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AFME and its members have noted with interest the publica�on of the report from the EBA on specific aspects of 
the NSFR in accordance with Ar�cle 510 (4), (6) and (9) of the Capital Requirements Regula�on. 

One significant development is the EBA’s sugges�on that RSF factors for reverse repos should revert to the BCBS 
levels of 10% and 15% for less than 6 month transac�ons secured by level 1 HQLA and non-Level 1 HQLA 
respec�vely. 

The suggested changes to the NSFR RSF factors for reverse repos, if implemented, could have mul�ple unintended 
consequences for primary and secondary dealing in securi�es given the role of repo markets at the centre of the 
financial system, including an increased cost for European governments wishing to finance their economic needs. 
This has been recognised previously by a range of policymakers in the objec�ves to the introduc�on of the 
transi�onal periods for the NSFR under the nego�a�on of the Capital Requirements Regula�on and in response to 
the global BCBS’ assessment of NSFR regula�ons in Europe. It would also be inconsistent and a significant outlier to 
the more realis�c treatments in other major jurisdic�ons, including the US and UK1, at a �me when monetary policy 
is �ghtening and when further debt issuance is needed.   

By way of background, market makers in sovereign securi�es generally earn very marginal revenues and yet require 
large balance sheet support. The above proposed change in stable funding requirements would significantly 
increase the funding costs for the sovereign bonds market making ac�vity. To the extent that a bank, or a capital 
markets franchise within a bank, is constrained by RSF factors applied to reverse repos under the NSFR, the bank 
will have to consider adjustments to its inventory in light of the rela�ve return on equity generated by sovereign 
market making. Reducing or elimina�ng primary dealer ac�vity will be a logical solu�on where the bank’s exis�ng 
revenue from the ac�vity is already low and the incremental costs of NSFR funding charges create an economic 
incen�ve to reduce inventory. 

Our analysis shows that across thirteen  banks that par�cipated in a survey, an increase in the RSF factor from 0% 
to 10% for reverse repos secured by Level 1 HQLA, would result in addi�onal long term funding requirements in 
excess of €80 billion and that in some instances NSFR ra�os could be reduced by over 10% for those ins�tu�ons 
focused more specifically on market making ac�vi�es. Based on the survey, we es�mate that the size of the 
sovereign bond reverse repo market impacted by this change is in excess of EUR 800bn. While we acknowledge the 
analysis the EBA has undertaken, we believe that our work helps to give more perspec�ve of the likely impacts on 
the banks most involved in reverse repo transac�ons to support market making and debt issuance and indicates the 
importance of assessing impact at the business unit level (the level at which banks assess economic viability, and 

 
1 US Requirements: Paragraphs [249.106(a)(1)(vii)] and [249.106(a)(3)(ii)], UK requirements continue to be derived from CRR Articles [428r1(g)] and [428s1(b)].  



 

2 

 

decide whether to con�nue to scale back an ac�vity). At a more technical level, we would note that the proposed 
treatment would also lead to nega�ve impacts on repo inventories owing to inconsistencies with the LCR. 

While end-users may (or may not) be able and willing to absorb some incremental cost increases, which cannot be 
the pruden�al objec�ve of the NSFR, in capital markets services we believe that the larger effect will be a contrac�on 
of financial markets ac�vity and increased financial market vola�lity. If the cumula�ve effects of NSFR and other 
requirements are not manageable, a bank will reduce its inventories impairing market liquidity. Less liquid markets 
in turn will reduce issuers’ access to investors through reduced par�cipa�on, less efficiencies and increased costs.  
In addi�on to the increased costs for government debt issuance, this would clearly also work to the detriment of 
the on-going development of capital markets in Europe. 

We strongly recommend therefore that the EC takes swi� ac�on to introduce a legisla�ve proposals ahead of the 
28 June 2024 deadline to ensure that RSF can remain at the current levels of 0% and 5%, for less than 6 month 
transac�ons secured by level 1 HQLA and non-Level 1 HQLA respec�vely 

AFME and its members would welcome the opportunity to discuss the above changes and facilitate the EC in the 
decision making process.  
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