
REVISION OF CRR ON STS SECURITISATION

The Commission’s proposal on simple and transparent securitization1 comes together with another 

proposal to define the prudential treatment of STS securitisation and soften the prudential treatment 

of other types of securitisation for banks.

While the securitisation proposal defines what constitutes simple, transparent and standardised 

securitisation, the revision of the CRR directive complements it by defining the risk weights that will 

be applied to this new type of securitisation.

Finance Watch’s main points:

1. REASSURING INVESTORS

According to the European Commission proposal, introducing a new STS securitisation framework with 

lower capital charges would "would send a clear signal that risks are now better calibrated and, therefore, 

the likelihood of a systemic crisis reoccurring would have been reduced". 

 Finance Watch’s view: Lowering risk weights and regulatory capital does NOT in itself reduce the risk 

of systemic crises. Investors will only be reassured if the framework is robust and brings meaningful 

change, not merely because the prudential treatment is softened.

2. HIERARCHY OF APPROACHES

The new hierarchy of approaches to be used to calculate risk weights is 

a. banks' internal models

b. external ratings

c. standardised approach

 Finance Watch’s view: The flaws of internal models are well known and have yet to be addressed: we 

have seen that banks can manipulate risk weights and that different banks can give very different risk 

weights to similar assets. We have also seen with the crisis that relying on external rating agencies is not 

desirable and the EC even recognised the need to reduce the reliance on external ratings in regulation. 

We therefore believe that the standardised approach should come first in the hierarchy.

3. RISK SENSITIVITY OF THE FRAMEWORK

The risk weights for STS securitisation are significantly lower than the current ones for securitisation. Risk 

weights for senior tranches of non-STS securitisation are also lowered under the argument that it would 

make the prudential framework more risk sensitive.

 Finance Watch’s view: The risk sensitivity argument was already used to introduce internal models 

in Basel 2/3. In practice it led to much less reliable risk weights and a lower credibility of CET1 capital 

that has been shown to have no predictive power of bank default. This is not surprising since it 

brought enormous additional complexity and more room for optimistic interpretation. The risk sensitivity 

argument has thus been shown to be a flawed approach responsible for the weaknesses of the Basel 

2/3 framework and an excuse to lower regulatory capital. We might therefore be wary of using it again.

More fundamentally, if we agree that regulation is not about micro managing banks and telling them how 

to do their job, but that regulation is instead only a backstop, then there is no need for risk sensitivity 

for a backstop.

1 COM(2015) 473 final (https://ec.europa.eu/transparency/regdoc/rep/1/2015/EN/1-2015-473-EN-F1-1.PDF)



4. LOWERING THE RISK WEIGHT FLOOR

The risk weight floor for senior STS tranches is lowered from 15% to 10%.

 Finance Watch’s view: A floor is a safeguard against incorrect assumptions and modelling. As seen 

during the crisis, investors, supervisors and rating agencies all underestimated micro-correlations 

between assets in the pools which led to severe underestimation of risks. We also know that all models 

are imperfect. There is therefore a need for a sound and high enough floor to act as a safeguard against 

risk underestimation stemming from incorrect modelling and assumptions. 

It is worth noting that 15% is already incredibly low: say you invest 100 euros in a securitisation, you 

have a 15% risk weight and 12% regulatory capital. It means that you are required to have 100 * 0.15 

* 0.12 = 1.8 euros of capital to absorb potential losses. And now the new proposal suggests that 1.8 

euros is far too high we need to decrease the floor to 1.2 euros. 

The argument that securitisation is currently unfairly penalised by regulation because losses have been 

much lower in Europe is also controversial: while it is true that credit losses have indeed been very low 

in Europe (losses on the underlying loans), Marked-to-Market losses (losses stemming from changes 

in the value of the investment) have been sometimes much higher and cannot be ignored. Some would 

argue that Europe was also "saved by the bell": some Member States were about to introduce subprime 

loans  when the crisis hit, and had the crisis occurred a few years later, EU credit losses might have 

been significantly higher.

We therefore believe that the risk weight floor should not be lowered.
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