal or agent, buy or sell securities of any issuer or person
mentioned in this document or derivatives thereon. Prices, yields and other similar information
included in this document are included for information purposes however numerous factors will
affect market pricing at any particular time, such information may be subject to rapid change
and there is no certainty that transactions could be executed at any specified price. BNPP may
have a financial interest in any issuer or person mentioned in this document, including a long
or short position in their securities and/or options, futures or other derivative instruments based
thereon, or vice versa. BNPP, including its officers and employees may serve or have served as
an officer, director or in an advisory capacity for any person mentioned in this document. BNPP
may, from time to time, solicit, perform or have performed investment banking, underwriting
or other services (including acting as adviser, manager, underwriter or lender) within the last
12 months for any person referred to in this document. BNPP may be a party to an agreement
with any person relating to the production of this document. BNPP may to the extent permitted
by law, have acted upon or used the information contained herein or in the document, or the
analysis on which it was based, before the document was published. BNPP may receive or
intend to seek compensation for investment banking services in the next three months from or
in relation to any person mentioned in this document. Any person mentioned in this document
may have been provided with relevant sections of this document prior to its publication in order
to verify its factual accuracy.
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