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Resolution

« Differentiated implementation of Basel 1l — Strenghening the real economy,
securing the funding of small and medium-sized entprises and local authorities»

The proposal to reform the Capital Requirementedive (CRD) is a cornerstone piece of the findn@éorm

launched as response to the ongoing financial @odognic crisis. Our aim is to promote sustainal@enemic

growth and restore job creation in line with thgeatives of the EU 2020 strategy. The accumulatibexcessive
indebtedness and risk in the financial sector amesof the main factors that contributed to trigtier collapse of
financial markets in autumn 2008. In line with 620 commitments, the European Union must put thanial

markets at the service of the companies and holdseHensuring an adequate capitalisation is esddntrestore the
resilience and soundness of our financial sectdrthis is the context in which the implementatidrtree Basel I

measures should be framed.

With the CRD IV-Package, the European Commissiquragosing a comprehensive implementation of thiking
regulations recommended by the Basel Committee amkiBg Supervision (“Basel 11I”). This is due toagiually
enter into force by 2018. Basel Il and the Comimissproposal aim at regulating financial marketdicli is
necessary and desirable both from an economic aodiatal point of view. The regulations particlyigrovide for
increased capitalisation and liquidity requiremefds banks. The relevant legislative procedure ig do be
completed by the first semester of 2012. Implememntais to be achieved through a regulation immiediya
applicable in all EU member states.

The Union of Socialist Local and Regional Represives in Europe (USLRRE) demand that, in the immaletation
of Basel lll, measures be taken to avoid a disptaptate burden being placed on the real econorg. régulations
drafted by the Basel Committee for internationahksaneed to be applied differently, depending an kibsiness
model and size of the institutions. Hence, it isyveroblematic that the draft Commission regulat@oposes to
include, not just those bank identified by the Eh@@n Banking Authority (EBA) as being systemica#ievant, but
also public lending institutions with a regional murpose-specific focus. This affects mainly ingtiins financing
small and medium-sized enterprises and local aititerMoreover, Basel Il disproportionately irfenes with the
existing economic structures of member states heil tegions. The capacity for private and pubtieeistment is
therefore limited.

Small and medium-sized businesses, as well asmagamd local authorities, contribute substantitdiythe overall
economic demand and investments in the EuropeamnUAiso, regional and local authorities and theidertakings
provide basic public services. In this respect, lemdganks and lending institutions with a regiofiatus are
important partners because they provide loans @oetonomy and to public bodies. Together, thesersaactre
system-relevant stabilizers who also intervenemogide anti-cyclical impulses to counter a reaassvhen, due to
a crisis, capital market-oriented institutions teémgbro-cyclically limit their business activities.

To continue to provide these services of social geeral economic interest in the European Uniegional and
local public authorities are dependent on havirf§icent funds and on being able to refinance thelwes through
loans. Therefore, the USLRRE pleads for a difféead@tl implementation of Basel Ill into European lathe
banking regulations should concentrate on stridgéfined business models and particular types ditutisns to
avoid endangering the financing of the real economy
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Smaller lending institutions and those with a regiofocus, as well as public business developmeankdy
should have a differentiated treatment within ttaesd Il regulations. Neither their business madw®l their size
bore any responsibility for the financial and bagkicrisis. Rather, these decentralised and sps=li
institutions are an important factor of stabiliag they ensure that the real economy is providéid kvans. To
maintain this system-relevant function, they showtd be treated on the same footing as large iatiemal
banks.

The risk weighting and capital charge of loans nwals and medium-sized enterprises should contioubet
evaluated, as they have been until now, by asgptisinreal risk. Therefore, the requirements fankto small
and medium-sized enterprises should be loweredh&umore, for the risk weighting of direct loansrégional
and local authorities, the credit rating of theevaint member state should continue to provide ggiela

In determining the leverage ratio under Baselldtidns with a default risk of zero percent shoultitode taken
into account or should at least be risk weightdds Bhould specially apply to loans to public regioand local
authorities that provide the necessary security @aditworthiness. Furthermore, an exception-frgglieation
of the leverage ratio can lead to risk-free and-foargin loans being superseded by riskier onesteftie, the
leverage ratio should always be introduced asb@erwation ratio and zero-weighted loans shouldxpeessly
excluded.

The current rules, according to which direct ardirgct financial participations are subtracted fritva lending
institution's common equity, has to be correctdeeyldisadvantage public and cooperative finanastitution
and force them to recapitalise. This, in turn, igheir capacity to provide loans to private andlig clients and
to small and medium-sized enterprises. This igustified by the banking and financial crisis ahdrefore calls
for different rules depending at least on the tng8tins' business model and size.

National supervisory authorities should, within teropean System of Financial Supervision, remaicharge
of the day-to-day supervision of smaller and regilyafocused lending institutions and for publicsiness
development banks. Especially the standards ofBipean Banking Authority should not be fully and
completely applied. They are based on rules fayelanternational banks and are inappropriate faxliemand
regionally-focused banks and public business deveémt banks.

Independently of further financial market and bagkiegulations, the European Member states mustettisat
their decentralised local authorities are ableat@ tfinancial actions without limiting economic iaity. This is
the only way for local authorities to continue wdfif their stabilising role, necessary to the esoy in general.



