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Basel iii News, July 2022 
 
Dear members and friends, 
 
I have received several similar questions: 
How can the Basel III Framework be 
applied to banks’ exposures to 
cryptoassets? I did not have a clear 
answer. 
 
Fortunately, now we have a very interesting paper from the Basel 
Committee on Banking Supervision, the Second consultation on the 
prudential treatment of cryptoasset exposures – June 2022, issued for 
comment by 30 September 2022. We read:  
 
60.1 This chapter sets out how the Basel Framework should be applied in 
respect of banks’ exposures to cryptoassets. Cryptoassets are defined as 
private digital assets that depend on cryptography and distributed ledger or 
similar technology. Digital assets are a digital representation of value, 
which can be used for payment or investment purposes or to access a good 
or service. 
 
60.2 Dematerialised securities (securities that have been moved from 
physical certificates to electronic book-keeping) that are issued through 
Distributed Ledger Technologies (DLT) or similar technologies are 
considered to be within the scope of this chapter and are referred to as 
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tokenised traditional assets, whereas those dematerialised securities that 
use electronic versions of traditional registers and databases which are 
centrally administered are not within scope. 
 
60.3 The prudential treatment of central bank digital currencies (CBDCs) is 
not described within the Basel Framework. The Committee will give further 
consideration to the treatment of CBDCs as and when they are issued. 
 
60.4 For the purposes of this chapter, the term “exposure” includes on- or 
off-balance sheet amounts that give rise to credit, market, operational and 
liquidity risks. It includes activities, such as nonfiduciary custodial services, 
that may only give rise to operational risk. 
 
We also read:  
 
60.25 Banks, on an ongoing basis, are responsible for:  
 
(i) assessing whether a cryptoasset is compliant with the classification 
conditions; and  
 
(ii) demonstrating to supervisors how a cryptoasset fulfils these conditions.  
 
To this end, banks should have in place the appropriate risk management 
policies, procedures, governance, human and IT capacities to evaluate the 
risks of engaging in cryptoassets and implement these accordingly on an 
ongoing basis and in accordance with internationally accepted standards. 
 
60.26 Supervisors are responsible for:  
 
(i) reviewing and assessing banks’ analysis and risk management and 
measurement approaches; and  
 
(ii) approving banks’ demonstrations of whether and how a cryptoasset 
qualifies as a Group 1 cryptoasset.  
 
A bank’s supervisor may rely on other regulators or supervisors overseeing 
the entities’ management of risks attributable to the functions mentioned 
above; as well as independent third-party assessors determined to have the 
required expertise and skills, to evaluate the specific risk characteristics of 
cryptoasset arrangements.  
 
A cryptoasset must be classified as a Group 2 cryptoasset, unless a bank 
demonstrates to the supervisor that the cryptoasset meets all the 
classification conditions.  
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In cases where the same cryptoasset is being sought for approval across 
banks, supervisors may make a decision whether a cryptoasset would be 
classified as a Group 1 cryptoasset based on their assessments made for 
cases of the same cryptoasset put forth by other banks. 
 
60.27 Requiring supervisory approval is necessary to ensure consistent 
application of classification conditions by banks. To ensure consistent 
application across jurisdictions, there is a need for strong coordination 
among supervisors. To this end, supervisors should routinely compare and 
share their supervisory approval criteria. 
 

Second consultation on the prudential treatment of cryptoasset 
exposures – June 2022 
Issued for comment by 30 September 2022 
 

 
 

This is the Committee’s second consultation on the prudential treatment of 
cryptoasset exposures. The Committee would like to thank all respondents 
for their useful feedback on its first consultation document, which was 
published in June 2021. 
 
The revised proposals in this second consultative document aim to address 
the issues raised by respondents with regards to the initial proposals, and 
seek to achieve the general principles set out in the first consultative 
document of “same risk, same activity, same treatment”, simplicity, and 
minimum standards to which jurisdictions are free to apply additional 
measures if warranted.  
 
Given the rapid evolution and volatile nature of the cryptoasset market, the 
Committee will continue to closely monitor developments during the 
consultation period.  
 
The standards that the Committee aims to finalise around year-end may be 
tightened if shortcomings in the consultation proposals are identified or 
new elements of risks emerge and based on the Committee’s overall 
assessment of the risks.  
 
Over the past few years, the cryptoasset market has rapidly grown. Since 
the publication of the first consultative document the cryptoasset market 
has expanded further, though during the past six months the aggregate 
value of the market has contracted significantly.  
 
While the cryptoasset market remains small relative to the size of the global 
financial system, and banks’ exposures to cryptoassets are currently 
limited, its absolute size is meaningful and there continue to be rapid 
developments.  
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The Committee believes that the growth of cryptoassets and related services 
has the potential to raise financial stability concerns and increase risks 
faced by banks.  
 
Certain cryptoassets have exhibited a high degree of volatility, and could 
present risks for banks as exposures increase, including liquidity risk; credit 
risk; market risk; operational risk (including fraud and cyber risks); money 
laundering / terrorist financing risk; and legal and reputation risks.  
 
The basic structure of the proposal in the first consultation was to classify 
cryptoassets on an ongoing basis into two groups: 
 
• Group 1 cryptoassets. Those that meet in full a set of classification 
conditions. Group 1 cryptoassets include tokenised traditional assets 
(Group 1a) and cryptoassets with effective stabilisation mechanisms (Group 
1b), which would be subject to at least equivalent risk-based capital 
requirements based on the risk weights of underlying exposures as set out 
in the existing Basel capital framework. 
 
• Group 2 cryptoassets. Those that fail to meet any of the classification 
conditions. As a result, they pose additional and higher risks compared with 
Group 1 cryptoassets and consequently would be subject to a newly 
prescribed conservative capital treatment. 
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The main changes that have been made to the Committee’s proposal 
relative to the first consultation document are: 
 
• Standards text: The development of the specific standards text for 
inclusion in the Basel Framework in the form of new chapter (SCO60: 
Cryptoasset Exposures). 
 
• Refinement of the classification conditions: Elaboration and 
refinement of the classification conditions, with a revised stabilisation test 
for Group 1b (stablecoins).  
 

• Infrastructure risk add-on: The introduction of an add-on to 
risk-weighted assets (RWA) to cover infrastructure risk for all Group 1 
cryptoassets. 
 
• Recognition of hedging for certain Group 2 cryptoassets: Group 
2 cryptoassets that meet a set of hedging recognition criteria (ie Group 2a) 
may be subject to modified versions of the market risk requirements, which 
permit a limited degree of hedge recognition in the calculation of a bank’s 
net exposure. 
 
• Removal of accounting classification link: The capital 
requirements that will apply to cryptoassets have been delinked from their 
classification as tangible or intangible assets under the accounting 
standards. 
 
• Operational risk clarifications: The proposal relating to operational 
risk and resilience has been clarified to delineate more clearly between risks 
that would be covered by the operational risk framework, and those that 
should instead be captured in the credit and market risk frameworks. 
 
• Detail on application of liquidity rules: Additional detail added to 
specify the application of the liquidity risk requirements, including the 
treatment of cryptoliabilities (ie bank issued cryptoassets). 
 
• Group 2 exposure limit. Introduction of an exposure limit, which will 
initially limit a bank’s total exposures to Group 2 cryptoassets to 1% of Tier 
1 capital. 
 
Each of the changes above are described in more detail in the remainder of 
this consultation document. The draft standards text (SCO60) covering all 
areas is set out in the annex. 
 
The Committee recognises the climate risks posed by certain highly energy 
intensive cryptoassets.  
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Climate related financial risks are being addressed in a holistic manner by 
the Committee and are therefore not covered in this consultative document.  
Consistent with the first consultation, the prudential treatment of central 
bank digital currencies (CBDCs) is not described within the proposals.  
 
The Committee will give further consideration to the treatment of CBDCs if 
and when they are issued. 
 
To read more: https://www.bis.org/bcbs/publ/d533.pdf 
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Miners as intermediaries: extractable value and market 
manipulation in crypto and DeFi 
BIS Bulletin 58, Raphael Auer, Jon Frost and Jose María Vidal Pastor 
 

 
 

Key takeaways 
 
• Cryptocurrencies such as Ethereum and decentralised finance (DeFi) 
protocols built on them rely on validators or “miners” as intermediaries to 
verify transactions and update the ledger.  
 
• Since these intermediaries can choose which transactions they add to the 
ledger and in which order, they can engage in activities that would be illegal 
in traditional markets such as front-running and sandwich trades. The 
resulting profit is termed “miner extractable value” (MEV). 
 
• MEV is an intrinsic shortcoming of pseudo-anonymous blockchains. 
Addressing this form of market manipulation may call for new regulatory 
approaches to this new class of intermediaries. 
 
Far from being “trustless”, cryptocurrencies and decentralised finance 
(DeFi) rely on intermediaries who must be incentivised to maintain the 
ledger of transactions.  
 
Yet each of the validators or “miners” updating the blockchain can 
determine which transactions are executed and when, thus affecting market 
prices and opening the door to front-running and other forms of market 
manipulation. 
 
These intrinsic shortcomings of permissionless blockchain technology are 
well known in the field of computer science and the cryptocurrency 
industry (see Daian et al (2020)).  
 
In fact, a new term has been coined for the profits that miners can make via 
their ability to choose which transactions to include and in which order: 
“miner extractable value” (MEV). 
 
This is defined as the profit that miners can take from other investors by 
manipulating the choice and sequencing of transactions added to the 
blockchain. This bulletin explains MEV and why it arises, documents the 
amounts involved, and draws regulatory implications for cryptocurrencies, 
DeFi and other blockchain-based applications.  
 
What is MEV and why does it arise? 
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In traditional financial markets, user transactions are sequenced by a 
trusted and regulated intermediary in the order in which they are received.  
 
In a blockchain, by contrast, the updating of a block is competitive  
and random. For example, in a cryptocurrency based on proof-of-work such 
as Bitcoin, all miners use their computing power to quickly solve a puzzle 
that will allow only one of them to add the next block (see Auer (2019)).  
 
The probability that a given miner will add the next block is equal to that 
miner’s share in the total computing power expended.  
 
This process can be considered “decentralised” and equitable in the  
sense that there are many different miners, and no single miner can censor 
a specific transaction forever.  
 
This is because, if the fee that a transaction pays is high enough, some other 
miner will eventually include it in the block.  
 
Similar arguments hold for a proof-of-stake-based network, into which the 
Ethereum network aims to transition. 
 
Still, when a miner can add a new block, they are free to assemble this block 
in any way they want. This lets them extract value from other users.  
 
Beside collected legitimate transaction fees (eg the “gas” fees in Ethereum), 
they can assemble their block from all pending transactions – the memory 
pool or “mempool” – in such a way as to maximise MEV. The latter are 
profits that are made by manipulating market prices via a specific ordering 
– or even censoring – of pending transactions. 
 
Because the ledger is publicly observable, these forms of market 
manipulation can be seen, even if the underlying identity of the miners or 
other parties in question is unknown.  
 
Graph 1 illustrates a hypothetical example of a sandwich trade by a miner 
with transactions in the stablecoin USD Coin (USDC) and Ethereum’s 
cryptocurrency Ether (ETH).  
 
Several different users put in buy and sell transactions in the mempool, and 
the miner can select which orders to include in this block. In theory, miners 
should select and order transactions based on fees only (left-hand panel).  
 
As each Ethereum transaction needs computing power and resources to be 
executed, a fee is paid to the miners to execute the transaction, paid in small 
units of ETH (gigawei or “gwei”, each equal to 0.000000001 ETH). Total 
fees are the sum of a base fee (which is destroyed or “burned”) plus a 
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priority fee (“Tip”, decided by the user when sending the transaction to the 
mempool). 
 

 
 
To read more: https://www.bis.org/publ/bisbull58.pdf 
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Annual Report 2021/22 
 

 
 

The Annual Report highlights the steps the BIS has taken to deliver on its 
Innovation BIS 2025 strategy and to respond to the challenges facing 
central banks: the effects of the Covid-19 pandemic, higher than expected 
inflation and the impact of the war in Ukraine. 
 
Promoting global monetary and financial stability 
 
The global financial system is increasingly complex and interdependent, 
which makes the policymaking environment in which central banks operate 
ever more multifaceted.  
 
Against this backdrop, the work of the BIS in supporting central banks and 
promoting global financial stability has never been more relevant.  
 
The Bank achieves this by focusing on developments in financial markets, 
monetary policy and technological innovation. 
 
Promoting international cooperation 
 
The BIS acts as a global forum for dialogue and cooperation among central 
banks and financial supervisory authorities from around the world.  
 
In the aftermath of the Covid-19 pandemic, central banks are assessing how 
robust growth is while addressing inflation which has been unleashed in 
most of the world.  
 
In addition to an exacting macroeconomic environment, digitisation is 
changing the structure of the financial and monetary system globally and 
demanding central banks’ attention. 
 
The BIS is committed to fostering international cooperation among central 
banks and financial supervisory authorities from around the world, with a 
view to supporting their efforts to ensure monetary and financial stability.  
 
Innovation BIS 2025 has allowed us to increase our global outreach by 
further deepening our engagement with central bank committees and 
hosted organisations in the context of the Basel Process. The BIS convenes 
high-level meetings of central bank Governors and financial supervisory 
authorities to enable dialogue and knowledge-sharing.  
 
These meetings are coordinated at a global level in Basel and 
complemented by regional discussions through the Bank’s Representative 
Offices for Asia-Pacific and the Americas.  



P a g e  | 11 

Basel iii Compliance Professionals Association (BiiiCPA)  

The offices serve as centres for BIS activities in their respective regions and 
are uniquely positioned to understand the needs of the central banks in 
those regions and anticipate the changes affecting them.  
 
The Bank’s Financial Stability Institute assists central banks and financial 
regulatory and supervisory authorities worldwide in strengthening their 
financial systems, by supporting the implementation of global regulatory 
standards and sound supervisory practices. It does so through policy work, 
knowledge-sharing activities and capacity-building. 
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International associations at the BIS  
 
Financial Stability Board  
 

 
 

The Financial Stability Board (FSB) promotes international financial 
stability by coordinating the work of national financial authorities and 
international standardsetting bodies as they develop regulatory, 
supervisory and other policies. It fosters a level playing field by encouraging 
consistent implementation of these policies across sectors and jurisdictions.  
 
The FSB is chaired by Klaas Knot, President of the Netherlands Bank, who 
succeeded Randal K Quarles, Vice Chair of the US Federal Reserve, in 
December 2021.  
 
In 2021/22, the FSB continued its efforts to address the strains to the 
financial system resulting from the Covid-19 pandemic.  
 
The FSB set out key lessons for financial stability made apparent by the 
pandemic, which require further attention from policymakers, including 
work to enhance the resilience of non-bank financial intermediation.  
 
These lessons define a path forward on financial stability policy and lay the 
foundation for a more efficient and resilient financial system in the future.  
 
Looking beyond the pandemic, the FSB also coordinated international work 
on addressing the financial stability implications of key structural changes, 
including climate change and digital innovation.  
 
To this end, the FSB took forward the roadmap to address climate-related 
financial risks and the roadmap to enhance cross-border payments.  
 
In the light of the war in Ukraine, the FSB stepped up its surveillance of 
market developments, with a focus on the resilience of critical nodes in the 
global financial system.  
 
The FSB is also conducting in-depth analysis and assessment of specific 
potential vulnerabilities, with a particular focus on commodity markets, 
margining and leverage.  
 
In addition, ensuring that cryptoasset markets are properly regulated is a 
key priority for the FSB. 
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International Association of Deposit Insurers  
 

 
 

The International Association of Deposit Insurers (IADI) is the global 
standardsetting body for deposit insurance systems.  
 
It contributes to the stability of financial systems by advancing standards 
and guidance for effective deposit insurance systems and promoting 
international cooperation among deposit insurers, bank resolution 
authorities and other safety net organisations.  
 
The Acting President and Chair of IADI’s Executive Council is Alejandro 
López, Chief Executive Officer of Seguro de Depósitos Sociedad Anónima, 
Argentina. 
 
In November 2021, the new IADI Strategic Plan, for 2022–26, was 
approved at the Annual General Meeting, which set the goals to: 
 
- promote the Core Principles for Effective Deposit Insurance Systems 

(Core Principles) and deposit insurance compliance;  
 

- advance deposit insurance research and policy development;  
 

- provide Members with technical support to modernise and upgrade 
their systems; and  

 

- enhance IADI’s governance by improving efficiency and transparency.  
 
In 2021/22, IADI produced research, guidance and briefing papers on 
topics including deposit insurance coverage, the resolution of financial 
cooperatives and emerging issues such as fintech and climate change.  
 
It also initiated a new programme for conducting thematic assessments of 
compliance with the Core Principles and began a process to review and 
update the Core Principles.  
 
On capacity-building efforts, IADI conducted numerous international 
conferences, webinars and training and technical assistance activities 
virtually.  
 
It worked closely with the FSB, the FSI, the IMF, the World Bank and other 
international financial organisations in conducting conferences and 
meetings on deposit insurance and bank resolution issues. 
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International Association of Insurance Supervisors  
 

 
 

The International Association of Insurance Supervisors (IAIS) is the global 
standardsetting body for insurance supervision.  
 
The Association is chaired by Victoria (Vicky) Saporta, Executive Director 
of Prudential Policy Directorate at the Bank of England.  
 
During the past year, the IAIS ‘s key focus areas included:  
 
Risk assessment: 2021 was the first year of full implementation of the 
IAIS’s annual Global Monitoring Exercise, which covers over 90% of the 
worldwide insurance sector and monitors key trends and the possible 
build-up of systemic risk.  
 
Results published in the 2021 Global Insurance Market Report focused on 
the low-yield environment and the related growth in private equity 
ownership of insurers, increased credit risk and heightened cyber risk.  
 
Finalising and implementing key reforms: the IAIS’s global Insurance 
Capital Standard entered the third year of a five-year monitoring period 
ahead of its adoption in 2024, marked by strong participation by volunteer 
insurance groups across all regions.  
 
The IAIS also began in-depth assessment of implementation of supervisory 
measures related to its Holistic Framework for the assessment and 
mitigation of systemic risk in the insurance sector in 10 jurisdictions, 
covering the major global insurance markets.  
 
Promoting peer exchange and guidance on supervisory approaches to key 
accelerating trends and risks, such as climate change, digital 
transformation and cyber risk.  
 
On climate risk, the IAIS undertook a global assessment of the impact of 
climate change on insurers’ investment exposures and published a guide to 
supervisory practices in addressing climate risk in the insurance sector. 
 
Other areas of international cooperation  
 
The BIS participates in international forums such as the G20 and 
collaborates with key international financial institutions. It also contributes 
to the activities of central banks and regional central bank organisations by 
participating in their events as well as hosting joint events.  
During the past year, the Bank co-organised events or collaborated with the 
following organisations:  
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• Arab Monetary Fund (AMF) 
• Asian Forum of Insurance Regulators (AFIR) 
• Association of Insurance Supervisors of Latin America (ASSAL) 
• Association of Supervisors of Banks of the Americas (ASBA) 
• Center for Latin American Monetary Studies (CEMLA) 
• European Banking Authority (EBA) 
• European Commission 
• European Money and Finance Forum (SUERF) 
• European Stability Mechanism (ESM) 
• Eurostat 
• Executives’ Meeting of East Asia-Pacific Central Banks (EMEAP) 
• Group of Banking Supervisors from Central and Eastern Europe (BSCEE) 
• Group of International Finance Centre Supervisors (GIFCS) 
• International Journal of Central Banking (IJCB) 
• International Monetary Fund (IMF) 
• International Organization of Securities Commissions (IOSCO) 
• Joint Vienna Institute (JVI) 
• Macroeconomic and Financial Management Institute of Eastern and 
Southern Africa (MEFMI) 
• Network of Central Banks and Supervisors for Greening the 
Financial System (NGFS) 
• Organisation for Economic Co-operation and Development (OECD) 
• South East Asian Central Banks (SEACEN) 
• World Bank Group 
 
Cyber Resilience Coordination Centre  
 
Innovation is a key component of the digital transformation journey that 
enables organisations to modify existing or create new business processes, 
corporate cultures and customer experiences to meet ever changing 
business and market requirements.  
 
However, the rapid adoption of technology used to accelerate this 
transformation introduces complexity and exposes organisations to an 
expanding and increasingly diverse cyber risk landscape.  
 
Accordingly, it is imperative for organisations to manage the related cyber 
resilience risks that are introduced into their environment.  
 
The Cyber Resilience Coordination Centre (CRCC) helps to strengthen the 
collective cyber resilience of central banks by providing a structured 
approach to knowledgesharing, collaboration and operational readiness. 
The CRCC carries out its mandate as one of the BIS’s key entities to support 
the central bank community by delivering cyber resilience services in three 
main activity areas:  
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• Knowledge-sharing: The CRCC provides a platform where central 
banks can share knowledge on strategic and tactical cyber resilience issues 
and work together on shared initiatives.  
 
• Collaboration: The CRCC aims to build relationships between central 
banks and within the broader financial sector to ensure coordination and to 
contribute to an accurate and swift response to major cyber threats.  
 
• Operational readiness: Realistic hands-on cyber response training 
exercises and active collaboration by the CRCC with BIS member central 
banks help strengthen operational readiness. 
 

 
 
The report: https://www.bis.org/about/areport/areport2022.pdf 
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Basel Committee on Banking Supervision 

High-level considerations on proportionality 
July 2022 
 

 
 

Proportionality in financial system regulation and supervision may ensure 
that the applicable rules and supervision practices are consistent with 
banks’ systemic importance and risk profile and are appropriate for the 
broader characteristics of a particular financial system.  
 
The Core principles for effective banking supervision (BCPs), which are 
applicable to all banks in all jurisdictions, embed proportionality as a 
principle.  
 
The Basel Framework, which sets minimum requirements for 
internationally active banks in Committee member jurisdictions, also 
allows for a degree of proportionality by providing options to implement 
simpler standardised approaches.  
 
While the simpler standardised approaches in the Basel Framework may 
also be suitable for banks that are not internationally active, in some cases 
regulation might require even further adaptation.  
 
These high-level considerations and the accompanying technical annexes 
aim to provide practical support to authorities seeking to implement 
proportionality in these situations in their domestic frameworks.  
 
In line with its mandate to strengthen the regulation, supervision and 
practices of banks worldwide to enhance financial stability, the Committee 
has conducted work on proportionality over a number of years.  
 
In November 2019, the Committee and the Basel Consultative Group (BCG) 
issued a statement clarifying that proportionality can take different forms, 
which for non-Committee member jurisdictions may include the 
implementation of requirements that are broadly consistent with the Basel 
Framework and compliant with the BCPs.  
 
The Committee has discussed proportionality extensively with the broader 
banking supervisory community, including BCG members and 
non-members. The Committee also published two global surveys on 
proportionality, one of them jointly with the World Bank. 
 
These surveys demonstrated that proportionality has been widely adopted 
and implemented in different ways.  
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The surveys and discussions also highlighted that proportionality raises 
many practical policy challenges, as authorities seek to balance the 
regulatory requirements in a way that supports financial stability. 
 
In response to these findings, these voluntary high-level considerations 
have been developed by the BCG.  
 
They aim to support the decision-making process of proportionality in a 
broad variety of jurisdictions, in a way that would not undermine financial 
stability and/or the safety of financial institutions.  
 
The accompanying technical annexes offer illustrative elements that 
authorities may wish to consider as they address the specific policy 
challenges related to proportionality in their jurisdiction.  
 
These considerations and the technical annexes build upon the 
Committee’s work on proportionality, domestic experiences from across the 
world, international discussions and academic work, and the broad 
exchange of views across the supervisory community.  
 
Importantly, these high-level considerations and technical annexes are not 
a standard and do not contain any prescriptive requirements.  
 
They should not be understood as a modification to the Basel Framework, 
the BCPs or any of the Committee’s standards, guidelines or sound 
practices.  
 
Neither these considerations nor the accompanying technical annexes will 
be used by the Committee to assess proportionality in member or 
non-member jurisdictions and will not be used in the Committee’s 
Regulatory Consistency Assessment Programme (RCAP). 
 
High-level considerations  
 
Financial systems are heterogeneous. Characteristics that tend to vary 
across financial systems include the distribution of banks’ size, 
international activity, level of sophistication and predominance of 
domestically owned (including government-owned) versus foreign-owned 
banks.  
 
Some financial systems include both large internationally active banks and 
small banks serving local communities. Other financial systems consist 
primarily of small local institutions, some of which might undertake 
bank-like activities without themselves being banks.  
 
The distribution of banks within a financial system may influence the 
approach to proportionality.  
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In a number of jurisdictions, simpler rules are implemented for less 
complex banks in banking systems that also include large, internationally 
active banks subject to the Basel Framework.  
 
For some non-Committee members with simple and homogenous banking 
systems, it might be appropriate to apply simpler rules to all banks.  
 
However, simplifications that might be appropriate for small banks in 
jurisdictions with less complex banking systems are not necessarily 
appropriate for small banks in more complex financial markets.  
 
Like financial institutions, supervisory authorities also differ across 
jurisdictions.  
 
For example, supervisory authorities may have different legal powers, 
organisational arrangements, availability of resources and levels of 
independence.  
 
In general, these factors tend to influence the design and implementation of 
proportionate regulation and supervision frameworks.  
 
In addition to these overarching issues, authorities are invited to bear in 
mind the following considerations to help ensure the proportionality 
approach being considered is consistent with financial system robustness, 
safeguards financial stability and limits regulatory arbitrage opportunities 
across and within jurisdictions. 
 
To read more: https://www.bis.org/bcbs/publ/d534.pdf 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 

https://www.bis.org/bcbs/publ/d534.pdf
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APRA releases findings of post-implementation review of Basel 
III liquidity reforms 
 

 
 

The Australian Prudential Regulation Authority (APRA) has released an 
information paper to authorised deposit-taking institutions (ADIs) 
presenting the findings of the post-implementation review (PIR) of the 
Basel III liquidity reforms.  
 
The review found that the reforms have been effective in strengthening 
liquidity risk management and the financial resilience of the banking 
system, and the benefits of regulation have significantly outweighed the 
associated costs. However, there remain some potential opportunities to 
improve the efficiency of the prudential framework that will be further 
explored as part of a review of Prudential Standard APS 210 Liquidity, due 
to commence in 2023.  
 
The information paper is available on the APRA website at: 

https://www.apra.gov.au/news-and-publications/apra-releases-findings-o
f-post-implementation-review-of-basel-iii-liquidity 
 

 
 
In March 2022, APRA initiated a post-implementation review (PIR) of the 
Basel III liquidity reforms in Australia.  
The key findings and next steps of the PIR are set out below. On the basis of 
the feedback and analysis in the PIR, APRA’s overall assessment is that the 
reforms have been effective in strengthening liquidity risk management and 

https://www.apra.gov.au/news-and-publications/apra-releases-findings-of-post-implementation-review-of-basel-iii-liquidity
https://www.apra.gov.au/news-and-publications/apra-releases-findings-of-post-implementation-review-of-basel-iii-liquidity
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the financial resilience of the banking system, and the benefits of regulation 
have significantly outweighed the associated costs.  
 
There remain, however, some potential opportunities to improve the 
efficiency of the prudential framework, which APRA will review next year.  
 
Background: Basel III reforms  
 
In response to learnings from the global financial crisis (GFC), the Basel III 
liquidity reforms were introduced eight years ago in Australia with the 
commencement of the revised Prudential Standard APS 210 Liquidity (APS 
210) in 2014.  
 
The two core measures of the reforms, the Liquidity Coverage Ratio (LCR) 
and the Net Stable Funding Ratio (NSFR), became effective from 2015 and 
2018 respectively.  
 
The revised standard for liquidity, APS 210, aimed to address deficiencies 
in the previous liquidity framework, align APRA’s liquidity regime with 
international best practice, and reduce the likelihood of the need for (and 
degree of) government intervention or support in any future liquidity crisis.  
 
The liquidity reforms were important in reinforcing financial safety and 
system stability and requiring higher standards for bank liquidity 
management to address weaknesses that emerged internationally during 
the GFC. 
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Monitoring systemic risks in the EU securitisation market 
July 2022 
 

 
 

This Report has been produced in the light of the responsibility of the 
European Systemic Risk Board (ESRB) for macroprudential oversight of 
the EU securitisation market and it is the ESRB’s first report of this kind.  
 
Article 31 of Regulation (EU) 2017/24021 (also known as the EU 
Securitisation Regulation or SECR) states that in order to highlight 
financial stability risks the ESRB should, in collaboration with the 
European Banking Authority (EBA), publish a report on the financial 
stability implications of the EU securitisation market at least every three 
years. 
 
The first edition of this report focuses on traditional (i.e. off-balance sheet) 
securitisations. By the end of 2022 the ESRB, in collaboration with all the 
European Supervisory Authorities (ESAs), should also publish another 
report assessing the impact on financial stability of the introduction of 
simple, transparent and standardised (STS) on-balance-sheet (i.e. 
synthetic) securitisations.  
 
The report shows that the EU securitisation market is small compared with 
that of the United States and that it has shrunk since the global financial 
crisis (GFC) of 2008. At around €0.7 trillion in the second quarter of 2021 
(in terms of notional amounts), the EU securitisation market is small 
viewed against the US market of around €9.8 trillion. 
 
This difference reflects structural features of the US securitisation market. 
For example, in the United States, securitisation plays a more important 
role for market-based funding than in the EU, where banks often use 
securitised loans as collateral to access central bank funding.  
 
Moreover, in the United States, a large share of securitisations, in particular 
mortgage-backed securities, is guaranteed by US government agencies such 
as the Federal National Mortgage Association (Fannie Mae) and Federal 
Home Loan Mortgage Corporation (Freddie Mac), whereas in the EU such 
guarantees are not widespread.  
 
Over the past ten years the EU securitisation market has shrunk by around 
40% (from €1.2 trillion in 2012). This is also reflected in the size of new 
issuances before and after the GFC, which were as high as €819 billion in 
2008 compared with €181 billion in 2013.  
By the second quarter of 2021 new issuances amounted (on an annualised 
basis) to €171 billion. Compared with the total assets of the EU banking 
system, which is the main source of origination for EU securitisations, the 
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size of the EU securitisation market is small at around 2% in the second 
quarter of 2021.  
 
In terms of the types of assets that are securitised, the EU securitisation 
market is largely composed of residential mortgage-backed securities 
(RMBSs), but has recently become more diverse.  
 
For example, the share of RMBSs in the total EU outstanding decreased 
from 68% in 2017 to 61% in the second quarter of 2021, while the shares of 
securitisations backed by loans to small and medium-sized enterprises 
(SMEs) loans and other asset-backed securities (ABSs) increased from 9% 
to 12% and from 21% to 26% respectively over the same period.  
 
The EU securitisation market is concentrated in a few Member States and 
banks are the main holders of securitisations.  
 
In the second quarter of 2021 almost 80% of total outstanding 
securitisations in the EU were backed with loans located in Spain, France, 
Italy and the Netherlands, reflecting the active and extensive use of 
securitisation in these Member States.  
 
EU banks remain the main holders of EU securitisations. Nonetheless, EU 
banks retain securitisations mostly for use as collateral in central bank 
operations.  
 
In the second quarter of 2021 euro area banks held 84% of the total market 
value of euro area securitisations. Of these, 40% of securitisations held by 
euro area banks had an AAA external credit rating.  
 
The next largest holders of euro area securitisations were investment funds 
(including money market funds or MMFs) and insurance corporations, with 
7% and 5% of the total market value respectively.  
 
Most tranches of EU securitisations are rated as investment grade, although 
the impact of the coronavirus (COVID-19) pandemic and its aftermath on 
the securitisation market remains to be seen.  
 
In the year following the start of the COVID-19 pandemic, the share of 
securitisations with an investment grade rating stood at 96% in the second 
quarter of 2021 compared with 93% in 2014.  
 
In addition, the number of rating upgrades have outnumbered rating 
downgrades since the start of the pandemic.  
 
The introduction of a cross-sectoral securitisation framework in the EU 
including a more risk-sensitive prudential framework and the introduction 
of the simple, transparent and standardised (STS) label may have 
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contributed to the overall quality of securitisations, in particular those 
fulfilling the STS criteria, which is also reflected by a preferential risk 
weight treatment.  
 
However, the economic outlook for the EU economy remains uncertain and 
depends among other things on the effectiveness of vaccination 
programmes, the time and speed with which government support will be 
scaled back and geopolitical developments following Russia’s invasion of 
Ukraine.  
 
This report focuses on EU RMBSs. The focus on EU RMBSs reflects three 
main considerations.  
 
First, RMBSs are the largest segment of the EU securitisation market, 
representing more than 60% of total outstanding securitisations in the EU 
at the second quarter of 2021.  
 
Second, housing represents a major part of household wealth, while 
residential mortgages represent a major part of bank lending. Recessions 
associated with real estate market developments tend to be more harmful 
than other recessions (Crowe et al., 2012).  
 
Third, since 2016 the ESRB has repeatedly warned about vulnerabilities in 
the residential real estate market in a number of Member States, including 
some that are important originators of EU RMBSs.  
 
The report sets out a monitoring framework that focuses on systemic risk, 
in particular owing to excessive leverage and interconnectedness.  
The monitoring framework is organised around three groups of indicators 
that the ESRB deems to be the most relevant from a macroprudential 
perspective:  
 
(i) broad market indicators,  
 
(ii) leverage indicators, and  
 
(iii) interconnectedness and concentration indicators.  
 
For the purpose of monitoring the RMBS market in the EU, this report 
draws on three data sources: the Centralised Securities Database (CSDB), 
the European DataWarehouse (EDW) and the ECB’s Securities Holdings 
Statistics (SHS). 
 
To read more: 

https://www.esrb.europa.eu/pub/pdf/reports/esrb.report_securisation.20
220701~27958382b5.en.pdf?f6dea1a4f9feaf5354409a2e0acf8a1a 
 

https://www.esrb.europa.eu/pub/pdf/reports/esrb.report_securisation.20220701~27958382b5.en.pdf?f6dea1a4f9feaf5354409a2e0acf8a1a
https://www.esrb.europa.eu/pub/pdf/reports/esrb.report_securisation.20220701~27958382b5.en.pdf?f6dea1a4f9feaf5354409a2e0acf8a1a
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The landscape in 2030 - Central Bank Digital Currencies (CBDC) 
or private digital payment solutions? 
Burkhard Balz, Member of the Executive Board of the Deutsche 
Bundesbank, at the Central Bank Payments Conference, Athens. 
 

 
 

1. High activity among central banks on CBDC 
 
Ladies and gentlemen, 
 
It is a pleasure for me to be here in Athens and to speak to you about central 
bank digital currency (CBDC) in the vicinity of the ancient Agora where – if 
I am not mistaken – Aristotle discussed questions of ethics, economics and 
politics with his disciples while walking in the shade of the Peripatos.  
 
Now I know full well that philosophers from antiquity cannot provide us 
with any immediate input on CBDC. But take it from me: even in our 
discussions about a digital euro Aristotle does play a role from time to time. 
I will come back to this at the end of my speech. 
 
CBDC is a digital form of money, issued by the Central Bank, and in its 
retail version accessible for the general public. According to the latest BIS 
survey, more than two-thirds of central banks worldwide will possibly issue, 
or are likely to issue, a retail CBDC in either the short or medium term. As a 
result, retail CBDC, as a new means of payment for everyday transactions, 
may exist in at least some countries at the end of the decade, so by 2030. 
 
At the moment, there are only two countries where a retail CBDC has 
actually been launched: the Bahamas launched their digital Sand Dollar in 
October 2020, and Nigeria issued an eNaira in September 2021. 
Meanwhile, the Eastern Caribbean Currency Union is piloting DCash, and 
China is running extensive pilots with its eYuan. 
 
All these countries had very different motivations for these endeavours: 
logistical issues concerning the proper supply of cash across a widely spread 
archipelago in the Bahamas, support for financial inclusion in Nigeria, and 
in China the eYuan ranks as a state-run alternative to the two quite 
dominant private payment solutions. 
 
In many other jurisdictions, for example in the United States and the 
United Kingdom, central banks have also initiated public debates on the 
possible launch of a CBDC. I am looking forward to the results and the 
conclusions that will be drawn from them. 
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In the euro area, we are one step ahead. We published a report on the 
groundwork for a digital euro in October 2020 and launched our 
Eurosystem project eight months ago. The aim is to investigate whether we 
should introduce a digital euro and what it might look like.  
 
As in all the other countries the question arises, why are we doing this? If 
you asked the average consumer on the street, the majority would probably 
not see an immediate need for something called the “digital euro”. But 
would the response have been any different if Steve Jobs had asked whether 
we needed a thing called the “iPhone” at the beginning of this century? 
 
2. Good reasons to come up with CBDC 
 
As I said, central banks have different reasons to consider the introduction 
of CBDC a worthwhile undertaking. In the euro area, we are seeing 
decreasing demand for physical cash which, up to now, is the only form of 
central bank money that is available to the general public. But cash isn’t 
suitable for payments in the digital world, like in e-commerce.  
 
Therefore, it could be beneficial to additionally offer a digital version of 
cash to support digitalisation in the European Union. Let me clarify: the 
digital euro would complement cash, not replace it. We will stick to our 
current practice of market neutrality: consumers should choose their 
means of payment at their own discretion. 
 
Some also take the view that a digital euro is not needed because other 
innovative means of payment like stablecoins, already exist. But the recent 
turmoil has clearly illustrated that not everything that glitters is gold. And 
even if stablecoins were properly regulated, like “e-money” in the European 
Union today, there would still be issues such as the risk of fragmentation 
along which a lack of interoperability and broad acceptance. Issues, ladies 
and gentlemen, that a digital euro would, in any case, remedy from the 
start. 
 
Moreover, there are further reasons that might be unique in Europe 
compared with other jurisdictions. 
 
Since the single market for cashless payment solutions in the euro area 
currently only exists for credit transfers and direct debits, both the 
Eurosystem and the European Commission see the need for a 
pan-European payment solution, running on European infrastructures. As 
of now, payment cards and online payments, too, are still based on national 
structrures. And the competitors are big and financially potent: 
international card schemes as well as BigTech firms with their global 
offerings. 
 



P a g e  | 29 

Basel iii Compliance Professionals Association (BiiiCPA)  

Against this background, the digital euro goes hand in hand with the 
political idea of supporting pan-European infrastructure and protecting 
European sovereignty. However, we need to stop regarding the digital euro 
and private payment solutions as rivals. Quite the opposite: both could be 
integral and important parts of a sound future ecosystem in payments: 
 
- The digital euro would be offered alongside private payment solutions. 
 
- There needs to be full interoperability between the digital euro and 

private payment solutions. 
 

- Both segments will have to allow for instant payment processing, 24 
hours a day, 365 days a year. 

 
Banks and payment service providers will also have to play an important 
role in the distribution of the digital euro. In that respect, they can build 
add-on services on top of the digital euro. 
 
According to the BIS survey mentioned before, more than 70 per cent of 
central banks – engaged in some form of retail CBDC work – think the 
private sector needs to play a role in the CBDC ecosystem. This includes 
various aspects of the client-facing interface, especially client onboarding 
(including “know your customer procedures”) and the handling of retail 
payments. 
 
To read more: 

https://www.bundesbank.de/en/press/speeches/the-landscape-in-2030-c
bdcs-or-private-digital-payment-solutions--893650 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.bundesbank.de/en/press/speeches/the-landscape-in-2030-cbdcs-or-private-digital-payment-solutions--893650
https://www.bundesbank.de/en/press/speeches/the-landscape-in-2030-cbdcs-or-private-digital-payment-solutions--893650
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Financial Stability Institute (FSI), Insights on policy implementation No 44 

Big tech interdependencies – a key policy blind spot 
Juan Carlos Crisanto, Johannes Ehrentraud, Marcos Fabian, Amélie 
Monteil 
 

 
 

Executive summary 
 
The increasingly prominent role of large technology firms (big techs) in 
the financial sector has raised questions about their inner workings and 
regulation.  
 
Big techs have already gained a substantial footprint in parts of financial 
services; and the trend towards more digitalisation, which the Covid-19 
pandemic has accelerated, has allowed them to fortify their market 
positions even further.  
 
While big tech business models vary across markets and jurisdictions, they 
also share characteristics that could represent a major source of disruption 
to the financial system and give rise to a range of policy concerns.  
 
One attribute of big techs’ business model that has so far received less 
attention, and is therefore less well understood, are the implications of their 
internal and external interdependencies on the financial system. 
 
Big tech activities underpin closely connected digital platform ecosystems.  
 
Such an ecosystem, which has a digital platform at its centre, is run by 
financial and non-financial entities that form part of a big tech group.  
 
Other participants in the ecosystem are third-party entities that offer 
products and services on the platform as well as individuals and businesses 
that use them.  
 
By using cutting-edge technology, big tech entities take advantage of users’ 
personal data as an input to create further user activity and generate more 
data.  
 
This ability to enable active interaction among different participants in 
their ecosystem is a key element underpinning the business models of big 
techs. It may not be surprising therefore that significant intragroup 
dependencies and external interconnections are integral parts of the 
big tech business model. 
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The objective of this paper is to explore the interdependencies inherent in 
big tech’s business models.  
 
This assessment is based on the business models of six big techs around the 
world (Alibaba, Amazon, Grab, Jumia, Mercado Libre and Rakuten).  
 
Due to the lack of a comprehensive source of information on their 
organisational structure, activities and the risks involved, this paper has 
pieced together a view of their business models using a variety of publicly 
available information such as securities prospectuses, annual reports, 
expert press reports and other investor resources. 
 
The analysis of individual big tech business models points to several 
common features. 
 
Their core activity is usually complemented by a wide array of services, 
particularly financial and technology ones. Another common feature relates 
to the integration of different big tech activities into the same 
platform using “ecosystem binders”.  
 
These are applications and tools that facilitate and promote the use of the 
entire ecosystem such as super apps and loyalty schemes. Big techs also 
commonly show a drive to grow and expand to new markets.  
 
Finally, big tech business models rely on a strongly connected digital 
platform ecosystem that generates strong intragroup and external 
interdependencies. 
 
Big techs’ drive to grow is reflected in different stages of their 
development, generating both regional and global big techs.  
 
The more services a big tech platform offers, the more attractive it 
could be for its users. The continuous expansion of big techs into new 
markets can be observed through various indicators related to their 
operations such as number of jurisdictions and clients, level of revenues 
and business areas.  
 
These indicators show that Alibaba and Amazon operate globally in a wide 
number of business areas and have a large customer base. Other big techs 
such as Grab, Jumia, Mercado Libre and Rakuten have a regional focus, 
serve a relatively smaller customer base and operate in a limited number 
of business segments. They are, however, expanding towards new markets. 
 
Intragroup dependencies help big techs achieve economies of scale but 
raise risks.  
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Financial and non-financial entities that form part of the big tech group use 
common payment systems to facilitate transactions across the entire 
ecosystem. In addition, they use the same technological infrastructures, 
computer applications and analytical tools to process information relevant 
for the group.  
 
They also rely on a common credit scoring system to evaluate clients and 
share their data to make the ecosystem work. 
 
These intragroup dependencies raise the potential for difficulties regarding 
one or more parts of big tech activities to spill over across the entire group, 
which may have a negative impact on their provision of regulated financial 
services. 
 
The activities of big techs and financial institutions are increasingly 
intertwined and have the potential to give rise to meaningful external 
interdependencies.  
 
Both offer financial products and services through a variety of partnerships, 
including:  
 
(i) strategic alliances to facilitate payments in the big tech ecosystem;  
 
(ii) white labelling arrangements through which big techs perform 
customer interface functions;  
 
(iii) banking-as-a-service partnerships that allow big techs to integrate 
financial products from different providers into their platform;  
 
(iv) pre-screening services by big techs to identify whether customers are 
eligible for certain financial products; and  
 
(v) arrangements to originate and/or distribute lending and insurance 
products. The lack of transparency around these arrangements makes it 
complex to assess the type and level of risks to which financial institutions 
are exposed. 
 
To read more: https://www.bis.org/fsi/publ/insights44.pdf 
 
 
 

 
 
 
 
 

https://www.bis.org/fsi/publ/insights44.pdf
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EBA updates the list of Other Systemically Important Institutions 
 

 
 

The European Banking Authority (EBA) updated today the list of Other 
Systemically Important Institutions (O-SIIs) in the EU, which, together 
with Global Systemically Important Institutions (G-SIIs), are identified as 
systemically important by the relevant authorities according to harmonised 
criteria laid down in the EBA Guidelines. This list is based on end-2020 
data and also reflects the O-SII score and the capital buffers that the 
relevant authorities have set for the identified O-SIIs. The list is available 
also in a user-friendly visualisation tool. 
 

 
 
The EBA Guidelines define the size, importance, complexity and 
interconnectedness as the criteria to identify O-SIIs.  
 
They also provide flexibility to relevant authorities to apply their 
supervisory judgment when deciding to include other institutions, which 
might have not been automatically identified as O-SIIs.  
 
This approach ensures a comparable assessment of all financial institutions 
across the EU, whilst still not excluding those firms that may be deemed 
systemically important for one jurisdiction on the basis of certain 
specificities.  
 
The EBA acts as the single point of disclosure for the list of O-SIIs across 
the EU, while each relevant authority discloses information for its 
respective jurisdiction, along with further details on the underlying 
rationale and identification process.  
 
This additional information is relevant to understanding the specific 
features of each O-SII and get some insight in terms of supervisory 
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judgment, optional indicators used, buffer decisions and phase-in 
implementation dates. 
 
The list of O-SIIs is disclosed on an annual basis, along with any Common 
Equity Tier 1 (CET1) capital buffer requirements. Higher capital 
requirements will become applicable once relevant authorities decide to set 
institution-specific buffer requirements following the O-SII identification.  
 
For each O-SII, the list includes the overall score in terms of basis points 
resulting from the EBA scoring methodology. 
 
You may visit: 

https://www.eba.europa.eu/eba-updates-list-other-systemically-important
-institutions-0 
 

https://www.eba.europa.eu/risk-analysis-and-data/global-systemically-im
portant-institutions 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.eba.europa.eu/eba-updates-list-other-systemically-important-institutions-0
https://www.eba.europa.eu/eba-updates-list-other-systemically-important-institutions-0
https://www.eba.europa.eu/risk-analysis-and-data/global-systemically-important-institutions
https://www.eba.europa.eu/risk-analysis-and-data/global-systemically-important-institutions
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FSB proposes key performance indicators for measuring progress 
toward the G20 cross-border payments targets 
 

 
 

The Financial Stability Board (FSB) published for public feedback an 
interim report on the approach for monitoring progress toward meeting the 
targets for the G20 Roadmap for Enhancing Cross-border Payments.  
 
The report provides preliminary recommendations about key performance 
indicators (KPIs) that could be used to monitor progress over time and 
identifies existing and potential sources of data for calculating those KPIs. 
 
In October 2021, the FSB set quantitative global targets for addressing the 
four challenges faced by cross-border payments (cost, speed, access, 
transparency) as a key foundational step in the G20 Roadmap.  
 
These targets were set for each of the three main segments of the market 
(wholesale, retail and remittances). The targets define the Roadmap’s 
ambition and create accountability. However, measuring progress toward 
these targets will not be straightforward because no comprehensive data 
sources currently exist. 
 
For the wholesale segment, the FSB views private-sector network providers 
as the most promising data sources for monitoring speed and access, while 
the use of surveys and proxies are being evaluated for monitoring progress 
towards meeting the transparency target. 
 
The retail payments segment is highly varied in terms of end-users, service 
providers, and payment mechanisms. The FSB proposes differentiated KPIs 
for the various use-cases, which would allow a better understanding of how 
progress toward meeting the targets differs among those use-cases.  
 
The enormous variety of end-users and payment service providers in this 
segment make collecting comprehensive data infeasible. The FSB is, 
therefore, evaluating the feasibility of collecting representative samples, for 
instance from private-sector data aggregators. 
 
For the remittances segment, the public sector’s long-standing goal of 
improving conditions in this segment has led to the establishment of 
multiple high-quality databases, most notably the World Bank’s Remittance 
Prices Worldwide database and Global Findex database. The FSB is 
proposing to leverage these, and similar, public-sector databases to 
calculate KPIs. 
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The FSB invites feedback from the public on the preliminary proposals in 
this report. In particular, feedback is appreciated on the following 
questions: 
 
Has the FSB identified appropriate potential sources of data for efficiently 
monitoring progress toward the Roadmap’s targets? What, if any, 
additional or alternative public or private data sources should the FSB also 
consider and for what KPIs? 
 
Has the FSB defined the KPIs appropriately, such that they are closely and 
meaningfully tied to the relevant target? What, if any, additional 
considerations should inform the calculation of the KPIs so that they 
provide sufficiently representative measurements of progress toward the 
targets without being overly burdensome? 
 
The FSB is evaluating the use of proxies for monitoring progress toward 
some of the targets. Are the proxies proposed appropriate? What, if any, 
additional or alternative proxies should the FSB consider that are 
sufficiently representative and simplify monitoring? 
 
The responses will help to inform the FSB’s report in October 2022 to the 
G20 setting out further details of the implementation approach and the 
KPIs. Feedback should be sent to fsb@fsb.org by 31 July 2022 with the title 
“Monitoring progress toward cross-border payments targets”.  
 

To read more: 
https://www.fsb.org/2022/07/fsb-proposes-key-performance-indicators-f
or-measuring-progress-toward-the-g20-cross-border-payments-targets/ 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.fsb.org/2022/07/fsb-proposes-key-performance-indicators-for-measuring-progress-toward-the-g20-cross-border-payments-targets/
https://www.fsb.org/2022/07/fsb-proposes-key-performance-indicators-for-measuring-progress-toward-the-g20-cross-border-payments-targets/
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ESRB risk dashboard 
 

 
 

Interlinkages and composite measures of systemic risk 
 

 
 
Probability of a simultaneous default 
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To read more: 

https://www.esrb.europa.eu/pub/pdf/dashboard/20220906_rdb_externa
l~ead8a1175c..pdf 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.esrb.europa.eu/pub/pdf/dashboard/20220906_rdb_external~ead8a1175c..pdf
https://www.esrb.europa.eu/pub/pdf/dashboard/20220906_rdb_external~ead8a1175c..pdf
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The digital euro and the evolution of the financial system 
Fabio Panetta, Member of the Executive Board of the European Central 
Bank, at the Committee on Economic and Monetary Affairs of the European 
Parliament, Brussels 
 

 
 

I am pleased to join you here today to discuss the progress we have made in 
our digital euro project. 
 
A digital euro would enable Europeans to use public money for digital 
payments throughout the euro area – just like they can use cash for physical 
payments. 
 
Bringing central bank money into the digital era is a logical step as 
payments become increasingly digitalised. And this is critical for two main 
reasons. 
 
First, we need to preserve the role of public money as the anchor of the 
payments system in order to ensure the smooth coexistence, the 
convertibility and the complementarity of the various forms that money 
takes. A strong anchor is needed to protect the singleness of money, 
monetary sovereignty and the integrity of the financial system. 
 
Second, a digital euro would contribute to our strategic autonomy and 
economic efficiency by offering a European means of payment that could be 
used for any digital payment, would meet Europe’s societal objectives and 
would be based on a European infrastructure. 
 
We will design the digital euro in a way that makes it attractive to users, 
who would like to use it to pay anywhere. 
 
Giving legal tender status to the digital euro would make this possible, and 
it will be decided by you, the co-legislators. It would also help to achieve the 
network effects that are key to the success of payment solutions. 
 
We will also strive for the highest standards of privacy and aim to 
contribute to financial inclusion and foster digital innovation, including as 
regards the programmability of payments. 
As for implementation, we are working to minimise the time to market, 
costs, risks and ecological footprint associated with the digital euro. 
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In particular, we will make sure that the digital euro builds on the 
experience of financial intermediaries in consumer-facing services, does 
not crowd out private means of payment, and preserves financial 
stability. And this is the aspect that I will focus on today: the potential 
impact of a digital euro on the financial system. 
 
The digital euro and the evolution of the financial system 
 
As we explore the design of the digital euro, we are not only looking at the 
payments landscape of today – we are in fact also considering how it might 
evolve in the future. 
 
Imagine a world in which the central bank continues to offer only cash, but 
people increasingly prefer to pay digitally and the only digital forms of 
money available to them are private ones. In such a world, central bank 
money would lose its key role in payments, and it would not be possible 
to ensure the complementarity and convertibility of public and private 
money. 
 
The entire monetary and financial sector would be deprived of its anchor – 
central bank money – and would be exposed to potential instability.  
 
It is also conceivable that non-European digital payment solutions and 
technologies operated abroad might dominate our payments market, as we 
are already seeing in some segments like cards and online payments.  
 
This risk would be exacerbated by the expansion of means of payment 
offered by big techs, which could use their very large customer base to their 
advantage.  
 
This would raise questions about our autonomy and privacy in payments. It 
could even endanger European sovereignty.  
 
Moreover, the international monetary system may see the emergence of 
central bank digital currencies (CBDCs) in large economies. Such CBDCs 
would offer benefits in terms of efficiency, scalability, liquidity and safety 
that would support their attractiveness internationally.  
 
And they would have the potential to facilitate cross-border payments, 
which may enhance their role as a global payment unit. In such a context, 
not issuing a digital euro could undermine the international role of the euro 
and create additional risks to sovereignty. 
This scenario is not imminent, but it could potentially materialise in the 
future if we do not start acting today. And if we don’t act, we will also see 
increasing confusion about digital money. Crypto-assets are a 
case in point. 
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Unbacked crypto-assets, for example, cannot perform the functions of 
money. They are neither stable nor scalable. Transactions are slow and 
costly. And, in some forms, they pose a danger to the environment and to 
other societal objectives.  
 
Stablecoins, meanwhile, are vulnerable to runs, as we have recently seen 
with algorithmic stablecoins. In this context, it is vital that any remaining 
regulatory gaps in the crypto-asset ecosystem are closed.  
 
I count on the work of this Parliament to ensure that an ambitious 
regulatory framework emerges from the current negotiations on 
the EU Regulation on Markets in Crypto-Assets (MiCA) and on the current 
legislative proposals on anti-money laundering and countering the 
financing of terrorism, especially in relation to information accompanying 
transfers of funds and certain crypto-assets (FCTR). 
 
To avoid this confusion about what digital money is and what it is not, we 
need the central bank to provide one of its own, responding to the demand 
for digitalisation and providing an anchor of stability in the world of digital 
finance. 
 
Protecting the stability of the financial system  
 
For the digital euro to play this role, we need to carefully evaluate its 
potential impact on monetary policy, financial stability and the provision of 
services by financial intermediaries. 
 
A digital euro would of course be issued by the central bank. And unlike 
potentially dominant private actors in tomorrow’s digital payments market 
– such as big techs – the central bank would pay close attention to financial 
stability considerations and to preserving a diverse and vibrant ecosystem. 
 
This does not imply that the status quo must be maintained. It means that 
any potential risks emerging from the introduction of a digital euro should 
be contained in both normal times and times of financial stress. We have 
been discussing these aspects in detail over the past few months. 
 
We are looking very closely at the risks to monetary policy transmission and 
financial stability that could be associated with the conversion of large parts 
of euro area bank deposits into digital euro. 
Deposits represent the main source of funding for euro area banks today. 
If not well designed, a digital euro could lead to the substitution of an 
excessive amount of these deposits.  
 
Banks can respond to these outflows, managing the trade-off between 
funding cost and liquidity risk. 
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The attractiveness of commercial bank deposits will also influence the 
degree of substitution. 
 
But any undesirable consequences that may result from the issuance of 
digital euro for monetary policy, financial stability and the allocation of 
credit to the real economy should be minimised in advance by design. 
 
And it is indeed possible to design a digital euro with effective tools to 
prevent it from being used as a form of investment rather than solely as a 
means of payment. 
 
To read more: https://www.bis.org/review/r220616a.pdf 
 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.bis.org/review/r220616a.pdf
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Annual report 2021 
 

 
 

Identifying, assessing and monitoring risks in the EU banking sector 
 
Improving the EU-wide stress testing framework 
 
In line with the feedback received on the discussion paper on the future 
changes to the EU-wide stress testing framework, the EBA Board of 
Supervisors supported the exploration and implementation of a hybrid 
approach.  
 
While the status quo remains an option in the short term, the 
hybrid approach will mean that some selected elements will follow a 
centralised approach while the rest of the methodology will remain 
inherently bottom-up. 
 
Investigating the role of top-down elements in the EU-wide stress test 
 

 
 
The EBA Board of Supervisors has identified net interest income and net 
fee and commission income as suitable candidates for centralisation, 
potentially for the 2023 EU-wide stress test exercise.  
 
Due to the strict timelines for the finalisation of the methodology for the 
2023 EU-wide stress test, the EBA Board of Supervisors decided to 
continue working in parallel on the bottom-up methodology considering 
the lessons learned in the 2021 EUwide stress test exercise.  
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A final decision on the implementation of some top-down elements in the 
2023 EU-wide stress test is expected in the second quarter of 2022. 
 
THE 2021 EU-WIDE STRESS TEST: ASSESSING BANKS’ CAPACITY TO 
WITHSTAND FURTHER SHOCKS 
 
In July 2021, the EBA published the results of the 2021 EU-wide stress test, 
which involved 50 banks covering broadly 70% of total EU banking sector 
assets.  
 
The 2021 EU-wide stress test exercise was initially planned for 2020 but 
postponed to allow banks to prioritise operational continuity while the 
COVID-19 pandemic was unfolding.  
 
The stress test helped supervisors assess banks’ capacity to withstand 
further shocks. Given the unprecedented macroeconomic shock due to the 
pandemic in 2020, the baseline scenario provided a useful yardstick for 
assessing and comparing the situation of EU banks, assuming an orderly 
exit from the pandemic.  
 
Hence, the stress test also helped provide a perspective on how the banking 
system could develop after the pandemic.  
 
During 2020, EU banks continued to build up their capital base, with a 
CET1 ratio at the beginning of the exercise (i.e. at the end of 2020) of 15%, 
the highest since the EBA has been performing stress tests, despite the 
unprecedented decline in gross domestic product (GDP) and the initial 
effects of the COVID-19 pandemic in that year.  
 
Under the adverse scenario, the average impact on the EU banking system 
was equal to a 485 bp decline in the CET1 fully loaded ratio for banks.  
 
In the baseline scenario, banks’ CET1 fully loaded ratio increased by 78 bps, 
bringing the sector’s average CET1 fully loaded ratio to 15.8% at the end of 
2023.  
 
It is encouraging to see that overall, EU banks in aggregate remained above 
the 10% mark and hence would be able to continue lending despite a very 
severe adverse scenario.  
 
In line with previous exercises, the EBA published granular stress test data 
at a bank-by-bank level, which is a must for fostering market discipline at 
times of increased uncertainty in the markets, while the results of the 
exercise represent a key input to the supervisory review and evaluation 
process (SREP).  
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The EBA is responsible for initiating and coordinating the EU-wide stress 
test, supplying the methodology, working with the ESRB and the ECB to 
provide a common scenario and publishing the results, including a report 
and granular bank-by-bank data together with analytical interactive tools.  
 
During the exercise, the EBA, together with the supervisory authorities, 
closely manage the data extraction, transformation, and loading (ETL) 
process to ensure a high level of data quality.  
 
More than 850,000 data points are processed and around 2,500 validation 
rules ensure that this is carried out properly. While the supervisory 
authorities take responsibility for ensuring the quality of the submissions 
received from banks with the results, the EBA facilitates the process by 
providing descriptive statistics and managing the process of clarifying 
methodological questions from banks through a centralised FAQ process. 
 

 
To read more: 
https://www.eba.europa.eu/sites/default/documents/files/document_libr
ary/About%20Us/Annual%20Reports/2021/1035237/EBA%202021%20A
nnual%20Report.pdf 
 
 
 

https://www.eba.europa.eu/sites/default/documents/files/document_library/About%20Us/Annual%20Reports/2021/1035237/EBA%202021%20Annual%20Report.pdf
https://www.eba.europa.eu/sites/default/documents/files/document_library/About%20Us/Annual%20Reports/2021/1035237/EBA%202021%20Annual%20Report.pdf
https://www.eba.europa.eu/sites/default/documents/files/document_library/About%20Us/Annual%20Reports/2021/1035237/EBA%202021%20Annual%20Report.pdf
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Rowing in unison to enhance cross-border payments 
Victoria Cleland, Executive Director for Payments, Bank of England, at the 
Central Bank Payments Conference 2022 
 

 
 

The importance of cross-border payments  
 
I am delighted to be speaking once again at the Central Bank Payments 
Conference.  
 
I have previously highlighted the establishment of the roadmap and targets 
to enhance cross-border payments.  
 
Today, I want to update you on some of the tangible progress already made 
in this area.  
 
And to stress the important role that you can play in working 
collaboratively across the public and private sectors to deliver real 
improvements to the cost, speed, transparency and accessibility of 
cross-border payments.  
 
Cross-border payments are essential to the global economy. It is estimated 
that this year the global cross-border payment market will settle $156 
trillion. 
 
And it is not just the wholesale markets that are impacted: cross-border 
payments are crucial to businesses, consumers and remittances.  
 
In Greece alone remittances reached an all-time high of 338 EUR million in 
January 2022. 
 
And the importance of cross-border payments is due to grow further.  
 
Business-to-business crossborder payments grew over 25% over the past 
two years and reached $34 trillion in 2021. 
 
A recent study suggested that 87% of global merchant executives see 
cross-border sales as their biggest growth potential. 
 
But despite their importance, many cross-border payments are still slow, 
expensive and difficult to track.  
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While some wholesale payments are very effective, there are too many 
cases, for remittance payments in particular, where payments can take up 
to 10 days and cost more than 10% of the value of the underlying transfer.  
 
And this has a very real impact on businesses and individuals. This 
underlines why enhancing cross-border payments is so critical and why the 
G20 made it a priority in 2020.  
 
To recap briefly, the first step was a Financial Stability Board (FSB), report 
assessing the frictions and challenges. 
 
The Committee on Payments and Market Infrastructures (CPMI) then set 
out the building blocks that would be instrumental in addressing the 
challenges. 
 
And in October 2020 the FSB coordinating with CPMI and other standard 
setting bodies, published a roadmap - a high-level plan of the timelines, 
actions and actors required to progress each building block. 
 
The roadmap consists of 19 building blocks that were arranged into 5 focus 
areas.  
 

 
The first 4 focus areas seek to enhance the existing payments ecosystem by, 
for example, coordinating regulatory, supervisory and oversight 
frameworks; improving existing payment infrastructures; and increasing 
data quality.  
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The fifth focus area is more exploratory and covers emerging payment 
infrastructures and arrangements including Central Bank Digital 
Currencies (CBDCs).  
 
In October 2021, following a public consultation, the FSB announced clear 
quantitative global targets to address the 4 challenges of cross-border 
payments - cost, speed, access and transparency across 3 market segments 
– wholesale, retail and remittances – the majority of which will come into 
effect in 2027. 
 
Work is underway to assess how to measure progress against the targets. 
And crucially work is underway to enable the targets to be met. To achieve 
the magnitude of change needed at pace will require collaborative effort. 
Given the conference is in Athens, I wanted to bring collaboration to life 
with an example from Greece – the Trireme.  
 
This famous ship – the fastest in the ancient world - derives its name from 
its three tiers of oars, and its success has been attributed to the 
collaborative efforts of these three tiers working together.  
 
This ship and its ethos of teamwork provide a key metaphor for how we can 
successfully bring about change in how cross-border payments work. In the 
world of cross-border payments the three key groups are: central banks, 
industry and public authorities.  
 
There is a saying “If you want to go fast, go alone. If you want to go far, go 
together.” We need to go far together to reach the FSB targets on cost, 
speed, access and transparency. 
 
To read more: 

https://www.bankofengland.co.uk/speech/2022/june/victoria-cleland-spe
ech-at-the-currency-research-central-bank-payments-conference-2022 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.bankofengland.co.uk/speech/2022/june/victoria-cleland-speech-at-the-currency-research-central-bank-payments-conference-2022
https://www.bankofengland.co.uk/speech/2022/june/victoria-cleland-speech-at-the-currency-research-central-bank-payments-conference-2022
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Disclaimer 
 
The Association tries to enhance public access to information about risk 
and compliance management.  
 
Our goal is to keep this information timely and accurate. If errors are 
brought to our attention, we will try to correct them. 
 
This information: 
 
- is of a general nature only and is not intended to address the specific 
circumstances of any particular individual or entity; 
 
- should not be relied on in the particular context of enforcement or 
similar regulatory action; 
 
- is not necessarily comprehensive, complete, or up to date; 
 
- is sometimes linked to external sites over which the Association has 
no control and for which the Association assumes no responsibility; 
 
- is not professional or legal advice (if you need specific advice, you 
should always consult a suitably qualified professional); 
 
- is in no way constitutive of an interpretative document; 
 
- does not prejudge the position that the relevant authorities might 
decide to take on the same matters if developments, including Court rulings, 
were to lead it to revise some of the views expressed here; 
 
- does not prejudge the interpretation that the Courts might place on 
the matters at issue. 
 
Please note that it cannot be guaranteed that these information and 
documents exactly reproduce officially adopted texts.  
 
It is our goal to minimize disruption caused by technical errors. However 
some data or information may have been created or structured in files or 
formats that are not error-free and we cannot guarantee that our service 
will not be interrupted or otherwise affected by such problems.  
 
The Association accepts no responsibility with regard to such problems 
incurred as a result of using this site or any linked external sites. 
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Basel iii Compliance Professionals Association (BiiiCPA) 
 

  
 

The Basel iii Compliance Professionals Association (BiiiCPA) is the largest 
association of Basel iii Professionals in the world. It is a business unit of the 
Basel ii Compliance Professionals Association (BCPA), the largest 
association of Basel ii Professionals in the world. 
 
We invite you to connect with the global community of experts working for 
the implementation of the Basel III framework, to gain insight into the G20 
efforts to regulate the global financial system, to explore new career 
avenues, and most of all, to acquire lifelong skills.  
 

You can explore what we offer to our members: 
 
1. Membership - Become a standard, premium or lifetime member. 
You may visit: 
https://www.basel-iii-association.com/How_to_become_member.htm 
 
2. Monthly Updates – Visit the Reading Room of the association at: 
https://www.basel-iii-association.com/Reading_Room.html 
 
3. Training and Certification – You may visit: 
https://www.basel-iii-association.com/Basel_III_Distance_Learning_Onl
ine_Certification.html 
 
For instructor-led training, you may contact us. We tailor Basel III 
presentations, awareness and training programs for supervisors, boards of 
directors, service providers and consultants. 

https://www.basel-iii-association.com/How_to_become_member.htm
https://www.basel-iii-association.com/Reading_Room.html
https://www.basel-iii-association.com/Basel_III_Distance_Learning_Online_Certification.html
https://www.basel-iii-association.com/Basel_III_Distance_Learning_Online_Certification.html

