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There will be no Basel IV reform
By	
  Olivier	
  Dyer	
  

In Europe, banks are essential to finance the economy. As such, recovery depends on a strong banking system, which
requires a stable regulatory environment and banks with renewed confidence.
Against the background of the spate of regulations currently affecting
the financial sector, the Governor of the Banque de France, François
Villeroy de Galhau, this week told the French Senate that “There is
no Basel IV”. This is probably the first official demonstration that a
regulatory peak has been reached, even though work is on-going until
2020.
At the end of the crisis, it was necessary to secure the financial sector,
specifically in an environment where – according to the SSM – bank
capital throughout Europe was measured based on “several thousand
different risk models”.
However, weak growth and investment, coupled with an extended
period of very low (even negative) interest rates, undermine the
traditional banking models in Europe, together with investment that
has dropped 19% since 2007.
In Europe, banks play a pivotal role in the financing of the real
economy, without which there would be no growth or employment.
And ultimately no fair compensation for risk in the form of interest
rates or fees, and accordingly no return of banks to appropriate
profitability areas, in the words of Danièle Nouy.
In order to successfully come out of such a situation, it makes sense
that corporate financing should become the subject of special
attention.
Following its last monthly committee, the ECB proposed a new
corporate sector purchase programme in its securities purchase
programme, together with an LTRO II that opens up the refinancing of
bank loan portfolios in the amount of 30% over 4 years, and at fixed
rates that can be as attractive as -0.5%. This follows the
implementation five years ago of European (Horizon 2020 for SMEs)
and national (BPI in France) SME support plans.
In this way, the ECB targeted more specifically non-financial
companies, which headlined a major economic newspaper: “ECB
fuels record week of euro corporate bond sales”. However, when
we place current goings-on in corporate financing in perspective, it
becomes clear that Europe (blue lines) has been lagging far behind
for a very long time:
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As shown in the chart, there is an enormous difference between
each side of the Atlantic regarding corporate financing: according to
the AFME, in the United States approximately 72% of financing
requirements are covered by the market (total value of EUR 3,300
billion) and 28% by banks (1,300 billion). In Europe, the proportions
are more or less reversed: the markets finance 17% of corporate
requirements (1,100 billion) and the banks 83% (5,500 billion).
According to the AFME, that is one of the main reasons for the low
level of recovery: the European financing channels are bank-based
and the banks are not doing well.
Explored in greater detail, Europe remains a patchwork of several
models with differing and sometimes unexpected effects.
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In Spain, outstanding loans tumbled in parallel with the collapse in
investment. It is difficult to determine whether the problem is related to
supply or demand. It is certainly due to past excesses. In the
meantime, non-performing loans are still very high in banking
portfolios, which weighs down on the economy’s ability to bounce
back.
In Germany, we can also see a significant decline in loans, albeit
in an economy that is quite healthy. This discrepancy is probably due
to the structure of the banking sector on the one hand, which
comprises a great many small banks that would have been more
affected by the crisis, and the economic sector on the other hand,
which comprises a great many medium-sized companies which,
relatively speaking, rely less on banks.
Lastly, in France, the country of major universal banks, loans have
continued to increase relentlessly, although at a slower pace.
However, the country’s economic situation remains poor, with a
consistently high unemployment rate: the bottleneck is most likely
due to corporate demand and in particular that of the smallest
companies, despite considerable public support programmes.
The stabilisation of the regulatory environment is certainly good news
for the European economy and its financial sector. However, banks
should continuously question their business model and restore their
margins in a low-growth environment with low investment and
negative interest rates. As for governments, they should simplify
social and tax regulations in a globalised economy.
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